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n behalf of the more than 70,000 dedicated employees of the
Department of the Interior, I am pleased to share with the American
public our Annual Report on Performance and Accountability

for Fiscal Year (FY) 2005. Fulfilling our mission is an increasingly complex
challenge, as this report illustrates. The financial and performance data

we present are fundamentally complete, reliable, and conform to Office of
Management and Budget guidance. This report also presents the status of
Interior’s compliance with a number of legal and regulatory requirements.

The annual assurance statement required by the Federal Managers’ Financial
Integrity Act (FMFIA) concludes that, with the exception of the four pending
FMFIA material weaknesses reported herein, the Department can provide reasonable assurance that its systems
of management, accounting, and administrative controls, taken as a whole, meet the objectives specified in
Section 2 of the FMFIA. These objectives are intended to ensure that: (1) programs achieve their intended
results; (2) resources are used consistent with agency mission; (3) programs and resources are protected

from waste, fraud, and mismanagement; (4) laws and regulations are followed; and (5) reliable and timely
information is obtained, maintained, reported, and used for decision-making. In addition, the Department,

as a whole, substantially complies with the Federal financial management system requirements as specified in
Section 4 of the FMFIA, and the Federal Financial Management Improvement Act. However, several bureau-
level deficiencies identified during the audit of the Department’s FY 2005 financial statements need to be
addressed. The plan to resolve those deficiencies and further improve our financial management systems during
FY 2006 is presented herein.

Our FY 2005 Performance and Accountability Report is a vignette-filled narrative highlighting our
contributions as the Nation’s chief protector of our unique natural, cultural, and historic resources. It is our
account to the American people of the way we have managed our fiscal resources—the hard-earned tax dollars
entrusted to us—to support Interior programs and serve the public.

The Department of the Interior manages one of every five acres of land in the United States, providing
opportunities for conservation, wildlife protection, recreation, and resource development. We supply water for
much of the West so that farmers can grow food for the entire country and people can turn on their taps. We
provide access to energy so that Americans can warm and cool their homes, manufacture products, and drive
to their jobs and recreation destinations. We honor our special responsibilities to American Indians, Alaska
Natives, and affiliated Island communities. We protect wildlife and improve the environment.

Some of the most newsworthy and emotion-charged events of FY 2005 relate to the Department of the
Interior’s mission. In April 2005, we accepted a rare second chance to preserve a species we thought was lost
forever—the Ivory billed woodpecker. Since then, Interior’s U.S. Fish and Wildlife Service has been working
with local citizens and other agencies to develop a Corridor of Hope Cooperative Conservation Plan to save
what is America’s largest woodpecker.

In August 2005, Hurricane Katrina devastated 90,000 square miles along the Gulf Coast. We were immensely
relieved to be able to account for all of the 2,000 Interior employees whose duty stations are in the affected
area. We deployed more than 1,900 Interior employees to help in rescue and relief efforts for the victims of
Hurricanes Katrina and Rita. Many of our employees were dispatched to the Gulf area as part of a coordinated



response of the National Interagency Fire Center. Others continue to provide humanitarian assistance and assist
companies in restoring oil and gas production in the region. Our U.S. Geological Survey is providing scientific
data to help with recovery efforts, to repair and rebuild the area, and for long-term and real-time assessments of
coastal vulnerability and post-storm damage.

In FY 2005, we also:

+ Made acres available for energy exploration and development as well as non-energy mineral exploration and
resource development, while complying with management plans and permitting requirements.

+ Continued to implement the National Energy Policy by holding four offshore sales consistent with the Five-
Year Program.

+ Delivered 28 million acre-feet of water to citizens of the Western States, enough to supply 32 million
families of four with their water requirements for an entire year.

+ Dramatically increased our support for online recreation transactions, handling 131,671 transactions, and
our goals are set even higher next year.

+ Continued to support the economic health of Tribal communities by providing capital to create 1,922 jobs.

+ Set a new record for the amount of hazardous fuels removed from wildland-urban interface areas, a critical
factor in controlling and reducing wildland fires and their impact.

+ Helped U.S. Geological Survey partners to achieve their goals, as reported by 95% of partners surveyed; 100%
reported satisfaction with the accuracy, reliability, and soundness of the methodology used and 92% reported
improved access.

+ Achieved watershed and landscape goals for an estimated 743,192 acres and 888 stream/shoreline miles
through partnerships.

But Interior is not without its challenges. These challenges cut a broad swathe, impacting the Nation’s economic
vitality and quality of life for many Americans.

Hurricanes Katrina and Rita have handed us costly and labor-intensive restoration activities that further
complicate our habitat restoration and protection mission.

We confront financial management challenges as we operate costly, duplicative financial and business
management systems that include over 107 real property databases, 16 financial systems, and 27 acquisition
systems. While we need to continue to improve financial management, notable Departmental progress

was made in this critical area during FY 2005. For example, 2 auditor reported material weaknesses were
downgraded or corrected, new guidance was issued and implemented for full costing, and intensive planning
efforts were devoted to the implementation of revised OMB Circular A-123, “Management’s Responsibility for
Internal Control.” We also continued work on implementing our Financial and Business Management System.
This project is the cornerstone of a fully integrated business management system—a system that will allow us
the opportunity to consolidate and integrate standard business practices throughout the Department.

We face the inevitable challenges that reside in managing a staggering array of assets—over 40,000 facilities of
every imaginable type, including schools, detention centers, historic sites, visitor centers, campgrounds,
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wastewater plants, forts, houses, and even landfills. Although we now have a Strategic Asset Management Plan,
we continue to identify repair and maintenance priorities and reduce maintenance deficiencies.

We need to continue to improve our Indian Trust Funds management. Once again, our Office of Inspector
General identified this as a major management challenge while acknowledging that we have made progress,
even during a single year.

I am confident that we will overcome these challenges through the innovation and creative talent of our
employees, and by continuing to build partnerships with others. The power of partnerships is inspiring. During
the time I have served as Secretary of the Interior, I have seen first-hand the success that investing in quality
communication, consultation, and cooperation can bring. I have met with ranchers and farmers who have
changed how they do business in order to protect wildlife and save water. I have visited landowners who are
preserving habitat for endangered species. I have seen industry step up to the plate to help us address important
environmental issues, for example, by donating and restoring thousands of acres of bottomland hardwood
forests in the Southeast that will provide habitat for species and help sequester greenhouse gases. I have met
with American Indian and Alaska Native leaders who are determined to improve the quality of life for their
people through better educational opportunities and enhanced economic development. Partnerships and
cooperative conservation efforts like these are helping us to preserve and improve our public lands and meet
the mission of the Department.

The trend toward cooperative conservation reflects a significant conservation movement. The September

2005 White House Conference on Cooperative Conservation reaffirmed that we are entering a new era of
environmentalism. The conference, hosted by five executive agencies—the Departments of the Interior,
Agriculture, Commerce, and Defense, and the Environmental Protection Agency—along with the Council on
Environmental Quality, yielded a wealth of ideas and suggestions for improving the interactions of the Federal
Government with those working for conservation, whether these are other organizations or citizen stewards. We
are building on the energy of the conference to adopt many of its ideas as well as exploring processes to extend
the dialogue started at the conference across the cooperative conservation community.

I am proud to reflect on Interior’s contributions and accomplishments. We are indeed making a difference.
Together, we are all realizing goals for achieving healthy lands and thriving communities, while preserving a
legacy for future generations.

ALt

Gale A. Norton
Secretary of the Interior
November 15, 2005



From Mission to
Measurement:
How to Read
This Report

his Performance and Accountability Report

(PAR) is the principal report to the Presi-

dent and the American people regarding the
Department of the Interior’s management of public
funds to fulfill its multi-faceted mission. The report
offers various levels of details to serve multiple
audiences with differing levels of interest.

Our report contains four parts. Combined, these
four elements provide an accurate and thorough
accounting of the Department’s stewardship of
our critical resources and services to the American
people.

presents an overview of the Department’s perfor-
mance in FY 2005 and provides a general summary
of our accomplishments.

Part 2: Performance Data and Analysis presents
the Department’s performance results in detail for
those seeking an in-depth understanding of our
work last year.

Part 3: Financial Section will interest those con-
cerned with tracking the Department’s financial
performance. This section comprises consolidated
financial statements, footnotes, deferred main-
tenance data, intra-governmental transaction
disclosures, stewardship information, and other
supplementary information. It also includes the
Independent Auditors’ Report and a summary of
the most serious management challenges facing the
Department.

Part 4: Appendices contain Improper Payments
Information Act data, an organization chart for the
Department, and a glossary of acronyms.
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ment of the Interior has evolved to become

the Nation’s principal Federal conserva-
tion agency (Figure 1-1). Today, more than 70,000
Interior employees and 180,000 volunteers (Figure
1-2) at more than 2,400 locations manage many of
the Nation’s special natural, cultural, and historic
places; conserve lands and waters; protect cultural
legacies; and keep the Nation’s history alive. We ful-
fill America’s trust responsibilities to native people
and affiliated island communities. We supply water
and hydropower to most of the western United
States as well as provide responsible access to much
of the Nation’s energy resources. Our scientists pro-
vide the data needed to enhance our understanding
of the natural world and to inform decisions related
to natural resource conservation as well as disaster
preparedness and response.

Established on March 3, 1849, the Depart-

Each of our eight bureaus—the Bureau of Indian
Affairs (BIA), the Bureau of Land Management
(BLM), the Bureau of Reclamation (BOR), the U.S.
Fish and Wildlife Service (FWS), the Minerals Man-
agement Service (MMS), the National Park Service
(NPS), the Office of Surface Mining Reclamation
and Enforcement (OSM), and the U.S. Geological
Survey (USGS)—has specific responsibilities for
discharging our mission (Figure 1-3). Departmental
Offices, including those specifically mentioned in
this report—the Offices of the Special Trustee for
American Indians (OST), Insular Affairs (OIA),
Inspector General (OIG), Law Enforcement (PLE)
and Wildland Fire Coordination (OWFC)—sup-
port key Interior operations and help our bureaus
carry out Interior’s mission.

The first Interior building, 1852-1917. The building, located on F and
8th Streets, NW, Washington, D.C., today houses the Smithsonian’s
National Portrait Gallery. For more on the history of the Department
of the Interior, see the report, “The Department of Everything Else:
Highlights of Interior’s History” on-line at http://www.cr.nps.gov/history/
online_books/utley-mackintosh/index.htm.



Who We Are and What We Do

FIGURE 1-1

Interior's Mission, Vision, and Key Business Principles
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Mission

The U.S. Department of the Interior protects and manages the Nation’s natural resources and cultural heritage;
provides scientific and other information about those resources; and honors its trust responsibilities or special
commitments to American Indians, Alaska Natives, and affiliated island communities.

Vision
Communication, consultation, and cooperation—all in the service of conservation.

Key Business Principles

Accountability Modernization Integration

FIGURE 1-2

Interior’s Workforce
(Full-Time Equivalents)

13,550




Who We Are and What We Do

FIGURE 1-3
Bureau Missions

BUREAU OF LAND MANAGEMENT (BLM) MINERALS MANAGEMENT SERVICE (MMS)
Mission: To sustain the health, diversity Mission: The Minerals Management Service
and productivity of the public lands for manages the mineral resources on the Outer
the use and enjoyment of present and Continental Shelf and Federal and Indian
future generations. mineral revenues to enhance public and trust
benefit, promote responsible use and realize
fair value.

OFFICE OF SURFACE MINING (OSM)

Mission: Ensure that coal mines are operated BUREAU OF RECLAMATION (BOR)

in a manner that protects citizens and the

environment during mining and assures that Mission: Manage, develop, and protect water
the land is restored to beneficial use follow- and related resources in an environmentally and
ing mining, and mitigate the effects of past economically sound manner in the interest of the
mining by aggressively pursuing reclamation American public.

of abandoned coal mine lands.

U.S. GEOLOGICAL SURVEY (USGS) FISH AND WILDLIFE SERVICE (FWS)
Mission: Provide the Nation with Mission: Conserve, protect, and enhance fish and
reliable, unbiased information to describe wildlife and their habitats for the continuing ben-
and understand the earth; minimize loss of efit of the American people.

life and property from natural disasters;
manage water, biological, energy and
mineral resources; and enhance and protect
our quality of life.

BUREAU OF INDIAN AFFAIRS (BIA)

NATIONAL PARK SERVICE (NPS)

Mission: Fulfill its trust responsibilities and
promote self-determination on behalf of Tribal
governments, American Indians and Alaska
Natives.

Mission: Preserve unimpaired the natural
and cultural resources and values of the
national park system for the enjoyment,
education, and inspiration of this and future
generations. The Park Service cooperates
with partners to extend the benefits of natural
and cultural resource conservation and
outdoor recreation throughout this country
and the world.
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How We
Performed
in FY 2005

ocused on results, our FY 2003-2008 Govern-
ment Performance and Results Act (GPRA)
Strategic Plan measures outcomes (i.e., how
we are making a difference in the world), instead of
only outputs (i.e., our products and deliverables).
The strategic plan emphasizes accountability. It
is organized into four areas of Interior mission
responsibility:

» Resource Protection
* Resource Use

* Recreation

+ Serving Communities

A fifth area, Management Excellence, which we refer
to as a strategic goal rather than a mission area,
provides the enabling framework within which

we carry out our mission responsibilities using
improved business processes, practices, and tools
and a highly trained, skilled workforce. We use sci-
ence and partnerships with others to augment our
resources and the decision-making processes we use
to carry out these responsibilities.

Each Strategic Plan Mission and each Management
Excellence initiative has its own strategic goal, sup-
ported by several related end-outcome goals, i.e.,
the desired results. Those end-outcome goals cap-
ture a collection of related programs and services
administered by one or more of the Department’s
bureaus and offices. Each goal is supported by a
series of intermediate outcome goals and perfor-
mance measures. This PAR documents our perfor-
mance against each of these measures. It also shows
how the Department is integrating its performance
and financial information to help in assessing the
effectiveness of its programs. In FY 2005, we began
documenting costs related to our performance
measures as part of our budget submission process.
Our present financial accounting system allows us
to evaluate expenditures for work activities, using
established Activity-Based Costing Management
tools, against the appropriate related Strategic Plan
end outcome goals.
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How We Performed in FY 2005

TABLE 1-1

Interior’s FY 2005 Performance Measure Scorecard

Number of Percent Exceeding

GPRA Program Activity Measures Met Goal Did Not Meet Goal | Preliminary Data No Report or Meeting Goal
Resource Protection 48 36 5 5 2 75%
Resource Use 40 31 5 1 3 78%
Recreation 15 12 0 1 2 80%
Serving Communities 85 49 13 9 14 58%
Management Excellence 26 19 5 2 0 73%

Total 214 147 28 18 21 69%

The Department of the Interior uses data validation FIGURE 1-4

and verification (V&V) criteria to ensure that infor-
mation is properly collected, recorded, processed, and
aggregated for reporting and use by decision-makers.
More information about our data V&V process and
our definitions of the types of performance data we
report can be found in Part 2, Performance Data and
Analysis.

The Department of the Interior’s 2003-2008 Strategic
Plan can be viewed at http://www.doi.gov/ppp/strat_
plan_fy2003_2008.pdf. In July 2005, Interior began
the statutorily required revision of the DOI Strategic
Plan under GPRA. We anticipate providing the final
revised plan to Congress and the Office of Manage-
ment and Budget on or about October 1, 2006.

With our missions ranging from resource protection
and recreation to regulating natural resource develop-
ment and providing services to communities, Interior
has an exceptionally broad reach of responsibilities
(Figure 1-5). This range of responsibilities has resulted
in the need to report on the performance of a signifi-
cant number of programs, including some admin-
istrative improvement areas. Consequently, Interior
reports on 214 performance metrics—which, while

a large number, is 39% lower than the 351 measures
we reported on in FY 2002 (Figure 1-4). The advent
of our highly integrated Departmental strategic plan
accounts for the decrease in reportable measures.

In FY 2005, the Department met or exceeded 69% of
the 214 performance measures monitored (or 147 out
of 214) (Table 1-1 and Figure 1-4). This means that
we improved our performance slightly over FY 2004
when we met or exceeded 63% of 226 performance
measures monitored (or 142 out of 226).

Performance Measures Met or Exceeded

100%

80%

20% -

0% -

FY 2002 FY 2003 FY 2004 FY 2005
. Met or Exceeded Number of Measures
FY 2002 - 351
I:I Not Met FY 2003 - 323
FY 2004 - 226
. Not Reportable EY 2005 - 214

We fell short of performance targets for 13% of

our measures (28 measures), an improvement over
FY 2004 when we fell short of targets for 22% (51
measures). We were unable to report 18% of our mea-
sures as compared to 15% not reportable in FY 2004.
While we had data for 8% of the 18% denoted “un-
reportable,” we may not use preliminary data to deter-
mine whether a performance goal has been achieved
as preliminary data has not yet been verified. We were
unable to report on these measures because data were
insufficient to generate or estimate performance.



—
]
o
)
=
3
o
I

1
N
3
2
=
O
A"
N
A"
A

JON3IOS

$92.1N0saY 98eII9H [B4NIBN] PUE [BINIIND) 1091014 »
‘ JSUUEBJ 3USIDYT 350D pue d|qisuodsay
AJ[23USWIUOIAUT UR Ul ‘MET] 9381 PUE [RI9pa4 9|qedljddy
Y3IM 2U1SISUOY) UamodopAH 21BISUSD) PUB ISIBAA JaAIRQ

1938AA JO
95 pue uonedo||y a3 Suipaedsy suonediiqo Yam

USISISUOD) JSUUE| B Ul SISIBAA PUB SPUBT PadUSNjU| t‘
pue pageuely |OQ U0 sRIUNWIWOD [ed180jolg ureasns . anfeA [ewndQ aunsug pue ‘esn) djqisuodsay a30Woly

I3IBAA JO 3 PUB UONEIO||Y 3Y2 Suip.esay ‘* It PRl RN o BT ERMRRR] BRI ] T
SuonESIqO YIIM JUSISISUOY) JBUURJ & Ul padUSN|u| ‘ S I2IN0SAY

10 padeury |OQ 9. 18yl $924NOSIY Sullely pue
‘sodedspueT ‘spays.aaleAA JO YaeaH aya dAoudw «

U01139]101d 32IN0SY

SEaUY Je|NSul JO ADUBIDIYNG-J[OS JIWIOUODT SBIDU|

SOAIBN ®{SB|Y PUB S2LI| IO} SSRIUNWIWOD) A3[end) 2dUeAPY

uonea.day
Ul N[BA J1e SAIDIDY PUE IO) IPIACI] «

1suodsay 3sn.) AJeidnpi4 UBIpY| [N

22uaI98 Jo suonedljddy aya ySnody | suoisI WOyl pue

S1o NI RHEISEE I PRee LR diysuspeaT] oynusdS y3nody | 93pajmouy| 9dUBAPY

pue padeuel |OQ UO S924N0SaY
[e4n3jnD pue [ednieN o auswiolug
pue ss920y/ ulpnjau] ‘9dustuadxy
uoneauday Alend B J0j SPIACI] « | | mumﬁmﬁﬂ—aeou WﬁT’HOm

UOIIBIIIIY

A119doud pue s92un0saY ‘SOAIT 32910.d

STVOD FINODLNO &) SVAIY NOISSIIN
JOTLI9)UT 9y Jo yuaumlreda(y

S-1 34N5H

AL ZUEnI—-aownm

11



12

How We Performed in FY 2005

Ten percent were not reportable because data were
insufficient to generate or estimate performance. In
some cases, data were unavailable due to impacts of
external factors beyond our control, including com-
peting priorities for our resources such as responding
to Hurricane Katrina and its aftermath. In other cases,
technological factors such as automated system inter-
ruptions or the inability of entities outside of Interior
to provide data needed to compute performance
contributed to our “no reports.” In some cases, the
methodology and/or means for collecting the specific
type of performance measure information described
do not yet exist. For example, under the end outcome
goal for improving the “health of watersheds, land-
scapes, and marine resources,” within our Resource
Protection mission area, some bureaus aggregate and
have not implemented a methodology or infrastruc-
ture for distinguishing the results in terms of the
different types of land and/or water (e.g. wetland vs.
riparian vs. upland vs. marine/coastal). We plan to
further reduce these methodological problems in FY
2006.

Performance information for the measures stipulated
as “no report,” “preliminary,” and “estimated” will
be provided during FY 2006 as a supplement to this

report.

The Department has highlighted results for its key
measures using bar graphs (see Figures 1-10, 1-17,
1-23, 1-25, and 1-30). For each measure graphed, we
provide the performance measure, the number of
bureaus/offices reporting, and a graphical representa-
tion of the results. The bar graph displayed shows the
targeted range of values for a particular performance
measure. DOT considers a target to be substantially
met if it is within +/- 5% of the target. (Which in this
case is at the center of each bar graph.) The FY 2005
aggregate DOI result is marked on the graph with a
black triangle. The FY 2004 aggregate DOI result is
marked on the graph with a gray triangle. Measures
where the actual aggregate result for FY 2005 or FY
2004 fall outside the range are marked on the extreme
end (higher or lower) of the bar graph as appropri-
ate. Each bureau/office reporting its values is marked
in ranges below the graph showing how each one did
against its own target (again represented at the center
of the graph).

TABLE 1-2

The President’s Management Agenda and
The Department of the Interior

By pursuing the goals related to the President’s Management
Agenda, we are ensuring that we have . . .

Strategic Human Capital The right people with the right

skills.

Competitve Sourcing Efficient and effective organization

and service delivery structures.

Financial Performance Transparent, timely, and useful

financial information.

Cost-efficient use of information
technologies and better value.

E-Government

Budget and Performance
Integration

Strategic and cost-efficient
allocation of resources.

The President's Management Agenda and

Scorecard

In FY 2005, Interior continued to make progress in
areas targeted by the President’s Management Agenda
(PMA). That agenda focuses on improving Federal
management and program performance. Organized
around five mutually reinforcing components, the
President’s Management Agenda applies to every
department and agency. Its components share a goal
of enhancing citizen-centered governance focused on
delivering results to the American public.

In addition to the five management areas shown in
Table 1-2, Interior is pursuing improvements in two
additional areas: Research and Development (R&D)
and Real Property.

The Office of Management and Budget (OMB) uses
an Executive Branch Management Scorecard to
monitor agencies’ status and progress toward attain-
ing PMA goals. Color-coded ratings visually depict
how an agency has performed toward making specific
improvements (Table 1-3).

The Executive Branch Scorecard dated September 30,
2005, shows Interior made significant improvement
in the areas of Human Capital, Competitive Sourc-
ing, Budget and Performance Integration, and Real
Property. We moved to a green status and progress
rating for Human Capital and Competitive Sourcing,
improving from a 2004 yellow status rating for both
of these areas. Our improvement was attributed in
part to our successful conversion from a pass-fail to
a five-level performance system during the year and



How We Performed in FY 2005

modest increases in the diversity
of our workforce. We exceeded
Competitive Sourcing goals,

TABLE 1-3

Interior’s FY 2005 and FY 2004 Scorecards - How OMB Scored Us

completing more than 90% of
our standard and streamlined

competitions during the past four

quarters. We expect to report a

substantial increase in savings by

December 2005 when all FY 2005

streamlined studies are complete.

While our progress rating re-

mains green, we moved from a

red to a yellow status rating for

September 30, 2005 September 30, 2004
Status | Progress Status | Progress
President’s Management Agenda
Human Capital . . O .
Competitive Sourcing . . O O
Financial Performance . . . .
E-Government . . O .
Budget and Performance Integration O . . .
Other Government-wide Initiatives in which DOI Participates
Real Property . . . O
Research and Development N/A N/A N/A N/A

Budget and Performance Integra-

tion by improving our presenta-

tion of performance information in our FY 2007
budget requests and improving program manage-
ment as reflected in Program Assessment Rating Tool
(PART) analyses. Our improvement in Real Prop-
erty can be attributed in part to the completion of
Interior’s first strategic plan for asset management.

Challenges remain for us in the areas of E-Govern-
ment and Financial Performance. Our status and
progress slipped to red for E-Government in FY
2005. Interior is currently working with OMB to
validate our Earned Value Management (EVM) pro-
cess that tracks progress and spending on informa-
tion technology investments. We are also reviewing
critical E-Government project milestones, ensuring
that we complete these milestones in FY 2006. While
our status remains red for Financial Performance, we
scored a green for progress in this area in FY 2005,
the same as in FY 2004. In FY 2005, Interior correct-
ed and downgraded 3 of 4 material weaknesses. We
also continued the implementation of our Financial
and Business Management System (FBMS).

Since FY 2002, Interior has worked with OMB to
review our programs using a government-wide
evaluation approach called the Program Assessment
Rating Tool, or PART. Winner of the Harvard Busi-
ness School’s Innovations in American Government
Award for 2005, PART is a standardized and system-
atic process by which OMB evaluates program per-
formance against a standard set of criteria. Its results
are being used to improve program performance
through the development and implementation of
program-specific recommendations.

PART is helping Interior take a focused look at its
programs. We have undergone 70 PART analyses since
the process began in 2002. Twenty Interior programs
were initially assessed using the PART process in 2005,
as well as one program that underwent a follow-up
review from 2002. A listing of the 21 programs is
provided in Table 2-4, Part 2 of this report.

PART assessments have led to several recommen-
dations for improvement. For example, the USGS
Geologic Hazards programs PARTed in 2003 worked
with partners from other hazard programs across the
Federal Government to link together a suite of mea-
sures that, when taken together, can improve targeting
of resources to reduce loss of life and property. USGS
has held workshops with the natural hazards Federal
community and integrated agreed-upon measures
into cooperative agreements.

Similarly, as a result of PART findings, USGS Water
Resources programs, PARTed in 2004, have been
working with other Federal and State agencies to
develop shared water monitoring plans. Within the
rePART process for geospatial data, USGS developed
an efficiency measure based on cost avoidance that
has helped it document cost savings in FY 2005 of
72%, against a target of 42%, by partnering with
others to collect high-resolution imagery. In this case,
USGS expended $3,108,880 for a total of 49 urban
areas versus a full-price acquisition estimated at
$11,103,143.
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In response to other PART assessments, Interior pro-
gram managers have taken action to effect improve-
ments. For example:

+ A PART review of the Office of Surface Mining’s
(OSM’s) Abandoned Mine Lands (AML) Grants
program identified three recommendations for
improvement. One of these led to a proposal for
legislative changes to extend the authorization of
fee collection authority. This proposal also focused
on balancing the interests of all coal States while ac-
celerating the cleanup of dangerous abandoned coal
mines by directing funds to the highest-priority risk
areas. Under this plan, reclamation could occur at a
faster rate, thereby removing the risks to those who
live, work, and recreate in the coalfields as soon as
possible. Although this legislation was not passed,
Interior continues to work with Congress to review
current bills for AML reauthorization. Interior was
able to work to get fee collection authority extended
until June 30, 2006.

The Bureau of Reclamation’s (BOR’s) Water Man-
agement/Supply—Operations and Maintenance
Program was rated “Adequate” after a PART as-
sessment in 2005. This program ensures that water
is delivered to irrigators and municipal users in a
reliable manner and condition. BOR program man-
agers have implemented several recommendations
resulting from the evaluation, including facilitating
water transfers and clarifying acre limitations for
those who receive federally subsidized irrigation
water. BOR has asked the National Academy of Sci-
ences to further review the program so that it can
better understand any flaws and continue to make
improvements.

Key executives are actively monitoring progress
toward implementing post-PART actions and recom-
mendations using a Web-enabled tracking system.

Web-Enabling the PART Process—A
Management Tool in Action

4My Program Statistics

4My Due PART Milestones: October 05 [eeram = o

No Records for your OfficeBureau

In 20083, Interior launched an interactive, Web-based
database that gave program managers the ability to
enter and retrieve data related to specific Interior PARTs
from one site on-line. Interior’'s Management Initia-

tives Tracking System (MITS) provided an alternative

to using static-based applications such as Excel@,
Web-enabling the format prescribed by OMB for PART
assessments. MITS eliminated many of the require-
ments for re-work and manual calculations that are
often associated with static applications. It automatically
calculates PART question weights, scores, and program
scores, and will recalculate those numbers if variables
change with little effort on the part of the user. It stores
editable versions of each PART assessment on-line,
making these readily accessible when the need arises
to anyone with a user ID and password. It provides a
Web-based means to monitor and track milestones
related to recommendations for improving PARTed pro-
grams. An auto-email alert system reminds managers of
actions past due.

In FY 2005, Interior provided the Departments of
Agriculture and Commerce with access to MITS, saving
these agencies thousands of staff hours in data entry,
and the maintenance and retrieval of information related
to PART. The Office of Management and Budget, in-
spired by Interior’'s MITS, launched PARTweb, a system
that borrows many of MITS’ concepts and features, for
governmentwide use in 2005.

In FY 2005, Interior collaborated with OMB to transfer
data from MITS to OMB’s PARTweb using XML data
transfer technology. Interior, Agriculture, and Commerce
will continue using the system as a means to actively
monitor progress in implementing follow-up actions
related to PARTed programs.




Mission Area 1:
Resource
Protection—Protect
the Nation's
Natural, Cultural,
and Heritage

Resources

End
Outcome 1

End
Outcome 2

End
Outcome 3

Improve the Health of Watersheds,
Landscapes, and Marine Resources
that are DOI-Managed or
Influenced in a Manner Consistent
with Obligations Regarding the
Allocation and Use of Water

Sustain Biological Communities
on DOI-Managed and Influenced
Lands and Waters in a Manner
Consistent with Obligations
Regarding the Allocation and Use
of Water

Protect Cultural and Natural
Heritage Resources

ment back in 1849, Interior’s responsibilities,

like its name, have evolved from serving as a
general custodian for the Federal Government to
our current role as steward of the Nation’s natural
and cultural resources. We conserve federally-man-
aged lands and waters, ensuring that these assets are
available for future generations to enjoy. We are also
the guardians of many of our Nation’s unique cul-
tural and historic sites. And we protect thousands
of native plant and animal species, including 1,268
U.S. species with special status under the Endan-
gered Species Act (ESA).

S ince Congress created the Home Depart-

In FY 2005, we met 75% of our performance targets
for our Resource Protection Mission Area. We did
not meet 10% of our targets. This compares with
52% of targets met and 29% of targets where we
fell short in FY 2004. (See Table 1-4 for more detail.
Note: Within the narrative discussion for each
mission area, we include parenthetical references

to Performance Measure ID numbers used in Table
2-1 of the Performance Data and Analysis section,
for the convenience of readers wanting to cross-ref-
erence the data.)

Performance fell short of, or exceeded targets
within the Resource Protection area during the year
due to the following factors:

+ The complex and voluntary nature of establishing
and implementing partnerships and agreements
can create challenges in meeting performance
targets affected by such agreements.

+ It is difficult to predict exactly how much work
may be achieved during the year on a voluntary
basis by partners. For example, we far exceeded a
target for restoring wetland and upland acreage
in FY 2005 because landowners near the Gulf of
Mexico contributed much more than anticipated,
protecting over 300,000 acres of uplands for the
single project.
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Mission Area 1: Resource Protection

TABLE 1-4
Mission Area 1: Resource Protection
Performance and Resource Scorecard
Number of Number of Number of Number of
Measures Met Unmet Measures Measures Measures
(including (including Containing Containing Costs
End Outcome Goal estimates) estimates) Preliminary Data No Reports (in thousands)

Goal #1: Improve the
Health of Watersheds,
Landscapes, and
Marine Resources

that are DOI-Managed
or Influenced in a
Manner Consistent with
Obligations Regarding
the Allocation and Use
of Water 20 1 4 1 $1,957,364

Goal #2: Sustain
Biological Communities
on DOI-Managed and
Influenced Lands and
Waters in a Manner
Consistent with
Obligations Regarding
the Allocation and Use
of Water 10 3 0 0 $1,470,592

Goal #3: Protect
Cultural and Natural

Heritage Resources 6 1 1 1 $299,505
Total 36 5 5 2 $3,727,461
Percentage
(Total of 48 Measures) 75% 10.5% 10.5% 4%
Restoring Our Lands and Waters to FIGURE 1-6
Healthy and Productive Status Lands Reclaimed from Past Mining *
Interior’s resource protection responsibilities extend 16000

to monitoring and repairing damage done by past
mining, even if the lands affected are not federally

managed. Based on preliminary data, in FY 2005, 12000%
we reclaimed 7,567 acres of land, and improved 28 10000 ]
stream miles and 23 surface acres (Ref #5, 6, 7) of ] 8,606
water degraded by past mining (see Figure 1-6 for 8000 6.539 6,965 7507
trend data). This compares to 33 stream miles and 36 6000}
surface acres of water that were improved in FY 2004. ]
. . 4000 -}
No comparison can be made for land acres reclaimed ]
because we are unable to report a Department-wide 2000
result for FY 2004. o x x x x

FY 2001 FY 2002 FY 2003 FY 2004 FY 2005

| 13,808

14000

acres

* Notes - Data prior to FY 2005 represent OSM contribution only.
Data for FY 2005 are preliminary.



Habitattitude: Adopt a
Conservation Attitude

Interior’'s FWS has partnered
with the National Oceanic
and Atmospheric Adminis-
tration’s (NOAA) Sea Grant
College Program and the
Pet Industry Joint Advisory
Council to lead Habitattitude,
an initiative aimed at pro-
tecting and conserving our
Nation’s aquatic resources.
This initiative educates
hobbyists, consumers, and
others interested in aquatic
environments on the conse-
quences of releasing exotic aquarium fish and plants
into the wild (or our own backyards).

%

Habitattitude..

PROTECT OUR ENVIRONMENT
DO NOT RELEASE FISH AND AGUATIC PLANTS,

SO}
";a{.

www Habitattitude.net

Our efforts to support healthy and productive lands
increasingly depend upon partnerships. We actively
implement the President’s Cooperative Conservation
Executive Order, which directs specific land-manag-
ing agencies to work with others to improve the use,
enhancement, and enjoyment of natural resources,
and to protect the environment.

Cooperative Conservation exemplifies a new envi-
ronmentalism that uses partnerships, collaboration,
innovation, and incentives to enhance achievement of
the Nation’s environmental goals. A suite of coop-
erative grant and cost share programs underpins
Interior’s conservation partnerships. Landowner
Incentive Programs, Private Stewardship Grants, the
Challenge Cost Share Program, and Partners for Fish
and Wildlife Program all emphasize local input and
involvement, using various monetary and non-mon-
etary incentives to inspire and encourage landowners
to manage private lands in a manner that supports
resource protection goals and a sustainable environ-
ment.

In FY 2005, partnerships enabled us to achieve wa-
tershed and landscape goals for an estimated 743,192
acres (Ref #22), exceeding our target of 240,230 acres.
We achieved goals for 888 stream/shoreline miles
against a target of 460 miles (Ref #23). This compares
to 770,065 acres and 596 miles in FY 2004. We were
also able to protect and/or restore an estimated 21,137

Mission Area 1: Resource Protection

FIGURE 1-7

Percent of Targeted Wetlands,
Riparian, Upland, and Marine/Coastal
Areas Restored in FY 2005

100% .
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Wetlands

Riparian Upland Marine/Coastal

Note - All data are preliminary.

surface and groundwater systems (Ref #10) directly
managed or influenced by Interior by working with
State and local resource managers. Our collaborative
efforts helped achieve desired conditions for upland,
riparian, wetland, and marine and coastal areas, as
specified in our management plans (see Figure 1-7,
Ref #1, 2, 3, 4). Our work with wetland areas ad-
dresses President Bush’s Wetland Initiative. Successes
in meeting these goals are attributed to exceptional
voluntary contributions by landowners as part of the
FWS Coastal Program restoration efforts and to the
removal of invasive fox populations from islands in
Alaska Maritime National Wildlife Refuges that con-
tributed to about 140,000 restored acres. The removal
of foxes permitted birdlife to land and nest on the
islands, fertilizing the land and encouraging plant
growth, thus contributing to restoration of wetland
areas.

Fighting the War on Invasive Species
Invasive species threaten the ecological and economic
health of our Nation. These are non-native plants,
animals, or other organisms such as microbes whose
introduction hurts the economy or harms environ-
mental or human health. Problems arise when these
species are released into the wild, where they often
spread, choking out our endemic flora and fauna and
competing for resources like water and sunlight. The
spread of invasive plants, animals, and pathogens is
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Go Native!

Did You Know—Many
common garden plants
are in fact invasive
species. How many of
these plants are in your
garden? Next time you
think about sprucing up
your green space, con-
sider planting only native
plants, like the Asclepias
lanceolata pictured, and
verify that the species
you are planting are non-
invasive.

Here are some common invasive species:

English Ivy (Hedera helix)

Purple Loosestrife (Lythrum salicaria)
Japanese Honeysuckle (Lonicera japonica and
Lonicera )

Wisteria (Wisteria sinensis)

Tree of Heaven (Ailanthus altissima)

Chinese Privet (Ligustrum sinese)

considered one of the most serious ecological prob-
lems facing the Nation in the 21st century, second
only to habitat destruction.

In FY 2005, Interior continued to address invasive
plant species on Federal lands, controlling 2% (or
614,027 acres) of known infestations (Ref #30), and
restoring 383,478 acres of land and 1,313 (Ref #32,
33) miles of stream- and shoreline to mitigate or
eliminate the effects of these invaders. This supported
native species by creating habitat conditions that
enable them to flourish and met our performance
targets for the year. Interior worked closely under
agreements with both private and public sector part-
ners to achieve habitat/biological community goals
for 9,917,351 acres of land (Ref #34), compared to
9,374,196 acres in FY 2004.

Interior’s challenge to control the spread of invasive
plant species on lands we manage continues to grow.
Although the data indicate that the number of in-
fested baseline acres controlled at the end of FY 2005
(614,027 acres) was more than 60% greater than the
number controlled at the end of FY 2004 (372,971

Knock on Woods—Two Endangered
Species Have Hope

Red-cockaded woodpecker

The future of two endangered North American wood-
peckers looks more promising than ever, thanks to
dedicated conservation.

The Ivory-billed woodpecker was rediscovered in Ar-
kansas in the Spring of 2005. The bird was believed
to be extinct in the United States for more than 60
years. Secretary of the Interior Gale Norton prom-
ised, “Decisive conservation action and continued
progress through partnerships...” She promised to
appoint the “best talent in the U.S. Fish and Wildlife
Service and local citizens” to develop a Corridor of
Hope Cooperative Conservation Plan to save the
Ivory-billed woodpecker.

Recent census counts provided by the FWS reveal
that the red-cockaded woodpecker experienced

a 23% population boom between 1994 and 2004.
FWS partner programs have provided increased
habitat for the species by involving private landown-
ers in conservation efforts through Habitat Conserva-
tion Plans and Safe Harbor Agreements.

acres), the overall percentage of infested acres under
control declined from 9% to 2%. The Department’s
recent efforts to better coordinate its invasive plant
control efforts are promising. However, the ultimate
measure of success will be our ability to use these and
other techniques to reverse the current harm or deg-
radation that invasive plants are having on the health
of public lands.

Improving Endangered Species Status

A key part of our resource protection mission is
protecting endangered species under the Endangered
Species Act (ESA). Restoring endangered and threat-
ened species to the point where they can be delisted is
a prime responsibility of the Fish and Wildlife Service



FIGURE 1-8

Percent of Threatened or Endangered
Species Stabilized Over Time
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Note - Data represent only those species listed a decade or more.

(FWS). FWS follows legal procedures to determine

whether to list a species, depending on the degree of
threat it faces. All FWS actions, from proposals to list
to proposals to remove species from a specific status,
are publicly announced through the Federal Register.

In FY 2005, Interior reported that 37% (Ref #28)

of threatened or endangered species listed a decade
or more have been stabilized or improved (Figure
1-8). We helped bring an estimated 42% (Ref #27) of
species of management concern back to self-sustain-
ing levels, meeting our target of 40%. Conservation
actions or agreements enabled us to avoid listing 1%
(Ref #29) of candidate species (3 species), including
the lesser Adams Cave beetle, the greater Adams Cave
beetle, and the Sacramento Mountains checkerspot
butterfly. This was short of our target of 2% (4 spe-
cies). While conservation actions or agreements did
prevent the listing of three species, the target was

not met due to the complex and voluntary nature of
establishing and implementing candidate agreements,
which adds to the difficulties in accomplishing this
target.

When reviewing the progress to improve the condi-
tion of America’s threatened and endangered species,
the percentage of these species listed a decade or more
that are stabilized or improving, when calculated as a
percentage, decreases. This is due to the fact that the
overall number of threatened or endangered species

Mission Area 1: Resource Protection

has increased significantly, and species recently listed
are unlikely to become stable or improved for some
years. For example, from FY 2001 to FY 2005, the
number of species listed a decade or more increased
from 616 to 937, a 52% increase. Meanwhile the num-
ber of species that were stabilized or improved during
this period increased from 320 to 350, a 9% increase.
The principal causes for this trend include habitat
degradation and invasive species proliferation to
which our response requires coordinated action over
a long period of time. The Department and its part-
ners must continue to practice timely and effective
cooperative conservation to ensure the best means for
potentially slowing this trend.

Protecting, Preserving, and Restoring
Physical Assets

As guardians of the Nation’s cultural heritage, we are
responsible for priceless national assets, ranging from
commemorative sites like the World War II Memorial
in Washington, D.C., to Native American archeologi-
cal and cultural sites such as Tuzigoot in Arizona. In
2005, Interior finalized its Asset Management Plan
(AMP), which establishes a strategy to manage and
oversee Interior-owned and leased assets, such as
buildings, structures, motor vehicle fleet, and office
and warehouse space.

We conduct annual condition assessments of all assets
and use what is referred to as a Facility Condition
Index (FCI) as a starting point for determining the
investment needed to bring the asset to an accept-
able condition over time. The FCI is used to quantify
the condition of a structure. It is used to compare
replacement costs versus deferred maintenance costs
on facilities.

The Department plans to repair facilities to “accept-
able condition” and reduce deferred maintenance to
the established goal of an acceptable facility condition
index for each asset type. With the completion of the
first round of Comprehensive Condition Assessments
in FY 2006, we will review the existing FCIs and the
existing conditions of the assets in the inventory, and
develop DOI ranges for good, fair and poor ratings
by asset type. In FY 2005, our FCI for cultural and
natural resources facilities was reported at 0.202 (Ref
#47), in line with our target of 0.209, and notably
worse than our FY 2004 report of 0.118. However,
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FIGURE 1-9

Percent of Paleontological
Localities in Good Condition
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* Denotes preliminary data.

in FY 2004, one of our bureaus did not report to

the measure, therefore the number was lower than

it might have been if we had reported the average
aggregate. This year, FWS and NPS both successfully
provided performance reports. Our FCI for conserva-
tion and biological facilities was reported at 0.087,

in the fair range (Ref #39), similar to our FY 2004
estimated report of 0.063. As these numbers indicate
that the Department’s facilities are in the fair to poor
range, we do expect marked improvements in future
years since the Department has made maintenance
and repair of our facilities a priority. We are diligently
tracking progress through our GPRA Strategic Plan
measures and actions related to implementing our
new Asset Management Plan.

An estimated 48% of the collections in our inventory
were in good condition, short of a target of 49% (Ref
#41). An estimated 56% of our cultural properties
(Ref #40) and an estimated 49% of our paleontologic
localities (Ref #43) were in good condition (Figure
1-9). While the condition of our cultural properties
met the target of FY 2005, the condition of paleon-
tologic localities did not, but showed improvement
over FY 2004. Continued progress in assessment and
documentation of conditions is needed first to better
track the care of these collections.

We established a baseline in FY 2005 against which
we will measure progress toward the percentage of
collections designated as Indian natural resource trust

National Park Service
Maintenance Efforts

NPS recently restored historic buildings damaged during a
storm at the Lewis Farm on Monocacy National Battlefield in
Maryland.

assets (defined as objects, works of art, and historic
documents representing the fields of archeology, art,
geology, biology, paleontology, and ethnology) con-
tained in our inventory that are in good condition. In
FY 2005, we reported that 22% of Indian natural re-
source collections and 70% of Indian natural resource
cultural properties were in good condition (Ref #151,
152). While the natural resource collection target was
met, the target on cultural properties was not met.
Inventory and condition assessments are still being
conducted and are taking longer than expected due to
other competing priorities.
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FIGURE 1-10
How We Measure Up: Performance on Key Resource Protection Goals

Performance Goal

Average Performance Rating and Number of Reported Results

(Total Number of Reported Results)

Target Not Met Below Target On Target

Target
Above Target Exceeded

obligations regarding the allocation and use of water.

|End Outcome Goal - Improve health of watersheds, landscapes, and marine resources that are DOl managed or influenced in a manner consistent with

Wetland areas — Percent of acres achieving desired conditions where condition
is known and as specified in management plans consistent with applicable
substantive and procedural requirements of State and Federal water law.

2 Results

N

Riparian areas — Percent of stream-miles achieving desired conditions where
condition is known and as specified in management plans consistent with
applicable substantive and procedural requirements of State and Federal water
law

2 Results

<
«

«

N

Upland areas — Percent of acres achieving desired conditions where condition
is known and as specified in management plans consistent with applicable
substantive and procedural requirements of State and Federal water law

2 Results

i

-

Marine and coastal areas - Percent of acres achieving desired marine and
coastal conditions where condition is known and as specified in management
plans

1 Result

Number of land acres reclaimed or mitigated from the effects of degradation
from past mining
3 Results

NI I
_\| _\I N

Number of stream-miles for which degradation from past surface coal mining
has been improved
1 Result

i

Number of surface of acres of water for which degradation from past surface
coal mining has been improved
1 Result

_\I

Protect and/or restore X number of surface and ground water systems directly
managed or influenced by DO, as specified in management plans and
consistent with applicable Federal and State law, by working with State and
local resource managers, as appropriate to meet human and ecological needs
2 Results

Number of acres achieving watershed and landscape goals through voluntary
partnerships
1 Result

|

Number of stream/shoreline miles achieving watershed and landscape goals
through voluntary partnerships
1 Result

_\I

End Out Goal - Sustain Biological C ities on DOI M d and Infl

J

the Allocation and Use of Water

d Lands and Waters in a Manner Consistent with Obligations Regarding

Percent of species of management concern that are managed to self-sustainingj
levels, in cooperation with affected States and others, as defined in approved
management documents

2 Results

Percent of threatened or endangered species listed a decade or more that are
stabilized or improved
1 Result

| _\|

<

Percent of candidate species where listing is unnecessary as a result of
conservation actions or agreements
1 Result

i
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FIGURE 1-10
How We Measure Up: Performance on Key Resource Protection Goals

Performance Goal

Average Performance Rating and Number of Reported Results

(Total Number of Reported Results)

Target Not Met Below Target On Target

Target
Above Target Exceeded

Percent of baseline area infested with invasive plant species that is controlled
4 Results

i

N
[N
[N

Number of acres restored or enhanced to achieve habitat conditions to support
species conservation consistent with management documents, program
objectives, and consistent with substantive and procedural requirements of
State and Federal water law

2 Results

Number of stream/shoreline miles restored or enhanced to achieve habitat
conditions to support species conservation consistent with management
documents, program objectives, and consistent with substantive and
procedural requirements of State and Federal water law

2 Results

Number of acres of landscapes and watersheds managed through partnerships|
and networked lands that achieve habitat protection
1 Result

N -
I N|
N

Conservation and biological research facilities are in fair to good condition as
measured by the Facilities Condition Index
2 Results

End Outcome Goal — Protect Cultural and Natural Resources

Percent of cultural properties on DOl inventory in good condition
3 Results

Percent of collections in DOI inventory in good condition
3 Results

Percent of paleontologic localities in DOI inventory in good condition
3 Results

N N N
I B
| _‘I _\| |

Facilities are in fair to good condition as measured by the Facilities Condition
Index
2 Results

i

N
[N

K

m

Y

Range 95% - 105% of Target

v DOI FY05 Aggregate Actual compared to FY05 Target
v DOI FY04 Aggregate Actual compared to FY04 Target
(Relative position of Bureau results identified by number)




Mission Area 2:
Resource Use—

End
Outcome 1

End
Outcome 2

End
Outcome 3

End
Outcome 4

End
Outcome 5

End
Outcome 6

Manage
Resources to

Promote
Responsible Use
and Sustain a
Dynamic Economy

Energy—Manage or Influence
Resource Use to Enhance Public
Benefit, Promote Responsible Use,
and Ensure Optimal Value

Non-Energy Minerals—Manage or
Influence Resource Use to Enhance
Public Benefit, Promote Responsi-
ble Use, and Ensure Optimal Value

Forage-Manage or Influence
Resource Use to Enhance Public
Benefit, Promote Responsible Use,
and Ensure Optimal Value

Forest Products—Manage or Influ-
ence Resource Use to Enhance

Public Benefit, Promote Responsi-
ble Use, and Ensure Optimal Value

Water—Deliver Water Consistent
with Applicable Federal and State
Law in an Environmentally Respon-
sible and Cost-Efficient Manner

Hydropower—Generate Hydro-
power Consistent with Appli-
cable Federal and State Law in an
Environmentally Responsible and
Cost-Efficient Manner

he Department of the Interior has a vital
role in maintaining the Nation’s energy
supply (Figure 1-11). Thirty percent of the
Nation’s domestic energy supply is produced on
Interior-managed lands and waters. Of this, 30%
of America’s domestic oil production and 21% of
our domestic natural gas production come from the
Outer Continental Shelf (OCS).

FIGURE 1-11

Interior’s Role in the
Nation's Energy Production
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Hydropower

Wind Power

Domestic Natural Gas
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Our efforts emphasize and underscore our steward-
ship role by increasing renewable energy produc-
tion on Federal land and producing traditional
sources of energy in an environmentally responsible
way.

In FY 2005, we met 77.5% of our performance
targets for our Resource Use Mission Area. We did
not meet 12.5% of our targets. This compares with
70.7% of targets met and 24.4% of targets where we
fell short in FY 2004 (see Table 1-5 for more detail).

Performance fell short of or exceeded targets within
the Resource Use area due to the following factors:

+ An increase in applications for permit to drill
(APDs) in the past few years has complicated
efforts to reduce the backlog of permits requiring
processing by BLM. The BLM has been address-
ing this backlog at the Field and State Office
levels and continues to make progress. Perfor-
mance should improve in FY 2006, due in part to
additional funding resources and management
changes, including the establishment of quality
assurance and review teams charged with im-
proving the permit review process.
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TABLE 1-5
Mission Area 2: Resource Use
Performance and Resource Scorecard
Number of Number of Number of Number of
Measures Met Unmet Measures Measures Measures

(including (including Containing Containing Costs
End Outcome Goal estimates) estimates) Preliminary Data No Reports (in thousands)
Goal #1: Energy—
Manage or Influence
Resource Use to
Enhance Public Benefit,
Promote Responsible
Use, and Ensure
Optimal Value 9 3 1 1 $2,715,593

Goal #2

Non-Energy Miner-
als— Manage or Influ-
ence Resource Use to
Enhance Public Benefit,
Promote Responsible
Use, and Ensure Opti-
mal Value 4 0 0 1 $162,232

Goal #3: Forage—
Manage or Influence
Resource Use to
Enhance Public Benefit,
Promote Responsible
Use, and Ensure Opti-
mal Value 2 1 0 0 $89,704

Goal #4: Forest Prod-
ucts—Manage or Influ-
ence Resource Use to
Enhance Public Benefit,
Promote Responsible
Use, and Ensure Opti-
mal Value 4 0 0 0 $60,458

Goal #5: Water—
Deliver Water
Consistent with
Applicable Federal
and State Law, in

an Environmentally
Responsible and Cost-
Efficient Manner 7 1 0 1 $880,830

Goal #6: Hydropower—
Generate Hydropower
Consistent with
Applicable Federal

and State Law, in

an Environmentally
Responsible and Cost-
Efficient Manner 5 0 0 0 $211,802

Total 31 5 1 3 $4,120,619

Percentage
(Total of 40 Measures) 78% 13% 3% 8%
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+ The BOR exceeded water delivery goals this year
through the enhanced use of collaborative contract
arrangements and by completing two major water
projects ahead of schedule.

Providing America with Access to
Energy and Minerals—Onshore and
Offshore

We met our goal of supporting the President’s Na-
tional Energy Policy (NEP) by holding four offshore
sales (Ref #50) consistent with the Secretary of the In-
terior’s Five-Year Program. We made an estimated 590
million onshore acres available for energy exploration
and development along with 570.7 million acres avail-
able for non-energy mineral resource exploration and
development (Ref #49 and Ref #63). Our premier sci-
ence bureau, the USGS, contributed to the success of
this effort by ensuring that managers had information
they needed about resources to make critical use deci-
sions. USGS geologists, engineers, and other scientists
provided non-energy mineral information for about
3,097,647 million square miles of the U.S. (Ref #66).
This information included geologic maps and digital
data sets, mineral locality information, and data from
a Web-based geochemical database. USGS research-
ers also conducted resource assessments on seven
targeted onshore basins with oil and gas resources,
exceeding our target of six (Ref #61).

In FY 2005, USGS scientists completed assessments
of petroleum resources in Yukon Flats and in the
“Middlegrounds” of northern Alaska. The latter study,
when combined with previous USGS work, enables

a more comprehensive evaluation of petroleum
resources along Alaska’s North Slope. In addition,
USGS scientists, with the support of managers from
the BLM, conducted geologic, remote sensing, and
geographic information system analyses for a por-
tion of Alaska’s North Slope. The surficial geology
maps produced as a result of this effort may help to
efficiently identify areas containing gravel needed for
infrastructure to support petroleum resource devel-
opment, while minimizing the potential disturbance
to the land surface and fragile ecosystems.

Onshore and offshore mineral- and energy-opera-
tions leases managed by Interior’s MMS and BLM
generate revenues that are collected and disbursed
to the general fund and the States, as well as to the

Royalty in Kind Generates
Solid, Measurable Results

In FY 2004, sales of royalty oil and gas through the
Minerals Management Service’s Royalty-in-Kind (RIK)
program generated more than $18 million in additional
revenue for the U.S. Treasury.

When there is economic advantage through increased
revenues, greater administrative efficiency, and/or
security needs of the Nation, MMS collects royalties fin
kind rather than in value (cash).

During FY 2005, MMS began implementing the Five-
Year RIK Business Plan for FY 2005-2009, which
targets a cumulative RIK incremental net revenue
enhancement of $50 million over 5 years. Final RIK
incremental revenue data for FY 2005 will be available

in April 2006.

Did You Know ...

The first Federal offshore oil and gas lease sale was held
on October 13, 1954—over 50 years ago. At that first
sale, the Federal Government leased 90 of the available
199 tracts, with a total bonus paid to the U.S. Treasury of
$116.3 million. Twenty-six of those tracts leased 50 years
ago remain active today. To date, these have produced
about 507.7 million barrels of oil and 1.9 billion cubic feet
of natural gas.
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FIGURE 1-12

Revenues for 1996-2005

(in thousands)
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Beginning in FY 2005, the Statement of Custodial Activity was revised to present an additional revenue category
for onshore lease sale activity. For comparative purposes in the current Statement, FY 2004 was also revised to
include this category. This chart reflects those revisions.

Office of the Special Trustee for American Indians for FIGURE 1-13
disbursement to Tribes and individual Indian mineral
owners. MMS mineral revenues over the last 10 years
are shown in Figure 1-12.

Percent of MMS Revenues
Disbursed in a Timely Manner

100%
In FY 2005, MMS collected more than $10 billion in 90%
mineral revenues. It disbursed these in a timely man- 80% 1
ner, meeting the performance goals (Figure 1-13). In 70% ]
addition, MMS took in kind approximately 26 million 60% E
barrels of offshore oil, valued at an estimated $1.2 50%
billion, for delivery to the Department of Energy for
the Strategic Petroleum Reserve. About 65 percent of 40%3
all MMS mineral revenues were from offshore leases 30% 3
and 35 percent from onshore leases. BLM collected an 20%
additional $66 million from onshore energy leases. 10%

0% T T T T

In FY 2005, MMS reported that the royalties received FY2001 FY2002 FY2003 FY2004 FY 2005

for mineral leases were 98% of predicted revenues
(Ref #54), based on market indicators for the 2002
production year. In FY 2004, royalties received for its
mineral leases were 96% of predicted revenues for the
2001 production year.
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The BLM manages over 300,000 leases and mining
claims. Applications for permit to drill (APD) have
nearly doubled in recent years, complicating efforts to
reduce the number of pending permits awaiting pro-
cessing by BLM. In FY 2005, BLM reported 2,461 (Ref
#57) pending applications (against a target of 2,040)
in backlog status for fluid energy minerals such as

oil and gas, and 35 (Ref #58) (against a target of 25)
for solid energy minerals such as coal. In FY 2004, it
reported 2,182 pending cases for fluid energy miner-
als and 45 for solid energy minerals.

The BLM exceeded the number of APDs planned to
be processed by over 200 APDs in FY 2005. However,
the BLM was not able to attain its FY 2005 perfor-
mance targets because the actual number of APDs
received (8,351) exceeded the estimated number to

be received (7,000) by over 1,000. Recent funding in-
creases, including an additional estimated $19 million
for APD processing and related activities provided

by Section 365 of the Energy Policy Act of 2005, and
management improvements instituted by the bureau
will significantly increase its capacity to process ap-
plications for permits and leases in FY 2006. This will
address the number of pending applications, improve
timeliness and responsiveness, and overall, better keep
up with industry demand in seven pilot offices.

The BLM has established quality assurance teams to
review field office procedures related to applications
for permits to drill. It is evaluating ways that may
improve its permitting process, including streamlin-
ing the National Environmental Policy Act (NEPA)
process with broader use of categorical exclusions,
making permitting available on-line if possible, and
shifting resources to field offices where they will have
the greatest impact. With its oil and gas base fund-
ing, the new mineral rental revenue provided to pilot
offices by the Energy Policy Act, and the efficiencies
gained from management improvements, the BLM
plans to process over 10,000 APD’s in FY 2006, an
increase of 2,500 over the 7,700 APD’s processed in
FY 2005.

Processing additional APDs to expand access to
Federal lands for oil and gas development provides
several significant potential benefits for the Nation.
For example, processing an additional 3,000 APDs
in 5 years could result in the following benefits over
a 15-year period: increased production equivalent to

A Big Horse with a Little Footprint

On February 26, 2005, Interior Secretary Norton
joined BP Oil officials in dedicating the world’s largest
and most advanced semi-submersible oil platform.
Known as Thunder Horse, the giant structure will tap
into a huge reserve of oil and gas deep under the
Federal Outer Continental Shelf (OCS) in the Gulf of
Mexico. It features more than 100 technological firsts,
including a new generation of engineering solutions
to handle the unique challenges of tapping into an
ultra-deep, high temperature, and high pressure
reservoir. The energy used by the platform itself will
be produced from natural gas from the field below.

To maximize its efficiency, the platform will capture
waste heat through heat recovery units. The energy
then will be used in the production process.

The Thunder Horse platform, which has a main deck
that measures 120 yards by 150 yards, is about 50%
larger than the next largest floating semi-submersible
rig in the world. Its cutting edge technology will
enable it to process 250,000 barrels of oil and 200
million cubic feet of natural gas per day—enough
energy to provide for the daily needs of about 6.5
million American homes!

“With increasing amounts of our oil imported from
abroad, these technologies are vitally important to
our Nation’s future energy security,” said Secretary
Norton. “It is amazing that so large a structure as
Thunder Horse will have such a tiny environmental
footprint, leaving almost no trace of itself in either the
sea or the sky.”

approximately 1, 670 billion cubic feet of natural gas;
additions to reserves equivalent to approximately
2,900 billion cubic feet of natural gas; and a net pres-
ent value of approximately $4.7 billion in revenues.
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Maintaining Healthy

Forests

In pursuing healthy forests,
overstocked forest stands
across large contiguous
areas can lead to ecologi-

cal and habitat issues by
supporting increased insect
and disease activity. Poorly
managed forest areas are
also prone to catastrophic
wildland fire conditions
that can have a devastating
effect on wildlife through
the loss of habitat, as well

as posing human threats

by placing local communi-
ties at risk. Forest manage-
ment programs led by the
BLM and BIA help restore
forest health and support
the President’s Healthy
Forests Initiative. The BLM
is accelerating its progress
toward reducing the backlog
of forest and woodland acres
in need of restoration work. It is expanding its use of
stewardship contracting authority to achieve greater

productivity and cost-efficiency in forest management

programs. In FY 2005, the BLM reported that 100%
of permitted forest acres (Ref #73) were maintained
at appropriate land conditions and water quality
standards.

The BLM and BIA also oversee the harvesting of tim-
ber on public and Indian trust lands. In FY 2005, the
BLM offered 257 million metric board feet (MMBF)
of timber for sale on Interior lands, exceeding its tar-
get of 223 MMBF (Ref #71). In FY 2004, BLM offered
188 MMBF of timber (Figure 1-14). The BIA offered
627 MMBF on Indian lands, against a target of 585
MMBF (Ref #144).

Million Metric Board Feet (MMBF)

Less Fuel for the Fire

Interior’s Bureau of Land Management
(BLM) is working in partnership with
local ranchers and the Paiute Indian
Tribe to implement a fuels reduction
program in the Castle Rock area of
Vale, Oregon. Castle Rock contains
one of the few remaining stands

of old growth Ponderosa pine and
Douglas fir left in an area dominated
by rangeland habitats. Dense stand
conditions, as well as the presence

of large amounts of deadwood, have
reduced the vigor of the forested area,
dramatically increased its susceptibility
to disease and insect infestation, and
significantly raised the risk of fire. The
BLM is implementing a plan to treat
the stand over the next 3 years using
a combination of understory thinning,
hand-piling and prescribed fire. Already,
200 acres of pine have received

an initial fuels reduction treatment.
These fuels reduction activities should
significantly reduce the existing fire
hazard and improve forest health.

FIGURE 1-14
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Providing Water and Water Power

Interior plays a critical role in providing water to the
Nation’s western States. The Department’s BOR man-
ages 472 dams and 348 reservoirs that provide water
to over 31 million people and irrigate 10 million acres
of farmland, contributing to the production of 25%
of the Nation’s fruits and nuts and 60% of our veg-
etables. This water also is used to generate power.

Ongoing droughts and burgeoning Western
populations have made the BOR’s job of delivering
water throughout the western States more challenging
in recent years. Despite these challenges, BOR is find-
ing ways to improve water delivery systems through
better water management strategies and operations.
For instance, through its Water 2025 Challenge
Grants, BOR is funding a variety of projects to make
more efficient use of existing water supplies through
water conservation and marketing. Projects funded
in FY 2005 represent a combined investment of more
than $29 million in water improvements, including
non-Federal cost-share contributions of more than
$18 million. For example, the Elephant Butte Irriga-
tion District in New Mexico will save up to 8,000
acre-feet of water a year by installing 100 flow control
meters to better manage and monitor water deliver-
ies to farms. To put this into context, one acre-foot
supplies enough water for a family of four for one
year. Six of the grants were awarded to western States.
Idaho, Kansas, Texas, Arizona, Montana, and New
Mexico received about $1 million in grants for proj-
ects to manage water resources more efficiently.

In FY 2005, BOR delivered an estimated 28 million
acre-feet (MAF) of water to customers, meeting the
target (Figure 1-15) (Ref #75). Reclamation met water
delivery goals by entering into 67 agreements, part-
nerships, and management options exceeding its FY
2005 target of 54 (Ref #81). BOR was able to increase
the amount of water available for use in FY 2005 by
completing major phases of rural water distribu-

tion projects, water reuse and recycling, and aquifer
groundwater investigations.

BOR is among the lowest-cost hydropower produc-
ers. In FY 2005, it estimated that it was in the top 25%
of lowest cost producers, when comparing the cost
per megawatt of installed capacity (Figure 1-16) (Ref
#84). On the average, BOR generates about 42 million

FIGURE 1-15
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kilowatt-hours of hydroelectricity, enough to meet
the annual needs of 9 million people.

BOR operates and maintains reliable, safe, and secure
power facilities. In FY 2005, 98% of BOR’s hydropow-
er facilities were in fair to good condition as measured
by the Facilities Reliability Rating (FRR), against

a target of 94.6% (Ref #87). It has an outstanding
record of reliable power delivery, with a forced outage
rate far better than the industry average of 2.5% (Ref
#85). Forced outage refers to the number of hours
that hydropower facilities are out of service per 8,760
total operating hours in the year, weighted for plant
size and capacity.
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Despite its record, BOR must continue to strive to
improve its performance and optimize hydroelectric
power generation. It must contend with external
circumstances, such as the ongoing 5-year drought,
that significantly impact hydropower production and
affect rates that customers pay for power. For ex-
ample, as of July 2005, Lake Powell was 115 feet below
full surface elevation of 3,700 feet. Because of the
lower lake level, Glen Canyon Powerplant’s generation
capacity was reduced by 25%.

BOR is making appropriate adjustments to account
for external drivers such as weather to ensure it pro-
vides peak performance. It also conducts frequent as-
sessments of operation and maintenance effectiveness
at all 58 hydroelectric powerplants and major pump-
ing plants. Recommendations to correct deficiencies
or improve local programs are tracked to successful
completion.
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FIGURE 1-17
How We Measure Up: Performance on Key Resource Use Goals

Performance Goal
(Total Number of Reported Results)

Average Performance Rating and Number of Reported Results

Target
Target Not Met Below Target On Target Above Target Exceeded

[End Outcome Goal - Manage or Influence Resource Use to Enhance Publi

c Benefit, Promote Responsible Use, and Ensure Optimal Value: Energy

Number of onshore acres available for energy resource
exploration/development consistent with applicable management plans or
permitting requirements

1 Result

v
1

Implement National Energy Policy by holding 17 offshore sales consistent with
the Secretary’s 5-Year Program
1 Result

Royalties received for mineral leases are 98% of predicted revenues, based on
market indicators in the production year
1 Result

Number of pending cases of permits and lease applications that are in backlog
status for fluid energy minerals (APD’s) [BLM]
1 Result

Number of pending cases of permits and lease applications that are in backlog
status for solid energy minerals (LBA's)
1 Result

Number of targeted basins with oil and gas resource assessments available to
support management decisions
1 Result

«

I _‘I _‘I I I I

End Outcome Goal - Manage or Influence Resource Use to Enhance Publi
Minerals

c Benefit, Promote Responsible Use and Ensure Optimal Value: Non-Energy

Number of acres available for non-energy mineral resource exploration and
development consistent with applicable management plans
1 Result

<

Average square miles of the United States with non-energy mineral information
available to support management decisions
1 Result

|End Outcome Goal - Manage or Influence Resource Use to Enhance Publi

c Benefit, Promote Responsible Use, and Ensure Optimal Value: Forest Products

Volume of timber offered for sale
1 Result

_\I

Percent of permitted acres maintained at appropriate land conditions and water
quality standards
1 Result

Y

1

|End Outcome Goal - Deliver Water, Consistent with Applicable State and |

-ederal Law, in an Environmentally Responsible and Cost-Efficient Manner

Acre-feet of water delivered consistent with applicable substantive and
procedural requirements of Federal and State water law
1 Result

Y

1

Number of agreements, partnerships and management options exercised
resulting in improved water supply
1 Result

M

|End Outcome Goal - General Hydropower, Consistent with Applicable State and Federal Law, in an Enviror tally R

T

and Cost-Efficient Manner

Percentile of lowest cost hydropower producers, comparing cost per megawatt
of installed capacity
1 Result

Y

1
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FIGURE 1-17
How We Measure Up: Performance on Key Resource Use Goals

Performance Goal

Average Performance Rating and Number of Reported Results

(Total Number of Reported Results)

Target Not Met Below Target On Target

Target
Above Target Exceeded

Percent of time in forced outage equal to or better (lower) than the industry _ Y _
average 1
1 Result
Hydropower facilities are in fair to good condition as measured by the Facilities _ ‘ —
Reliability Rating 1
1 Result

KEY

Range 95% - 105% of Target

v DOI FY05 Aggregate Actual compared to FY05 Target
v DOI FY04 Aggregate Actual compared to FY04 Target
(Relative position of Bureau results identified by number)




Mission Area 3:
Recreation—
Provide Recreation
Opportunities for
America

End Provide for a Quality Recreation

Outcome 1 Experience, Including Access to
and Enjoyment of Natural and Cul-
tural Resources on DOI-Managed
and Partnered Lands and Waters

End Provide for and Receive Fair Value
Outcome 2 in Recreation

“Recreation” is defined as a means “to refresh
strength and spirits after toil.” Every year, more than
500 million people from all over the world renew
their spirits on lands and waters managed by the
Department of the Interior. Interior maintains and
manages thousands of recreation areas, including
388 units within the National Park Service, 545 Na-
tional Wildlife Refuges, 308 BOR areas, and more
than 3,300 public land recreation sites administered
by the BLM.

In FY 2005, we met 80% of our performance tar-
gets for our Recreation Mission Area (Figure 1-6).
We had preliminary data for 7% and no data for
13% of our remaining targets for this area. This
compares with 56% of targets met, 19% of unmet
targets, and 25% of targets for which we had no
preliminary data or no reports in FY 2004.

Performance fell short of, or exceeded targets
within the Recreation Mission Area because of the
following factors:

+ More attention has been placed on improving
our recreation facilities. Data collection and
assessment methodology conducted in FY 2005
resulted in a better than expected number of veri-
fied performance reports regarding the number
of facilities in proper condition. Additionally,
more attention has been given to improving the
facility status itself (from poor to fair to good).

Did You Know ...

America’s first National Park was Yellowstone,
established in 1872, 44 years prior to the
establishment of the National Park Service!

President Theodore Roosevelt established America’s
first National Wildlife Refuge, Pelican Island, off the

coast of Florida, in 1903. Roosevelt also helped
establish 52 other refuges.

Lake Powell is one of the most scenic and popular
recreation lakes in the world. In 1963, it began
filling after the Bureau of Reclamation built the
Glen Canyon Dam. It took 17 years for the lake to
completely fill up!
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TABLE1-6

End Outcome Goal

Number of
Measures Met
(including
estimates)

Mission Area 3: Recreation

Performance and Resource Scorecard

Number of
Unmet Measures
(including
estimates)

Number of
Measures
Containing
Preliminary Data

Number of
Measures
Containing
No Reports

Costs
(in thousands)

Goal #1: Provide for

a Quality Recreation
Experience, Including
Access and Enjoyment
of Natural and

Cultural Resources

on DOI-Managed and
Partnered Lands and
Waters

$1,712,290

Goal #2: Provide for
and Receive Fair Value
in Recreation

3

$135,244

Total

12

$1,847,534

Percentage
(Total of 15 Measures)

80%

7%

13%

+ Our success related to increased numbers of on-line
transactions and use of interagency passes can be
attributed to the fact that the public is becoming
more familiar with these tools, as well as our own
efforts to make the tools more user-friendly.

+ We continue to experience difficulties reporting
to some of our measures because of our inability
to develop concise and consistent data recording
methods. We are working to address these problems

in FY 2006.

Measuring the Quality of Visitor Services
One of Interior’s goals is to improve visitor services

at national parks, refuges, and other public lands in
response to growing visitation and use (Figure 1-18).
Interior’s NPS has conducted over 140 in-depth
visitor studies in units of the National Park System
through its Visitor Services Project (VSP). The studies
provide park managers with accurate information
about visitors—who they are, what they do, and their
needs and opinions (Figures 1-19 and 1-20). Park
managers use this information to improve visitor
services, protect resources, and manage parks more
efficiently. The Visitor Services Project produces an
annual report, Serving the Visitor, which describes
how well the NPS is serving its customers. Copies of
that report and survey instruments are available at
http://www.psu.uidaho.edu/vsp.htm.

FIGURE 1-18
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with Park Facilities
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In FY 2005, an estimated 94% of visitors respond-
ing to a satisfaction survey reported that they were
satisfied with the overall quality of their experience,
against a target of 91% (Ref #89). Ninety-five percent
indicated that they were satisfied with facilities at Na-
tional Park units included in the survey. Final results
for FY 2005 will not be available until March 2006
because many of these surveys are conducted during
the summer season (May-October 2005); the data for
FY 2005 are still being tabulated.
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FIGURE 1-19
Visitor Ages at Saint-Gaudens
National Historic Site (Cornish, NH)

N=813 individuals;
percentages do not equal 100 due to rounding.
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Educating the Visitor

In FY 2005, 169 million visitors, is within 5% of our
target of 177 million visitors, participated in educa-
tional and interpretive programs designed to provide
life-long learning and enhance their experience (Ref
#97). This reflects an increase over participation in
FY 2004, where 156 million visitors, against a target
of 125 million visitors, participated in interpretive
programs. The increase in visitors participation in
FY 2005 is due mostly to expanded programs at BLM
interpretative centers.

Making Recreational Opportunities More

Accessible

Interior has made progress toward enhancing physical
and virtual access to recreational opportunities. In FY
2005, we ensured that 14% of our facilities were uni-
versally accessible (including access by the disabled)
in relation to the total number of recreation areas that
we manage (Ref #92), meeting our target for the year
(Figure 1-21).

The Web-based, information-rich portal www.rec-
reation.gov (part of our Recreation One-Stop initia-
tive) continues to provide citizens with a wealth of
data about our public lands through a single point.
Eventually, Recreation One-Stop will ascend to a new

FIGURE 1-20

Visitor Activities Inside Effigy Mounds
National Monument (Harpers Ferry, IA)
N=287 visitor groups;

percentages do not equal 100 because groups
could participate in more than one activity.
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level of citizen service by providing a means to make
recreation-related reservations using one Federal site
and a single on-line “shopping cart.”

Already we have increased our capacity for handling
on-line recreation transactions. In FY 2005, we han-
dled 131,671 transactions against a target of 103,500
(Ref #93). This is significant progress over 2004,
when we handled only 12,960 transactions, which still
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exceeded our performance target for the year. The
number of individuals using an interagency pass also
jumped from 10,750 users in FY 2004 to an estimated
545,220 individuals in FY 2005, again exceeding our
performance target of 497,000 (Ref #95). However,
much of the increase in the number of individuals
using the interagency pass from FY 2004 to FY 2005
is due to additional bureaus reporting results from FY
2005.

Interior is now transitioning recreation fee operations
from the Recreational Fee Demonstration Program

to the Federal Lands Recreation Enhancement Act
(REA), enacted in December 2004. The Fee Demo
program enabled agencies to charge user fees for
recreation sites and to retain revenues collected to
improve those sites. The REA extends the recreation
fee authority for 10 years and makes a number of
adjustments to the program. For example, the REA
establishes additional parameters to ensure that fees
are charged only in appropriate locations and that
revenues are appropriately spent on infrastructure
and services that directly benefit the public. It also
authorizes the creation of a new pass, which will cover
entrance and standard amenity fees for the five Inte-
rior and Agriculture Department bureaus authorized
under the Act. The pass, once established, will replace
the existing Golden Eagle, Golden Age, Golden Access,
and National Park Pass.

As of September 30, 2005, 711 DOI sites were partici-
pating in the Recreational Fee Program, including 209
NPS sites, 390 BLM areas, and 112 FWS refuges. Total
revenue collected under the program in FY 2005 was
$164.4 million (Figure 1-22), up from $147 million
generated in FY 2004 when 715 DOT sites participated
in the program. In FY 2005, only an estimated 18%

of recreation fee program receipts were spent on fee
collection (Ref #103), less than our target of 20%. The
remainder was reinvested to improve visitor services
and facilities.

FIGURE 1-22

FY 2005 Recreation Fees
(in millions)

BLM - $4.4

NPS - $146.8
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FIGURE 1-23
How We Measure Up: Performance on Key Recreation Goals

Performance Goal
(Total Number of Reported Results)

Average Performance Rating and Number of Reported Results

Target

Target Not Met Below Target On Target Above Target Exceeded

End Outcome Goal - Provide for a Quality Recreation Experience, ||
Partnered Lands and Waters

g Access and Enjoyment of Natural and Cultural Resources on DOI Managed and

Satisfaction with quality of experience
3 Results

i

Percent of universally accessible facilities in relation to the total number of
recreation areas
3 Results

-
I B
_‘I N

Number of online recreation transactions supported by DOI
2 Results

i

Number of individuals using an interagency pass
2 Results

.
_\I

«
_‘I .

Number of visitors served by facilitated programs
3 Results

i

N
N

|End Outcome Goal - Provide For and Receive Fair Value in Recreation

Percent of recreation fee program receipts spent on fee collection
3 Results

i

N
N

KEY

Range 95% - 105% of Target
v DOI FY05 Aggregate Actual compared to FY05 Target
v DOI FY04 Aggregate Actual compared to FY04 Target
(Relative position of Bureau results identified by number)
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Mission Area 4:

Serving
Communities—

Safeguard Lives,

Prope

rty and Assets,

Advance Scientific
Knowledge, and
Improve the Quality

of Life for

Communities We

End
Outcome 1

End

Outcome 2

End

Outcome 3

End

Outcome 4

End

Outcome 5

Serve

Protect Lives, Resources, and
Property

Advance Knowledge Through
Scientific Leadership and Inform

Decisions Through the Applications

of Science

Fulfill Indian Fiduciary Trust
Responsibilities

Advance Quality Communities for
Tribes and Alaska Natives

Increase Economic Self-Sufficiency
of Insular Areas

sources, and property; for providing scientific

information for better decision-making; and
for fulfilling the Nation’s trust and other special
responsibilities to American Indians, Alaska Na-
tives, and residents of our affiliated island commu-
nities. We protect communities from catastrophic
wildland fires; safeguard public land visitors from
illegal activities; and provide scientific information
to reduce risks from earthquakes, landslides, and
volcanic eruptions. The Department’s USGS also
provides scientific assessments on the quality and
quantity of the Nation’s water resources and con-
ducts multi-purpose natural science research.

Interior is responsible for protecting lives, re-

In FY 2005, we met 58% of our performance targets
for our Serving Communities Mission Area (Table
1-7). We did not meet 15% of our targets. This
compares with 68% of our targets met and 20%

of our targets where we fell short in FY 2004. One
fourth of our measures remain preliminary or
unreported.

The decline in FY 2005 performance for this mis-
sion area is due in part to a higher number of
measures with preliminary or no data reported. It is
anticipated that once data verification is completed,
the percentage of met targets should approach the
FY 2004 results level. There is concern for several
areas that require further attention including such
programs as Indian housing, education and ap-
praisals, a limited aspect of wildland fire, and law
enforcement. Contributing factors may include es-
calating cost of materials and other external factors
or data collection efforts.

The need to shift resources to support recovery
efforts for Hurricanes Katrina and Rita also created
delays in capturing and reporting performance data
for several measures.
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TABLE 1-7

Mission Area 4: Serving Communities

Performance and Resource Scorecard

Number of Number of Number of Number of
Measures Met Unmet Measures Measures Measures
(including (including Containing Containing Costs

End Outcome Goal estimates) estimates) Preliminary Data No Reports (in thousands)
Goal #1: Protect
Lives, Resources, and
Property 13 6 3 4 $2,326,237
Goal #2: Advance
Knowledge Through
Scientific Leadership
and Inform Decisions
Through the Applica-
tions of Science 6 0 0 0 $965,561
Goal #3: Fulfill Indian
Fiduciary Trust Respon-
sibilities 21 3 1 7 $727,870
Goal #4: Advance
Quality Communities
for Tribes and Alaska
Natives 7 3 5 3 $2,395,262
Goal #5: Increase Eco-
nomic Self-Sufficiency
of Insular Areas 2 1 0 0 $444,899

Total 49 13 9 14 $6,859,829

Percentage
(Total of 85 Measures) 58% 15% 1% 16%
Safeguarding Communities from TABLE 1-8

Hazards

At Interior, we take seriously our responsibility to
protect not only our employees, but also visitors to
our lands and the communities we serve. In FY 2005,
we reduced the number of serious injuries among
our workers, reporting 16 against a target of 25 (Ref
#115). We reduced injuries to our firefighters from
severe, unplanned and unwanted wildland fires from
414 in FY 2004 to an estimated 110 in FY 2005 (Ref
#105). In FY 2005, we reduced the number of seri-
ous injuries on lands and waters that we influence or
manage from 9,006, to an estimated 7,600 (Ref #117).
Our efforts have also reduced safety risks to 1,276,549
people (Ref #113) exposed to safety risks from aban-
doned mine lands, based on preliminary data.

Interior’s law enforcement officers, firefighters, and

scientists do their share to contribute to the safety and
well-being of the communities we serve. Over the past

5 years, Interior has actively participated in and sup-
ported the National Fire Plan (Table 1-8).

Wildland Fires and Their Impacts:
An 11-Year Snapshot

Number of Total Suppression Costs for
Year Fires Acres Impacted Federal Agencies **
2004 77,534 6,790,692* $890,233,000
2003 85,943 4,918,088 1,326,138,000
2002 88,458 6,937,584 1,661,314,000
2001 84,079 3,555,138 917,800,000
2000 122,827 8,422,237 1,362,367,000
1999 93,702 5,661,976 523,468,000
1998 81,403 2,329,709 328,526,000
1997 89,517 3,672,616 256,000,000
1996 115,025 6,701,390 679,167,600
1995 130,019 2,315,730 340,050,000
1994 114,049 4,724,014 $845,262,000

* 2004 fires and acres do not include State lands for North Carolina

** Agencies involved include the Department of the Interior's BLM, BIA, FWS, and NPS,
and the Department of Agriculture’s Forest Service.
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Providing Relief to Hurricane Victims

Interior has assisted in recovery and relief efforst for Hurricanes
Katrina and Rita in a number of ways. The BIA has been working
with six federally-recognized Tribes located in Alabama, Louisiana,
and Mississippi, providing water, ice, gas, diesel fuel, and support
for meals, along with continued communications and law enforce-
ment assistance.

Interior wildland fire experts worked closely with other Federal,
State, and local firefighters and fire managers in applying their
Incident Command System (ICS) to provide much of the organiza-
tion and backbone that supported the overall relief effort. Originally
designed to facilitate management of wildfires, ICS is a mission-
oriented decision-making structure that has also been applied to a
variety of disasters ranging from hurricanes to the Columbia Shuttle
recovery, the 9-11 terrorist attack, and more. Fourteen of the 17
most experienced national Incident Management Teams have
served assignments in the Gulf Coast since the end of August. Thir-
ty other national and local teams also contributed their expertise. In
the month of September alone, more than 5,000 wildland fire-com-
munity personnel were mobilized through the National Interagency Fire Center (NIFC) in Boise, Idaho. Many more were deployed
through the Southern Area Coordination Center, a regional version of the national center. Just a few examples, among hundreds,
illustrate what the fire community is accomplishing:

» One team managed one of the largest air operations staging areas in the storm-affected region. Crews unloaded, refueled, and
stored 10 to 12 747 plane-loads of commodities everyday.

» Personnel from one team provided round-the-clock distribution and processing of nearly 4,000 semi-truckloads of Meals-Ready-to-
Eat (MRE’s), baby food, and other material for the incident.

» Over 600,000 people have received commodities through these teams.

* In New Orleans, 911 calls are routed through a radio repeater at the airport that was set-up by one team — the first assigned to the
airport location.

» Fire teams and crews also are operating 17 base camps and three evacuation centers to support relief workers, military personnel,
and evacuees. These camps and centers are serving the needs of thousands, with one camp alone serving tens of thousands of
meals per day at one point.

The MMS, which oversees mineral exploration and development on 1.76 billion acres of the Outer Continental Shelf, worked with the
Coast Guard to assure safe operation of off-shore emergency production facilities. Its prescribed evacuation efforts proved successful
in assuring that pipelines and tanks were sealed to prevent any major leakage when platforms were evacuated. MMS employees have
worked tirelessly to assemble and assess data on the status of oil and gas operations in the Gulf. MMS engineers traveled to facilities
to assess structural soundness, production equipment, and damage to pipelines. MMS continues to provide oversight to assure that
off-shore facilities can safely operate as production is resumed.

NPS and FWS have provided humanitarian response. For example, FWS employees participated in rescuing more than 2,500
people, including two occupants from a helicopter crash on a rooftop, working cooperatively with other agencies. More than 200 FWS
employees were mobilized to a full-service base of operations established at Big Branch Marsh National Wildlife Refuge in Lacombe,
Louisiana. The FWS provided more than 23,000 meals, including 200 meals each day sent to support staff and patients at the Loui-
siana Heart Hospital, and processed 100-150 loads of laundry each day. FWS crews cleared more than 300 driveways; 147 miles of
road; four major parking lots, including the Louisiana Heart Hospital, Lake Castle school, and the local Post Office; and 10 miles of fire
breaks. They conducted reconnaissance on 65 miles of roadways, including more than 100 streets.

The USGS deployed 22 boats and numerous personnel for search and rescue operations, evacuation, and the delivery of food and
water. USGS geographers provided thousands of pinpoint maps used in responding to 911 calls, guiding search and rescue crews to
stranded victims of the flood. Employees in Lafayette, Louisiana, replaced or repaired damaged stream gauges throughout the region
to restore flood warning capacity; they continue to coordinate with other Federal agencies to provide geospatial information, maps, and
satellite images to conduct scientific assessments to help response and recovery operations. USGS crews are sampling and testing
water in Jackson, Mississippi, as well as water pumped out of New Orleans and into Lake Pontchartrain. The USGS National Wetlands
Research Center continues to make daily aerial photo maps to determine the status of the cities now in the recovery phase. Aerial
video, still photography, and laser altimetry surveys will be used for current and future applications to provide critical information for
comparisons between pre-storm and post-storm beach conditions. These data will show the nature, magnitude, and spatial variability of
coastal changes, such as beach erosion, over-wash deposition, and island breaching, and will serve as a tool to further refine predictive
models of coastal impacts from severe storms. Local, State, and Federal agencies will have access to these data for disaster recovery
and erosion mitigation.
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Reducing Landslide Hazards through a
Partnership with the American Planning Association

Remember the frightening and devastating damage that landslides did to homes in the
Hollywood Hills area of California during the 2004-2005 winter storms? To avoid such
catastrophies in the future, the USGS has partnered with the American Planning Associa-
tion (APA) to develop a practical guidebook on how to incorporate landslide hazards into
the land-use planning process. As landslides impact more communities throughout the
United States, the need to understand landslides and plan for them becomes more impor-
tant. Local land-use planners have a pivotal role in reducing landslide hazards because
they influence how land is used and developed, how buildings and other structures are
sited, and where communities build their roads, parks, schools, and other public ameni-
ties.

The guidebook, titled “Landslide Hazards Planning,” discusses the physical characteris-
tics of landslides, highlights planning and zoning tools that can be utilized to reduce po-
tential damage, and offers numerous case studies of communities that have experienced
and recovered from landslides. The APA/USGS partnership has also sponsored training
sessions for planners and panel discussions at the APA National Conference. The guide-
book serves as a basis for professional training and is being included in undergraduate
and graduate courses in planning and emergency management.

Information about how to obtain the guidebook is available at http://landslides.usgs.gov.
This accomplishment relates to the End Outcome Measure percent of communities using
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DOl science for hazard mitigation (Ref #111).

The Plan, combined with tools under the President’s
Healthy Forests Initiative and Healthy Forests Resto-
ration Act, has provided strategies and tactics needed
to battle or prevent wildland fires. In FY 2005, thanks
to the hard work of our wildland fire program man-
agers and firefighters, Interior limited the number

of acres burned by unplanned and unwanted wild-
land fires to an estimated 5,632,000 acres against a
target of 5,135,013, controlling an estimated 95% of
unplanned and unwanted wildland fires during initial
attack (Ref #119 and 118). While the former is short
of our target, our firefighters encountered unforeseen
environmental conditions that contributed to some
challenges related to acreage burned by wildland fire.
Early heavy precipitation contributed to the growth of
fine fuels. Fires starting in areas containing fine fuels
usually expand quickly to become large grass fires and
burn large acreages.

Interior’s law enforcement officers work to protect
against illegal activities on our lands. In addition to
providing for the safety and security of residents and
employees, volunteers, and Indian Country citizens
and visitors, our law enforcement programs protect
natural and cultural resources and facilities in every

State. Interior is in its third year of reforming its law
enforcement activities, responding to 25 specific areas
of improvement identified by a 2002 Inspector Gen-
eral report and mandated for reform by the Secretary
of the Interior. We continue to make strategic invest-
ments in our law enforcement and security programs,
improve oversight of related budgets, and assure
accountability through effective performance goals
and measures.

Using Science for Decision-Making

At the Department of the Interior, science informs
our land management decisions, helps us protect
employees and visitors to our lands, and helps safe-
guard the lives of those in the communities that we
serve. The USGS is Interior’s principal science agency.
Founded in 1879, the USGS serves the Nation by
providing reliable scientific information to describe
and understand the earth; minimize loss of life and
property from natural disasters; manage water, bio-
logical, energy, and mineral resources; and enhance
and protect our quality of life.



Mission Area 4: Serving Communities

In FY 2005, USGS continued its long
history of serving communities with ac-
curate and reliable scientific data. It pro-
vided temporal and spatial monitoring,
research, and assessment/data coverage
to meet land use planning and monitor-
ing requirements for 59% of the Nation’s
surface area (Ref #133).

In FY 2005, 95% percent of partners sur-
veyed, against a target of 90%, reported
that the data provided by USGS helped
them to achieve their goals (Ref #132).
One hundred percent reported satisfac-
tion with the accuracy, reliability, and
soundness of the methodology used to
generate USGS science information (Ref
#130), while 92% of those using USGS
data reported improved access to needed
scientific information during the year
(Ref #131).

One example of the way the USGS works
with communities to provide scientific
data critical to them is an effort related
to mercury in fish. Many Federal, State,
and other agencies monitor mercury
levels in fish samples to identify streams
and lakes susceptible to contamination.
These agencies face formidable chal-
lenges in interpreting data on mercury
concentrations in fish tissue because
important spatial and temporal trends in
the data are often obscured by variations
in fish sample characteristics—differ-

ent fish species, fish of different sizes, and different
parts of fish (whole fish or fish fillet tissue). To help
resource managers with this problem, USGS scientists
developed a national model of mercury concentra-
tions in fish tissue. The statistical model can be used

Science and the Tsunami

The tsunami that oc-
curred on December
26, 2004, in the Indian
Ocean was one of the
worst ever recorded

in history in terms of
lives lost. Scientists at
the USGS are trying
to understand the
mechanics and impact
of this tsunami in the
hope that disasters
such as this one can
be avoided in the future. Their research ranges from the geologic
aspects of the event, including the earthquake that generated the tsu-
nami, to hydrologic characteristics, including the transport of sediments
during the tsunami run-up. USGS, for example, recently participated in
an international team that studied the effects of the tsunami on Suma-
tra. The team documented wave heights of 20 to 30 m (65 to 100 ft) at
the island’s northwest end and found evidence suggesting that wave
heights may have ranged from 15 to 30 m (50 to 100 ft) along at least
a 100-km (60 mi) stretch of the northwest coast. These wave heights
are higher than those predicted by computer models made soon after
the earthquake that triggered the tsunami. Such wave height measure-
ments will contribute to improved tsunami assessment and forecast
products that will help communities mitigate risk.

USGS is working closely with the National Oceanic and Atmospheric
Administration (NOAA) on the National Tsunami Hazard Mitigation
Program to reduce the impact of tsunamis through warning guidance,
hazard assessment, and mitigation techniques. The Program is part

of the U.S. plan for improving tsunami detection and warning. Under
the new plan, announced by President Bush in January 2005, NOAA
will deploy 32 new advanced technology Deep-ocean Assessment and
Reporting of Tsunami (DART) buoys by 2007. The USGS will enhance
its seismic monitoring and information delivery from the Global Seismic
Network, a partnership with the National Science Foundation.

of fish samples needed for analysis (and therefore

The model is available on-line and was developed in
cooperation with the National Institute of Environ-

and the Water Resources Program.

to analyze monitoring data and to predict mercury
concentrations in single fish species, in a specified size
of fish, or in a type of fish tissue based on monitoring
data. By accounting for differences in sample charac-
teristics, the statistical model can reveal variations in
fish-mercury concentrations between sites and over

lowering sampling costs) without decreasing accuracy.

mental Health Sciences, the National Map Program,

time that otherwise might go unnoticed. Additionally,
the model can estimate mercury concentrations in

many fish with very different characteristics, thus pro-
viding the potential to dramatically lower the number
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Fulfilling Our Trust Responsibilities

In 2002, Interior began a meticulous process to re-
engineer trust business processes that in 2004 became
known as the Fiduciary Trust Model. The Fiduciary
Trust Model outlined specific steps the Department
would take to improve trust policies, procedures, sys-
tems, and internal controls, and to achieve the goals
of our Comprehensive Trust Management Plan. While
we continue to address challenges, Interior has made
progress toward improving trust operations and man-
agement. Some noteworthy accomplishments include:

+ For the first time, Interior has placed Fiduciary
Trust Officers at the local level. These Officers’ sole
purpose is to address beneficiaries’ trust issues.

+ A new American Indian Records Repository has
been established at the National Archives and
Records Administration in Lenexa, Kansas, to house
consolidated inactive records of BIA and OST. The
repository can store 250,000 boxes of records in a
world-class, archival-quality facility.

« Interior is establishing a new National Indian
Programs Training Center in Albuquerque, New
Mexico. The training center will become a hub for
trust training of all Interior Indian fiduciary and
trust services, Tribal employees involved in trust
reform and self-governance and self-determination
programs.

« Between 2002 and 2005, Interior reconciled and
distributed more than $49.3 million of special de-
posit account monies to their rightful owners.

+ Interior has improved information technology sys-
tems, spending more than $100 million, to protect
trust data Department-wide.

+ Interior has implemented financial lockboxes na-
tionwide to receive trust generated receipts.

In FY 2005, another major step toward trust manage-
ment improvement was taken when the Department
launched the Trust Beneficiary Call Center (TBCC)
within the Office of the Special Trustee for American
Indians (OST). A nationwide toll-free number (888-
678-6836, ext. 0) allows Indian trust beneficiaries

to conveniently call for information on their trust
accounts.

Interior Secretary Norton and Navajo President Joe Shirley meet with
children at the Baca Day School.

During the first 8 months of operation, the TBCC
received 37,935 calls and provided a First Line Resolu-
tion for 92.13% (34,950) of these calls. First Line Res-
olution means the call was resolved without referral
or escalation. This saves money for the Department
since it costs more to escalate an inquiry to another
level. It also improves customer service since callers
do not have to wait for an answer to their inquiry. So
far, the Call Center has saved Interior field staff more
than 1,893 hours, enabling them to focus on other
trust-related issues.

Advance Quality Communities for Tribes

and Alaska Natives

Interior also promotes Tribal community economic
development opportunities, contributing to improve-
ments in the quality of life of 1.5 million Native
Americans and Alaska Natives across the Nation that
live on or near federally-recognized reservations. Ef-
forts range from supporting education programs to
promoting self-governance and self-determination.

Dramatic economic developmental advances have
come to Indian Country over the past 4 years in areas
such as energy, minerals, forestry, water, agricul-
ture, range and grazing, and wildlife and recreation.
Achieving thriving Tribal economies will create a
dynamic synergy of jobs, financial resources, and
personal fulfillment. More than ever before, tribes and
Tribal members have the opportunity to engage in
America’s free enterprise system. And stronger Tribal
economies would not only strengthen Tribal govern-
ment, but also contribute to a stronger America.
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In FY 2005, Interior continued to help advance the
quality of life for Tribal communities. Noteworthy
accomplishments include the following:

+ Interior made progress toward its goal of achieving
parity between the Tribal community and the U.S.
rural area national average on high school gradu-
ation. Based on preliminary data, we estimate that
82% of eligible BIA students graduated from high
school in 2005, meeting our performance target for
the year (Ref #168, 178).

+ Preliminary data point to a significant rise in
teacher proficiencies in select subject areas, includ-
ing math and language arts. We estimate that 94%
of BIA school teachers are proficient in these areas
against a target of 76%. This is a projected increase
over the 2004 target of 73.5% (Ref #174).

+ The Department helped create 1,922 jobs for Native
Americans and Alaska Natives, exceeding our target
of 1,700, through capital provided by Interior loans
(Ref #179).

+ Interior is continuing to ensure that facilities are in
fair to good condition as measured by the FCI. Our
index for BIA schools in FY 2005 was reported at
0.107, which meets our performance target and im-
proves upon the FY 2004 FCI of 0.124 (Ref #173).

+ During the last 4 years, Interior has heightened its
commitment to the education of American Indian
children and adults. Priority attention is being given
to repairing and replacing BIA elementary and
secondary schools. Between 2001 and 2005, BIA
made progress toward replacing 34 schools on the
Education Facilities Construction Priority Ranking
List. Nine of these schools are now completed and
operating. BIA completed three more schools in
2005.

Despite these successes, challenges remain. For
example, our education systems continue to require
vigilance and care. Our teacher retention rate slipped
slightly from 91% in 2004 to 89% (based on prelimi-
nary data) in FY 2005 (Ref #175). Likewise, student
attendance rates are still slightly below our targets, at
88% for the year, based on preliminary data, against
our goal of 89% (Figure 1-24) (Ref #176).

FIGURE 1-24
Student Attendance Rates
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In FY 2005, Interior also progressed toward its goals
of increasing economic self-sufficiency of insular
areas. Our ratio of Federal revenue to total revenue in
insular areas was 0.25, meeting our performance tar-
get for the year (Ref #186). Our ratio of private sector
jobs to total employment was .77 against a target of
.71 (Ref #188). This ratio improved primarily due to
a decline in government budgets and employment

in freely associated states. We fell short of a goal to
improve financial management practices by reducing
the total average months late for all insular general
fund financial statements, reporting 8 months against
a target of 7 (Ref #187).
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FIGURE 1-25

How We Measure Up: Performance on Key Serving Communities Goals

Performance Goal

Average Performance Rating and Number of Reported Results

(Total Number of Reported Results)

Target

Target Not Met Below Target On Target Above Target Exceeded

End Outcome Goal - Protect Lives, Resources and Property

Firefighter injuries from severe, unplanned and unwanted wildland fire are
reduced
1 Result

—<

Reduced number of serious injuries on DOl managed or influenced lands and
waters
1 Result

i

Percent of unplanned and unwanted wildland fires controlled during initial
attack
1 Result

Number of acres burned by unplanned and unwanted wildland fires

<

1 Result
|End Out Goal - Ad Knowledge Through Scientific Leadership and Inform Decisions Through the Applications of Science

Soundness of methodology, accuracy, and reliability of Science (program | v B |
evaluation, peer review)

1 Result 1

- 'eeess—s

Improve stakeholder access to needed Science information _

1 Result 1

sl

Stakeholders reporting that information helped achieve goal _

1 Result 1
Percent of surface area with temporal and spatial monitoring, research, and v

assessment/data coverage to meet land use planning and monitoring _ _
requirements 1

1 Result
|End Outcome Goal — Fulfill Indian Fiduciary Trust Responsibilities

Indian natural resource trust assets management — volume of timber offered for| _ ﬂ
sale p
1 Result

Indian natural resource trust assets management — percent of collections in _ _
DOl inventory in good condition

1 Result 1
[End Out Goal - Ad Quality C: ities for Tribes and Alaska Natives

Achieve parity between the Tribal community and U.S. rural area national _ v _
average on high school graduation

1 Result 1

Achieve parity between the Tribal community and U.S. national average on _ v _
rural unemployment rates and per capita income |

1 Result

Facilities are in fair to good condition as measured by the Facilities Condition _ v _
Index

1 Result 1
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FIGURE 1-25
How We Measure Up: Performance on Key Serving Communities Goals

Performance Goal Average Performance Rating and Number of Reported Results

(Total Number of Reported Results) Target
Target Not Met Below Target On Target Above Target Exceeded

1 Result

|End Outcome Goal - Increase Economic Self-Sufficiency of Insular Areas

Ratio of Federal revenue to total revenues in insular areas
1 Result

Number of jobs created through capital provided by DOI loans “
1
1

Total average months late for all insular general fund financial statements _ ‘ —

1 Result

1
Ratio of private sector jobs to total employment “
1

1 Result

KEY

Range 95% - 105% of Target
v DOI FY05 Aggregate Actual compared to FY05 Target
v DOI FY04 Aggregate Actual compared to FY04 Target
(Relative position of Bureau results identified by number)
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Strategic Goal:
Management
Excellence—
Manage the
Department to be
Highly Skilled,
Accountable,
Modern, Function-
ally Integrated,
Citizen-Centered,
and Result-Oriented

End Workforce has Job-Related
Outcome 1 Knowledge and Skills Necessary to
Accomplish Organizational Goals

End
Outcome 2 Accountability

End

Outcome 3 Modernization

End
Outcome 4 Integration

End
Outcome 5 Customer Value

anagement excellence lies at the heart
Mof serving the public well. President

Bush has challenged all of us in the
Federal service to deliver the best value we can for
the American people. Our Management Excel-
lence Strategic Goal helps us focus on ways we can
overcome the many complex challenges facing us
by taking new approaches to workforce planning;
improving financial and budget management tools;
using more objective and comprehensive approach-
es to facility and asset management; improving
information technology (IT) to enhance efficiency
and consistency; and actively encouraging manag-
ers and employees to identify better ways to achieve
desired results.

In FY 2005, we met 73% of our performance targets

for our Management Excellence Area. We did not
meet 19% of our targets. This compares with 57%
of targets met and 20% of targets where we fell
short in FY 2004 (see Table 1-9 for more detail).

We fell short of, or exceeded our performance in
this area during the year because of the following
factors:

+ The ongoing Cobell vs. Norton court case con-
tinues to complicate our ability to provide some
customers with the information they need in a
timely manner.

+ Despite the court case, we made significant im-
provements in our IT certification and accredita-
tion (C&A) levels and in our IT security overall.

* We continue to address a number of material
weaknesses.

+ We have made progress toward implementing our

new Financial and Business Management System
(FBMS). In April 2005, we launched the finan-
cial assistance module for grant and cooperative
agreement programs at MMS, OSM, and selected
FWS programs. We severed our relationship with
the system integrator for FBMS in September
2005 and are planning to award a new contract in
FY 2006.
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TABLE 1-9

Strategic Goal: Management Excellence

Performance and Resource Scorecard

Number of Number of Number of Number of
Measures Met Unmet Measures Measures Measures

(including (including Containing Containing
End Outcome Goal estimates) estimates) Preliminary Data No Reports
Goal #1: Workforce has Job-Related
Knowledge and Skills Necessary to
Accomplish Organizational Goals 6 1 0 0
Goal #2: Accountability 3 1 0 0
Goal #3: Modernization 8 2 0 0
Goal #4: Integration 2 1 1 0
Goal #5: Customer Value 0 0 1 0

Total 19 5 2 0
Percentage
(Total of 26 Measures) 73% 19% 8% 0%
* Management Excellence costs are part of Mission Area goal costs.
TABLE 1-10

Maintaining a Skilled Workforce

In FY 2002, Interior completed its first Strategic
Human Capital Management Plan. Now in the third
year of implementing that plan, we are steadily clos-
ing gaps in critical occupational areas such as fire
management, law enforcement, and Indian trust
management (Table 1-10). In FY 2005, we success-
fully deployed a five-level performance evaluation
system for all employees so that we can make refined
distinctions in performance not possible with a
pass-fail system. We are using new human resources
technologies such as the Fire Integrated Recruitment
and Employment System (FIRES), which has auto-
mated most of our wildland fire-related recruitment
processes, saving our bureaus time and money. Our
Occupational Health and Safety Program has imple-
mented an on-line system that employees can file to
use Workers’ Compensation claims, enabling claims
to be processed and benefits provided more quickly.
We have realigned our workforce to achieve consis-
tent management structures, improve decision-mak-
ing, and take advantage of modern technologies. For
example, the USGS is currently realigning its mapping
workforce to refocus its efforts on mapping analysis
and standards-setting rather than on making maps.
Savings from this realignment will allow USGS to
redirect millions of dollars to value-added mapping
activities.

Making the Grade: Interior’s
Human Capital Scorecard
September 30, 2005 September 30, 2004

Status Progress Status Progress
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Ensuring Accountability

Interior holds managers and employees accountable
for performance results using clear measures that link
budgets to program performance and sound financial
management.

We begin with our GPRA Strategic Plan, which
embodies our strategic direction for the next 5 years.
Each quarter, we review and report progress toward
meeting our measured targets. This gives us an op-
portunity to make any mid-course adjustments before
the end of the performance year. Our Strategic Plan is
a “living” document. In August 2005, we began revis-
ing and refining several of our GPRA measures, col-
laborating with our bureaus and offices to ensure that
we are measuring the right things and that the results
will not only be meaningful, but can also be used to
effect programmatic change and improvement. Our
revised Strategic Plan will be published in September
2006.
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We have linked specific GPRA and
Management Excellence Strategic
Plan goals and measures to the
performance of our Senior Execu-

TABLE 1-11

Making the Grade: Interior's E-government and

Budget and Performance Integration Scorecards

tive Service ( SE S) and employees, September 30, 2005 September 30, 2004

. . Status Progress Status Progress
thus making the connection be-
tween executive performance and E-Government L) ® &) )
organizational results. In FY 2005, ﬁggggtﬂd Performance O e @ (&}
an estimated 90% of SES executives
and their employees with program FIGURE 1-26
management or administrative responsibilities had Number of Days to Complete PAR
performance agreements in place containing GPRA, After September 30

PMA, and Citizen-Centered Governance elements
(Ref #190).

Activity-Based Cost Management (ABC/M) is an-
other way that we enhance accountability. In FY 2005,
89% of our bureaus and offices were collecting ABC/
M data in compliance with Departmental guidelines
(Ref #211). As a result, many of our bureaus and of-
fices are now reaping the benefits by using these data
to more accurately gauge and measure performance
across their organizations and to identify low-cost
performers. Bureaus and offices are beginning to
document an appropriate level of costs relative to ad-
ministrative requirements. They can also use perfor-
mance-based information to improve their allocation
of funding among units

The Department is still grappling with some chal-
lenges in fully implementing ABC/M. Our FY 2005
performance result is down from FY 2004. Systematic
sampling of data collected in the ABC/M system re-
veals that there are some data validation and verifica-
tion issues within some of our bureaus. During FY
2005, we worked exhaustively to assure that bureau
activities are reflected consistently in Departmental
level activities, which will improve data validity. In
addition, some units in remote areas continue to col-
lect labor cost information using surveys rather than
directly entering these data into ABC/M-related appli-
cations. These challenges are currently being resolved
by the Department.

FY 2004 marked the first time ever that the audit of
Interior’s Performance and Accountability Report was
completed 45 days after the end of the fiscal year—a
huge improvement from the 5 months it took us just
5 years ago (Figure 1-26). We repeated that perfor-
mance in FY 2005 thanks to the outstanding efforts
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of our financial and strategic planning workforce. In
FY 2005, we once again obtained an unqualified audit
opinion, continuing a record established 9 years ago,
for our consolidated financial statements (Figure
1-27) (Ref #196, 197).
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Still another tool used to improve our
accountability is competitive sourcing
(Table 1-12). Competitive sourcing is not
an outsourcing agenda. Rather, com-

TABLE 1-12

Making the Grade: Interior's Competitive Sourcing

and Financial Performance Scorecards

.. . . .. September 30, 2005 September 30, 2004
petitive reviews provide a disciplined,

C . . Status Progress Status Progress
periodic way to review and compare our

. . . Competitive Sourcing . . O O
current operations with alternatives so we ® ® ® ®
. . Financial Performance

can achieve the best value for the services

we provide. From FY 2001 to the present,

DOI has studied 3,200 full-time equiva-

lents with a projected $5.4 million annual cost savings
for the next 4 years. In all cases, Interior has given its
bureaus ability to retain cost savings to meet increas-
ing demands related to their programs. During FY
2005, DOI announced studies of another 1,000 FTEs.
Four studies of 198 FTEs were completed during FY
2005 with an estimated cost savings of $382,000 an-
nually over the next 5 years (Ref #212).

Integrating and Modernizing Our

Business Practices

The foundation of our integration and modernization
efforts is architecture. At Interior, we like to call what
we’re doing “Architecture in Action.” Our Enterprise
Architecture (EA) Program has far exceeded the target
maturity level. Of the 25 agencies assessed in July
2005, Interior was awarded the highest maturity score
(4.06 out of 5) in the government for its EA program.
In FY 2005, Interior’s Executive IT Investment Review
Board approved three of the four modernization
blueprints developed in 2004. These blueprints are
roadmaps for change and help identify gaps in our IT
portfolio that could potentially hamper the successful
achievement of mission-related goals and objectives.

The blueprints also highlight system redundancies
and identify opportunities for data sharing. We have
been able to save money by making large-volume IT
purchases and by adopting Department-wide systems,
instead of maintaining redundant systems. We have
completed a Department-wide Intranet. By the end
of 2006, all of Interior’s bureaus and offices will have
transitioned to managed services and be operating on
the Enterprise Services Network (ESN). This will pro-
vide access to the Internet and the Department-wide
intranet and will be supported by a fully operational
technical support center. In addition to providing
better services for many Interior bureaus and offices,
the system will provide a uniformly secure environ-

ment, standardized and efficient 24 hour/7 day opera-
tions, and improved technical support. ESN will also
facilitate efforts to consolidate directory services, web
hosting, messaging, data warehousing, and other ap-
plications and systems.

Many of these efforts contributed to our ability to
respond swiftly to Hurricanes Katrina and Rita relief
efforts. For example, in cooperation with many
Federal and non-Federal partners, Interior launched
Geographic Information Systems for the Gulf, which
provided near-real-time maps, aerial photos, and data
to assist emergency personnel and provide informa-
tion to the Nation. This information was critical to
first-responders and is also being used by scientists
conducting modeling to prepare for future incidents.

Interior is committed to a sound Capital Planning
and Investment Control (CPIC) framework based

on best practices outlined by GAO and OMB. In FY
2005, 100% (Ref #206) of our IT investment ex-
penditures were reviewed or approved through our
CPIC process. We issued key investment management
documents, such as the CPIC Guide, version 2.0, and
Departmental System Development Lifecycle guid-
ance. Interior also met its goal of reaching an overall
2.0 maturity level for IT investment management.

Interior made significant progress in improving its
overall security posture in FY 2005, in spite of the
extraordinary burden placed on us by the ongoing
Cobell vs. Norton litigation. We produced over 4.5 mil-
lion pages of documentation, and testified through-
out a 59-day evidentiary hearing. The significant
demands on us to respond to the court impacted the
annual Financial Information Security Management
Act (FISMA) evaluation, causing unanticipated delays
and limitations.
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The following highlights show IT security achieve-
ments in FY 2005:

+ Over 98% of our systems were certified and
accredited compared to 2002, when none of our
systems were certified and accredited, demon-
strating considerable progress in securing our IT
systems so that our service to the public will not
be interrupted by security breaches.

+ The Department is maintaining a continuous
monitoring program as part of the Certification
and Accreditation (C&A) processes (Figure 1-28).
This includes:

- independent third-party review of C&A
packages;

- routine automated vulnerability scanning and
remediation of identified weaknesses; and

- internal and external penetration testing of
networks and major applications.

+ Interior initiated state-of-the-art penetration
testing, independently conducted by the OIG, for
our bureaus and offices. The enhanced monitoring
program provided critical information needed to
prioritize further improvements to our operational
security posture.

+ We entered into an agreement with USALearning.
gov to deliver a standardized curriculum for indi-
viduals with significant IT security roles.

« Interior’s CIO conducted an independent IT secu-
rity assessment to evaluate DOI against the myriad
of security policies and guidance. We achieved a
3.63 maturity level out of 5 from this assessment.

Additional challenges remain, including the need to
balance resources so that the timing of key enterprise
initiatives can be scheduled to realize sufficient sav-
ings each year to fund further implementation. As
Interior continues to mature in the management of IT
assets, integration of the various initiatives becomes
ever more important, particularly for enterprise-wide
efforts. IT is a rapidly evolving area, requiring sig-
nificant effort to stay current with new technologies,
emerging threats, and new policies or guidance from
oversight bodies. Some examples of our challenges
include:

Potential Vulnerabilities

FIGURE 1-28

IT Security Vulnerability Scans
Conducted in FY 2005
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Implementing the new Internet Protocol version
6 represents a significant workload, one that will
require new technical skills for DOI employees to
meet mandated deadlines.

Completion of planned Enterprise Services Net-
work, enterprise messaging and Active Directory
initiatives will require continued a commitment of
resources.

Implementation of Homeland Security Presidential
Directive 12 is expected to further enhance security,
but it will require implementation of an Active Di-

rectory and a significant commitment of resources.

The ongoing Cobell vs. Norton litigation continues
to hamper our ability to provide access to Interior
Internet services for many key customers, while
redirecting significant resources away from needed
security and other improvements.

Hurricanes Katrina and Rita relief efforts highlight-
ed the need for additional interoperable telecom-
munication abilities. Interior intends to conduct

an assessment to find opportunities for sharing
resources with other Federal agencies as well as with
State, Tribal, and local governments.
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Another key to improving our administrative prac-
tices and processes and maintaining management
excellence is to move from outdated systems. Our
emerging Financial and Business Management System
(FBMS) will enable us to streamline our business pro-
cesses and to standardize data elements and reporting
requirements. FBMS will create a single system that
includes functional areas for: (1) Financial Assistance;
(2) Core Financials; (3) Budget; (4) Acquisition; (5)
Property (personal, real, and fleet); (6) Travel; and (7)
Enterprise Management Information. In April 2005,
Interior took a step toward seeing FBMS become a
reality when it successfully launched the financial
assistance functionality of the FBMS. As part of the
management oversight of the project, Interior decided
to sever its business relationship with its FBMS con-
tractor in September 2005. Efforts are continuing to
keep the project moving toward its final deployment.

Assuring Customer Value

At Interior, we are using information technology to
improve citizen service. One example is the new Geo-
spatial One-Stop portal, www.geodata.gov, launched
in July 2005. This fast, efficient, and now personalize-
able online tool improves access to nearly 100,000
Federal, State, and local government geospatial data
sets. Featuring a new Google search appliance, Geo-
data.gov makes it easier for users with a wider variety
of technical backgrounds to access the data needed to
improve their productivity in areas as varied as trans-
portation planning, social services, regional planning,
emergency response, and environmental protection.
The portal will also boost opportunities for cost-shar-
ing partnerships through its upgraded “marketplace”
features.

We also provide customer value by leveraging re-
sources and fostering partnerships to help us ac-
complish our mission. One valuable resource is our
volunteer partners. In FY 2005, volunteers contrib-
uted an estimated 9.1 million hours of their time to
the Department, meeting our performance goals for
the year by working with the NPS, FWS, BLM, USGS,
and BOR (Ref #195). Individuals of all ages and levels
of experience contribute valuable time to help us
fulfill our recreation and conservation mission while
promoting healthy lifestyles and outdoor recreational
opportunities.

FIGURE 1-29
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Looking to the Future—Our Challenges
Interior has made tangible improvement in key mis-
sion and business areas, including facilities man-
agement, financial management, and information
technology. But we still have lots of work to do and
plenty of challenges.

In an FY 2005 report, the OIG identified eight man-
agement challenges facing the Department. These
include:

+ Financial Management

+ Information Technology

+ Health, Safety, and Emergency Management

+ Maintenance of Facilities

+ Responsibility to Indians and Insular Affairs

+ Resource Protection and Restoration

+ Revenue Collections

» Procurement, Contracts, and Grants

These issues are considered top challenges because
they are important to the Department’s mission, in-
volve large expenditures, require significant manage-

ment improvements, or involve significant fiduciary
responsibilities. For additional details concerning the
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top management challenges, please see “Compliance
with Legal and Regulatory Requirements,” Table 1-25.

We also must continue to correct remaining financial
management weaknesses. ABC/M and FBMS will
help, but for now, seven material weaknesses have
been identified that require our attention. For ad-
ditional details concerning the financial management
weaknesses, see “Compliance with Legal and Regula-
tory Requirements,” Table 1-23.

Meeting our challenges requires new thinking and
new ways of doing business. In a world of competing
interests and constrained budgets, we cannot simply
maintain the status quo. We have to find ways to work
smarter, using new tools and technologies, within the
confines of limited funding resources.

We are taking some innovative approaches to meeting
the challenges that face us today and into the future.
Some of these represent best practices of other agen-
cies or the private sector. These innovative approaches
are helping us save money, improve citizen service,
and recruit and retain the best workers. But more
importantly, they ensure that we can continue to
protect America’s public lands and resources, furnish
recreational opportunities, foster sound use of land,
mineral, energy, and water resources, use science to
inform decision-making, and serve communities in
the 21st century and beyond.
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FIGURE 1-30

How We Measure Up: Performance on Key Management Excellence Goals

Performance Goal

Average Performance Rating and Number of Reported Results

(Total Number of Reported Results)

Target Not Met  Below Target On Target

Target
Above Target Exceeded

End Outcome Goal - Workforce Has Job-Related Knowledge and Skills N
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y to A plish Organizational Goals

Human Capital Plan Implementation: Performance-Based Management-
Percent of SES executives and direct reports with program management or
administrative responsibilities that have performance agreements containing
GPRA, President's Management Agenda and Citizen-Centered Governance
performance-based elements

Volunteers: Number of volunteer hours per year supporting DOI mission
activities

1

|End Outcome Goal - Accountability

Obtain unqualified audit for DOI's eight bureaus, the Departmental offices
1 Result
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Obtain unqualified audit for DOI's consolidated financial statements
1 Result

[ |

1
1
1

Corrective actions: Percent of audited financial statements and Federal
Managers Financial Integrity Act (FMFIA) material weaknesses that are
corrected on schedule

|End Outcome Goal - Moderni

Percent of IT investment expenditures reviewed/approved through the CPIC
process
1 Result

|End Outcome Goal - Integration

Cost management: percent of bureaus and offices fully implementing accurate,
activity-based cost accounting systems in compliance with Departmental
quidelines

1 Result

<

Number of commercial-type FTE involved in competitive sourcing studies
completed during the fiscal year
1 Result

%

KEY

Range 95% - 105% of Target

v DOI FY05 Aggregate Actual compared to FY05 Target
v DOI FY04 Aggregate Actual compared to FY04 Target
(Relative position of Bureau results identified by number)




Compliance
With Legal
and Regulatory
Requirements

his section of the report provides the required
information on the Department’s compliance
with the:

+ Federal Managers’ Financial Integrity Act
(FMFIA);

+ Federal Financial Management Improvement Act
(FEMIA);

+ Inspector General Act Amendments
(Audit Follow-Up);

+ Improper Payments Information Act (IPIA);

+ Federal Information Security Management Act
(FISMA); and

+ Other key legal and regulatory requirements
including:

- Prompt Payment Act
- Debt Collection Improvement Act
- Biennial review of user fees

In addition, this section includes summaries of the
Department’s financial management improvement
initiatives with respect to:

+ Audited financial statement results;

+ Financial management systems;

+ Financial management human capital;
+ Financial data stewardship; and

+ Major management challenges facing Interior.

Federal Managers' Financial Integrity
Act

The Department believes that maintaining integrity
and accountability in all programs and operations:
(1) is critical for good government; (2) demon-
strates responsible stewardship over assets and re-
sources; (3) ensures high-quality, responsible lead-
ership; (4) ensures the sound delivery of services

to customers; and (5) maximizes desired program
outcomes. Interior has developed and implemented
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management, administrative, and financial system
controls that reasonably ensure that:

+ Programs and operations achieve intended results
efficiently and effectively;

» Resources are used in accordance with the mis-
sion;

+ Programs and resources are protected from waste,
fraud, and mismanagement;

+ Laws and regulations are followed; and

+ Reliable, complete, and timely data are main-
tained and used for decision-making at all levels.

Interior’s management control program is designed
to ensure full compliance with the goals, objec-
tives, and requirements of the FMFIA and Office of
Management and Budget (OMB) Circular A-123,
“Management Accountability and Control,” OMB
Circular A-127, “Financial Systems,” and OMB Cir-
cular A-130, “Management of Federal Information
Resources.”

Annual Assurance Statement

The FMFIA requires agencies to provide a state-
ment of assurance annually regarding the effec-
tiveness of their management, administrative, and
accounting controls, and their financial systems.
Interior’s FY 2005 Annual Assurance Statement is
provided in Figure 1-31. The basis for the assurance
statement conclusions is discussed in the following
sections and is depicted in the chart in Figure 1-32.

Management Control Assessments

Interior conducted an annual assessment of the
effectiveness of its management, administrative,
and accounting systems controls in accordance
with FMFIA and OMB guidelines. The conclusions
in the Secretary’s Annual Assurance Statement are
based on the results of 166 management control
reviews of programs and administrative functions
conducted by bureaus and offices (68%), 38 OIG
internal program audits (16%), 29 GAO program
audits (12%), and the 10 financial statement
audits (4%) conducted by the independent public
accounting firm, KPMG LLP, under the auspices

FIGURE 1-31

FISCAL YEAR 2005
ANNUAL ASSURANCE STATEMENT

During FY 2005, the Department conducted the
annual assessment of its systems of management,
accounting, and administrative controls in
accordance with the requirements and guidelines
prescribed by the Federal Managers’ Financial
Integrity Act (FMFIA) and Office of Management
and Budget (OMB) Circular A-123, “Management
Accountability and Control.” Based on the results
of this assessment, with the exception of the four
material weaknesses noted herein, the Department
can provide reasonable assurance that its systems
of management, accounting, and administrative
controls, taken as a whole, meet the objectives
specified in Section 2 of FMFIA, and OMB Circular
A-123.

The Department received an unqualified audit
opinion from the independent audit of its FY 2005
financial statements. The audit did indicate that the
Department achieved substantial compliance with
the Federal Financial Management Improvement
Act (FEMIA) component for Federal financial
management systems requirements. However,

the results of the audit indicated that several
Department entities were not in substantial
compliance with one or both of the other two
components of the FEMIA based on OMB guidance
and the component requirements of the FFMIA. As a
result, the Department does not substantially comply
with the FEMIA components for applicable Federal
accounting standards and the U.S. Government
Standard General Ledger. The Department has
implemented a remediation plan to resolve the
reported deficiencies and expects to complete
corrective actions in FY 2006.

%@M@

Secretary of the Interior
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FIGURE 1-32
Basis for FY 2005 Assurance Statement
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of the Chief Financial Officers (CFO) Act of 1990 and
the Government Management Reform Act (GMRA)
of 1994. As in prior years, management control re-
views performed by the Department and its bureaus
provided the majority of the support (68%) for the
Annual Assurance Statement. In addition, many of
Interior’s management control reviews and related ac-
countability and integrity program activities focused
on areas identified as major management challenges
and on components of the President’s Management

Agenda. Figure 1-33 presents a crosswalk of those
activities.

Material Weaknesses and Accounting System
Non-Conformances

Prior to FY 2005 and since the inception of the
FMFIA in 1982, Interior identified and reported 173
material weaknesses and 65 accounting system non-
conformances. Prior to FY 2005, Interior had cor-
rected 169 of these material weaknesses (98%) and all
of the accounting system non-conformances. During
FY 2005, DOT had four material weaknesses pending
correction carried forward from the previous year
and one new material weakness was identified. One
material weakness was corrected.

The Department’s progress in correcting material
weaknesses and accounting system non-conformanc-
es is presented in Tables 1-13 and 1-14. These tables
present the number of new material weaknesses and
accounting system non-conformances reported and
corrected by fiscal year-end and the number pend-
ing at year-end. Table 1-15 presents the four mate-

FIGURE 1-33

Crosswalk of Activities Related to Major Management
Challenges and the President’s Management Agenda
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TABLE 1-13

Number of Material Weaknesses Reported
and Corrected or Downgraded

TABLE 1-14

Number of Material Non-Conformances Reported
and Corrected or Downgraded

Reporting Corrected or | Pending at Year Reporting Corrected or | Pending at Year
Period Reported Downgraded End Period Reported Downgraded End
Prior Years 170 153 17 Prior Years 65 64 1
FY 2002 2 8 11 FY 2002 0 0 1
FY 2003 0 1 10 FY 2003 0 0 1
FY 2004 1 7 4 FY 2004 0 1 0
FY 2005 1 1 4 FY 2005 0 0 0
Total 174 170 4 Total 65 65 0

rial weaknesses that were pending correction at the
beginning of FY 2005, including those designated as
“mission critical weaknesses,” the status (correction
or downgrade) of these weaknesses, and the material
weakness identified in FY 2005. Interior will carry
only four bureau-level material weaknesses into FY
2006 to correct. This is the first year the Department
has no material weaknesses at the Departmental level.

Government Performance Results Act (GPRA) Goal for
Timely Correction of Material Weaknesses

Interior is committed to the timely correction of
material weaknesses in order to improve integrity
and accountability in its programs, organizations,
and functions. To ensure that the material weaknesses
identified and reported in the FMFIA program are
corrected in a timely manner, the Department estab-
lished a GPRA performance measure. The Depart-
ment’s performance goal for FY 2005 was to complete
100% of the material weaknesses targeted for comple-
tion in FY 2005.

The Department was scheduled to correct one of the
four FMFIA material weaknesses carried forward
from FY 2004, BIA’s Indian Detention Facilities.
Although correction of that weakness was not com-
pleted as planned, another pending FMFIA material
weakness, Maintenance Management Capability, was
substantially completed and downgraded a year early
(Table 1-15). As a result, the Department was able to
meet its performance goal in FY 2005 for correcting
or downgrading material weaknesses.

Mission Critical Material Weaknesses
OMB Circular A-123, “Management Accountability
and Control,” requires that each agency identify

and report on the most critical material weaknesses
affecting the agency. The Department has adopted
the guidelines for mission critical material weakness
designations recommended by the GAO. These guide-
lines are noted in Figure 1-34. Interior recognizes the
importance of correcting mission critical weaknesses
in a timely manner. The Department and senior
program management officials continuously moni-
tor corrective action progress for all mission critical
weaknesses.

Interior's Implementation of OMB's Revised Circular
A-123 Appendix A

The Office of Management and Budget issued a
revised Circular A-123, “Management’s Responsibility
for Internal Control,” that strengthens internal con-
trol requirements over financial reporting in Federal
agencies. The revised circular, which became effective
October 1, 2005, provides updated internal control
standards, as well as new requirements, for conduct-
ing management’s assessment of the effectiveness of
internal controls over financial reporting. To imple-
ment the new financial reporting requirement and
ensure compliance with the circular, the Department
has performed the following tasks to date:

+ Expanded the existing DOI Internal Control and
Audit Follow-up Council to include the Depart-
ment’s Chief Information Officer and Procurement
Executive as encouraged by the circular, and estab-
lished a Senior Assessment Team.

+ Provided training on the requirements of the new
Circular at a DOI-wide conference.
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Compliance With Legal and Regulatory Requirements

+ Developed an implementation plan that

FIGURE 1-34

identifies milestones, responsible orga-
nizations, and target completion dates;
submitted plan to OMB in August 2005.

+ Revised the Departmental Handbook on .
Internal Control and Audit Follow-up to
reflect the revised Circular A-123’s new
financial reporting requirements. .

+ Defined a methodology and determined
the materiality level for each of the
Department’s financial statements.

+ Identified DOT’s significant financial
reports and business processes.

+ Hired a contractor to assist the Senior
Assessment Team in carrying out its
responsibilities such as documenting and
assessing significant financial reporting
processes and related internal controls,
and developing a detailed assessment
plan. A draft detailed assessment plan
was completed September 30, 2005.

We believe this new OMB financial °
reporting requirement will help instill a
culture of accountability in our Depart- .

mental managers that will support efforts
to strengthen program and accounting

internal controls, as well as improving the c
quality and reliability of the DOI’s finan-
cial information. Additionally, Interior’s .

policymakers and program managers

The Department defines a mission critical material weakness as:

The Department will remove a mission critical designation or report a
material weakness corrected or downgraded when:

Material Weakness Guidelines

An inherent program or administrative functional material
weakness that makes the program or activity susceptible to
fraud, waste, and abuse.

A systemic deficiency caused by ineffective program or
management support, financial systems, policies, and/or
procedures established by a bureau or reporting entity to carry
out a major program or administrative function.

A practice that is seriously detrimental to public health or safety,
a program or administrative activity, service delivery, national
security, economic growth, privacy, or citizens’ rights.

A practice that could result in significantly impaired service,
program failure, significantly reduced program effectiveness or
efficiency, public injury or loss of life, unreliable decisionmaking
data, reduced confidence in government, and unauthorized
disclosure, manipulation or misuse of sensitive information
such as personal, financial management, or programmatic data
maintained in computerized systems.

Senior management has demonstrated its commitment to
resolving the material weakness as evidenced by resource
deployment and frequent and regular monitoring of corrective
action progress.

Substantial and timely documented progress in completing
material weakness corrective actions is provided.

Corrective actions have been substantially completed, and the
remaining actions are minor in scope and will be completed
within the next fiscal year.

Implemented corrective actions have eliminated or minimized
the root cause(s) of the material weakness.

Substantial validation of corrective action effectiveness has been
performed.

continuously seek ways to achieve our mis-
sions, meet program goals and measures,
and enhance operational processes, and implement
new technological developments.

Federal Financial Management

Improvement Act

The Federal Financial Management Improvement
Act builds upon and complements the CFO Act, the
GPRA, and the GMRA. The FFMIA requires that
Federal agencies substantially comply with applicable
Federal accounting standards, the government-wide
Standard General Ledger (SGL), and Federal finan-
cial management system requirements that support

full disclosure of Federal financial data, including the
costs of Federal programs and activities.

Federal agencies are required to address compliance
with the requirements of the FEMIA in the represen-
tation letter to the financial statement auditor. The
auditor is required to report on the agency’s compli-
ance with FFMIA requirements in the Independent
Auditor’s Report and in the Internal Control and
Compliance Report. If an agency is not in compliance
with the requirements of the FFMIA, the agency head
is required to establish a remediation plan to achieve
substantial compliance.
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The FY 2005 bureau financial statement audit reports
identified reportable conditions concerning ap-
plicable Federal accounting standards and the SGL

at the transaction level. With the exception of those
reportable conditions, based on corrective actions
taken to improve internal controls, the Department
determined that substantial compliance with Section
4 of the FMFIA and the Federal Financial Manage-
ment Improvement Act was achieved. However, the
financial statement auditors, KPMG, reported the
Department did not substantially comply with Fed-
eral accounting standards and the SGL at the transac-
tion level components of the FFMIA. Accordingly, the
inclusion of the bureaus reported as noncompliant
continues in Table 1-22 to further improve our com-
pliance with the requirements of FFMIA. The high-
lights of this effort in FY 2006 follow this section.

Highlights of FFMIA Improvement Plan

The extraordinary burden placed on Interior by

the ongoing Cobell vs. Norton litigation to produce
over 4 Y2 million pages of documentation, testify-

ing throughout a 59-day evidentiary hearing, and
responding to the court, impacted a number of
information technology (IT) security initiatives to in-
clude many of the previously planned improvements
outlined below.

Information Technology Security. Under the leader-
ship of the Office of the Chief Information Officer,
the Department will continue the substantial prog-
ress achieved at both the Department and bureau
levels during FY 2005. Updated and improved policy
guidance reflecting current National Institute of
Standards and Technology (NIST) standards and
FISMA evaluation requirements will be completed
and provided to bureaus and offices for implementa-
tion. Bureau compliance will be aggressively moni-
tored. The Departmental Manual will be updated by
the third quarter of FY 2006 with updates to the IT
Security Handbook, Certification and Accreditation
(C&A) standards, and Plan of Action and Milestones
(POA&M) standards being completed early in the
second quarter of FY 2006. The Department recog-
nizes that additional improvements in these areas are
needed to raise all aspects of the IT security program
to targeted performance levels.

Separation of Duties. The Department will complete
and issue updated policy guidance in this area by the

end of the first quarter in FY 2006. The Department
will also continue to work with those bureaus with
reportable conditions or other weaknesses in this area
to review and restructure employee roles and re-
sponsibilities to achieve a higher degree of separation
of duties in information technology system-related
operations where it is cost-effective.

Access Controls. The Department has taken actions to
mitigate the weakness in the National Business Center
identified during the OIG’s FY 2005 access control
testing. Additional actions and tools will be consid-
ered to further secure any remaining network vulner-
abilities or weaknesses and improve access controls.

Change Controls. The Department’s IT Security Plan
seeks to assure that appropriate policies, procedures,
and operational controls are developed and imple-
mented to prevent unauthorized system, program,

or application modifications. Policy guidance in this
area will be updated and forwarded to the bureaus for
implementation by the end of the third quarter in FY
2006.

Service Continuity. Although 94% of Interior systems
have tested Contingency Plans, as noted in the FY
2005 FISMA evaluation, Interior will continue to ag-
gressively monitor all systems to ensure that updated
plans are in place and tested to minimize the risk of
loss from unplanned interruptions, and to protect
data should disruptions occur.

IT Security Training. Updated IT security training
policy, incorporating requirements for role-based
training for individuals with significant IT security
roles and responsibilities, will be completed and
distributed to the bureaus for implementation by the
end of the second quarter of FY 2006. This policy
will include current training requirements for both
Interior employees and contractors. Compliance with
training policy will continue to be aggressively moni-
tored during FY 2006.

Inspector General Act Amendments
(Audit Follow-Up)

Interior believes that the timely implementation of
OIG and GAO audit recommendations is essential to
improving efficiency and effectiveness in its programs
and operations, as well as achieving integrity and ac-



Compliance With Legal and Regulatory Requirements

countability goals. As a result, Interior has
instituted a comprehensive audit follow-
up program to ensure that audit recom-
mendations are implemented in a timely

TABLE 1-16

Implementation of OIG and GAO Audit Recommendations

FY 2005 GPRA Performance Goal for

and cost-effective manner and that disal- Rec:‘;::ﬁ;:tfions Rec‘:"m"z::;:tfions

lowed costs and other funds due from Bureau/ Meeting GPRA Goal Implemented Within Planned Percentage
contractors and grantees are ¢ ollected or Office Criteria One Year Target Implementated
offset. In FY 2005, Interior monitored a BIA 32 29 91%
substantial amount of new Single Audit, NPS 49 34 69%
OIG, and GAO audits, including 292 FWs 8 8 100%
Single Audits, 26 OIG audits, and 19 GAO BLM 36 36 100%
audits. Audit follow-up actions include MMS i 100%
analyzing audit reports referred; advis- OsM 4 4 100%
ing grantors of audit findings; tracking, BOR 17 19 12%
reviewing, and validating audit recom- USGSs 9 9 100%
mendations; developing mutually accept- 0S (Dept) 73 63 86%
able and timely resolution to disputed PIA (Dept) 0 N/A N/A
audit findings and recommendations; and | osT (Dept) 6 0 0%
monitoring the recovery of disallowed TOTAL 243 211 87%

costs.

GPRA Goal for Timely Implementation of Audit Rec-
ommendations

To further demonstrate the importance of timely
implementation of OIG and GAO audit recommen-
dations, beginning in FY 2001, Interior established

an aggressive annual GPRA performance goal of
implementing 75% of all GAO and OIG audit recom-
mendations within one year of the referral of those
recommendations to the Department for tracking of
implementation. After successfully meeting that goal
for the first time in FY 2002, Interior has continuously
raised the performance goal for timely implementa-
tion of audit recommendations for consecutive fiscal
years. For FY 2005, the performance goal was 85%),
which was higher than its FY 2004 goal of 80%.

Interior exceeded its GPRA performance goal with a
composite implementation rate of 87% (Table 1-16).
The primary reason for Interior’s success in achieving
the GPRA performance goal for the third consecu-
tive year was the aggressive progress monitoring plan
implemented at the direction of the Assistant Sec-
retary — Policy, Management and Budget. Quarterly
management control and monthly audit follow-up
program and financial statement progress scorecards
were prepared by each bureau and office to ensure
audit recommendation implementation commit-
ments were being met, and that immediate senior
management attention was directed to slippage when

it occurred. Interior will employ the same aggressive
progress monitoring plans in FY 2006 to ensure the
continued achievement of this GPRA performance
goal.

Single Audits

Interior provides over $2 billion each year in funding
for grants, cooperative agreements, Indian self-deter-
mination contracts, and self-governance compacts to
State and local governments; Indian Tribes, colleges
and universities; and other nonprofit organizations.
Under the provisions of the Single Audit Act, the
grantees’ financial operations, management control
structure, and level of compliance with applicable
laws and regulations must be audited each year. All
Single Audit reports are forwarded to and screened by
the Federal Single Audit Clearinghouse. Those Single
Audit reports, with findings and recommendations
requiring audit follow-up, are forwarded to the De-
partment for distribution to the appropriate bureaus
for audit follow-up, resolution, and tracking. Each
bureau is responsible for meeting with grantees and
negotiating a resolution to the deficiencies identified
in the audit reports, as well as for determining the
allowability of any expenditure of Federal funds that
has been questioned by the auditors.
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Collecting and Offsetting Disallowed Costs TABLE 1-17
in Single Audits .

g . . FY 2005 Summary of Actions Taken on Contract, Grant, and
As shown in Table 1-17, Interior closed 17 Sinale Audits with Disallowed Costs
of 50 (34%) audits in tracking during FY g — e llowe
2005. There was a substantial decrease in N:':poe,rt: oisa Costs

the number of audits referred for tracking (A) Opening balance as of October 1, 2004, restated 38 $13,275,890
with disallowed costs (12 audits with $3.1

L AISatioy ; (B) FY 2005 Audits 12 $3,149,975
r'nllh'on in disallowed costs). The $3.9 mil- (C) Amounts reinstated i $425.577
lion 12 désallo;/veod cc;sts relcccl)'veiled rec;l) re Total tracked during FY 2005 50 $16,851,442
§ente a out 3 % of total disallowe COSt‘S (D) Final actions taken during FY 2005 (17) ($4,284,673)
in tracking during the year. Of the 33 audits
. . Collected 15* ($3,159,537)
in tracking at the end of the year, 25 (76%) .

.. Written Off 1* ($873)

had management decision dates greater e > 5695.000
than 1 year old, with most attributable to > (8699,586)
Reinstated 0* ($425,577)

BIA. As in previous years, the Department
plans to continue its aggressive monitor-
ing and follow-up activities during FY 2006

Referred to Treasury
for Collection Action 0 0

! h ¢ i h (E) Ending balance as of September 30, 2005 33 $12,566,769
‘zl(? cl(l)se tde number of audit reports wit Mgmt Dec < 1 yr old 5 $3,054.444
1sallowed costs. Mgmt Dec>1yrold | 25 $9,512,325
i Mgmt decision under
Internal Audits formal appeal 0 0
Internal audits are OIG-conducted audits Note - Data on opening balances for number of reports and disallowed costs as of
of Interior’s programs, Organizations) and October 1, 2004, was restated to present information only on reports with sustained
. .. . . costs.
financial and administrative operations.
During FY 2005, 59 audits were being * During FY 2005, final actions taken for some of the 17 reports with disallowed
ked di ied f costs were cross-cutting—instances occurred where amounts were collected, offset,
tracked (42 audits carried over from FY reinstated, and/or waived for the same report.

2004 and 17 new audits were referred for
tracking during FY 2005), and 39 (66%)
of those audits were closed. A total of 496

recommendajuons fr(?m OIQ internal audit FY 2005 Summary of Actions Taken with
reports were in tracking during the year, of Funds to be Put to Better Use (FBU)

TABLE 1-18

which 295 were completed or closed during Number of

FY 2005. For the 20 audits pending at the Reports | FBU Dollars

end of FY 2005, 201 recommendations await (A) Reports on hand at beginning of report period 2 $38,219,271

final implementation action. (B) New reports received during report period 0 0
Total reports in tracking 2 $38,219,271

One category of OIG internal audits is those |7} Reports closed during report period o o

audits where the OIG presents recommen- (D) Reports in progress at end of report period 2 $38,219,271

dations to improve efficiency and where Mgmt Dec < 1 yr old 0 0

fund§ can be put to better use (FBU audits). Mgt Do > 1 yr old 2| $38219271

Interior tracks the successful implementa- Mamt Doc under formal appeal |0 5

tion of FBU audit recommendations and
FBU dollar estimates, which are agreed to Note - Includes only audits with monetary impact to Federal funds (excludes audits
by management. As noted in Table 1-18, 2 of non-Federal funds for insular area governments and indirect cost proposals
audits with $38.2 million in FBU dollars hegotiated)

were carried over from FY 2004 for tracking

during FY 2005.
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GAO Audits

GAO audits are a major component of Interior’s audit
follow-up program workload and cover a variety of
programs, operations, and activities. A total of 29
GAO reports with 86 recommendations were carried
over from FY 2004. During FY 2005, GAO issued a
total of 19 new reports with 27 recommendations.
The Department was successful in closing 26 of the 48
(54%) reports in tracking during FY 2005, along with
44 of the reports’ 113 (39%) recommendations (Table
1-19).

Audited Financial Statement Results

As required by the GMRA, Interior prepares consoli-
dated financial statements. Beginning in FY 2001,
these financial statements have been audited by
KPMG LLP, an independent public accounting firm
(the OIG audited the financial statements prior to FY
2001). Additionally, each individual bureau prepares
financial statements that are also audited.

The preparation and audit of financial statements are
an integral part of the Department’s centralized pro-
cess to ensure the integrity of financial information
maintained by Interior.

The results of the FY 2005 and FY 2004 financial
statement audit process are summarized in Table
1-20. As shown in the table, Interior again achieved
unqualified audit opinions for each bureau and the
Department’s consolidated financial statements.

In only a few instances, exceptions on internal con-
trols or accounting standards were noted as material
weaknesses or reportable conditions, or instances
where noncompliance with laws and regulations other
than compliance with FFMIA occurred.

Resolution of Internal Control Weaknesses and
Noncompliance Issues Reported in FY 2004 Audited
Financial Statements

Tables 1-21 and 1-22 summarize the status of material
weaknesses and noncompliance issues reported in the
FY 2004 audited financial statements. The Depart-
ment has established an internal goal of completing
corrective actions for material weaknesses and non-
compliance issues by the end of the following fiscal
year, unless the magnitude of the corrective action
plans involves a multiyear effort.

While the Department made progress in correcting
material weaknesses reported in the FY 2004 au-
dits, delays in completing corrective actions in some
bureaus and several multiyear corrective action plans
precluded the achievement of the internal goal in FY
2005. In summary, 9 of the 15 (60%) total material
weaknesses reported in FY 2004 financial statements
were corrected or downgraded to reportable condi-
tions during FY 2005. The increase in the correction
percentage over the prior year was directly attribut-
able to the Department’s aggressive approach to
substantially correct material weaknesses.

The Department made progress in correcting non-
compliance issues reported in the FY 2004 audits. In
summary, 5 of the 19 (26%) (based on completed is-
sues to date and current correction dates) noncompli-
ance issues reported in FY 2004 financial statements
were corrected or downgraded during FY 2005. The
Department has taken steps to continue its aggressive
monitoring of remedial actions during FY 2006 in
order to substantially correct all of the material weak-
nesses and noncompliance issues reported in FY 2005
by June 30, 2006.

Tables 1-23 and 1-24 present summaries of each of
the material weaknesses and noncompliance issues
reported in the Department’s consolidated and the
bureaus’ FY 2005 financial statement audit opinions.
A total of 12 material weaknesses were reported, with
6 being carried over from FY 2004. Only one De-
partmental weakness was carried over. A total of 16
noncompliance issues were reported, with 14 carried
over from FY 2004. Three Department-level weakness
noncompliance issues were carried over.

Major Management Challenges

Confronting Interior

The OIG and the GAO annually advise Congress

on what they consider to be the major management
challenges facing the Department. Table 1-25 presents
a summary of the major management challenges
identified by the OIG and GAO and actions taken to
address these challenges to date.
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TABLE 1-19

Summary of Actions Taken in FY 2005

on Reports Issued by the GAO

Number of Number
Recommendations | of Reports
In tracking as of October 1, 2004 86 29
Issued during FY 2005 27 19
Subtotal 113 48
Closed during FY 2005 (44) (26)
In tracking as of September 30, 2005 69 22
No. of No. of
Code | Status of final reports in tracking Recommendations | Reports
D1 Mgmt decisions < 1 yr old 8 4
D2 | Mgmt decisions > 1 yr old 61 18
D3 Mgmt decisions under formal appeal 0 0

Note - Data on GAO at the beginning of FY 2005 was restated to exclude data on 10 recommendations and four

reports actually closed during FY 2004.

TABLE 1-20

Summary of FY 2005 and FY 2004 Financial Statement Audi

Substantial Compliance Substantial Compli-
Unqualified Opinion Material Weakness with Laws and ance with Laws and | Substantial Component Compliance
on Financial in Report on Internal Regulations Regulations with Laws and Regulations (FFMIA)
Statements Controls (Non-FFMIA) (FFMIA) Systems, Accounting, and SGL
Dept Yes Yes Yes Yes No (1,3,4) | No (1,2,3) No No Yes No No
FWS Yes Yes No Yes Yes Yes Yes No Yes No Yes
USGS Yes Yes No No Yes Yes Yes No Yes Yes Yes
BIA Yes Yes Yes Yes No (1,3,4) No (1,3) No No Yes No No
BLM Yes Yes No Yes Yes Yes Yes No Yes No Yes
MMS Yes Yes No Yes No (1) No (1,2) Yes No Yes Yes Yes
NPS Yes Yes No No Yes No (3) No No Yes No Yes
BOR Yes Yes Yes Yes Yes Yes No No Yes No Yes
OSM Yes (a) Yes No No Yes Yes Yes Yes Yes Yes Yes
DO Yes Yes Yes Yes No (3) No (2,3) No No Yes No Yes

(a) Balance sheet audit only.
(1) Debt Collection Improvement Act

(2) Prompt Payment Act
(3) Single Audit Act

(4) OMB Circular A-25
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TABLE 1-21

FY 2004 Audited Financial Statements

Status of Material Weakness Corrective Actions (as of September 30, 2005)

Original
Target Corrective
Bureau Material Weakness Description Corrective Action Date Action Status

DEPT Intra-Governmental Eliminations Implement policies and procedures and work with other 9/30/05 Downgraded
Federal agencies to provide streamlined and efficient
year-end eliminations and reporting processes.

DEPT Process for Year-End Closing Implement procedures to ensure transactions are 9/30/05 Corrected
promptly and accurately recorded to minimize year-end
and post certification adjustments. Ensure supervisors
review and approve all journal entries.

DEPT Controls Over Trust Funds Implement and revise controls and procedures to ensure 9/30/05 Delayed
Indian Trust Funds’ activity and balances are properly
and timely recorded, and controls and plans are in place
to resolve the other deficiencies noted.

DEPT Controls Over Property, Plant, and Complete land inventory and reconciliation and imple- 9/30/05 Downgraded
Equipment ment controls and procedures to ensure transactions are
promptly and accurately recorded.

BLM Accounting for Mineral Leases Implement procedures to ensure mineral lease transac- 9/30/05 Downgraded
tions are promptly and accurately recorded to minimize
year-end and post certification adjustments. Ensure
supervisors review and approve all journal entries.

BOR Controls Over Land Inventory Develop a complete and accurate inventory system that 9/30/05 Corrected
identifies by project all land and land rights, and recon-
cile system balances to the general ledger.

DO Controls Over Tribal and Other Special | Implement policies, procedures, controls and systems 9/30/05 Delayed
Trust Funds to effectively manage Tribal and Other Special Trust
Funds.

DO Budgetary Transactions Improve controls to ensure that budgetary transactions 9/30/05 Downgraded
are promptly recorded, properly classified and ac-
counted in order to prepare timely and reliable financial
reports.

DO Accruals Test and finalize the accrual methodology for interim 9/30/05 Downgraded
financial reporting to reduce year-end accrual effort and
reconcile accrual calculations to the general ledger.

MMS Controls Over Year-End Closing Implement procedures to ensure transactions are 6/30/05 Corrected
Process promptly and accurately recorded to minimize year-end
and post certification adjustments. Ensure supervisors
review and approve all journal entries.
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TABLE 1-21

FY 2004 Audited Financial Statements

Status of Material Weakness Corrective Actions (as of September 30, 2005)

Original
Target Corrective
Bureau Material Weakness Description Corrective Action Date Action Status
BIA Controls Over Processing Trust Trans- | Improve fiduciary controls over the processing of Trust 9/30/05 Delayed
actions transactions including segregation of duties, probate
backlogs, and appraisal compacts.
BIA Controls Over Fund Balance with Improve controls and procedures to ensure timely trans- 9/30/05 Corrected
Treasury action entry and reconciliations, and supervisors review
and approve adjusting entries.
BIA Controls Over Property, Plant, and Develop and implement policies and procedures to 9/30/05 Delayed
Equipment ensure that property, plant, and equipment accounts are
stated in accordance with Federal accounting standards.
Address construction grants, inventory observations,
construction in progress, depreciation expense, and
fixed asset subsidiary ledger.
OST Reliance on Processing of Trust Trans- | Work collaboratively with BIA to correct weaknesses in 9/30/05 Delayed
actions at BIA the following areas so that OST may fulfill its fiduciary
responsibility to the trust fund beneficiaries: trust fund
systems, segregation of duties, accounts receivable,
probate backlog, untimely deposits, supervised and
restricted accounts, and appraisal compacts.
OST Resolution of Financial Reporting Is- Continue to work to resolve matters in the following 9/30/05 Delayed
sues from Prior Years areas as soon as practical: Investments - Lack of Reli-
able Balance Available for Investing (Individual Indian
Monies - 1IM), Trust Fund Balances (Tribal and 1IM),
Cash (Tribal), Special Deposit Accounts - Inconsistent
Practices (IIM), and Trust Fund Balances (lIM).
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TABLE 1-22

FY 2004 Audited Financial Statements

Noncompliance with Laws and Regulations (as of September 30, 2005)

Target
Bureau | Noncompliance Description Corrective Action Date Status
DEPT Debt Collection Improvement Act Establish a process to ensure eligible bureau receivables are re- 9/30/05 Delayed
of 1996 ferred to the U.S. Department of Treasury in a timely manner.
DEPT Federal Financial Management Improve controls to comply with Federal financial management 12/31/05 Delayed
Improvement Act system requirements, accounting standards, and the SGL at the
transaction level.
DEPT Single Audit Act Amendments Improve grantee monitoring processes to ensure compliance with 9/30/05 Delayed
the reporting requirements of the Single Audit Act Amendments.
DEPT Prompt Payment Act of 1982 Train and monitor employees to ensure that the acceptance dates 9/30/05 Corrected
per the invoice and receiving report are correctly transferred to the
payment voucher and correctly entered into the FFS.
BIA Federal Financial Management Develop and implement appropriate controls to ensure full compli- 9/30/05 Delayed
Improvement Act ance with Federal financial management systems, accounting
standards, and the SGL at the transaction level.
BIA Debt Collection Improvement Act Establish, implement, and monitor policies and procedures ad- 9/30/05 Delayed
of 1996 dressing debt collection issues to ensure compliance with the Debt
Collection Improvement Act.
BIA Single Audit Act Amendments Improve grantee monitoring processes to ensure compliance with 9/30/05 Delayed
the reporting requirements of the Single Audit Act Amendments.
BLM Federal Financial Management Develop and implement appropriate controls to ensure full compli- 9/30/05 Delayed
Improvement Act ance with Federal financial management systems and accounting
standards.
BOR Federal Financial Management Develop and implement appropriate controls to ensure full compli- 9/30/05 Delayed
Improvement Act ance with Federal financial management systems and accounting
standards.
DO Federal Financial Management Develop and implement appropriate controls to ensure full compli- 9/30/05 Delayed
Improvement Act ance with Federal financial management systems and accounting
standards.
DO Single Audit Act Amendments Improve grantee monitoring processes to ensure compliance with 9/30/05 Delayed
the reporting requirements of the Single Audit Act Amendments.
DO Prompt Payment Act of 1982 Train and monitor employees to ensure that the acceptance dates 9/30/05 Corrected
per the invoice and receiving report are correctly transferred to the
payment voucher and that the information should also be correctly
entered into FFS.
FWS Federal Financial Management Develop and implement appropriate controls to ensure full compli- 9/30/05 Delayed
Improvement Act ance with Federal financial management systems and accounting
standards.
MMS Federal Financial Management Develop and implement appropriate controls to ensure full compli- 6/30/05 Corrected
Improvement Act ance with Federal financial management systems.
MMS Prompt Payment Act of 1982 Ensure payment data from voucher into FFS in order to properly 6/30/05 Corrected
calculate and pay prompt pay interest due.
MMS Debt Collection Improvement Act Establish, implement, and monitor policies and procedures address- 6/30/05 Delayed
of 1996 ing debt collection issues to ensure full compliance with the Debt
Collection Improvement Act.
NPS Federal Financial Management Develop and implement appropriate controls to ensure full compli- 9/30/05 Delayed
Improvement Act ance with Federal financial management systems and accounting
standards.
NPS Single Audit Act Amendments Develop controls to ensure grantees complete, report on, and imple- 9/30/05 Delayed
ment timely corrective actions for single audits.
USGS Federal Financial Management Develop and implement appropriate controls to ensure full compli- 9/30/05 Corrected
Improvement Act ance with Federal financial management systems.
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TABLE 1-23

FY 2005 Audited Financial Statements

Material Weakness Corrective Action Plan (as of September 30, 2005)

Original New Weakness
Material Weakness Target or Carryover
Bureau | Description Corrective Action Date from FY 2004
DEPT | Controls Over Trust | Implement and revise controls and procedures to ensure Indian Trust Funds’ activity 9/30/05 Carryover
Funds and balances are properly and timely recorded, and controls and plans are in place
to resolve the other deficiencies noted.
DEPT | Controls Over Improve policies and procedures related to recording assets and liabilities in 9/30/06 New
Implementing New accordance with OMB guidance.
Accounting Policies
and Procedures
DO Controls Over Tribal | Implement policies, procedures, controls and systems to effectively manage Tribal 9/30/05 Carryover
and Other Special and Other Special Trust Funds.
Trust Funds
DO Controls Over Improve controls to ensure that budgetary transactions are promptly recorded, prop- 9/30/06 New
Obligations erly classified and accounted in order to prepare timely and reliable financial reports.
DO Controls Over Implement procedures to ensure transactions are accurately recorded. 9/30/06 New
Leases
DO Controls Over Improve policies and procedures related to recording assets and liabilities in 9/30/06 New
Implementing New accordance with OMB guidance.
Accounting Policies
and Procedures
BIA Controls Over Improve fiduciary controls over the processing of Trust transactions including segre- 9/30/05 Carryover
Processing Trust gation of duties, probate backlogs, and appraisal compacts.
Transactions
BIA Controls Over Develop and implement policies and procedures to ensure that property, plant, and 9/30/05 Carryover
Property, Plant, and | equipment accounts are stated in accordance with Federal accounting standards.
Equipment Address construction grants, inventory observations, construction in progress, depre-
ciation expense, and fixed asset subsidiary ledger.
BIA Controls Over Implement and revise controls and procedures over the revenue process to ensure 9/30/06 New
Revenue that transactions are promptly recorded for timely and reliable financial reporting.
BOR Controls Over Improve policies and procedures related to recording assets and liabilities in 9/30/06 New
Implementing New accordance with OMB guidance.
Accounting Policies
and Procedures
OST Reliance on Work collaboratively with BIA to correct weaknesses in the following areas so that 9/30/05 Carryover
Processing of Trust | OST may fulfill its fiduciary responsibility to the trust fund beneficiaries: trust fund
Transactions at BIA | systems, segregation of duties, accounts receivable, probate backlog, untimely
deposits, supervised and restricted accounts, and appraisal compacts.
OST Resolution of Continue to work to resolve matters in the following areas as soon as practical: 9/30/05 Carryover
Financial Reporting | Investments - Lack of Reliable Balance Available for Investing (Individual Indian
Issues from Prior Monies - 1IM), Trust Fund Balances (Tribal and 1IM), Cash (Tribal), Special Deposit
Years Accounts - Inconsistent Practices (IIM), and Trust Fund Balances (IIM).
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TABLE 1-24

FY 2005 Audited Financial Statements

Noncompliance with Laws and Regulations

New or
Target Carryover from
Bureau | Noncompliance Description Corrective Action Date FY 2004
DEPT | Federal Financial Management | Improve controls to comply with Federal accounting standards and the 12/31/05 Carryover
Improvement Act SGL at the transaction level.
DEPT | Debt Collection Improvement Establish a process to ensure bureau receivables are referred to the U.S. 9/30/05 Carryover
Act Department of the Treasury in a timely manner.
DEPT | Single Audit Act Improve grantee monitoring processes to ensure compliance with the 9/30/05 Carryover
reporting requirements of the Single Audit Act Amendments.
DEPT | OMB Circular No. A-25, “User Implement policies and procedures to ensure compliance with the require- | 9/30/06 New
Charges” ments of OMB Circular No. A-25.
BIA Federal Financial Management | Develop and implement appropriate controls to ensure full compliance 9/30/05 Carryover
Improvement Act with Federal accounting standards and the SGL at the transaction level.
BIA Debt Collection Improvement Establish, implement, and monitor policies and procedures addressing 9/30/05 Carryover
Act of 1996 debt collection issues to ensure compliance with the Debt Collection
Improvement Act.
BIA Single Audit Act Amendments Improve grantee monitoring processes to ensure compliance with the 9/30/05 Carryover
reporting requirements of the Single Audit Act Amendments.
BIA OMB Circular No. A-25, “User Implement policies and procedures to comply with OMB Circular No. A-25 9/30/06 New
Charges” and properly charge Federal entities for reimbursable administration costs.
BLM Federal Financial Management | Develop and implement appropriate controls to ensure full compliance 9/30/05 Carryover
Improvement Act with Federal accounting standards.
BOR Federal Financial Management | Develop and implement appropriate controls to ensure full compliance 9/30/05 Carryover
Improvement Act with Federal accounting standards.
DO Federal Financial Management | Develop and implement appropriate controls to ensure full compliance 9/30/05 Carryover
Improvement Act with Federal accounting standards.
DO Single Audit Act Amendments Improve grantee monitoring processes to ensure compliance with the 9/30/05 Carryover
(OIA) reporting requirements of the Single Audit Act Amendments.
FWS Federal Financial Management | Develop and implement appropriate controls to ensure full compliance 9/30/05 Carryover
Improvement Act with Federal accounting standards.
MMS Debt Collection Improvement Establish, implement, and monitor policies and procedures addressing 9/30/05 Carryover
Act of 1996 debt collection issues to ensure compliance with the Debt Collection
Improvement Act.
NPS Single Audit Act Develop controls to ensure grantees complete, report on, and implement 9/30/05 Carryover
timely corrective actions for single audits.
NPS Federal Financial Management | Improve controls to comply with the Federal accounting standards and the | 9/30/05 Carryover
Improvement Act SGL at the transaction level.
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Major
Management
Challenge

TABLE 1-25

Summary of Major Management Challenges Facing Interior

Description

New or
Carryover from
FY 2004

Interior Actions to Date

Status at end
of FY 2005

Financial
Management

Sound financial management

is critical to providing accurate
financial information, managing for
results, and ensuring operational
effectiveness. Although DOI has
made some progress, internal
control weaknesses continue to
hinder the Department's financial
management systems.

Carryover

DOI has a diverse and decentralized operating environment that is very
challenging. In addressing the internal control issues associated with
this environment, the Secretary provides strong support and active
leadership that embodies sound financial management. As a result of
her efforts to actively engage executives throughout the organization,
DOI has made significant progress in improving internal controls in

FY 2005, as evidenced by the reduction in Departmental-level audited
financial statement material weaknesses from 4 to 2, correction of 3 of 4
noncompliance issues, and the elimination of Departmental-level FMFIA
weaknesses. Internal control systems include the underlying information
technology systems as well as manual processes and procedures, all

of which are subjected to rigorous control reviews and reporting. DOI
will continue its aggressive management control and audit follow-up
program, and align it with Revised OMB Circular A-123. In addition, DOI
is implementing an integrated enterprise system for finance and business
management, which will further enhance the control environment.

DOI began implementing the Financial and Business Management System
(FBMS), the enterprise system, in FY 2005 and completed the first phase
of the project in April 2005 with the launch of the financial assistance
module for grant and cooperative agreement programs at MMS, OSM
and selected programs at FWS. DOI selected the National Business
Center (NBC) to host FBMS, established the training and production
infrastructure and completed system Certification and Accreditation

for the financial assistance deployment. DOI also updated the FBMS
requirements, began configuration of the FBMS core systems and key
departmental interfaces and completed initial testing of the core system
configurations. On September 29, 2005, DOI severed its relationship with
the system integration contractor. The vision and goals of the project
remain the same. Although DO is currently revising the implementation
timelines and related schedules for the project, the vision and goals of the
project remain the same.

Ongoing

Information
Technology

Since the enactment of FISMA in
2002, the DOI IT Security Program
has seen increased management
awareness, involvement, focus, and
funding. However, after a thorough
evaluation to assess compliance
with FISMA, the OIG determined
that there was a need for con-
tinuted improvement in the DOI IT
security program and compliance
with FISMA's requirements.

Carryover

Interior made significant progress in improving its overall security posture
in FY 2005, in spite of the extraordinary burden placed on Interior by the
ongoing Cobell vs. Norton litigation. In the Cobell case, Interior produced
over 4 > million pages of documentation, and testified throughout a 59
day evidentiary hearing. The significant demands placed on Interior to
respond to the court impacted a number of IT security initiatives.

In spite of these challenges, the following progress demonstrates
Interior's commitment and attention towards continuous improvement of
Interior’s IT security program by:

o Completing management control reviews (MCRs) for IT systems and IT
security programs: Bureaus and offices completed MCRs for 163 of 166
major applications and general support systems.

o Implementing the DOI-wide Enterprise Services Network (ESN) that pro-
vides a more secure computing and networking environment by providing
multiple layers of firewalls, intrusion detection and prevention systems,
and "24x7" security monitoring for connected bureaus’ connection to the
Internet, consolidating 13 networks into a single Departmental network,
and performing proactive vulnerability discovery and management on a
continuous basis.

e Enhancing the DOI Vulnerability Scanning Program by testing of over
5,000 Internet-accessible systems and network devices against 7,400
types of known vulnerabilities, including the SANS Top 20 list of vulner-
abilities.

o Performing internal and external penetration testing of networks and
major applications.

Ongoing
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TABLE 1-25
Summary of Major Management Challenges Facing Interior
Major New or
Management Carryover from Status at end
Challenge Description FY 2004 Interior Actions to Date of FY 2005

o Implementing Active Directory and the use of group policy for con-
sistent implementation and enforcement of Microsoft- based security
configurations.

o Significantly improving content and usability of the DOI end-user IT
security training and awareness program and achieving over a 98%
completion rate of all employees and contractors requiring annual aware-
ness training.

o Entered into an agreement with USALearning.gov to deliver standard-
ized curriculum for Role-based training to individuals with significant IT
security roles and responsibilities and achieving over a 66% completion
rate.

o Improving the Plan of Action and Milestones process implementing
changes recommended by the OIG.

o Completing independent third-party reviews of C&A packages to
continuously improve them.

o Completing its E-Authentication risk assessments.

o Received the highest rating from OMB among 25 EA programs reviewed
for DOI's EA that incorporates a security standards profile, and aligned to
the Technical Reference Model.

o Completed an independent IT security program assessment to evaluate
Interior’s level of compliance against Federal laws, regulations, policies,
standards and guidelines ranging from the Federal Information Security
Management Act (FISMA), to OMB, to NIST, among others. Interior
achieved a 3.6 maturity level out of 5 from this assessment.

o Initiated plans to update IT security policies, C&A standards, and further
enhance the POA&M process standards to remain current with new
emerging and constantly evolving security standards frequently being
issued by NIST.

 Implementing a significant number of corrective actions based on
weaknesses identified by 1G audits, penetration test, and monthly
internal/external vulnerability scans further reducing risks to Interior's IT
security programs and systems.

IT security has been, and will continue to be, one of Interior's highest
priorities, as evidenced by the major improvements made throughout the
DOI during FY 2005. This progress builds on accomplishments of the past.
The percentage of IT systems certified and accredited increased from

839% for FY 2004 to over 98% in FY 2005. With better accountability and
standardization, DO, and ultimately the taxpayers, avoided $17 million in
C&A costs. Interior continues to benefit from the OIG's efforts to continu-
ously raise the bar for evaluating the IT security program, based on DOI's
increasing maturity, by identifying opportunities to further strengthen and
enhance its overall security posture.

The OCIO enlisted the support of, and provided $1.1 million in funding
to, the OIG to perform penetrations tests to augment the Department’s
compliance and continuous monitoring efforts. The enhanced monitor-
ing program provided critical information needed to prioritize further
improvements to Interior's operational security posture.

Although Interior recognizes that the C&A process is not perfect,
particularly in light of the many new or revised standards published by
the National Institute of Standards and Technology (NIST) within the past
year, some of which are still in draft, Interior recognizes that adequate
security involves managing risks by striking a balance between imple-
menting security controls commensurate with the sensitivity of IT systems
and associated information and the operational necessity for those
systems that enable effective and efficient delivery of services supporting
Interior's mission.
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TABLE 1-25

Summary of Major Management Challenges Facing Interior

Major
Management
Challenge

Description

New or
Carryover from
FY 2004

Interior Actions to Date

Status at end
of FY 2005

Health, Safety,
and Emergency
Management

Annually, DOI has over 275 million
visits to national parks, 69 million
visits to recreational sites provided
by BLM, and 39 million visits to
545 national wildlife refuges. In
addition, there are 90 million visitor
days of use at 308 BOR recreation
sites. DOl must protect these visi-
tors, hundreds of thousands of em-
ployees and volunteers, thousands
of facilities, and millions of acres
of property from both internal and
external threats. DOI continues to
be slow to change its mission and
priorities to reflect its new security
responsibilities and commitment.
Specifically, enhancements are
needed in DOI's radio communica-
tions, DOI's hazardous material
program, and security surrounding
national icons and BOR dams.

Carryover

In summary, DOI actions on areas of concerns and actions have been
focused on the following areas:

 Radio Communications. In FY 2005, the Department was granted
waivers from NTIA to continue wide-band operation in support of
mission-critical operations such as fire, law enforcement and emergency
services. The Department initiated development of plans to maximize
radio system sharing and minimize supporting infrastructure require-
ments; and initiated an enterprise contracting option to maximize the
use of wireless commercial services. BIA completed an assessment of
155 radio communication sites, to be used to guide future investments
and corrective actions. BLM reduced the number of unsafe radio towers
from 57 in FY 2003 to 17 at the end of FY 2005, which are scheduled for
repair or replacement in FY 2006 and FY 2007. NPS made significant
investments in upgrading radio facilities in FY 2005.

o NPS's Structural Fire Program. A comprehensive structural fire program
has been substantially implemented.

¢ NPS's Hazardous Material Program. A comprehensive corrective action
plan on the safety of the public, employees, concessionaires, and park
resources was completed that ensures compliance with applicable laws,
regulations, Executive Orders, and policies.

o Security Surrounding National Icons. DOI has taken actions to put in
place a security professional and improve security at national icons.

¢ DOI Law Enforcement. Each bureau now has senior-level law
enforcement managers in place and an internal affairs office to address
integrity-related issues. A Department-wide policy to provide guidance
on internal affairs was also issued.

Ongoing

Maintenance of
Facilities

DOI owns, builds, purchases, and
contracts services for assets such as
visitor centers, schools, office build-
ings, telecommunication facilities,
roads, bridges, dams, irrigation sys-
tems, and reservoirs. These assets
include some deteriorating facilities
that lack adequate funding for
repair and maintenance.

In FY 2004, this effort was still

a challenge for the Department.
For example, in the FY 2004 An-
nual Report on Performance and
Accountability, the Department
reported that exact estimates of
deferred maintenance are difficult
to determine due to the variety of
assets entrusted to the Department.
The FY 2004 estimates for DOI's de-
ferred maintenance were between
$8.9 billion and $15.3 billion. The
lack of concrete data makes it
difficult to ascertain if the deferred
maintenance backlog has even
been reduced. The Department also
stated that bureau estimates of
deferred maintenance were based
on data from a variety of systems,
procedures, and data sources;
therefore the reliability of these
sources as a basis for deferred
maintenance estimates is variable.

Carryover

DOI has taken aggressive action to develop a life cycle management
approach to its facilities. In FY 2005, the first Department-wide Asset
Management Plan was developed to address facilities and other assets.
In addition, DOI revised its performance measures and is in the process
of updating and revising its inventory data.

At the end of FY 2005, 75% of the DOI inventory (all buildings and
most structures) have ‘Comprehensive Condition Assessments'. This is
a 5-year cycle that will eventually look at all constructed assets with

a Current Replacement Value (CRV) of over $50,000. All constructed
assets with a CRV of $5,000 and above receive an ‘Annual Condition
Assessment’. As an outgrowth of Executive Order 13327, the Federal
Real Property Profile (FRPP) data elements have been changed. One
of the data elements to be reported is ‘Condition Index’ (Cl) for each
constructed asset reported in the FRPP. For each asset this is the ratio
of deferred maintenance of the asset divided by the CRV of the asset.
Through FY 2005, the bureaus have been calculating Cls. It is estimated
that 25% of constructed assets in the FRPP have a Cl value by the end
of FY 2005.

By the end of FY 2006, all bureaus will have completed their first round
of "Comprehensive Condition Assessments” on all buildings and most
structures. During the second round, all buildings will be reviewed again
as well as all structures. Complete Cl data for all constructed assets will
be in the data base for the issuance of the FY 2006 report.

BIA completed an assessment of 155 radio communication sites. Specif-
ic problems, overall condition, and recommendations for improvements
of these sites were included in the assessment. BIA's facilities capital in-
vestment plan will use this assessment as a guide to direct investments
to correct the serious issues identified. The Department negotiated an
agreement with the State of South Dakota to provide Interior's access to
State radio systems, allowing BIA to abandon 21 unsafe radio facilities.
Although BLM has not yet completed correctives actions for identified
safety issues identified in FY 2001 — FY 2003 radio facility site assess-
ments, BLM reduced the number of unsafe radio towers from 57 in FY
2003 to 17 by the end of FY 2005. BLM has scheduled the remaining
unsafe towers to be replaced during FY 2006 and FY 2007. During FY
2006, the Department will review an OIG report regarding health and

safety issues related to telecommunication infrastructure.

Ongoing
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TABLE 1-25

Summary of Major Management Challenges Facing Interior

Major
Management
Challenge

Description

New or
Carryover from
FY 2004

Interior Actions to Date

Status at end
of FY 2005

As a part of the FBMS implementation, the Department will standardize
its software, asset data, and business practices. Currently, there are more
than 25 instances of MAXIMO being operated as the Facility Mainte-
nance Management System (FMMS). In addition, BIA Education contin-
ues to use their own version of FMMS. With the FBMS implementation,
the Department will have a much more reliable source of information
relating to its assets and their condition.

Although considerable action has been taken on maintenance of
facilities, these additional actions will provide management with ad-
ditional tools to prioritize and address deferred maintenance and asset
management.

Responsibilities
to Indians and
Insular Areas

DOI needs to address persistent
management problems in programs
for Indians and island communities.
DOl is responsible for administer-
ing the Federal Government's
trust responsibilities to Indian
tribes and individual Indians, and
it provides more than $750

million annually for basic tribal
services, such as social services,
tribal courts, and natural resource
management. Over the years, GAO
and OIG have reported on DOI's
poor management of Indian trust
funds and programs. Despite DOI's
efforts, inadequate accounting and
information systems and internal
controls, as well as other weak-
nesses, prevent DOI from ensuring
that trust and program funds are
properly managed. The single
audit is the mechanism to ensure
financial compliance with funding
agreements; however, during FY
2005, 86 tribes were delinquent in
submitting their audit reports.

We continue to be concerned about
Indian schools that remain in poor
condition (70 out of 184 schools),
but those numbers have been
steadily declining as replacement
schools are built and other schools
are renovated.

DOI also has various responsibilities
to seven island communities—four
U.S. territories and three sovereign
island nations. The Insular Area
governments have serious long-
standing financial and program
management deficiencies.

Carrryover

Interior has improved its collection of Indian trust funds and has placed
a high priority on further improvements. In the historical accounting for
Individual Indian Monies (IIM), the work done as of today represents
over 55% of individual account balances and has not identified any
significant differences or errors in accounts. Based on the results of this
work and other activities, Interior is in a position to draw conclusions
with a high degree of confidence about the overall accuracy of the
transactions in the Land-Based IIM accounts covering the 1985-2000
period. Additionally, current BIA program funds have been subjected

to financial audits and have received clean audit opinions for the last

5 years. Based on these results and other control reviews conducted,
noted improvements have been achieved in developing, implementing
and improving Departmental trust policies, procedures, systems, and
internal controls and achieving the goals of the Comprehensive Trust
Management Plan.

Records Management. An updated work plan with strategies, tasks, time
lines and resource requirements was developed by the Office of Trust
Records. Significant progress has been achieved in implementing the
work plan and many of the previously identified deficiencies have been
resolved. The completion of the work plan will result in an active and
comprehensive records management program for BIA and OST.

Single Audits. BIA has made tremendous improvements in responding to
single audit report findings. The bureau had 85 responses delinquent at
the end of the fiscal year which is a 47% decrease from the prior year.
BIA has issued warning and sanction letters to entities that have not
filed single audits timely. BIA also has provided audit resolution training
and revised its Indian Affairs Manual to provide policies and procedures
to be followed for resolution and closure of single audit reports.

Education. A strong focus was placed on school management and
monitoring to ensure student proficiency improvements and that BIA
schools were making “Adequate Yearly Progress” in accordance with
“No Child Left Behind” legislation. A comprehensive strategic operating
plan and major improvement plan was developed and submitted to the
U.S. Department of Education for review. The immediate benefit of the
plan is streamlining the functions to address P.L. 100-2097 grant control
and the chain of command throughout the program will be evident.

Indian Country Detention Facilities. The U.S. Department of Justice has
partially funded the construction of nine new detention centers in Indian
Country. Justice is also funding another 14 facilities that are in various
stages of planning and construction. BIA will provide funds for staffing
and operation.

Interior is assisting the island communities in developing more efficient
and effective government by providing financial and technical assistance
and helping manage Federal-island relations by promoting appropriate
Federal policies.

Ongoing
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TABLE 1-25

Summary of Major Management Challenges Facing Interior

natural resources. DOl manages
507 million acres, or about one-
fifth, of the land area of the United
States and 700 million acres of
subsurface minerals. Federal lands
account for 30 to 35 percent of
energy produced in the United
States. DOI has jurisdiction over an
additional 1.76 billion acres of the
Outer Continental Shelf. In addition,
DOI protects thousands of wet-
lands, aquatic parcels and native
plant and animal species, including
more than 1,260 with special status
under the Endangered Species Act.

DOI has made progress in ad-
dressing the Nation’s wildland fire
threats by increasing funding com-
mitted to addressing wildland fire
problems, improving data and
research on wildland fire problems
and developing fire management
plans that identify actions for ad-
dressing wildland fire threats at the
local level. However, a recent GAO
report, Wildland Fire Management,
Timely Identification of Long-Term
Options and Funding Needs is
Critical, (GAO-05-923T, July 14,
2005) states that despite producing
numerous planning and strategy
documents, DOI, in conjunction
with the Forest Service, has "yet to
develop a cohesive strategy that
explicitly identifies the long-term
options and related funding needed
to reduce the excess vegetation
that fuels fires in national forests
and rangelands.”

In addition, DOI has improved its
planning for the South Florida
ecosystem restoration by refining
the strategic plan and developing
aland acquisition plan. However,
DOI, through its South Florida
Ecosystem Restoration Task Force,
has not yet completed action to de-
velop a conflict resolution process
and a science plan.

management plans that identify actions for addressing wildland fire threats
at the local level.

Interior and the Forest Service are developing the LANDFIRE vegetative
imaging and mapping technology which provides geospatial data on fuel
loadings, vegetation type and structure and other variables at a 30 meter
resolution. This, along with the National Wildland Fire Management Policy,
the National Fire Plan, the 10-year Comprehensive Strategy Implemen-
tation Plan, and the Healthy Forests Initiative are designed to improve wild-
land fire management. In response to a 2005 GAO report on wildland fire
management issues, Interior and the Department of Agriculture produced
and delivered a Cohesive Strategy to OMB in September 2005.

For the South Florida ecosystem restoration efforts, Interior has worked
with State and Federal partners to: (i) establish the legal framework,
including a binding agreement between the State and Federal Government
and Federal regulations and technical guidance for ecosystem restoration
projects over the next four decades; (ii) set up an independent scientific
review panel, established by the National Academy of Sciences, to provide
agencies and the Congress with information to ensure successful adaptive
management of the project so that ecosystem restoration goals are real-
ized; (iii) undertaken efforts to remove invasive exotics on park and refuge
lands and recover endangered species; and (iv) develop and implement

a science plan for DOI science programs to identify the gaps in scientific
information needs and a strategy to fill those gaps within existing funding
levels to ensure that science supports the needs of the land managing
agencies. Further, Interior has worked with its State partners to implement
on-the-ground restoration work for two early-start projects, including the
Prairie Canal backfill project within Southern Golden Gates estates that
will benefit more natural flows of water to Ten Thousand Islands NWR and
Everglades National Park.

The South Florida Ecosystem Restoration Task Force, chaired by Interior,
continues to host quarterly meetings to discuss and coordinate State and
Federal efforts to restore the Everglades. The Task Force is charged by

law with consulting on a variety of requirements for the Comprehensive
Everglades Restoration Plan, including project specific designs and the
development of interim goals and interim targets to measure the success
of implementing the Plan. In the last year, the Task Force established an
intergovernmental group to coordinate scientific research and is preparing
a report to Congress on how science coordination may be improved. To
ensure improved water deliveries for Everglades National Park and to
reduce conflict among stakeholders, the Task Force established an advisory
body to provide input to the Task Force on the development of a combined
structural and operational plan for the Modified Water Deliveries and
C-111 Projects. The Task Force provides a valuable forum for the restoration
partners to engage in collaborative decision-making and to reduce and
avoid conflicts among State and Federal programs. Lastly, in the last year,
the Task Force submitted its integrated Biennial Report and Strategic Plan
to the Congress, as required by law.

Interior is coordinating with the National Invasive Species Council to
conduct programs to assist in the research, early detection, rapid response,

and control of invasive species.

Major New or

Management Carryover from Status at end
Challenge Description FY 2004 Interior Actions to Date of FY 2005
Resource DOI resource managers face the Carryover DOI has made progress in addressing the Nation's wildland fire threats Ongoing
Protection and challenge of balancing the compet- by increasing funding committed to addressing wildland fire problems,

Restoration ing interests for use of the Nation’s improving data and research on wildland fire problems and developing fire
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Summary of Major Management Challenges Facing Interior

TABLE 1-25

Major New or
Management Carryover from Status at end
Challenge Description FY 2004 Interior Actions to Date of FY 2005
Revenue DOI revenue collected in FY 2004 Carryover Based on controls in place and the results of reviews completed in Ongoing
Collections was about $11.4 billion and in- MMS’s MRM Program, Interior believes that the potential risks have
cludes revenue from energy, miner- been mitigated and does not consider the risk of underpayment as
als, grazing, timber, lands sales, and significant.
other revenue producing activities.
The highest revenue collector in MMS has implemented comprehensive systems and other program
DOl is by far the MMS. For FY 2005, enhancements to address OIG audit concerns. MRM continually imple-
MMS estimated that they will ments and refines its internal evaluation criteria for self assessment to
collect over $12 billion in mineral meet the challenge of accomplishing its responsibilities and to maintain
revenues alone, representing a $2.8 a high level of efficiency. Program managers take reasonable and
billion increase in collections from necessary precautions to protect the revenue stream through MRM-wide
FY 2004. The revenues are collected strategic plans, organizational specific business plans, risk initiatives,
from companies with onshore internal control enhancements, comprehensive compliance policies,
and offshore Federal leases. Since rulemakings, and continued movement toward a robust royalty-in-kind
1982, the MMS Minerals Revenue (RIK) program.
Management (MRM) Program has
collected and distributed about Of FY 2004's $9.2 billon of identified reported royalties, approximately
$139 billion to Federal, State, and $3.6 billion, or one-third of the royalty stream, came directly from the
Indian accounts. The MMS also RIK program. MRM engaged an outside contractor to identify business
conducts a comprehensive compli- activity risks and implement risk management processes within the RIK
ance effort to ensure that royalty framework to assess the effectiveness of existing internal control and to
payments from lessees are on time ensure their proper level and location.
and accurate.
The remaining $5.6 billion is subject to a comprehensive compliance
Because of the amount of revenues strategy. Compliance and audit initiatives have specific goals that
collected by MMS can have a must be achieved in order to meet mandated legislation and mission
significant potential for underpay- objectives as stated in GPRA. MRM conducts strategy audits to achieve
ments, the OIG believes that its compliance goals and has an internal control program to assure
revenue collections should continue substantial compliance with Generally Accepted Government Auditing
as one of the top management Standards. MRM recently received an unqualified opinion from its
challenges for DOI. external peer review, conducted by an outside CPA firm. Peer Reviews
are required every 3 years for audit programs.
For any detected underpayments, MMS pursues collection by issuing
orders to pay. The resulting collections are subject to late payment
interest representing the time value of money associated with the
underpayment, thereby assuring that the government is made whole.
MMS also has substantial statutory penalty authority further minimizing
the risk of underpayments.
Procurement, DOI spends substantial resources Carryover DOI developed and implemented comprehensive plans to address Ongoing
Contracts, and each year in contracting for goods identified deficiencies. To improve internal control over the issuance and
Grants and services and in providing Fed- administration of orders by the NBC for franchised services provided to
eral assistance to States and Indian Department of Defense military operations, DOl merged its franchise
organizations. Procurement has organizations and transferred the GovWorks organization to the NBC. To
historically been an area subject ensure compliance with Federal Acquisition Regulations, DOI assigned a
to fraud and waste government- Senior Procurement Policy Advisor to participate with the franchise orga-
wide, and managing procurement nizations in the development of consistent policies and practices. The
activities is a continuing challenge first of three policy development meetings is scheduled for November
requiring constant attention. 2005. Also, DOI anticipates assigning additional resources to provide
dedicated policy development and oversight to continuously address
weaknesses.
To address deficiencies in grants management, the Office of Acquisition
and Property Management participated in Government wide initiatives
related to Grants.gov, Grants Line of Business, and P. L. 106-107 stream-
lining. Through coordinated efforts with Bureau Federal Assistance
Liaisons, DOI will address inconsistency issues via standardized forms,
policies, and practices, some of which are being accomplished by
implementing FBMS and Grants.gov. Additionally, continued emphasis
will be placed on quality control in data entry into automated systems
to ensure the data’s accuracy and completeness. Also, training and
oversight will be administered to further address inconsistencies and to
improve our responsibility for ensuring that Federal funds are used for
their intended purpose.
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Improper Payments Information Act of

2002

The Improper Payments Information Act (IPIA)
of 2002 (P.L. 107-300) requires Federal agencies

TABLE 1-26

FY 2005 Outlays by Major Program Area

to carry out a cost-effective program for identify-
ing payment errors and recovering any amounts
overpaid. An improper (or erroneous) payment

includes any payment that should not have been

made, or that was made in an incorrect amount

under statutory, contractual, administrative, or
other legally applicable requirement. Incorrect
amounts include overpayments; underpayments

(including inappropriate denials of payment

or service); any payment made to an ineligible

recipient or for an ineligible service; duplicate
payments; payments for services not received; and
payments that do not account for credit for ap-

plicable discounts.

To implement the IPIA, OMB requires agencies to
review all programs (meeting OMB’s definition of

“program”) to determine the risk susceptibility of

Department Bureaus and Offices FY 2005 Outlays
(Major Programs Listed in Parenthesis) (millions)
Indian Affairs (Office of Self-Governance and Self-Determi-
nation, Law Enforcement and Security, Indian School Equal-
ization, New School Construction, Facilities Improvement and
Repair, Indian Reservation Roads, Contract Support Funds) $1,471
Land Management ( Management of Land & Resources, Fire
Management, and Oregon and California Grant Lands) 1,702
Reclamation (Water and Related Resources) 1,027
Fish and Wildlife (Resource Management, Federal Aid in
Wildlife Restoration, Cooperative Endangered Species Fund,
and Federal Aid in Sport Fisheries) 1,770
Geological Survey (Survey, Investigations, and Research) 897
Minerals Management (Mineral Leasing, Royalty and Off-
shore Management, Interior Franchise Fund) 2,897
National Parks (Operation of NPS, Construction & Mainte-
nance, Land Acquisition and State Assistance, Recreation
Fee Permanent Appropriations, and Other Permanent Ap-
propriations) 2,581
Surface Mining (Abandoned Mine Reclamation) 120
Departmental Management (Payment in Lieu of Taxes) 226
Insular Affairs (Compact of Free Association and Payments
to US Territories) 326
Total $13,017

making improper payments and to perform more
in-depth assessments for those programs meeting
OMB’s criteria for “significant erroneous pay-
ments.” The threshold for significant erroneous pay-
ments is erroneous payments exceeding both 2.5% of
program payments and $10 million annually. For all
programs meeting the criteria, agencies are required
to quantify the amount of erroneous payments using
a statistically valid method with a 90% confidence
level.

Summary of Risks Assessments and Payment Audits
Performed during FY 2005

Based on a series of internal control review tech-

niques, Interior determined that none of its programs

is risk-susceptible for making significant improper
payments at or above the threshold levels set by OMB.
These reviews were conducted in addition to audits
under the Single Audit Act Amendments of 1996, the
CFO Act of 1990, GAO reviews, and reviews by Interi-
or’s Inspector General. Different techniques were used
to arrive at this determination: (1) risk assessments of
internal controls related to payments for all programs;
and (2) pre-payment and post-payment audits and
recoveries. Each of the two techniques is summarized
in the sections that follow.

1. Risk Assessments. Interior’s Management Control
Guidance for FY 2005 required managers to conduct
risk assessments of all programs with outlays in excess
of $100 million to determine if any were risk-sus-
ceptible for making significant improper payments.
In all, 28 major programs were assessed with annual
payments totaling $13 billion. The assessments were
used to establish risk profiles for these programs. The
results of these reviews concluded that none of these
programs poses a high-risk of making significant
improper payments based on OMB’s criteria.

Table 1-26 presents a summary listing of Interior
program outlays reviewed by bureau. Although not

required, the table is provided to disclose the Depart-
ment’s FY 2005 outlays and cite the major programs
where risk assessments were performed.

2. Pre- and Post-Payment Audits and Recoveries.

A. Prepayment Audit of Government Bills of Lad-

ing (GBLs). Interior has been conducting prepay-
ment audits of its freight bills via GBL for a number
of years. This effort is required by the Travel and
Transportation Reform Act of 1998. We are continu-
ing that effort and have worked with our bureaus to
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reasonably assure that all freight bills
receive pre-payment audits. During
FY 2005, prepayment audit contrac-
tors identified $114,033 in savings in

TABLE 1-27

Erroneous Payments

FY 2005
Actual

FY 2005
Plan

FY 2006
Plan

FY 2007
Plan

FY 2008
Plan

the 4,786 government bills of lading
reviewed; this amounts to approxi-
mately .7% in savings to the govern-

Federal Assistance

lowances

- Percent of Audit Disal-

23% 5% 4% 3% 3%

ment. Federal Assistance -

Percent of Disallowances
Returned to Government

90% 70% 75% 80% 80%

The Department coordinated the

hiring of an independent recovery

audit contractor in May 2003 to be used by all bu-
reaus to conduct a vendor statement review, disburse-
ment audit, and contract compliance audit to ensure
compliance with the Improper Payments Improve-
ment Act. The review included payments from Fiscal
Years 2002 - 2004. Due to limited recovery data avail-
ability for the Federal Government, a benchmark for
the DOI recovery levels against other Federal agencies
is not available. However, the recovery audit process
in the private sector generally identifies and recov-
ers in the range of .05% to .1% of the audit base. The
audit base for DOI was $4.79 billion; actual monies
identified and recovered were $.47 million through
June 30, 2005. The contractor noted that the lower
recoveries were related to the strength of DOT’s dis-
bursement and contract compliance control environ-
ment.

B. Single Audit Act. Under the provisions of the Single
Audit Act, grantees’ financial operations, manage-
ment control structures, and level of compliance

with applicable laws and regulations must be audited
periodically. All Single Audit reports are submitted to
the Federal Single Audit Clearinghouse, U.S. Bureau
of the Census. Interior provides funding for grants,
cooperative agreements, Indian self-determination
contracts, and self-governance compacts to State

and local governments, Indian Tribes, colleges and
universities, and other nonprofit organizations. Those
Single Audit reports, with findings and recommenda-
tions, are forwarded to the Office of Financial Man-
agement for Audit Follow-up actions. Each bureau is
responsible for meeting with grantees and negotiating
a resolution of the deficiencies identified in the audit
reports, as well as determining the acceptability of any
expenditure of Federal funds questioned by the audi-
tors. Interior recovered $3,858,223 in disallowed costs
in FY 2005 identified via prior audits under the Single
Audit Act.

Interior Plans for FY 2006 — FY 2008. Annual per-
formance goals are to maintain adequate controls
over payment processes to ensure that erroneous
payments are minimized. Table 1-27 displays future
plans and current year performance on measures to
maintain a focus on recovery efforts. The Department
will continue using contractor assistance to perform
prepayment audits of bills of lading and will proceed
with postpayment audits (recovery audits) initiated in
FY 2004.

In addition to the measures listed in Table 1-27, Inte-
rior will complete the following tasks in FY 2006 to
ensure compliance with the IPIA:

First Quarter

+ Issue management control guidance for FY 2006 re-
quiring bureaus to conduct annual risk assessments
of all programs.

+ Continue to perform recovery audits.

Second Quarter
+ Continue to perform recovery audits.

Third Quarter
+ Complete bureau risk assessments.

+ Continue to perform recovery audits.

Fourth Quarter

+ Review and analyze bureau risk assessment reports
to determine if any corrective action plans are
necessary, and if so, have the appropriate bureaus
provide the plans.
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+ Continue to perform recovery audits.

+ Prepare data to fulfill the reporting requirements
of the Improper Payments Improvement Act and
OMB for inclusion in Interior’s Performance and
Accountability Report for FY 2006.

Federal Information Security

Management Act

The Federal Information Security Management Act
(FISMA) provides a framework and relevant agency
roles in ensuring the effectiveness of security controls
with regard to information resources that support
Federal operations and assets. The law gives latitude
for OMB and the Department of Commerce through
the National Institute of Standards and Technology
(NIST) to identify minimum standards for operating
information systems within the Federal Government.

During FY 2005, Interior’s key areas of emphasis for
further improving and strengthening the IT security
program focused on:

+ Conducting independent third-party reviews of
Certification and Accreditation (C&A) packages,
and updating C&A documentation to improve
quality;

+ Developing new and revised IT security policies;

+ Developing new and revised security configuration
standards in the form of Security Technical Imple-
mentation Guides (STIGs);

+ Revising C&A standards and guidelines;

+ Improving the Plan of Action and Milestones
(POA&M) process implementing the changes rec-
ommended by the IG;

+ Implementing continuous monitoring programs
based on more frequent and robust automated
vulnerability scanning of systems and network re-
sources to detect and correct potential new vulner-
abilities and weaknesses; and,

+ Performing internal and external penetration test-
ing of networks and major applications.

Interior made significant progress in improving and
strengthening its overall security posture during FY
2005, in spite of the extraordinary burden on the
Chief Information Officer’s (CIO’s) office, the OIG
and other Department staff associated with the ongo-
ing Cobell vs. Norton litigation. The highlights are:

« Interior initiated state-of-the-art penetration
testing, independently conducted by the OIG, for
all bureaus and offices. The enhanced monitor-
ing program provided critical information to help
identify potential vulnerabilities and how to better
prioritize further improvements to our operational
security posture.

+ Interior was successful in thwarting 677 incidents,
detecting and preventing over 660 million potential
attacks or probes, and cleaning and deleting over 4
million viruses. This contrasts with fewer than 70
successful incidents. None of the successful inci-
dents resulted in any known compromise of sensi-
tive data.

« Interior continued integrating its I'T security pro-
gram with enterprise architecture, capital planning
and consolidated operations. Enterprise Archi-
tecture (EA) is a means of capital asset control in
which DOT has made substantial progress. Clear
security architecture enables system owners to build
and change systems in accordance with pre-ap-
proved patterns. The benefits of EA include opera-
tional consistency, cost-effective licensing, and ease
of security control maintenance/validation.

+ OMB rated Interior’s EA the highest maturity
score (4.06 out of 5.0) among the 25 EA programs
reviewed. The DOI EA was noted as incorporat-
ing a security standards profile, and aligned to the
Technical Reference Model.

+ The DOI CIO contracted an independent IT secu-
rity assessment to evaluate DOI against the myriad
of security policies and guidance. The assessment
concluded that DOI achieved a 3.63 maturity level
on a 5-point scale.

+ Substantial progress towards a single Departmental
Enterprise Services Network (ESN) was achieved.
The ESN architecture includes robust network
perimeter security controls and enables Interior
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to manage perimeter controls more consistently,
effectively, and cost-efficiently. Ten bureau networks
were consolidated and the three remaining bureau
networks are targeted for consolidation in early FY
2006. This enhanced network perimeter architec-
ture significantly reduces network attack vectors
and enables security resources to focus on further
enhancing perimeter security controls and moni-
toring for potential intrusions in a more cost-effec-
tive manner.

+ The Department entered into an agreement with
USALearning.gov to deliver a standardized cur-
riculum for individuals with significant IT security
roles.

Interior measures the progress of implementing
required security controls using five levels of effective-
ness as follows:

+ Level 1 — control objective documented in a secu-
rity policy.

+ Level 2 — security controls documented as proce-
dures.

+ Level 3 — procedures have been implemented.

+ Level 4 — procedures and security controls are tested
and reviewed.

+ Level 5 — procedures and security controls are fully
integrated into a comprehensive program.

Consistent with results from independent reviews of
Interior’s IT security program, the policies, pro-
cesses, and procedures implemented by Interior have
resulted in Interior achieving a Level 3.63 maturity
when measured against the assessment criteria.

Specific milestones achieved or initiated in FY 2005
include:

* Control Objectives Documented in Security Policy

Interior has been updating the Departmental
Manual (DM 375 19), IT Security Program Plan, IT
Security Handbook, and OCIO Directives relating
to IT security policy to reflect new emerging policy
requirements and to address new threats due to

evolving challenges introduced by new technolo-
gies.

* Security Controls Documented as Procedures

Certification and Accreditation (C&A). Interior

has been updating C&A process guides to address
rapidly evolving requirements based on new NIST
standards. A Department-wide Blanket Purchase
Agreement with 10 qualified vendors is being main-
tained for C&A implementation and ongoing main-
tenance and $12 million in funding was distributed
to bureaus to provide for C&A activities resulting in
98% of systems maintaining full Authority to Oper-
ate (ATO) certification and accreditation status

by September 2005. This includes all operational
financial systems.

Senior management commitment towards ensur-
ing FISMA compliance and continuous improve-
ment with regard to assessing risk, demonstrating
commensurate controls, and documenting agency
official approval of operations is demonstrated by
Interior’s C&A performance metrics (Figure 1-35).

FIGURE 1-35
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Minimum Standards for Security Configurations.
Interior maintains an inventory of approved STIGS
for critical IT security components, such as operat-
ing systems, router configuration, database hard-
ening, etc., and has created/revised STIGS reflect-
ing the current “best-practices” such as securing
wireless technologies and managing inventories of
wireless enabled devices.
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* Implemented Procedures

Plans of Action & Milestones (POA&M). The
POA&M is the OMB-required, authoritative format
for tracking identified weaknesses in IT security
programs and systems. Designated Approving
Authorities (DAAs), CIOs, and System Owners
must review POA&Ms and determine reasonable
remediation milestones, schedules, resources, and
priorities within their system release plans. DOI im-
plemented a policy for maintaining POA&M entries
and has developed POA&M management standards
to further strengthen this process.

IT Security Awareness, Education, and Training.
Ninety-eight percent of DOI employees and con-
tractors with access to DOI IT systems (82,848 out
of 84,159) completed annual IT security aware-
ness training. Interior also deployed an IT security
role-based training capability for use by all bureaus.
Sixty-six percent of DOI employees and contrac-
tors (1,736 out of 2,611) with significant IT security
responsibilities received specialized training.

Incident Response. Policy is established within the
Departmental Manual (DM) 375.19. In FY 2005,
Interior continued outsourcing of agency incident
response handling to ensure timely reporting of
potential incidents to the Department of Home-
land Security (DHS) US Computer Emergency
Readiness Team (US-CERT). DOI-CIRC routinely
tracks and reports potential incidents to US-CERT.
Interior was successful in thwarting 677 incidents,
detecting or preventing 668,467,544 potential at-
tacks or probes, and cleaning/deleting 4,128,571
viruses in contrast to only 68 incidents that were
not prevented (Table 1-28). None of the successful
incidents resulted in any known compromise of
sensitive data.

* Procedures and Security Control Testing and

Review

In addition to C&A Security Test & Evaluations,
Interior followed NIST guidance in conducting
security self-assessment reviews (NIST SP 800-26)
for all systems. Independent technical testing was
commissioned via monthly scanning of perimeter
network Internet-accessible systems against the
SANS Top 20 vulnerability list. In September 2003,

Compliance With Legal and Regulatory Requirements

TABLE 1-28

FISMA Statistics

Type of Incident Number Blocked Number Successful *
Intrusion 7 2
DoS/DDOS 4 0
Virus/Malicious Code 159 32
System Misuse 27 7
Social Engineering 36 0
Web Defacement 2 6
Root Compromise 6 2
User Compromise 4 2
Hoax 0 0
Scanning/Probes 187 4
Trojan/Backdoor 2 1
Other (Incidents N/A
to above categories) 243 12
Total 677 68

* No successful incident resulted in any known compromise of sensitive data

almost 100 hosts had vulnerabilities on the SANS
Top 20 list. By March 2004, Interior achieved no
related vulnerabilities and has maintained that
status to this day. In addition, in FY 2005, Interior
initiated more robust automated vulnerability scan
testing of over 5,000 Internet-accessible systems
and network devices against 7,400 types of known
vulnerabilities, including the SANS Top 20 vulner-
ability list. Interior has been aggressively addressing
newly identified potential vulnerabilities resulting
from the more rigorous monthly scanning efforts
(Figure 1-36).

Ninety-eight percent of systems have completed
contingency plans with 94% completing annual
testing requirements.

Independent third-party contractor reviews indi-
cate that existing IT security policies, C&A stan-
dards, oversight reviews, and POA&M management
processes are effective in improving the overall
quality of C&A packages, enhancing the effective-
ness of management, operational, and technical
security controls, and ensuring senior management
attention towards correcting weaknesses identified
on the POA&Ms.
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FIGURE 1-36
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* Security Controls Integrated into a Comprehensive
Program

Interior includes all security program budget costs
in appropriate OMB submissions. Furthermore, EA
is a means of capital asset control in which DOI has
made substantial progress. Clear security architec-
ture will enable system owners to build and change
systems in accordance with pre-approved patterns.
Benefits of architecture include operational consis-
tency, cost-effective licensing, and ease of security
control maintenance/validation. In FY 2005 DOI
received the highest score (4.06 out of 5.0) for its
EA out of 25 agencies reviewed by OMB.

In FY 2005, Interior made substantial progress
towards implementing a single Departmental ESN.
The ESN architecture includes robust network
perimeter security controls and enables Interior

to manage perimeter controls more consistently,
effectively, and cost-efficiently. A total of 13 bureau
networks are to be consolidated; three remaining
bureau networks are targeted for consolidation in
early FY 2006. This enhanced network perimeter
architecture significantly reduces network attack

vectors and enables security resources to focus

on further enhancing perimeter security controls
and monitoring for potential intrusions in a more
cost-effective manner. Interior systems are also
migrating to Interior’s Enterprise Directory System
(Active Directory) which enables more consistent
implementation of security control configurations
relating to authentication, access, and authoriza-
tion.

Interior has integrated IT security costs as part
of the Capital Planning and Investment Control
(CPIC) process. IT security costs for maintenance
of security patches, anti-virus, and other routine
maintenance of security controls are included as
part of the operational and maintenance (O&M)
costs for each system. Costs for implementing
planned corrective actions to resolve identified
weaknesses within each system are also budgeted
for as part of each investment’s OMB Exhibit 53
and 300.

As demonstrated, the nearly $100 million identified
for DOI IT security program initiatives in FY 2003
- FY 2005 is both focused on the right objectives

87



Compliance With Legal and Regulatory Requirements

and achieving lasting results. The annual FISMA FIGURE 1-37

evaluations of both the OIG and CIO appropriately Prompt Payment
recognized that IT security at Interior is not perfect, 100%

that risks and vulnerabilities still remain, and that ]

improvements need to be made. Nonetheless, Inte- 99%

rior believes the policies and processes in place to 08.3% 984%  gga

address those risks are adequate, that improvements
have been and will continue to be made in a timely
and cost-effective manner, and that DOI substan-
tially complies with FISMA.
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Interior is required to comply with several key legal
and regulatory financial requirements, including the
Prompt Payment Act, the Debt Collection Improve-
ment Act, and the Independent Offices Appropriation
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Financial Management Improvement

Initiatives

The Department has several ongoing initiatives that
address the President’s Management Agenda goal to
improve financial performance. These initiatives are
discussed in the sections that follow.

Financial Management Systems

The Department shares the view of the government-
wide CFO Council that a key to improved financial
and program management is improved financial
management systems. Enhanced financial manage-
ment systems provide for and strengthen decision-
making capabilities and enable Interior program and
financial managers to more effectively achieve the
Department’s missions. The Department recognizes
the importance of its financial management systems
as a part of its capital assets portfolio and uses sound
IT investment management principles to plan and
monitor these systems. Interior’s goal is to achieve
and maintain the objective stated in OMB Circular
A-127 for each agency to establish a single, integrated
financial management system. In pursuing this goal,
the Department will follow the information technol-
ogy investment management practices and principles
identified in the Clinger-Cohen Act of 1996.

Financial Management Systems Improvement Strategy
The Department’s goal is to continue to improve its
financial transaction processing and to enhance its
financial management systems support through an
effective partnership among its program, information
system, and financial managers.

The Department relies on a unified set of financial
management systems planned for and managed
together that operate in an integrated fashion to col-
lectively support program and financial managers.
These systems are managed at various levels within
the Department. Some of these systems are managed
on a Departmental level, others are maintained at a
bureau or local level, and some are government-wide
systems the Department relies on. Collectively, they
represent the Department’s financial management
systems architecture.

As part of its financial management systems improve-
ment strategy, the Department views the movement
toward a single, integrated financial system as encom-

passing four interrelated elements: (1) migrating to
and enhancing standard Department-wide systems;
(2) improving or replacing financial and mixed sys-
tems to take advantage of new technological capabili-
ties (e.g., Internet browser and smart card technolo-
gy); (3) effectively interfacing or integrating financial
management systems through electronic transfer of
data and establishing standardized financial data clas-
sifications for movement of data to support finance
and program managers; and (4) following sound
investment principles in selecting and evaluating

its financial management systems and recognizing
those systems as part of the Department’s portfolio of
capital assets.

The Department’s current financial management sys-
tem improvement efforts involve three major thrusts:

+ Financial and Business Management System.
Define, carefully plan, and implement a new gen-
eration of financial management systems to take
advantage of new technology and processing op-
portunities.

+ Critical Programmatic/Financial Management
Systems. Continue to improve critical bureau-based
programmatic/financial management programs:
Minerals Revenue Management and Indian Trust
Funds.

« Improvement of the IT Infrastructure Supporting
Financial Systems. Continue to improve the IT
infrastructure that is critical to maintaining quality
financial management systems. One of the major
IT infrastructure efforts is the Interior Information
Architecture Program.

Financial and Business Management System

The Department of the Interior is in the process of
implementing the Financial and Business Manage-
ment System (FBMS), which will provide Interior
with standard business practices supported by a sin-
gle, integrated finance and administrative system for
all bureaus. FBMS is an integrated suite of software
applications that will help Interior to manage a vari-
ety of business functions, including core financials,
acquisition, budget formulation, personal property
and fleet management, real property, travel, financial
assistance, and enterprise management information.
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The financial systems and tools in place today do not
meet the needs of the employees who report on key
information, make decisions based on that informa-
tion, and apply the limited resources that they have to
serve each bureau’s mission. In many areas, redundant
administrative tasks take away time that could be bet-
ter spent on mission-focused activities.

The FBMS applies a comprehensive approach to
improving the current business functions in its core
systems by replacing the current computer systems
with state-of-the-art software. The combination of
business practices and new computer system func-
tionality will enable the bureaus to improve service
to their customers and to operate more efficiently.
Benefits gained from implementing this suite of ap-
plications will include the ability to access and share
real-time, accurate business information; support
effective business decisions for mission delivery; issue
accurate financial reports and analysis of managerial
data; support timely decision-making in the field;
free-up more time for mission-focused activities; fo-
cus on value-added analysis rather than data gather-
ing; and eliminate redundant administrative tasks and
multiple login screens.

Interior has adopted a multi-year, phased approach
to implementing the FBMS in its bureaus/offices. The
implementation of this enterprise system solution
will enable the incremental retirement of at least five
major administrative systems, as many as 40 bureau-
specific systems, and hundreds of cuff records now
used by individual managers to track their programs
as individual bureaus implement the new software/
solutions.

FY 2005 Accomplishments
+ Implemented the FBMS financial assistance module
in MMS, OSM, and selected FWS programs.

+ Selected Interior’s National Business Center as the
FBMS hosting provider.

+ Established the training and production environ-
ments for FBMS and completed system Certifica-
tion and Accreditation for the financial assistance
deployment.

+ Updated the FBMS Departmental blueprint, which
will govern the operation and configuration of the
FBMS modules.

+ Began configuration of the FBMS core systems and
key Departmental interfaces and completed initial
testing of the core system configurations.

FY 2006 Planned Activities

+ Award a contract for FBMS implementation.

+ Accomplish the necessary activities to ensure suc-
cessful FY 2007 FBMS implementation. Activities
include, but are not limited to the following:

- Complete all system configuration, business pro-
cess procedures, and test scripts for core finan-
cials, acquisition, property, permanent change of
station, and enterprise information management.

- Complete the development and testing of conver-
sion and interface programs, including e-travel
and other external interfaces.

- Conduct integration testing.
- Conduct user acceptance testing.
- Conduct user training.

+ Finalize the FBMS cutover plan for core financials,
acquisition, and property.

Critical Programmatic/Financial Management Systems
The Department has two critical categories of
programmatic/financial management systems that
process financial data: the Minerals Revenue Manage-
ment System and the American Indian Trust Funds
Systems.

MMS'’s Minerals Revenue Management System

The Minerals Revenue Management (MRM) program
is responsible for ensuring that all mineral revenues
from Federal and Indian lands are efficiently, effec-
tively, and accurately collected, accounted for, verified,
and disbursed to recipients in a timely manner. These
revenues average more than $8 billion annually. To
ensure revenues are properly collected and disbursed,
MMS utilizes a broad range of financial services and
pursues a comprehensive compliance strategy that in-
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cludes an automated compliance verification program
to validate the accuracy and timeliness of revenues
paid. MRM also administers a robust Royalty-In-Kind
(RIK) program, which utilizes an asset management
approach to ensure the receipt of optimal value for
mineral resources.

FY 2005 Accomplishments

+ MRM developed its Strategic Business Planning
Initiative (Initiative), which will be the platform for
charting the course and direction of future MRM
business through the year 2012. The new Initiative
will focus on identifying and implementing best-
value services with high quality and integrity. Key
outcomes include an MRM program-wide strategic
plan and business plans that emphasize market-
based regulatory guidance, valuation certainty,
and improved business processes and systems with
effective performance measures and strong internal
controls. Importantly, the Initiative will support
and fully integrate with, Department and MMS
strategic planning guidelines and respond to the
Administration’s management improvement goals
and objectives.

+ MMS’s Indian outreach team was presented with
the Secretary’s 4C’s Award on February 2, 2005, in
Washington, D.C., because of the strong and effec-
tive relations it has established with Indian Tribes
and individual Indian mineral owners. The Indian
outreach team organizes and participates in over 70
outreach sessions in Indian Country and resolves
6,000 Indian inquiries every year, reaching out to
approximately 30,000 individual Indian mineral
owners.

+ In ajoint effort with the Department of Energy
(DOE), MMS completed filling the Strategic Pe-
troleum Reserve (SPR) to the 700-million-barrel
capacity level in 2005, thus fulfilling the Presidential
directive. In filling the SPR, two specific dates were
notable: July 31, 2005, which was the last day of
routine royalty oil deliveries to the Department of
Energy (DOE), and August 31, 2005, which was the
last day of oil deliveries by DOE’s contractors into
the SPR. As of August 1, 2005, MMS had completely
converted SPR contracts to outright sales agree-
ments for the remaining 2 months of their terms.

+ MMS completed an analysis that examined the
performance of the RIK program during FY 2004,
the first full year the program was in an operational
status following 6 years of pilot testing. Among the
highlights of the report were that RIK sales of oil
and gas generated a revenue gain that was $17.2
million more than what would have been received
if MMS had taken the royalties in value, or as cash
payments. Additionally, administrative costs were
from 26% to 36% less than the costs that would
have been incurred under a universal royalty in
value approach.

« MMS established a RIK internal control and per-
formance/risk monitoring framework to support
the RIK operational program and MMS policy
oversight functions. A conceptual framework has
been developed that can qualitatively monitor and
measure the combined impact of the Risk, Reward
and Control parameters in relation to the risk driv-
ers of the RIK program. The different exposures in
the RIK program can be classified into four main
categories of risk: market, operational, credit, and
oversight.

+ MRM completed the Competitive Sourcing Study
of 40 MRM Yellow Book Auditor functions in
Denver, Dallas, Houston, Farmington, Oklahoma
City, and Tulsa and determined that these activi-
ties should be retained in-house. The results of the
streamlined cost comparison indicated that the
government’s adjusted in-house cost estimate was
almost $7 million less than the estimated cost for
contract performance over the next 5 years. This
determination was made pursuant to the Stream-
lined Cost Comparison procedures in OMB Circu-
lar A-76 (revised).

+ During FY 2005, MMS completed implementation
of all 39 actions in MMS’s Audit Quality Improve-
ment Action Plan, a comprehensive plan to improve
MRM’s compliance and audit activities and related
internal controls.

+ MMS completed the initial phase of a Risk Man-
agement Initiative. The MMS evaluated internal
controls within and across the organization and
identified 29 recommendations program-wide.
Corrective action for 20 recommendations will be
implemented in FY 2006. The remaining nine high-
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risk processes have been scheduled for Alternative
Management Control Reviews in the next 3 years as
part of MMS’s 3-year Internal Review Plan.

+ MMS published the final Federal Gas Valuation rule
on March 10, 2005. This rule, effective June 1, 2005,
provided consistency on allowable and non-allow-
able transportation deductions from gas royalty
payments.

+ MMS held three public workshops in March 2005
and five consultations in June 2005, with Indian
Tribal leaders and individual Indian mineral own-
ers. The sessions provided preliminary comments
and discussion opportunities in anticipation of
publishing a draft new proposed Indian Oil Valua-
tion Rule by January 2006.

FY 2006 Planned Activities

+ Implement an effective risk management and per-
formance metrics program to support asset man-
agement decision-making for Royalty-In-Value/RIK
conversions.

+ Expand RIK portfolio through diversification after

enhancing internal controls, risk policy framework,
and human resource skill sets.

+ Continue to implement the MRM Strategic Busi-

ness Planning Initiative.

+ As part of MRM’s Risk Management Initiative,

MRM will take corrective action for 20 program-
wide recommendations.

+ Publish a final Indian Oil Rule.
+ Publish a proposed Takes vs. Entitlements Rule.

+ Publish a proposed rule for Prepayment of Royal-

ties on Marginal Properties.

+ Publish a proposed rule on Late-Payment and

Overpayment Interest.

Compliance With Legal and Regulatory Requirements

American Indian Trust Funds Systems

The American Indian Trust Fund Management
Reform Act of 1994 (the Act) identified some of the
Secretary’s core responsibilities for trust fund man-
agement and established the Office of Special Trustee
for American Indians (OST). The Act identified ac-
tions required for the Secretary’s proper discharge of
trust responsibilities, including providing adequate
systems for accounting for and reporting trust fund
balances; providing adequate controls over receipts
and disbursements; providing periodic, timely ac-
count reconciliations; determining accurate cash bal-
ances; and preparing periodic statements of account
performance and balances. The Act also addressed
the need for developing systems for accounting and
investing funds, for reporting to account holders, and
for maintaining accurate data on ownership and leas-
ing of Indian lands.

In FY 2001, the Department commissioned an inde-
pendent review that concluded the previous reform
results were not satisfactory. Accordingly, the Depart-
ment developed a more comprehensive and integrat-
ed approach—the Comprehensive Trust Management
Plan, dated March 28, 2003—that sets forth a strategic
framework, including six strategic goals (and various
objectives) for the Department to meet in fulfilling its
obligations to its fiduciary trust beneficiaries:

+ Beneficiary services that are trusted, accurate, and
responsive;

+ Tribal self-governance and self-determination that
increase participation in managing assets;

+ Ownership information that is accurate, timely, and
reliable;

+ Land and natural resources management that maxi-
mizes return while meeting beneficiary desires;

+ Trust fund assets management that meets fiduciary
standards; and

+ Administrative services that: (1) enable and em-
power the organization and workforce to be an
effective fiduciary trustee; and (2) provide modern,
appropriate systems and tools to manage the fidu-
ciary trust.
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The Plan identifies primary business lines: beneficiary
trust representation, trust financial management and
stewardship, and management of land and natural
resources. Strategic goals and specific related objec-
tives fit within these business lines. In addition, the
Historical Accounting Plan for IIM Accounts is being

counts—those that derive income from sale or use
of land assets and resources (10% of the dollars in
such accounts); only about one percent of transac-
tions reconciled differed from expectation (dollar
total is less than one percent of all dollars recon-
ciled). Since the end of 2000, more than 57,000

implemented.

FY 2005 Accomplishments

Received Secretarial approval of the “To-Be Busi-
ness Process” re-engineering effort to standard-
ize and streamline trust business processes. This
resulted in a project to implement these processes
through the Fiduciary Trust Model.

Completed work on enhancements to the Trust As-
set and Accounting Management System (TAAMS)
Title module and the Trust Funds Accounting
System (TFAS) to produce performance statements
that identify the source of income and list real
property assets owned by each account holder. Asset
statements were implemented at the pilot agencies.
Testing continued on the use of this enhancement
to distribute trust income.

Implemented financial lockboxes nationwide to
receive trust generated receipts and implemented
enhanced lockboxes, designed to enable distribu-
tion of funds within 24 hours of receipt, at the pilot
agencies.

Established ProTrac, the new probate case manage-
ment system, as the source of probate data. The
system will enable the Department to track cases
within BIA, OHTA, and OST throughout their life-
cycle. BIA continued encoding new cases, examin-
ing “initial load” cases, and making corrections.

Designed and implemented a trust portal.
Established a toll-free Trust Beneficiary Call Center.

In historical accounting work on IIM accounts to
date, digitally imaged and coded over 8 million
pages of Indian records for search and retrieval, and
fully reconciled 25,800 out of a total of 42,218 judg-
ment and per capita IIM accounts—those based on
payments to Tribal members—with December 2000
balances (representing 56% of account balances)
and over 17,000 transactions in land-based ac-

judgment and per capita accounts have been added
to the population of accounts to be reconciled.

+ Historical IIM account work has disclosed: docu-
ments and records needed to conduct the historical
accounting are accessible and most can be found,
reconciliations of transactions show very low rates
of differences (mostly of small value and without
bias to favor or disfavor IIM account holders), and
there is no evidence of fraud or major systematic
error in handling the accounts.

FY 2006 Planned Activities

+ Continue implementation of the Fiduciary Trust
Model (FTM). Acquire the best automated systems
to support the FTM trust business processes and
fulfill beneficiary needs and fiduciary requirements.

+ Expand the functionality of the Trust Portal to
provide access to additional trust information.

« Utilize the MRM, an MMS program for collecting,
accounting for, and distributing mineral revenues
from both Federal and Indian mineral leases. BIA
maintains individual Indian ownership records,
and OST uses this information for disbursement of
lease revenues to individual Indian beneficiaries. In-
correct information will be identified so beneficiary
accounts can be corrected.

+ Evaluate responses from potential vendors for
acquisition of a Departmental Land and Resource
Management System.

+ Implement enhanced lockboxes and expand the
Trust Beneficiary Call Center Nationwide.

+ Expand the TAAMS/TFAS enhancement to provide
complete trust asset data to beneficiaries.
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Improve the IT Infrastructure Supporting Financial
Systems

The IT infrastructure is critical to maintaining quality
financial management systems. One of the major IT
infrastructure efforts is the Interior Enterprise Archi-
tecture Program.

Interior Enterprise Architecture Program

The Interior Enterprise Architecture (IEA) program
has proven that its approach is indeed an “actionable”
one. Three of the four modernization blueprints, or
roadmaps for change, developed in 2004 were ap-
proved by the Investment Review Board (IRB) and are
presently in the implementation phase. Collectively,
these blueprints identify approximately 100 redun-
dant systems that are targeted for retirement over the
next few years, resulting in millions of dollars in cost
savings to DOL. Blueprints are helpful for identifying
gaps in Interior’s existing IT portfolio that hamper
the successful achievement of strategic and program-
matic goals and objectives, as well as for pointing out
system redundancies and opportunities for data shar-
ing. In order to help business leaders within the DOI
conform to the OMB mandate to plan and carry out
their own business transformation projects, the IEA
extended its architecture methodology to encompass
not only steps for the development, but also for the
implementation and maintenance of modernization
blueprints. This Methodology for Business Transfor-
mation (MBT) provides bureau enterprise architects
with a structured, logical and integrated way of ensur-
ing that planning efforts have measurable results and
that they are in step with Capital Planning and OMB
requirements. As a result of these efforts, Interior was
awarded the highest maturity score for its enterprise
architecture program out of 25 assessed agencies in
July 2005.

FY 2005 Accomplishments

+ Created an encompassing MBT for the devel-
opment, implementation, and maintenance of
modernization blueprints in support of line-of-
business, Bureau- and Department-sponsored
business transformation efforts for an overall goal
of enterprise modernization. Guidance documents
that accompany each of the methodology’s steps
contain detailed instructions and work document
templates (see http://www.doi.gov/ocio/architecture/
mbt/guidance.htm).

Moved three IRB-approved modernization blue-
prints (Wildland Fire Management, Recreation,
and Financial Management) to the implementation
phase, and set up implementation teams and meet-
ings.

Held workshops to train Interior enterprise archi-
tects and capital planners in the applications of the
MBT and the Department’s Enterprise Architecture
Repository (DEAR).

Used MBT to lead and work with the DOI bureaus/
offices to begin development of enterprise modern-
ization blueprints for Human Resources, Geospatial
Services, Water Management, Minerals Royalty
Management, Land Planning, Indian Trust, Educa-
tion, and Aviation Management.

Set up an online Business Process Transformation
Lab (BPTL) to introduce DOI business leaders to
the services of the IEA program. (See http://www.
doi.gov/ocio/architecture/mbt/mbt_services.htm).
These services are offered to help business organi-
zations streamline and enhance the productivity of
their activities while improving overall service to
the public. The BPTL leverages the MBT.

Launched Phase IV of DEAR. In Phase IV, a
bureau’s IT systems inventory is associated with the
data categories in a Federal reference model. Ap-
propriately categorizing data helps identify data sets
that may be candidates for sharing, thereby reduc-
ing data collection and maintenance burdens while
simultaneously optimizing use of the data.

Created a special DEAR Web site that provides a
variety of reports in different formats to support
executive decision-making—e.g., Executive Chart-
ing, Dynamic Visual Querying, User-Driven Data
Entry Tools, Hyperlinked Analytical Reports, and
Integrated Data and Business Modeling.

Provided Outreach Services to:

- the Environmental Protection Agency

- the Departments of State, Energy, Defense, Edu-
cation, and Homeland Security

- adelegation of the Japanese Ministry of Econo-
my, Trade, and Industry

- the National Computerization Agency of the
Korean Government
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+ Held workshops to train Interior enterprise archi-
tects and capital planners in the applications of the
MBT and DEAR.

« Conducted stakeholder interviews to determine
focus of TEA Web site update efforts.

FY 2006 Planned Activities
+ Provide coordination and planning support for
DOI E-Gov initiatives.

+ Complete development of IRB-approved blueprints
and begin implementation efforts.

+ Continue the implementation of IRB-approved
blueprints.

+ Analyze lessons learned and continue to refine the
MBT to show alignment with Version 2.0 of the
OMB EA Maturity Assessment Criteria.

* Build out and refine DEAR.

+ Perform business process re-engineering for the
OCIO offices to improve alignment of Security,
Capital Planning, Architecture, and other OCIO
services.

+ Support creation of an enterprise information
exchange forum for DOIT architects and blueprint
teams.

+ Update the TEA Web site to provide business own-
ers and other main user groups with easier access
to needed information and, where applicable, to
frequently used tools.

+ Continue outreach and provide training to pro-
grams and business owners.

+ Develop Enterprise Security Architecture for the
DOI Security office.

Financial Management Human Capital
The Department of the Interior’s financial manage-
ment community is facing a number of critical hu-
man capital issues. The decade of the 1990s brought
significant legislation to the Federal community. The
legislative requirements of the CFO Act, GPRA, and
GMRA increased the demands on financial manage-
ment personnel. Then came the requirements of the
President’s Management Agenda and, more recently,
OMB’s revised Circular A-123. The next 5 years
(2006-2010) bring the potential for a major loss of
financial management leadership and expertise as
the Baby Boomers reach retirement age. At the same
time, Interior is engaged in a Department-wide effort
to implement a fully integrated FBMS.

It is imperative that Interior have adequate numbers
of qualified financial management personnel. These
individuals must have the competencies required to
successfully transition to and implement the FBMS, as
well as the ability to lead a world-class finance organi-
zation in the future.

The financial management workforce plan was com-
pleted and published at the end of 2004. Interior’s
CFO Council approved the Plan’s major recommen-
dations, established a Workforce Steering Committee
in early 2005, and is responsible for implementing
these recommendations in support of the Depart-
ment’s financial management transformation plan.
The four major recommendations include:

+ A strategic focus on new employee recruitment;

+ Retention of employees who have or can develop
needed competencies;

+ Career paths to develop employees at all levels of
experience with “workforce of the future” skills; and

+ Training and professional development opportuni-
ties for both technical/analytical skills and business/
organization skills to enhance competencies and
develop employees who are flexible and versatile.
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Increasing the Availability and Diversity of Qualified
Accounting, Financial Analysis, Financial Systems, and
Other Financial Personnel

A critical component of Interior’s Program is en-
hancing the Department’s ability to meet its need for
qualified accounting, financial systems, financial anal-
ysis, and other personnel to fill anticipated vacancies

from projected retirements and other attrition factors.

In 2002, the Department established the Financial
Management Career Intern Program (FMCIP) to
recruit and train entry-level professionals in account-
ing and financial analysis for the Department and the
bureaus. In FY 2005, the Department renamed the
FMCIP program to the R. Schuyler Lesher Financial
Management Career Intern Program.

Both the financial management transformation plan
and the workforce plan stress the need for strategic
recruitment and retention, with particular emphasis
on using programs such as career intern programs.
The two plans also recommend making better use of
existing recruitment and retention authorities and
incentives.

FY 2005 Accomplishments
 Hired six new interns as the 2005 Class of FMCIP.

+ Continued the 2004 Class as a second year of train-
ing and development began.

+ Graduated the 2003 FMCIP Class with 11 members.

The 2003 class is the second graduating class of the
Department’s new 2-year developmental program
for accountants and financial analysts.

+ Expanded efforts to recruit for the FMCIP at vari-
ous multi-school and diversity career fairs on the
East Coast, in the Midwest, and Southwest, and in
Colorado.

+ Adopted a financial management workforce action
plan to implement the major recommendations of
the FY 2004 workforce report.

+ Established a Workforce Steering Committee to
oversee the action plan implementation effort with
subgroups working in each of the three identi-
fied areas: recruitment, retention, and competency
development through a broad careers program.

FY 2006 Planned Actions

+ Implement a Department-wide, cross-bureau
financial management recruitment strategy, provid-
ing tools for managers and supervisors.

+ Implement a Department-wide, cross-bureau
financial management retention strategy, providing
tools for managers and supervisors.

+ Develop competency models based on identified
workforce needs.

Sponsoring Comprehensive Training and Career Devel-
opment Programs in Financial Management

The other critical component of the Financial
Management Human Capital Program is to provide
appropriate training and professional development
opportunities to financial management personnel so
that they are adequately prepared to carry out their
growing responsibilities. The FM Workforce Plan
noted specific competencies Interior’s workforce must
develop to support both the implementation of the
FBMS and a successful transformation to a world-
class finance organization. The plan emphasized the
need for a simultaneous focus on competency train-
ing and development for both the current transition
period and for the future.

Both the financial management transformation plan
and the workforce plan highlight plans for a compre-
hensive Financial Management Careers Program, with
career paths defined at multiple levels. The Depart-
ment has already implemented an entry-level phase of
the Financial Management Careers Program with the
FMCIP. Initial work has also begun on the design and
development of mid-level, senior-level, and execu-
tive-level components of this comprehensive careers
program; the Department has already benchmarked
private and public sector practices. The careers
program will integrate the goals of the Department’s
financial management transformation plan with the
recommendations made in the financial management
workforce plan.

The Department plans to expand training and career
development opportunities to support the career
paths identified in the new Careers Program. The
Careers Program will be built on the Joint Financial
Management Improvement Program published core
competencies and the critical competencies identified
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in the financial management workforce plan. Some
of the critical competencies identified are change
management, project management, problem solving,
analysis, consulting, coaching, knowledge sharing,
and interpersonal skills.

FY 2005 Accomplishments

+ Sponsored courses in the following subject areas:

- Working Across Multigenerational Workforces
- Dollars and Sense

- Governmental Budget and Accounting Concepts
- Appropriations Law

- Standard General Ledger

- Problem Solving

- Formal Mentoring

- Budget Formulation and Execution

- Effective Briefing and Presentation Skills

- FASAB Standards

- Essentials of Analysis

- CGFM series

- Process Improvement

- Leadership Development

+ Conducted a survey of the FMCIP interns, supervi-
sors, managers, and Finance Officers with evalua-
tion and analysis in the summer 2005, and recom-
mendations to be implemented in 2006.

+ Coordinated on-line training through DOI
University.

+ Sponsored graduating interns for certification in
Financial Management, Accounting and Leadership
Development through Management Concepts, Inc.

2006 Planned Actions

+ Conduct a Department-wide financial management
competency assessment based on critical competen-
cies identified in the workforce plan as being neces-
sary for the workforce of the future.

+ Plan and conduct another Department-wide
conference for finance, budget, acquisition, perfor-
mance, and grants management participants.

+ Plan and conduct training in support of the new
Financial Management Careers Program with par-
ticular emphasis on the critically needed competen-
cies identified in the financial management work-

force plan. This includes the Financial Management
Career Intern Program.

+ Continue to sponsor courses such as those spon-
sored in FY 2005 and continue to coordinate on-
line training through DOI University.

Financial Data Stewardship

Financial data stewardship is the process of managing
information needed to support program and finan-
cial managers, and ensuring that data captured and
reported is accurate, accessible, timely, and usable for
decision-making and activity monitoring. The objec-
tive of data stewardship policy is to synchronize data
collection processes, reduce data redundancy, and
increase data accessibility, availability, and flexibility
in a systematic manner. Effective data stewardship
requires that: (1) definitions clearly describe require-
ments and characteristics of data to be maintained in
financial management systems; (2) data be created,
recorded, and reported in compliance with defini-
tions; and (3) feedback be provided when data are
inadequate to meet user needs for information. Ad-
ditionally, data assurance must provide attestation to,
or comments on, the integrity of the information in
the system.

The Office of Financial Management (PFM) provides
overall coordination of data stewardship functions for
financial data in the Department. The data steward-
ship function involves two levels of activities: (1)
participating in setting government-wide financial
data standard; and (2) setting financial data standards
in coordination with the bureaus’ finance operations.

PFM has dedicated one staff person to focus on data
stewardship functions, participate in government-
wide financial data standard setting activities, and
coordinate with the Standard Accounting Classifica-
tion Advisory Team (SACAT) on setting standards for
financial data for use throughout the Department.
The PFM data steward monitors the Department-
wide data definition process, monitors data creation
and compliance processes, ensures data usage relies
on information derived from data consistent with
the intended definition, and ensures adjustments are
made to data definitions when data are inadequate to
meet user needs. In addition, the PFM data steward
will participate in the development and implemen-
tation of the FBMS. This function also coordinates
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Departmental financial data definitions with the two FY 2006 Planned Activities

key government-wide financial data standard setting + Continue to analyze and enhance the reporting
groups—the Financial Management Service’s Stan- process to support performance reporting under
dard General Ledger and OMB. the GPRA and the timely preparation of the Annual

Performance and Accountability Report.
To coordinate the establishment and implementation

of financial data standards in the Department, the + Continue to coordinate and prepare Department
bureaus and PEM have chartered the SACAT, under responses to draft FASAB, OMB, and Treasury
the leadership of the Finance Officers’ Partnership, to financial reporting guidance.
establish and maintain a common approach among
the bureaus for addressing SGL issues that relate to + Continue to coordinate the reconciliation of intra-
accounting policy and procedures, reporting require- DOI financial balances and the reconciliation of
ments, internal controls, and SGL maintenance. The DOI transaction balances with other Federal
PFM data steward is a member of the SACAT. agencies.
FY 2005 Accomplishments « Update intra-Department financial statement
+ Participated in the government process to up- preparation guidance.
date OMB guidance for the Form and Content of
Agency Financial Statements. + Work closely with the FBMS Steering Committee
to monitor implementation progress; address and
+ Coordinated efforts to reconcile intra-DOI finan- resolve accounting and reporting issues; and ensure
cial balances and to reconcile DOI transaction appropriate internal controls are planned, imple-
balances with other Federal agencies. Continued mented, and functioning as intended.

to participate in the Intra-governmental Elimina-
tions Taskforce (IGET) to develop strategies and
procedures to be applied by all Departments to
identify and prepare proper intra-departmental and
intra-governmental elimination accounting entries
for the government-wide consolidated financial
statements.

+ Participated in FBMS blueprinting and develop-
ment to ensure that the data structure is consistent
with the government-wide data model.

« Participated in the Standard General Ledger Board
and Issue Resolution Committee to ensure that
the Department’s position is fairly presented and
defended.

+ Participated in the SACAT to ensure that the
bureaus’ data structure is consistent with the
government-wide data model. Reviewed SGL vot-
ing ballots with SACAT to determine if proposed
changes would meet the Department’s data needs
and formed consensus on voting ballots.
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he Department received, for the ninth con-
I secutive year, an unqualified audit opinion

on its financial statements. These financial
statements are prepared in accordance with estab-
lished Federal accounting standards and are audited
by the independent accounting firm of KPMG, LLP.
It is the Department’s goal to improve financial
management and to provide accurate and reliable
information that is useful for assessing performance
and allocating resources.

Figure 1-38 illustrates a condensed version of the
Department’s Consolidated Balance Sheet and
Statement of Net Cost.

Overview of Financial Position

Assets

In FY 2005, the Department’s assets totaled $63,434
million. This is an increase of $6,488 million over
the prior year’s assets, which totaled $56,946 mil-
lion. Intragovernmental Assets are primarily com-
posed of the Fund Balance with Treasury, Invest-
ments in U.S. Treasury Securities, and Loans and
Interest Receivable. Intragovernmental Assets and
General Property, Plant, and Equipment comprise
94% of the total assets. Figure 1-39 summarizes the
Department’s assets as of September 30, 2005.

The increase in assets is primarily due to a change
in the accounting principle that established intra-
governmental loans receivable for the Western Area
Power Administration and the Bonneville Power
Administration in a total amount of $2,344 million.
Both entities are components of the Department

of Energy. This increased Net Position by the same
amount.

Accounts Receivable with the Public also increased
significantly due to royalty receivable increases that
resulted from BLM onshore solid mineral lease
permitting increases and commodity prices and
volume production increases.

Investments are largely composed of U.S. Treasury
Securities invested on behalf of the Environmental
Improvement and Restoration Fund, the Aban-
doned Mine Land Fund, and the Aquatic Resources
Trust Fund, as well as other funds.
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FIGURE 1-38

Condensed Balance Sheet
As of September 30, 2005 and 2004
(dollars in thousands)

2005 2004 % Change
Assets
Intragovernmental Assets $ 42,462,958 $ 37,402,718 14%
General Property, Plant, and Equipment, Net 17,323,778 17,154,211 1%
Accounts and Interest Receivable, Net 2,660,566 1,347,641 97%
Other 986,598 1,041,708 -5%
Total Assets $ 63,433,900 $ 56,946,278 11%
Liabilities
Intragovernmental Liabilities $ 6,877,463 $ 4,738,939 45%
Accounts Payable 1,087,718 1,024,845 6%
Federal Employee and Veteran Benefits 1,367,705 1,304,355 5%
Contingent Liabilities 631,174 760,482 -17%
Other 2,732,918 2,143,100 28%
Total Liabilities 12,696,978 9,971,721 27%
Net Position
Unexpended Appropriations 4,179,242 4,080,359 2%
Cumulative Results of Operations 46,557,680 42,894,198 9%
Total Net Position 50,736,922 46,974,557 8%
Total Liabilities and Net Position $ 63,433,900 $ 56,946,278 11%

Condensed Statement of Net Cost
For the Fiscal Years Ended September 30, 2005 and 2004
(dollars in thousands)

2005 2004 % Change

Mission

Resource Protection 2,298,764 $ 2,419,125 -5%

Resource Use 2,902,861 2,162,333 34%

Recreation 1,607,425 1,866,592 -19%

Serving Communities 5,833,820 5,857,916 0%
Non-Mission

Reimbursable Activity and Other Costs 870,156 753,083 16%
Net Cost of Operations 13,413,026 13,059,049 3%
Total Cost 19,750,645 17,793,034 11%
Total Revenue 6,337,619 4,733,985 34%
Net Cost of Operations $ 13,413,026 $ 13,059,049 3%
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FIGURE 1-39
FY 2005 Asset Categories
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General Property, Plant, and Equipment are primarily
composed of land, structures, and facilities which are
used for general operations, power, wildlife enhance-
ment, and recreation. Most of the Department’s
structures and facilities are composed of dams, power,
and irrigation facilities managed by the Bureau of
Reclamation. The remainder consists of buildings and
facilities used in the Department’s operations (e.g.,
visitor centers, fish hatcheries, and Bureau of Indian
Affairs schools).

Liabilities

In FY 2005, the Department’s liabilities totaled
$12,697 million. This is an increase of $2,725 million
over the prior year’s liabilities, which totaled $9,972
million. Intragovernmental Liabilities comprises
primarily debt to the U.S. Treasury, resources pay-
able to Treasury, and advances and deferred revenue.
Intragovernmental Liabilities, Federal Employee and
Veteran’s Benefits and Accounts Payable with the
Public comprise 74% of the total liabilities. Figure
1-40 summarizes the Department’s liabilities as of
September 30, 2005.

The increase in Intragovernmental Liabilities is
primarily due to a change in the accounting principle
that established a $2,187 million liability for Resourc-
es Payable to Treasury. This decreased Net Position by
the same amount.

Federal agencies, by law, cannot disburse money
unless Congress has appropriated funds. Funded li-
abilities are expected to be paid from funds currently
available to the Department. The Department’s un-
funded liabilities consist primarily of environmental

FIGURE 1-40
FY 2005 Liability Categories
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and legal contingent liabilities and unfunded em-
ployee compensation costs, which include FECA and
annual leave. These liabilities will be paid from funds
made available to the Department in future years.
The associated expense is recognized in the period in
which the liability is established, regardless of budget-
ary funding considerations.

Ending Net Position

The Department’s Net Position at the end of 2005,
disclosed in the Consolidated Balance Sheet and the
Consolidated Statement of Changes in Net Position
was $50,737 million, an increase of about $3,763 mil-
lion or 8% from the previous year.

The Net Position of the Department consists of two
components (1) Unexpended Appropriations of
$4,179 million and (2) Cumulative Results of Op-
erations of $46,558 million. The growth in Unex-
pended Appropriations is primarily due to the annual
increase in budget authority the Department receives
for its missions.

Results of Operations

The Department’s net cost of operations for FY 2005
was $13,413 million. This is an increase of $354
million from the previous year’s net cost of $13,059
million. Most costs incurred by the Department are
directly related to providing services to the public.
Costs associated with earning revenue from Federal
agencies are approximately 11% of total expenses.

The increase in Total Costs is primarily due to in-
creased royalty collections that are paid to States and
increased IFF reimbursable expenses attributed to
increased business volume.
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FIGURE 1-41
FY 2005 Net Cost of Operations
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The Consolidated Statement of Net Cost is divided
into the following five major program segments:
Resource Protection; Resource Use; Recreation;
Serving Communities; and Management Excellence,
Reimbursable Activity and Other. Serving Communi-
ties represents 43% of the Department’s net cost of
operations (Figure 1-41).

During August and September 2005, hurricanes
caused significant damage to several Interior facilities,
parks, and wildlife refuges along the Gulf Coast. The
estimated future costs to clean up and repair these
sites is approximately $95 million. Most of these costs
represent removal of debris, repairs to permanent
land improvements and other stewardship assets.

Revenues

During FY 2005, the Department earned approxi-
mately $3,166 million in revenues from the public
and approximately $3,172 million in revenue from
other Federal entities, for a total of $6,338 million
(Figure 1-38). This is an increase of about $1,604
million from September 30, 2004. In FY 2004, ap-
proximately $2,208 million was earned in revenues
from the public and approximately $2,526 million
was earned in revenue from other Federal entities

for a total of $4,734 million. The increase in Total
Revenue is primarily due to increased BLM land sales
and the associated revenue from the IFF reimbursable
expenses.

Interior classifies revenues as either exchange or non-
exchange revenue. Exchange revenues are those that
derive from transactions in which both the govern-
ment and the other party receive value, including
park and wildlife refuge entrance fees, map sales, and

other products and services that are directly related
to Department operations. Revenues collected from
other Federal agencies consist of reimbursable activi-
ties such as construction, engineering, and other
technical services. Most of the revenue received from
Federal agencies is generated from Interior Franchise
Fund and National Business Center operations that
provide shared administrative services. The Depart-
ment also collects mineral lease revenues on behalf of
the Federal Government. These are presented in the
Statement of Custodial Activity rather than the State-
ment of Net Cost.

The Department collects various non-exchange
revenues. Examples of non-exchange revenues are
taxes, fines and penalties that the Federal Government
collects as a result of its sovereign powers rather than
as a result of providing goods or services for a fee.
Non-exchange revenue increased from $1,162 in

FY 2004 to $1,277 million for FY 2005.

Custodial Activity

In accordance with Federal accounting standards,
receipts from mineral leasing revenues are presented
in the Department’s Statement of Custodial Activity
since the collections are considered to be revenue of
the Federal Government as a whole rather than the
Department. Mineral leasing revenues were $12,386
and $9,250 million as of September 30, 2005, and
2004, respectively, and include Outer Continental
Shelf and onshore oil, gas, and mineral sales and roy-
alties. The increase in custodial revenue is primarily
due to an increase in onshore solid mineral lease sales
and an increase of royalty collections.

The Department collects a portion of revenue as roy-
alties-in-kind for transfer to the Strategic Petroleum
Reserve. Interior received approximately 25.6 and 38.4
million barrels of petroleum as in-kind mineral lease
revenues for the periods ended September 30, 2005,
and 2004, respectively.

Budgetary Resources

The Department receives most of its funding from
general government funds administered by the U.S.
Treasury and appropriated for Interior’s use by
Congress. These resources consist of the balance at
the beginning of the year, appropriations received
during the year, and spending authority from offset-
ting collections, as well as, other sources of budget-
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FIGURE 1-41
Budgetary Resources *
(in millions)

* Excludes Non-Budgetary Credit Program Financing Accounts
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totaled -$62 in FY 2005

ary resources (Figure 1-41). Other resources include
special and trust funds such as Conservation Funds
(the Land and Water Conservation Fund, Historic
Preservation Fund, and the Environmental Improve-
ment and Restoration Fund), the Reclamation fund,
and the Aquatic Resources Trust Fund. These funds
are administered in accordance with applicable laws
and regulations.

The Combined Statement of Budgetary Resources
provides information on the budgetary resources that
were made available to the Department for the year
and the status of those resources at the end of the fis-
cal year. Obligations of $21,114 and $19,803 million
were incurred as of September 30, 2005, and 2004 on
total budgetary resources of $26,825 and $25,013 mil-
lion, respectively (Figure 1-42).

Stewardship Assets and Investments

Interior is the Federal Government’s largest land-
managing agency, administering over 500 million
acres of America’s land mass and serving as steward
for the natural and cultural resources associated with
these lands. Approximately 438 million acres of the
500 million acres managed by Interior are considered
stewardship land (Table 1-28). The non-stewardship

FIGURE 1-42
Status of Budgetary Resources *
(in millions)
* Excludes Non-Budgetary Credit Program Financing Accounts
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TABLE 1-28
(Federal Acres)

Beginning Ending

Acres | Additions | Withdrawals Acres

BLM 261,848,120 72,272 (157,480) | 261,762,912
NPS 79,022,673 35,101 (12,741) 79,045,033
FWS 90,306,600 125,400 - 90,432,000
BOR 5,724,998 1,799 (247,312) 5,479,485
BIA* 205,521 170 (170) 205,521
Other 12,731 306 - 13,037
Total 437,120,643 235,048 (417,703) | 436,937,988

* The BIA also administers approximately 56 million acres of Tribally
and individually-owned land held in trust status.

land managed by Interior consists primarily of Trib-
ally and individually-owned land held in trust status
and non-Federal land (i.e., private, State, or local) that
lies within the administrative boundaries of the Na-
tional Park System and the National Wildlife Refuge
System.

Interior-administered stewardship lands encom-
pass a wide range of activities, including recreation,
conservation, and functions vital to the health of the
economy and to the American people. The steward-
ship assets managed by the Department remained
constant.
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Stewardship investments represent expenses charged TABLE 1-29

to current operations that are expected to benefit the
Nation over time. The Department’s Stewardship (in millions)

Investments include research and development pro- FY 2005 | FY2004 | Change | % Change
grams, investments in education, and the purchase or Non-Fodoral

construction of assets for which State, local, or Tribal Physical Property $557 $651 ($95) (15%)
governments and insular areas retain title. Research and

Stewardship investments are summarized in Table Development 917 991 (74) (%)
1-29. The decrease in the investments from FY 2004 Human Capital 614 640 (26) (4%)
to FY 2005 is due primarily to reduced available fund- Totals $2,088 | $2,282| ($195) (9%)

ing for stewardship investments.

The Department’s reported values for Property, Plant,
and Equipment exclude stewardship assets because
they are considered priceless and do not have an iden-
tifiable value. Therefore, monetary amounts cannot
be assigned. An in-depth discussion of these assets is
presented in the Required Supplementary Steward-
ship Information section of the Performance and
Accountability Report.

Limitations of Financial Statements

Management prepares the accompanying financial
statements to report the financial position and results
of operations for the Department of the Interior pur-
suant to the requirements of Chapter 31 of the U.S.C.
Section 3515(b).

While these statements have been prepared from the
records of the Department in accordance with the
formats prescribed in OMB Circular A-136, “Finan-
cial Reporting Requirements,” these statements are

in addition to the financial reports used to monitor
and control the budgetary resources that are prepared
from the same records.

These statements should be read with the understand-

ing that they are for a component of the U.S. Govern-
ment, a sovereign entity.
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Performance Results at a Glance

Table 2-1 presents the Department ’s performance
results in detail, charting Interior targets as they are

Data a n d tied to our end outcome goals, mission areas, and

; strategic goal of management excellence. Because
An a Iys I S this is only the second year that we are measuring
our performance using targets from our FY 2003-
2008 Strategic Plan, trend data are generally not
meaningful, although there are a few exceptions
for those measures that were carried over from our
previous Strategic Plan to the current plan. Data
presented in Table 2-1 include (1) the measure ID
number (which corresponds to references to these
measures in the MD&A section); (2) a description
of the performance measure; (3) historical data
for FY 2004 and prior years, if available; (4) the
planned performance target for FY 2005; (5) the
actual results for FY 2005; (6) an explanation, if
applicable, of why we either exceeded or fell short
of performance and how we plan to improve in the
future; and (7) data sources used to validate reli-
ability.

Data Verification and Validation

To credibly report progress toward intended results
and to be able to use data in decision-making, In-
terior needs to ensure that its performance infor-
mation is sufficiently accurate, reliable, and sound.
GPRA requires agencies to describe the means used
to verify and validate measured performance as
part of annual performance reports. Verification
includes assessing data completeness, accuracy, and
consistency and related quality control practices.
Validation is the assessment of whether the data are
appropriate to measure performance.

The Department of the Interior requires the full
implementation of data validation and verifica-
tion criteria to ensure that information is properly
collected, recorded, processed, and aggregated for
reporting and use by decision-makers. In Janu-
ary 2003, the Department issued a memorandum
requiring that a data verification and validation
(V&V) process to be put into place and used ef-
fectively by all bureaus and offices collecting and
reporting performance data. A data V&V as-
sessment matrix, developed in cooperation with
departmental bureaus and offices, including the
Office of the Inspector General, was issued with the
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memorandum. The matrix has been used success-
fully as a tool to elevate data V&V procedures to an
acceptable functional level within an organization or
to detect potential problem areas in well-established
bureau/office data V&V systems.

Interior uses four categories of performance data
throughout its performance verification and valida-
tion process:

1. Final. All data are available, verified, and validated
for the measure. Actual numbers are reported. Perfor-
mance analysis can be completed. This includes the
characterizing of data as “goal met,” “exceeded,” or
“not met,” along with comparing the result with the
target and describing why the result meets, exceeds, or
falls short of the target.

2. Preliminary. All data are available but are not veri-
fied and validated for the measure. No analysis should
be conducted (i.e. these data reports are considered
similar to a “no report” in that the data are not verifi-
able either directly or via a valid, documented, repeat-
able estimation methodology, and therefore cannot
be factored as either goal met/exceeded or not met);
these data are reported as preliminary.

3. Estimated. Some data are unavailable, unveri-

fied, and not validated for the measure. A reasonable
methodology should be developed and applied to es-
timate the annual performance. Once the estimation
methodology is documented and is proven repeatable
and valid, estimated data can be factored into the
“goal met/exceeded” or “not met” aggregation.

4. No Data. Data are unavailable and there are insuf-
ficient sources to develop a reasonable estimate. No
report on the measure can be made.

Data Completeness and Reliability
Performance data included in Interior’s FY 2005 PAR
are considered complete and reliable and contain no
material inadequacies.

Interior performance data for FY 2005 are presented
as actual data for the entire fiscal year, as estimated
year-end results, or as preliminary or incomplete
data. Interior defines a “Goal Met” if the actual data
are within 5% of the target. In cases where our target
took the form of establishing a baseline, we report the

goal met if the baseline was established in the report-
ing year. The methodology used for the estimate
projection is documented within the “Performance
Report and Discussion” field of the data tables.

In FY 2005, there were 20 instances in which no data
could be reported. Explanations for the unavailability
of final data are provided in every instance. Final per-
formance data for estimated and unreported data will
be included in the FY 2007 President’s Performance
Budget or no later than FY 2006.

Performance Data Sources

A key element of reporting valid, accurate, and reli-
able performance data is ensuring that sources of data
are documented and available. Interior bureaus and
offices are continuing to improve their data manage-
ment processes by developing better sources of data
and by linking with current data sources that already
have reporting, verification, and validation proce-
dures in place. For example, the Bureau of Reclama-
tion maintains an internal data/Internet site contain-
ing data on projects, dam and power facilities, and
water-related statistics to verify annual performance
data. Data from regions and area offices are reviewed
quarterly to ensure that BOR is on track and report-
ing consistently. The BLM requires its State and field
offices to maintain documentation to support the
performance measurement reported by each office,
and to enter supporting data into its Management
Information System. OSM collects information from
internal operations and from States and Indian Tribes.
Abandoned Mine Land Program information is gen-
erally collected through the Abandoned Mine Land
Inventory System (AMLIS). AMLIS is a computer
database used by the State Reclamation Programs and
maintained by OSM.

This year, data sources for each of our measures are
shown in our Goals at a Glance Tables as an addi-
tional column.

Key to Table 2-1

One of three summary conclusions is reported for
each measure that presents actual or estimated results
data: Goal Met; Goal Not Met; or Goal Exceeded.
Given statistical uncertainties, “Goal Met” is reported
if the actual or estimated performance result is from
95% to 105% of the performance target. If the sum-



mary conclusion for a measure is “Goal Met,” “Goal
Exceeded,” or “Baseline Established,” then the result is
visually depicted by a checkmark placed in a separate
column. No summary conclusion is presented for
measures that report preliminary data (i.e., data that
were collected but not verified as being accurate) or
incomplete data because the GPRA implementation
guidelines do not allow agencies to compare these
types of data with performance goals. An “(E)” is
included in the “FY 2005 Actual” column if the result
presented is an estimate. A “(P)” in this column indi-
cates that the result presented is based on preliminary
data.

Program Evaluations

Program evaluations are an important tool in analyz-
ing the effectiveness and efficiency of our programs,
and in evaluating whether they are meeting their
intended objectives. Our programs are evaluated
through a variety of means, including performance
audits, the Program Assessment Rating Tool (PART),
financial audits, management control reviews, and
external reviews from Congress, OMB, OIG, and
other organizations, such as the National Academy
of Public Administration (NAPA) and the National
Academy of Sciences (NAS). We use self-assessments
to verify that performance information and measure-
ment systems are accurate and support our strategic
direction and goals. Data collection and reporting
processes are further reviewed and improved through
the use of customer and internal surveys.

Examples of some of the program evaluations con-
ducted for each of Interior’s bureaus during FY 2005
follow in Table 2-2. (Note - this table includes PART
assessments conducted during FY 2005 for Budget
Year 2007). Table 2-3 lists all PARTs conducted during
FY 2003 for Budget Year 2005, while Table 2-4 shows
all PARTs conducted during FY 2005 for Budget Year
2007.

In all cases, Interior program managers have de-
veloped action plans in response to OMB’s recom-
mendations regarding the PARTed programs. These
action plans were first implemented early in FY 2003
for programs assessed in FY 2002. While periodic
progress reports have been provided to OMB, Interior
program managers and executives are actively track-
ing progress toward implementing recommendations
to improve their programs. Interior is using a Web-

Performance Data and Analysis

based management system to track and monitor its
progress, and formal progress reviews are conducted
on a quarterly basis.

Copies of specific program reviews can be obtained
by writing the Department of the Interior, Office of
Planning and Performance Management, Mail Stop
5258, 1849 C Street, NW, Washington, DC 20240.
Please be specific regarding the program review of
interest.
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Performance Data and Analysis

FY 2005 Sample Program Evaluations

TABLE 2-2

Strategic Plan Actions Taken in
Bureau Title of Program Mission Area Purpose of Program Evaluation Response to Evaluation For Copy Contact
BIA Indian Irrigation Serving The program was assessed for Recommendations under Arch Wells, Acting
Communities Budget Year 2007 using PART. development. Deputy Director
Once recommendations for pro- Trust Services or John
grammatic improvement are final, Anevski, Chief, Division
an action plan to implement those of Dams and Irrigation
improvements will be developed. 1849 C Street, N.W.
Washington, DC 20240
202-219-0941
BIA Indian Dams Serving The program was assessed for Recommendations under Arch Wells, Acting
Communities Budget Year 2007 using PART. development. Deputy Director
Once recommendations for pro- Trust Services or John
grammatic improvement are final, Anevski, Chief, Division
an action plan to implement those of Dams and Irrigation
improvements will be developed. 1849 C Street, N.W.
Washington, DC 20240
202-219-0941
BIA Indian Economic | Serving The program was assessed for Recommendations under Jerry Gidner, Deputy
Development Communities Budget Year 2007 using PART. development. Director Tribal Services
Once recommendations for pro- or Ray Brown, Chief,
grammatic improvement are final, Division of Credit
an action plan to implement those 1849 C Street, N.W.
improvements will be developed. Washington, DC 20240
202-513-7632
BIA Indian Housing Serving The program was assessed for Recommendations under Jerry Gidner, Deputy
Improvement Communities Budget Year 2007 using PART. development. Director Tribal Services
Once recommendations for pro- or Ray Brown, Chief,
grammatic improvement are final, Division of Credit
an action plan to implement those 1849 C Street, N.W.
improvements will be developed. Washington, DC 20240
202-513-7632
BIA Office of Indian Serving In FY 2005, the program was Awaiting final written report | Edward Parisian,
Education Communities assessed by the US Department from the Department of Director, OIEP or Dalton
Programs of Education. They reviewed the Education. Henry, Chief, Branch of
BIATitle I, II, and IV programs for Research and Policy
both programmatic and financial 1849 C Street, N.W.
management. Washington, DC 20240
202-208-5820
BIA Indian Irrigation Serving GAO is currently performing an Both reviews were initiated | Arch Wells, Acting
Progrm Communities audit of the Irrigation Program and in FY 2005 but are not Deputy Director
House Surveys and Investigations scheduled to be completed | Trust Services or John
Committee is performing an investi- | until December. Anevski, Chief, Division
gation regarding the Navajo Indian of Dams and Irrigation
Irrigation Project. 1849 C Street, N.W.
Washington, DC 20240
202-219-0941
BIA Real Estate Serving In FY 2005, GAO conducted an Awaiting final written Arch Wells, Acting
Services Communities audit regarding Off Reservation Fee | report. Deputy Director
to Trust cases. Seven meetings Trust Services or John
were held with Central Office and Anevski, Chief, Division
field offices where GAO reviewed of Dams and Irrigation
the Off Reservation Fee to Trust 1849 C Street, N.W.
case files. Washington, DC 20240
202-219-0941
BLM Mining Law Resource Use The program was assessed for Recommendations under Rem Hawes
Administration Budget Year 2007 using PART. development. Budget Analyst
(PART) Once recommendations for pro- 1849 C Street N.W.
grammatic improvement are final, (LS1000)
an action plan to implement those Washington, D.C. 20240
improvements will be developed. Rem_Hawes@blm.gov
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Performance Data and Analysis

TABLE 2-2

FY 2005 Sample Program Evaluations

Strategic Plan Actions Taken in
Bureau Title of Program | Mission Area Purpose of Program Evaluation Response to Evaluation For Copy Contact
BLM Resource Resource Use The program was assessed for Recommendations under | Rem Hawes
Management Budget Year 2007 using PART. Once | development. Budget Analyst
Land Use recommendations for programmatic 1849 C Street N.W.
Planning improvement are final, an action (LS1000)
(PART) plan to implement those improve- Washington, D.C. 20240
ments will be developed. Rem_Hawes@blm.gov
BLM Range Program | Resource Use Assess the Grazing Renewal Permit | Actions are planned Kamilah Rasheed
Process and evaluate Rangeland in response to each Bureau Management
Health Assessment Standards on recommendation and will | Control Coordinator
public lands. This is a follow-up to be monitored through 1849 C Street N.W.
FY 2000 reviews. completion. (LS1000) Washington,
D.C. 20240 kamilah_ra-
sheed@blm.gov
BLM Soil, Water, and Resource Determine methods and ways to Actions are planned Kamilah Rasheed
Air Program Protection improve assessment and monitor- in response to each Bureau Management
ing of the Riparian Program. The recommendation and will | Control Coordinator
evaluation will focus on policy be monitored through 1849 C Street N.W.
conformance, project planning, completion. (LS1000) Washington,
Management Information System D.C. 20240 kamilah_ra-
documentation, and the use of sheed@blm.gov
funding.
BLM Rights-of-Way Resource Use Assess the effectiveness and suffi- Actions are planned Kamilah Rasheed
ciency of the Rights-of-Way Training | in response to each Bureau Management
Program. recommendation and will | Control Coordinator
be monitored through 1849 C Street N.W.
completion. (LS1000) Washington,
D.C. 20240 kamilah_ra-
sheed@blm.gov
BLM Quality Serving Assess whether APDs are being Actions are planned Kamilah Rasheed
Assurance Team | Communities processed in a timely manner; if not, | in response to each Bureau Management
Review of the what is causing the delays. recommendation and will | Control Coordinator
Application for be monitored through 1849 C Street N.W.
Permit to Drill completion. (LS1000) Washington,
Process D.C. 20240 kamilah_ra-
sheed@blm.gov
BLM 3809 Surface Resource Use Determine if Notices and Plans of Actions are planned Kamilah Rasheed
Management Operations are being processed in in response to each Bureau Management
conformance with applicable laws, recommendation and will Control Coordinator
regulations, and BLM policy. be monitored through 1849 C Street N.W.
completion. (LS1000) Washington,
D.C. 20240 kamilah_ra-
sheed@blm.gov
BLM Mineral Resource Use Determine if Inspection and Enforce- | Actions are planned Kamilah Rasheed
Materials ment/Production Verification is being | in response to each Bureau Management
Program performed in accordance with the recommendation and will | Control Coordinator
Inspection and BLM policy and that actions are be monitored through 1849 C Street N.W.
Enforcement being taken where noncompliance completion. (LS1000) Washington,
occurs. D.C. 20240 kamilah_ra-
sheed@blm.gov
BLM Acquisition Serving Review Field Office compliance Actions are planned Kamilah Rasheed
Management’ Communities with applicable laws, the FAR as in response to each Bureau Management
supplemented, and BLM policies recommendation and will Control Coordinator
and procedures (IM No. 2003- be monitored through 1849 C Street N.W.
119). Determine the extent to completion. (LS1000) Washington,
which in-process reviews are D.C. 20240 kamilah_ra-
being conducted to ensure quality; sheed@blm.gov
(2) determine the extent to which
acquisition oversight is occurring; (3)
determine the progress being made
toward implementation of acquisition
reforms; (4) identify best practices to
be shared with other BLM organiza-
tions and the DOI; (5) identify areas
of positive performance and continu-
ous improvement opportunities; and
(6) provide onsite assistance to
Acquisition and Assistance staff.
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Performance Data and Analysis

FY 2005 Sample Program Evaluations

TABLE 2-2

Strategic Plan Actions Taken in

Bureau Title of Program | Mission Area Purpose of Program Evaluation Response to Evaluation For Copy Contact

BLM Personal Serving (1) Are the BLM Property Manage- Actions are planned Kamilah Rasheed
Property Communities ment Programs achieving their in response to each Bureau Management
Program intended results? (2) Are resources recommendation and will | Control Coordinator

used consistent with the BLM’s mis- | be monitored through 1849 C Street N.W.
sion? (3) Are resources protected completion. (LS1000)

from waste, fraud, and mismanage- Washington, D.C. 20240
ment? (4) Are laws and regulations kamilah_rasheed@blm.
followed? (5) Is reliable and timely gov

property management information

maintained, reported and used for

decisionmaking?

BLM Improper Serving Assess programs exceeding $100 Completed assessment; Kamilah Rasheed
Payments Risk Communities million in annual outlays to identify no additional actions Bureau Management
Assessment and carefully consider the risks of required. Control Coordinator

making improper payments for the 1849 C Street N.W.
programs reviewed and remediate (LS1000)

where warranted. The programs to Washington, D.C. 20240
be assessed are (1) Management kamilah_rasheed@bIm.
of Land and Resources; (2) Oregon gov

and California Grant Lands; and (3)

Fire Management

BLM General Serving Evaluate effectiveness of internal/ Actions are planned Kamilah Rasheed

Management Communities external communications, manage- in response to each Bureau Management
ment and leadership. Provide recommendation and will | Control Coordinator
technical assistance to the Field. be monitored through 1849 C Street N.W.
completion. (LS1000)
Washington, D.C. 20240
kamilah_rasheed@blm.
gov

BOR Reclamation Resource Program risks were reviewed and Analysis and report will be | Roseann Gonzales, PM

Reform Act Protection updated. All “high” risks were accomplished in FY 2006. | Richard Rizzi, POC,
reviewed in 2005. Analysis and final rrizzi@do.usbr.gov
report due in 2006. 303-445-2938
BOR Dam Safety Resource An annual review of the program A report was completed Fred Ore, PM and POC
Program Protection was completed in accordance with and approved by the 202-513-0583
Directives and Standards FAC Commissioner
01-06, Annual Reporting for Dam
Safety, Security and Related Opera-
tions.

BOR Cultural Resource Use Reclamation completed a review Analysis and develop- Roseann Gonzales,

Resources of the Upper Colorado Regions ment of an action plan PM. Tom Lincoln, POC.
Cultural resources program. will be accomplished in tlincoln@do.usbr.gov
FY 2006. 303-445-3311

BOR Water Resource Use Data collection portion of the Further analysis is Roseann Gonzales PM.
Conservation review using Survey/Tracker was underway. Kathy Holley, POC.
Program conducted in kholley@do.usbr.gov

FY 2005. 303-445-2930

BOR Sensitive Resource 37 system reviews were com- Non-material weaknesses | Randy Feuerstein,
Automated Protection pleted on Reclamation’s IT portfolio were incorporated into the | PM. Pam Hajny, POC.
Information systems. POA&M. phayny@do.usbr.gov
Systems 303-445-3009

BOR Acquisition Resource Three regional reviews were con- Areport was filed with the | Liz Harrison, PM
Management Protection ducted in FY 2005. Department. Roger Molinar, POC

ksmiley@do.usbr.gov
303-445-2450

BOR Personal Resource Annual review conducted. Areport was filed with the | Liz Harrison, PM
Property Man- Protection Department. Roger Molinar, POC
agement rmolinar@do.usbr.gov

303-445-3133
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Performance Data and Analysis

TABLE 2-2

FY 2005 Sample Program Evaluations

Strategic Plan Actions Taken in
Bureau Title of Program | Mission Area Purpose of Program Evaluation Response to Evaluation For Copy Contact
BOR Improper Pay- Resource Arisk assessment was conducted. A report was filed with the | Liz Harrison, PM
ments Protection No programs require reporting to the | Department. Ef Escalante, POC
President or Congress. eescalante@do.lusbr.gov
303-445-3420
DOI Central Utah Resource A program-wide Definite Plan Report | Comments were received | Olivia Ferriter
Project Comple- | Protection was completed during FY 2005. The | from the reviewing agen- | Chief of Staff
tion Act Office report presented a detailed analysis | cies, were addressed, in- | Assistant Secretary — Wa-
(CUPCA) of the program status with particular | cluded in the final report, ter and Science
emphasis on economic evaluation. and adjustments made to | 1849 C Street N.W.
The report was reviewed by the the CUPCA program. Washington, DC 20240
Bureau of Reclamation, Western
Area Power Administration, Fish and
Wildlife Service, and other Federal
and State entities.
DOI Central Utah Resource The program was assessed for Bud- | Recommendations under | Olivia Ferriter
Project Comple- | Protection get Year 2007 using PART. Once development. Chief of Staff
tion Act Office recommendations for programmatic Assistant Secretary — Wa-
(CUPCA) improvement are final, an action ter and Science
plan to implement those improve- 1849 C Street N.W.
ments will be developed. Washington D.C. 20240
FWS Endangered Resource GAO Report (GAO-05-211, April We collected information On the GAO website:
Species Protection 6, 2005): “Endangered Species: regarding recovery imple-
Fish and Wildlife Service Gener- mentation actions and http://www.gao.gov/new.
ally Focuses Recovery Funding on species priority numbers items/d05211.pdf
High-Priority Species, but Needs through the recently com-
to Periodically Assess Its Funding pleted FY 2005 Recovery | Martha BalisLarsen
Decisions” Data Call, and are in Endangered Species
the process of collecting Program
more specific information | Martha_BalisLarsen@
through the new Recov- fws.gov
ery On-line Activity Re- 703-358-2314
porting database. We will
provide this information
to the public through the
FY 2005-2006 Recovery
Report to Congress.
FWS Fisheries and Resource Protec- Sport Fishing and Boating Partner- Final report was received | Julie Jackson
Habitat Conser- | tion — Watersheds | ship Council’'s Independent Review from the SFBPC on Fisheries and Habitat
vation — Fisher- | and Landscapes of the Fisheries Program August 26, 2005. An Conservation
ies Program Action Plan is in prepara- | Julie_Jackson@fws.gov
Resource tion, which will provide 703-358-2079
Protection - strategies to implement
Sustain Biological the Council’'s recommen-
Communities dations. Action Plan an-
ticipated to be completed
Recreation December 2005.




Performance Data and Analysis

TABLE 2-2

FY 2005 Sample Program Evaluations

Strategic Plan Actions Taken in
Bureau Title of Program | Mission Area Purpose of Program Evaluation Response to Evaluation For Copy Contact
FWS Fisheries and Resource DOI/OIG, EPA/OIG, & KPMG Audit DOI has agreed to Julie Jackson
Habitat Con- Protection of DOI's (& FWS’s) Management of | develop guidance on de- | Fisheries and Habitat
servation — Div. — Watersheds and | Hazardous Material Sites velopment & maintenance | Conservation
of Engineer- Landscapes of a database of all DOI Julie_Jackson@fws.gov
ing, Branch of sites. 703-358-2079
Environmental & | Resource
Facility Compli- | Protection - FWS concurred with the
ance (EFC) Sustain Biological OIG recommendations
Communities
The FWS Division of
Environmental Quality
(DEQ) will continue to
maintain (and possibly ex-
pand) existing databases
& reporting and maintain
budgetary limits.
FWS Fisheries and Resource GAO Report: Environmental Infor- DOl affirmed continuity On the GAO website:
Habitat Conser- | Protection mation: Status of Federal Programs | of the NWI program to
vation — Division | — Watersheds and | That Support Ecological Indicators produce wetlands data, http://www.gao.gov/new.
of Habitat Landscapes (GAO-05-376) particularly wetlands sta- | items/d05376.pdf
and Resource tus and trends reports
Conservation: Assess whether NWI should Julie Jackson
National Wet- produce wetland trend data in Fisheries and Habitat
lands Inventory future for use as national ecological Conservation
(NWI) indicator(s). Julie_Jackson@fws.gov
703-358-2079
FWS Division of Resource Biennial audit of expenditures The DOI Office of Tom Jeffrey
Federal As- Protection and obligations of administration Inspector General (OIG) Division of Federal
sistance — Watersheds and | expenses, conducted to fulfill the engaged Allmond & Co. of | Assistance
Landscapes requirements of subsections 111(b) Landover, MD, to perform | Tom_Jeffrey@fws.gov
and 121(b) of P.L.106-408, the the first audit. Federal 703-358-1840
Resource Wildlife and Sport Fish Restoration Assistance received the
Protection - Programs Improvement Act of 2000 | final report on October 12,
Sustain Biological 2005. The OIG contract-
Communities ing process for the next
biennial audit is well
Recreation under way. Aresponse
to the report is being
prepared.
FWS Migratory Birds | Management Risk Assessments for Improper Pay- | None. No weaknesses Phil Koscheka
Program Excellence - ments. Assessments are required identified. Division of Migratory Bird
Accountability by P.L. 1007-300, the Improper Pay- Management
ments Information Act of 2002. Phil_Koscheka@fws.gov
301-497-5814
MMS National Energy | Resource Use The May 2001 National Energy The GAO final report was | Jim Witkop, Audit Liaison
Policy: Inventory Policy (NEP) report contained over published in the third Officer, 1849 C Street
of Federal En- 100 recommendations that it stated, | quarter of 2005. Many of N.W. Room 4252
ergy Programs taken together, provide a national MMS'’s comments to the Washington, D.C. 20240
and Status of energy plan that addressed the draft report were included. | 202-208-3236
Policy Recom- energy challenges facing the Nation. | MMS has no recom-
mendations The audit was meant to update mendations or corrective
(GAO-05-379) the status of all recommendations actions from this report.
across the Federal Government.
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Performance Data and Analysis

TABLE 2-2

Bureau

Title of Program

Strategic Plan
Mission Area

Purpose of Program Evaluation

FY 2005 Sample Program Evaluations

Actions Taken in
Response to Evaluation

For Copy Contact

MMS

Western Admin-
istrative Service
Center (WASC)
in Lakewood,
Colorado, and
the Program
Offices Serviced
by WASC

Resource Use

The AMAR will: (1) assess the effec-
tiveness of administrative functions,
including those delegated to the
programs, while measuring policy
implementation, and compliance; (2)
ensure that the most cost-effective
management controls are in place
for all of our administrative functions
and processes; and (3) determine
the overall customer satisfaction of
the offices that are being serviced
by WASC. The functional areas in-
cluded facility management, finance,
information technology, personnel,
physical and personnel security,
procurement, property, and safety.

This review identified 22
control weaknesses and
corrective actions. No
material weaknesses
were identified.

The corrective actions
will be implemented by
December 29, 2006.

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236

Annual Risk
Assessment of
Erroneous
Payments

Management
Excellence

An internal Finance Division review
of all programs and activities was
conducted to identify those which
may be susceptible to significant
erroneous payments in accor-
dance with the Improper Payments
Information Act of 2002 (P.L. 107-
300). The DFR included a review
of disbursements made during the
period October 1, 2003, through
June 30, 2005, to identify duplicate
payments made and to ensure no
duplicate payments remain uncol-
lected. The DFR also included a
review of disbursements made dur-
ing the period July 1, 2004, through
June 30, 2005, to determine the
effectiveness of internal controls and
provide reasonable assurance that
erroneous payments are identified
and corrected.

The Department pre-
scribed the steps to be
performed. Data from the
accounting system was
downloaded and was
analyzed to identify pos-
sible duplicate payments.
Data for the period July
1, 2004, through March
31, 2005, was reviewed
and summarized and was
analyzed to determine the
effectiveness of internal
controls. This review
identified two control
weaknesses and correc-
tive actions. No material
weaknesses were identi-
fied.

Corrective actions sched-
uled for completion by
10/31/2005.

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236

Use of
Government
Charge Card

Management
Excellence

An internal Finance Division review
was conducted on the travel and
purchase business lines of the DOI
Integrated Charge Card for the
period of July 1, 2004, through June
30, 2005.

MCR internal review pro-
gram identified the steps
to be performed in the
MCR. Charge card trans-
actions for the period July
1, 2004, through March
31, 2005, were down-
loaded and analyzed.
This review identified six
control weaknesses and
corrective actions. No
material weaknesses
were identified.

Corrective actions sched-
uled for completion by
October 31, 2005

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236




Performance Data and Analysis

FY 2005 Sample Program Evaluations

Bureau

Title of Program

Strategic Plan
Mission Area

TABLE 2-2

Purpose of Program Evaluation

Actions Taken in
Response to Evaluation

For Copy Contact

MMS

Acquisition
Management
Control
Assessment

Resource Use

An internal acquisition compliance
review of the Western Administra-
tive Service Center’s Procurement
Branch in Lakewood, Colorado, was
conducted during the Administrative
Management Assistance Review
(AMAR) using OMB Circular A-123
guidance. Corrective action plans
were developed, implemented, and
tracked for deficiencies identified in
the course of the (AMAR). The final
assessment addressed the require-
ments listed in the December 20,
2004, memo from the Department’s
Office of Property and Acquisi-

tion Management (PAM). The
Administration and Budget (A&B)
submitted the summary findings of
any applicable OIG audits, NFRs
prepared by third parties and GAO
reports, and any corrective action
plans based on those findings. The
A&B also reported any business-
related best practices that may be
beneficial to the other Bureaus. The
A&B reviewed all MMS warranted
GS-1102s and GS-1105s training
certificates to determine if they have
completed the required GSA sched-
ule training. The A&B incorporated
training completion status and war-
rant suspension actions taken in the
assessment report submission.

The team collected data
from interview sessions
with supervisors/ manag-
ers, employees, and
subject matter experts
during May 2-5, 2005,

in Lakewood, Colorado.
The team also conducted
reviews of files and
records. This review
identified two required
actions and recom-
mended eight actions.
This review identified no
control weaknesses and
corrective actions. No
material weaknesses
were identified.

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236

Property
Management
Annual
Management
Control
Assessment

Resource Use

An internal property compliance
review of the Western Administrative
Service Center (WASC) in Lake-
wood, Colorado, and the Program
Offices serviced by WASC was con-
ducted during the AMAR using the
current DOI Property Management
Review Guidelines to ensure that
the requirements of OMB Circular
A-123 are being met. As appropri-
ate, corrective action plans were de-
veloped, implemented, and tracked
for deficiencies identified in the
course of the review/assessment.
Surveys/interviews with program
customers, property employees, and
property managers were included
and addressed as part of the review
process. The assessment report
included the requirements listed

in the December 20, 2004, memo
from PAM

The team collected data
from interview sessions
with supervisors/ manag-
ers, employees, and
subject matter experts
during May 2-5, 2005,

in Lakewood, Colorado.
The team also conducted
review of files and re-
cords. This review identi-
fied no control weakness-
es and corrective actions.
No material weaknesses
were identified

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236
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Performance Data and Analysis

TABLE 2-2

Bureau

Title of Program

Strategic Plan
Mission Area

Purpose of Program Evaluation

FY 2005 Sample Program Evaluations

Actions Taken in
Response to Evaluation

For Copy Contact

MMS

Interagency
Contracting
Franchise
Funds Provide
Convenience,
But Value to
DOD is Not
Demonstrated
(GAO-05-456)

Resource Use

Under the FY 2004 National De-
fense Authorization Act, GAO was
required to report on DOD'’s use of
franchise funds. GAO audited the
operations of MMS’ GovWorks and
the Department of the Treasury’s
FedSource, citing the fact that DOD
paid these franchise funds more
than $1.2 billion for purchases of
goods and services. GAO focused
on 17 projects, representing $249
million in FY 2003 DOD funding,
reviewing processes and procedures
and contract files, and interview-
ing GovWorks officials and DOD
customers.

There were two recom-
mendations to the Sec-
retary of the Interior for
the GovWorks program to
implement. Several mile-
stones for each of these
recommendations had
already been completed
by MMS/GovWorks as of
the publication of this re-
port and the balance will
be completed during FY
2006. Corrective actions
that were implemented
include issuing a formal
performance improve-
ment plan, requiring train-
ing of contracting officers,
and strengthening of
acquisition policies.

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236

Royalty
Management
Program

Resource Use

Risk Assessment - Identified and an-
alyzed relevant risks to the achieve-
ment of MRM'’s objectives, forming
a basis for how the risks should be
managed. Risks are directly related
to specific organizational objectives.

This AMCR was merged
into one comprehensive
report that specified the 3-
year MRM internal review
plan. No material weak-
nesses were identified.

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236

Royalty
Management
Program

Resource Use

Organizational Analysis - Deter-
mined if MRM’s current organiza-
tional structure can be improved to
increase the overall effectiveness
and efficiency of its operations as
the MRM works to meet its assigned
goals. The organizational objectives
at the different management levels
were identified.

This AMCR was merged
into one comprehensive
report that specified the 3-
year MRM internal review
plan. No material weak-
nesses were identified.

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236

Royalty
Management
Program

Resource Use

Process Documentation - Docu-
mented processes, identified pinch
points, and ensured appropriate
internal controls were in place for
organizational processes performed
on a day-to-day basis by MRM
employees.

This AMCR was merged
into one comprehensive
report that specified the 3-
year MRM internal review
plan. No material weak-
nesses were identified.

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236
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FY 2005 Sample Program Evaluations

Bureau

Title of Program

Strategic Plan
Mission Area

TABLE 2-2

Purpose of Program Evaluation

Actions Taken in
Response to Evaluation

For Copy Contact

MMS

Mineral Rev-
enues — A More
Systematic
Evaluation of the
Royalty-in-Kind
Pilot is Needed
(360167) (GAO-
03-296)

Resource Use

To determine the extent to which
MMS has taken royalties in kind
since 1995 and to review the status
of MMS'’s efforts to implement man-
agement control over its Royalty-in-
Kind (RIK) Program. This audit is
Phase 1 of a two-phase process. A
report for Phase Two of this review
was published in late April 2004 with
no additional findings.

The MMS has two recom-
mendations in tracking.
MRM staff provided a
briefing to GAO on the
RIK Business Plan on
July 21, 2004. Following
the briefing, GAO commu-
nicated to MMS by e-mail
that the first recommen-
dation to establish Roy-
alty-in-Kind (RIK) program
strategic objectives

was considered complete.
The second recom-
mendation, “identify key
performance measures,”
will be implemented dur-
ing the first 2 years of the
5-year plan. The GAO
was briefed on the 2004
RIK revenue performance
measures. Also, GAO
requested a comparative
analysis of the administra-
tive costs of Royalty-in-
Kind as compared to the
Royalty-in-Value process.
The MMS has completed
the cost comparison and
await response.

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236

Offshore
Accident
Investigation
Reports

Resource Use

MMS Accident Investigation reports
contain information on the circum-
stances surrounding OCS incidents,
the root causes of accidents
offshore, and recommendations to
prevent recurrence. This review
examined the accident investigation
reports completed during the period
from October 1, 2002, through
September 30, 2004, to:

« Determine the appropriateness
of the level of investigation for the
given incidents;

« Examine the reports with respect
to thoroughness (adequacy of the
findings, conclusions, recommenda-
tions, citation of regulatory viola-
tions) and timeliness;

* Determine the degree to which
valid recommendations were
implemented and the means by
which recommendations and their
implementation are tracked; and

» Examine the process by which
MMS initiates adverse actions
regarding the citation of regula-
tory violations associated with the
incident.

This review identified
nine control weaknesses
and corrective actions.
No material weaknesses
were identified.

Most of the corrective
actions relate to policy
and guidance and training
of inspectors within the
Offshore program. Policy
and guidance will be re-
vised by July 2006 and
the training program for
investigators fully imple-
mented by April 2007.

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236
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Strategic Plan
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Purpose of Program Evaluation

FY 2005 Sample Program Evaluations

Actions Taken in
Response to Evaluation

For Copy Contact

MMS

Oil Spill
Financial
Responsibility

Resource Use

The Oil Pollution Act (OPA) requires
a party responsible for an offshore
facility to demonstrate the abil-

ity to pay for cleanup and dam-
ages resulting from a potential oil
spill. The MMS Oil Spill Financial
Responsibility (OSFR) regulations
implement this OPA requirement.
With approximately $10 billion of
coverage (whether through self-
insurance, commercial insurance,
indemnification, or bonding) on

over 9,000 offshore facilities in both
Federal and State waters, the OSFR
program requires extensive efforts to
maintain accurate lease status data,
determine worst-case spill potential,
coordinate with affected States, and
carry out enforcement activities.
This review assessed controls in
place to ensure the program is
operating efficiently and achieving
intended results.

This review identified 11
control weaknesses and
corrective actions. No
material weaknesses
were identified.

Three of the control
weaknesses have been
closed. Of the remaining
weaknesses, five relate to
policy, guidance or stand-
ing operating procedures
(complete by December
2005) and three address
correcting or obtaining
historical data (complete
by December 2006).

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236

MMS/
BLM

Natural Gas
Flaring and
Venting —
Opportunities to
Improve Data
and Reduce
Emissions
(GAO-04-809)

Resource Use

GAO conducted a review of natural
gas flaring and venting from oil

and gas production in the United
States and the rest of the world to:
(1) describe the data collected and
reported; (2) report on the basis of
available information, the extent of
flaring and venting and the contribu-
tion to greenhouse gases; and (3)
identify opportunities for the Federal
Government to reduce flaring and
venting.

GAO recommended the
Secretary of the Interior
direct MMS and BLM to
consider the cost and
benefit of requiring that
companies do the follow-
ing: (1) Use flaring and
venting meters to improve
oversight; and (2) Flare
rather than vent the natu-
ral gas, when possible.

The MMS executed cost
and benefit analyses re-
lated to the requirements
that would be placed on
offshore oil-producing
companies. The analyses
were completed in June
2005. The results sup-
ported a requirement to
use meters on the larger
platforms, and a regula-
tory change is being pro-
posed. The second study
determined that it was not
cost effective to require
flaring in lieu of venting,
but MMS will solicit input
on the topic in consider-
ation of making additional
regulatory changes at

a future date. The
response to GAO on this
topic was signed by MMS
on July 12, 2005, and has
been sent through PFM
to GAO, with a request to
close these recommenda-
tions.

Jim Witkop, Audit Liaison
Officer,

1849 C Street N.W.
Room 4252

Washington, D.C. 20240
202-208-3236
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FY 2005 Sample Program Evaluations

TABLE 2-2

Strategic Plan Actions Taken in

Bureau Title of Program | Mission Area Purpose of Program Evaluation Response to Evaluation For Copy Contact

MMS PART 2005: Resource Use OMB is completing a PART review Revised many perfor- Jim Witkop, Audit Liaison
Regulatory & of the OCS Regulatory and Compli- | mance measures and tar- | Officer,

Compliance ance program. The preliminary gets in consultation with 1849 C Street N.W.
report indicates that the “program OMB during the course of | Room 4252
has been found to be a balanced the review. Awaiting final | Washington, D.C. 20240
regulatory program, effective in pro- | recommendations, antici- | 202-208-3236
viding access to mineral resources pated to be published with
while minimizing impacts upon the the President’s FY 2007
environment.” budget request in Febru-
ary 2006.

NPS Concessions Recreation The NPS Concessions Management | Currently, the conces- Jo Pendry, Chief Conces-

Management Program was assessed during FY sions management sions Management
2005 using OMB’s PART pro- program is in the final National Park Service
cess. Once recommendations for negotiating stage with 1201 Eye Street, NW
programmatic improvement are final, | our OMB examiner on Washington, DC 20005
an action plan to implement those recommendations from 202-513-7156
improvements will be developed. this year’s PART evalua-

tion. Anticipated in Febru-
ary 2006. A final copy of
the OMB report will be
available from the NPS
program contact.

NPS External Pro- Recreation The Heritage Partnership Program Currently, the Heritage Brenda Barrett, Director,
grams — Finan- was assessed during FY 2005 Partnership Program is Heritage Partnership
cial Assistance using OMB’s PART process. Once negotiating with OMB on Programs
(Heritage recommendations for programmatic | recommendations for pro- | National Park Service
Partnership improvement are final, an action grammatic improvement. 1201 Eye Street, NW
Program, and plan to implement those improve- Final recommendations Washington, DC 20005
Statutory Aid) ments will be developed. are expected by February | 202-354-2222

2006. A copy of the final
report and recommenda-
tions will be available
from the NPS program
contact

NPS External Recreation External programs, which include Recommendations under | Chris Brown, Chief
Programs RTCA, Federal Lands to Parks, development. Division of Designations
- Technical were assessed during FY 2005 National Park Service
Assistance using OMB’s PART process. Once 1201 Eye Street, NW

recommendations for programmatic Washington, DC 20005
improvement are final, an action 202-354-6939

plan to implement those improve-

ments will be developed.

NPS Visitor Services | Recreation NPS programs that relate or contrib- | Recommendations under | Nancy Kaufman, Deputy
ute to visitor services were assessed | development. Associate Director for
during FY 2005 using the OMB Partnerships, Inter-
PART process. Once recommenda- pretation, Education,
tions for programmatic improvement Volunteers, and Outdoor
are final, an action plan to imple- Recreation
ment those improvements will be National Park Service
developed. 1201 Eye Street, NW

Washington, DC 20005
202-513-7157
NPS Interpretation Management Servicewide Volunteers in Parks Data will be reviewed and | Corky Mayo, Chief
and Education Excellence Program Assessment is currently recommendations will be Interpretation and Educa-
underway. The project is expected to | made based on those tion
be completed by March 2006. findings during FY 2006. National Park Service
Once the report is made 1201 Eye Street, NW
available to the NPS, it Washington, DC 20005
can be obtained from the | 202-513-7137
program contact.
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FY 2005 Sample Program Evaluations

Strategic Plan Actions Taken in

Bureau Title of Program | Mission Area Purpose of Program Evaluation Response to Evaluation For Copy Contact

NPS WASO Management WCP conducted Acquisition Man- Plan of action and Heidi Ernst, Chief
Contracting Of- Excellence agement Reviews (AMR’s) at parks | milestones requested as Contracting
fice (WCP) in the Intermountain Region, Denver | appropriate; administra- National Park Service

Service Center, and the Harpers tive termination of war- 12795 W. Alameda
Ferry Center. Only the Glen Canyon | rants where authority was | Parkway
National Recreation Area report underutilized. Copies Denver, CO 80225
has been issued in final. The report of final recommenda- 303-987-6714
directed the park to submit a plan of | tions/reports produced
action and milestones for corrections | can be obtained from the
program contact.
The number of AMR’s conducted
by regional offices on their parks
doubled from FY 2004 to FY 2005.
NPS AMR policy/procedures are
being finalized. Draft policy:
« clarifies AMR’s would be a basis for
awarding, retaining warrants;
« identified circumstances for initiat-
ing an AMR;
« identified three disciplines that
would be reviewed: grants and
agreements, contracts, simplified
acquisition/charge card purchase
business line; and five components
for each discipline: internal controls,
functional operations, strategic ar-
eas. program organization, customer
service;
« clarifies required follow-up action
for rating results.
OSM Coal Regulatory | Resource Use An OIG review determined the OSM has implemented Ruth Stokes, Planning,
Program adequacy of inspection and bond the recommendations Analysis and Budget
release activities; potential for contained in the report. rstokes@osmre.gov
regulatory program cost savings; OSM is currently develop- | 202-208-2611
and OSM reporting of GPRA per- ing a new performance
formance measures. A report was measure to address ac-
issued October 2004. complishments under the
regulatory program.

OSM Sensitive Auto- Resource AMCR conducted to certify that all No material weaknesses Eldrich Frazier, Chief
mated Informa- Protection, prescribed controls or alternative identified. Information Officer
tion Systems Resource Use, controls are in place and effective for efrazier@osmre.gov

Serving systems in each Region, at Denver 202-208-2919
Communities Financial Management, and at
Headquarters.

OSM Smart Pay Management AMCR conducted to review the No material weaknesses Esther Horst, Division of

Program Excellence SmartPay purchase business line identified. Financial Management
cardholders within the Office of ehorst@osmre.gov
Surface Mining Reclamation and 303-236-0330
Enforcement, and to reduce the
number of cardholders by determin-
ing if those individuals with less than
10 transactions in a calendar year
can justify the need for having the
purchase business line when the
cardholder does not utilize it.

OSM Space Manage- | Management AMCR conducted to analyze the No material weaknesses Darlene Carter, Division of

ment Excellence physical measurements of each identified. Improvements | Administration
OSM office to include specialty were recommended and dcarter@osmre.gov
rooms such as the computer rooms, | are being implemented. 202-208-2593
storage rooms, conference rooms,
etc., and parking requirements for
vehicles.
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Strategic Plan Actions Taken in

Bureau Title of Program | Mission Area Purpose of Program Evaluation Response to Evaluation For Copy Contact

USGS Biological Serving The program was assessed for Bud- | Recommendations under | Kate Kase, Program
Information Communities get Year 2007 using PART. Once development. Coordinator for Biological
Management & recommendations for programmatic Information Management
Delivery improvement are final, an action & Delivery Program

plan to implement those improve- 703-648-4216
ments will be developed. katekase@usgs.gov

USGS Biological Resource The program was assessed for Bud- | Recommendations under | Kevin Whalen, Program
Research and Protection get Year 2007 using PART. Once development. Review Coordinator
Monitoring recommendations for programmatic 703-648-4062

improvement are final, an action kwhalen@usgs.gov
plan to implement those improve-
ments will be developed.

USGS Geologic Map- Serving The program was assessed for Bud- | Recommendations under | Peter Lyttle, Program

ping Communities get Year 2007 using PART. Once development. Coordinator for National
recommendations for programmatic Cooperative Geologic
improvement are final, an action Mapping Program
plan to implement those improve- 703-648-6943 plyttle@
ments will be developed. usgs.gov

USGS NRC Review Serving Published “Improved Seismic Moni- | The National Research William Leith, Program
Economic Communities toring — Improved Decision-Making: | Council report concludes | Coordinator for Earth-
Benefits of Im- Assessing the Value of Reduced that full deployment of the | quake Hazards Program
proved Seismic Uncertainty” June 2005. USGS Advanced National | 703-648-6786
Monitoring Seismic System offers the | wleith@usgs.gov

potential to substantially
reduce earthquake losses
and their consequences
by providing critical
information for land-use
planning, building design,
insurance, warnings, and
emergency preparedness
and response. In the com-
mittee’s judgment, the
potential benefits far ex-
ceed the costs—less than
2 percent of the estimated
losses. It is reasonable to
conclude that mitiga-

tion actions—based on
improved information and
the consequent reduction
of uncertainty—would
yield benefits amount-

ing to several times the
cost of improved seismic
monitoring.

USGS NRC Study Serving Published “Confronting the Nation’s | USGS is responding to Glenn Patterson, National
reviews the Communities Water Problems”, October 2004. the following findings and | Coordinator for Coopera-
entire Federal recommendations: the tive Water Program
and non-Federal need for reviewing and re- | 703-648-6876
water research vising the research portfo- | gpatter@usgs.gov
establishment, lio on a regular basis; bal-
rather than a ance between short-term
review of the and long-term research
USGS research efforts; the importance of
programs. interdisciplinary research;

the problems of declining
attention to social science
topics such as water
demand, water law, and
other institutional topics.
The report places high
emphasis on “legacy
monitoring systems.”
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Bureau Title of Program | Mission Area Purpose of Program Evaluation Response to Evaluation For Copy Contact

USGS NRC Review: Serving Published “Learning to Think Spa- Five of the six recom- Dave Kirtland, Acting
Geography Sci- | Communities tially: GIS as a Support System in mendations in the report Chief Scientist for Geog-
ence into K-12 the K-12 Curriculum,” June 2005. related directly to the re- raphy
Curriculum design, development and | 703-648-4712

implementation of GIS dakirtland@usgs.gov
software and GIS science
for K-12 students. Ac-
tivities that might address
these recommendations
now fall under the purview
of the USGS Geospatial
Information Office (and
not the Geography Disci-
pline). However, the first
recommendation in the
report related to encour-
aging the development of
spatial thinking standards
and course materials

to train K-12 students

in spatial thinking. The
USGS geographic re-
search program will sup-
port this recommendation
by incorporating tools and
resources for K-12 teach-
ers into its web sites.

The geographic science
education Web module
will include puzzles and
games related to geog-
raphy, a history of major
events related to geogra-
phy, short flash movies on
geographic subjects, and
resources for teachers
that will include photos,
maps, graphs, presenta-
tions, and posters.

USGS The follow- Serving GAO Report “Environmental There were no formal rec- | Tim Miller, Chief, Office of
ing Program Communities Information: Status of Federal Data | ommendations included Water Quality
participated Programs That Support Ecological in this report for USGS or | 703-648-6868
in the GAO Indicators,” Report No. GAO-05-376. | the Department. timiller@usgs.gov
review: Biologi-
cal Resources
Discipline, Earth
Resources
Observation
System Data
Center, National
Stream Water
Quality Account-
ing Network,

National Water
Quality Assess-
ment Program,
and National
Streamflow
Information
Program
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TABLE 2-3

Department of the Interior PARTs Conducted During FY 2003 for Budget Year 2005

PART Name Bureau/Office Score

BIA Law Enforcement BIA Results Not Demonstrated
Energy and Minerals BLM Adequate

Energy Resources USGS Moderately Effective
Facility Management (RePART) NPS Adequate

Hazards Program USGS Moderately Effective
Hydropower (RePART) BOR Effective

LWCF Stateside Grants NPS Results Not Demonstrated
Mineral Resources USGS Moderately Effective
Minerals Revenue Management MMS Results Not Demonstrated
National Historic Preservation Program NPS Moderately Effective
National Wildlife Refuge FWS Results Not Demonstrated
Natural Resource Stewardship (RePART) NPS Moderately Effective
Recreation Management BLM Adequate

Regulation of Surface Coal Mining Activities OSM Results Not Demonstrated
Resource Management - Forestry BIA Adequate

Science and Technology BOR Effective

Tribal Courts BIA Results Not Demonstrated
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TABLE 2-4

Department of the Interior PARTs Conducted During FY 2005 for Budget Year 2007

PART Name Bureau/Office Score

BIA Irrigation BIA Score not yet available
Biological Information Management and USGS Score not yet available
Delivery

Biological Research and Monitoring USGS Score not yet available
BLM Mining Program BLM Score not yet available
BOR Dam Safety BOR Score not yet available
BOR Site Security BOR Score not yet available
Central Utah Project Completion Act Office BOR Score not yet available
Concessions Management NPS Score not yet available
Endangered Species FWS Score not yet available
External Programs - Financial Assistance

(Heritage Partnership Program and Statutory NPS Score not yet available
Aid)

External Programs - Technical Assistance NPS Score not yet available
Federal Aid in Sport FIsh and Wildlife Restora- | FWS Score not yet available
tion

Geologic Mapping USGS Score not yet available
Indian Dams BIA Score not yet available
BIA Guaranteed Loan Program BIA Score not yet available
Indian Housing Improvement Program BIA Score not yet available
Regulatory and Compliance Program MMS Score not yet available
Resource Management Land Use Planning BLM Score not yet available
Visitor Services NPS Score not yet available
Water Management - Operation and Mainte- BOR Score not yet available
nance

Wildland Fire Management (RePART) DOl Score not yet available
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n FY 2005, the Department of the Interior (Department) continued its

journey toward management excellence—excellence defined by results.

Progress for much of our journey toward management excellence is
captured in the Department’s FY 2005 Performance and Accountability
Report (PAR). The PAR provides the Department’s most important financial
and performance information. It is also our principal publication and report
to Congress and the American people on our program leadership and our
stewardship and management of the public funds entrusted to us.

I am pleased to report that for the ninth consecutive year we have received
an unqualified (“clean”) opinion on the Department’s consolidated financial
statements from our auditors. This is the best possible audit result and
affirms our commitment to financial reporting excellence. Along with this
opinion, the Department had other noteworthy accomplishments in FY 2005. The Department:

+ Received the prestigious Association of Government Accountants’ Certificate of Excellence in Accountability
Reporting. This marks the fourth year in a row that the Department has been recognized for quality
reporting.

+ Continued implementation of the unified Strategic Plan for the Department. Nearly 2 years in the making,
this plan replaced eight separate bureau plans. The new strategic plan integrates and aligns bureau
responsibilities under four major mission goals—resource protection, resource use, recreation, and serving
communities—and emphasizes results and performance management.

*+ Met or exceeded 69% of the 214 performance outcome measures from our new Strategic Plan. This is
the second year we have reported on our performance against an almost entirely new set of performance
measures. Last year we were able to meet or exceed 63% of the 226 performance outcome measures.

+ Continued implementation of new human resource strategies and processes to align our talented workforce
to meet new and expanding challenges. Our Human Capital Management Strategic Plan identified Indian
trust management, wildland fire management, and law enforcement, including homeland security, as growing
challenges.

+ Continued implementation of an Activity-Based Costing/Performance Management (ABC/PM) system
throughout the Department. The ABC/PM system includes 326 crosscutting work activities that bureaus
and Departmental offices either use directly, or use to capture costs associated with bureau/departmental
work activities. ABC/PM provides program and financial managers with the information needed to allocate
resources and monitor and evaluate performance effectively.

+ Continued development and implementation of the Department’s Financial and Business Management

System (FBMS). The FBMS replaces Interior’s antiquated accounting and business systems and provides
standard business practices supported by a single, integrated finance and business system.
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+ Continued major efforts to inventory our facilities, assess their condition, and develop asset management
systems. The Department manages nearly every type of facility found in America’s towns and cities—we have
wastewater treatment plants, dams, electric generating facilities, houses, hotels, campgrounds, roads, boat
docks, stables, and even landfills. By knowing what we have and managing those assets well, we can better
serve the public.

+ Made advances in implementing the President’s Management Agenda. Specifically, we improved our
Executive Scorecard status rating in FY 2005 in the areas of Human Capital (yellow to green), Competitive
Sourcing (yellow to green), and Budget and Performance Integration (red to yellow). We are working
diligently to improve our red status rating for Financial Performance and E-government.

+ Downgraded one of the four Federal Managers’ Financial Integrity Act material weaknesses carried over from
FY 2004 ahead of schedule. We also corrected or downgraded 9 of the 15 (60%) material weaknesses reported
in the FY 2004 financial statement audits which were targeted for correction in FY 2005.

+ Established and achieved an aggressive annual performance goal of implementing all GAO and OIG audit
recommendations within one year of the referral of those recommendations to the Department for tracking
of implementation. For FY 2005, the performance goal was set at 85%—an increase of 5% over last fiscal
year—and Interior achieved an actual implementation rate of 87%.

Sustaining our efforts toward management excellence requires the ongoing commitment and creativity of
Interior’s dedicated employees. During FY 2006, mission, metrics, and management will continue to lie at the
center of achieving results. We plan to better focus our “mission” by establishing clear goals, enhancing and

monitoring performance measures, and aligning our workforce to better achieve those goals.

P =

P. Lynn Scarlett
Chief Financial Officer
November 15, 2005



Principal Financial Statements

Principal Financial Statements

The principal financial statements included in Interior’s FY 2005 Annual Report on Performance and
Accountability have been prepared in accordance with the requirements of the Chief Financial Officers Act of
1990, the Government Management Reform Act of 1994, and the Office of Management and Budget’s (OMB)
Circular A-136, “Financial Reporting Requirements.” These statements include the following:

+ Consolidated Balance Sheet

+ Consolidated Statement of Net Cost

+ Consolidated Statement of Changes in Net Position

+ Combined Statement of Budgetary Resources

+ Consolidated Statement of Financing

+ Consolidated Statement of Custodial Activity

The responsibility for the integrity of the financial information included in these statements rests with
management of the Department of the Interior. The audit of Interior’s principal financial statements was
performed by an independent certified public accounting firm, selected by the Department’s Office of Inspector

General. The auditors’ report issued by the independent certified public accounting firm is included in Part 3 of
this report.
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Principal Financial Statements

Consolidated Balance Sheet
as of September 30, 2005 and 2004

(dollars in thousands)

FY 2005 FY 2004
ASSETS
Intragovernmental Assets:
Fund Balance with Treasury (Note 2) $ 32,031,132 $ 30,866,144
Investments, Net (Note 4) 7,463,669 6,187,329
Accounts and Interest Receivable (Note 5) 508,677 348,034
Loans and Interest Receivable, Net (Note 6) 2,458,075 -
Other (Note 10) 1,405 1,211
Total Intragovernmental Assets 42,462,958 37,402,718
Cash (Note 3) 1,270 1,081
Investments, Net (Note 4) 199,125 191,844
Accounts and Interest Receivable, Net (Note 5) 2,660,566 1,347,641
Loans and Interest Receivable, Net (Note 7) 183,855 227,514
Inventory and Related Property, Net (Note 8) 305,695 324,319
General Property, Plant, and Equipment, Net (Note 9) 17,323,778 17,154,211
Other (Note 10) 296,653 296,950
Stewardship Assets
TOTAL ASSETS (Note 10) $ 63,433,900 $ 56,946,278
LIABILITIES
Intragovernmental Liabilities:
Accounts Payable $ 79,881 $ 76,826
Debt (Note 11) 1,220,525 1,304,879
Other
Resources Payable to Treasury 2,016,834 26,225
Advances and Deferred Revenue 1,626,524 1,757,001
Custodial Liability 996,371 671,478
Other Liabilities 937,328 902,530
Total Intragovernmental Liabilities 6,877,463 4,738,939
Accounts Payable 1,087,718 1,024,845
Loan Guarantee Liability (Note 7) 81,670 60,081
Federal Employee and Veteran Benefits (Note 12) 1,367,705 1,304,355
Environmental and Disposal Liabilities (Note 13) 120,808 101,808
Other
Contingent Liabilities (Note 13) 631,174 760,482
Advances and Deferred Revenue 489,466 446,369
Payments Due to States 1,009,418 412,880
Other Liabilities 1,031,556 1,121,962
TOTAL LIABILITIES (Note 14) 12,696,978 9,971,721
Commitments and Contingencies (Note 13 and 16)
Net Position
Unexpended Appropriations 4,179,242 4,080,359
Cumulative Results of Operations 46,557,680 42,894,198
Total Net Position 50,736,922 46,974,557
TOTAL LIABILITIES AND NET POSITION $ 63,433,900 $ 56,946,278

162 The accompanying notes are an integral part of these financial statements.
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Consolidated Statement of Net Cost
for the years ended September 30, 2005 and 2004

(dollars in thousands)

FY 2005 FY 2004

Resource Protection

Costs $ 3,727,461 $ 3,032,636

Less: Earned Revenue 1,428,697 613,511

Net Cost 2,298,764 2,419,125
Resource Use

Costs 4,120,619 3,242,339

Less: Earned Revenue 1,217,758 1,080,006

Net Cost 2,902,861 2,162,333
Recreation

Costs 1,847,534 2,125,544

Less: Earned Revenue 340,109 258,952

Net Cost 1,507,425 1,866,592
Serving Communities

Costs 6,859,829 6,631,788

Less: Earned Revenue 1,026,009 773,872

Net Cost 5,833,820 5,857,916
Reimbursable Activity and Other

Costs 3,195,202 2,760,727

Less: Earned Revenue 2,325,046 2,007,644

Net Cost 870,156 753,083
Total

Costs 19,750,645 17,793,034

Less: Earned Revenue 6,337,619 4,733,985

Net Cost of Operations (Note 17) $ 13,413,026 $ 13,059,049

The accompanying notes are an integral part of these financial statements. 163
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Consolidated Statement of Changes in Net Position
for the years ended September 30, 2005 and 2004

(dollars in thousands)

FY 2005 FY 2004
UNEXPENDED APPROPRIATIONS

Beginning Balance $ 4,080,359 $ 3,929,302
Budgetary Financing Sources

Appropriations Received, General Funds 10,197,599 10,061,570

Appropriations Transferred In/Out 93,641 89,861

Appropriations-Used (10,039,735) (9,871,434)

Other Adjustments (152,622) (128,940)
Net Change 98,883 151,057
Ending Balance - Unexpended Appropriations $ 4,179,242 $ 4,080,359

CUMULATIVE RESULTS OF OPERATIONS

Beginning Balance $ 42,894,198 $ 40,934,263
Adjustments

Change in Accounting Principle (Note 24) 157,150 -
Beginning Balance, as adjusted 43,051,348 40,934,263
Budgetary Financing Sources

Appropriations-Used 10,039,735 9,871,434

Royalties Retained (Note 15) 5,130,136 3,491,208

Non-Exchange Revenue 1,276,801 1,162,209

Transfers In/Out without Reimbursement (58,601) (40,424)

Donations and Forfeitures of Cash and Cash Equivalents 33,159 24,491

Other Budgetary Financing Sources 51,040 2,422
Other Financing Sources

Imputed Financing from Costs Absorbed by Others (Note 18) 451,533 519,171

Transfers In/Out without Reimbursement (31,041) (27,222)

Donations and Forfeitures of Property 26,596 15,695
Total Financing Sources 16,919,358 15,018,984
Net Cost of Operations (13,413,026) (13,059,049)
Net Change 3,506,332 1,959,935
Ending Balance - Cumulative Results of Operations $ 46,557,680 $ 42,894,198

The accompanying notes are an integral part of these financial statements.
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Combined Statement of Budgetary Resources
for the years ended September 30, 2005 and 2004

(dollars in thousands)

Non-Budgetary Credit Program

Total Budgetary Accounts Financing Accounts
FY 2005 FY 2004 FY 2005 FY 2004
Budgetary Resources:
Budget Authority:
Appropriations Received $ 16,085,947 $ 14,712,390 $ - 8 -
Borrowing Authority - - 1,095 8,625
Net Transfers, Current Year Authority (115,378) (139,167) - -
Unobligated Balance:
Beginning of Fiscal Year 5,209,456 4,905,271 76,836 67,678
Net Transfers, Unobligated Balance, Actual 665 25,980 - -
Spending Authority From Offsetting Collections:
Earned
Collected 5,194,626 4,722,696 42,284 26,240
Receivable From Federal Sources 75,028 (4,537) - -
Change in Unfilled Customer Orders
Advance Received 51,822 547,677 - -
Without Advance From Federal Sources 270,854 28,869 - -
Subtotal: Spending Authority From Offsetting Collections 5,592,330 5,294,705 42,284 26,240
Recoveries of Prior Year Obligations 411,226 393,579 9 26
Temporarily Not Available Pursuant to Public Law (11,853) (2,249) - -
Permanently Not Available (347,464) (177,829) (18,282) (6,189)
Total Budgetary Resources (Note 20) $ 26,824,929 $ 25,012,680 $ 101,942 §$ 96,380
Status of Budgetary Resources:
Obligations Incurred:
Direct $ 15,934,806 $ 14,667,176 $ 18,633 $ 19,544
Reimbursable 5,179,194 5,136,048 - -
Total Obligations Incurred (Note 20) 21,114,000 19,803,224 18,633 19,544
Unobligated Balance: (Note 20)
Apportioned 5,556,737 5,072,733 83,309 76,836
Exempt From Apportionment 44,920 39,444 - -
Unobligated Balance not Available (Note 20) 109,272 97,279 - -
Total Status of Budgetary Resources $ 26,824,929 $ 25,012,680 $ 101,942 § 96,380
Relationship of Obligations to Outlays:
Obligations Incurred $ 21,114,000 $ 19,803,224 $ 18,633 $ 19,544
Obligated Balance, Net, Beginning of Fiscal Year 6,769,816 5,740,974 7,775 8,063
Obligated Balance, Net, End of Fiscal Year:
Accounts Receivable 401,687 326,657 - -
Unfilled Customer Orders From Federal Sources 823,076 552,221 - -
Undelivered Orders (7,067,043) (6,288,774) (4,005) (3,952)
Accounts Payable (1,490,176) (1,359,920) - (3,823)
Total Obligated Balance, Net, End of Fiscal Year (7,332,456) (6,769,816) (4,005) (7,775)
Less: Spending Authority Adjustments (757,106) (417,910) 9) (26)
Outlays:
Disbursements 19,794,254 18,356,472 22,394 19,806
Collections (5,246,450) (5,270,374) (42,284) (26,240)
Net Outlays Before Offsetting Receipts 14,547,804 13,086,098 (19,890) (6,434)
Less: Offsetting Receipts (5,904,495) (4,269,067) - -
Net Outlays (Receipts) $ 8,643,309 § 8,817,031 $ (19,890) $ (6,434)

The accompanying notes are an integral part of these financial statements.
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Consolidated Statement of Financing
for the years ended September 30, 2005 and 2004

(dollars in thousands)

FY 2005 FY 2004
Resources Used to Finance Activities:
Budgetary Resources Obligated:
Obligations Incurred $ 21,132,633 $ 19,822,768
Less: Spending Authority From Offsetting Collections/Recoveries (6,045,849) (5,714,550)
Obligations Net of Offsetting Collections and Recoveries 15,086,784 14,108,218
Less: Offsetting Receipts (5,904,495) (4,269,067)
Net Obligations 9,182,289 9,839,151
Other Resources:
Donations and Forfeitures of Property 26,596 15,695
Transfers In/Out Without Reimbursement (31,041) (27,222)
Imputed Financing From Costs Absorbed by Others 451,533 519,171
Net Other Resources Used to Finance Activities 447,088 507,644
Total Resources Used to Finance Activities 9,629,377 10,346,795
Resources Used to Finance Items Not Part of the Net Cost of Operations:
Change in Budgetary Resources Obligated for Goods, Services, and Benefits Ordered but
Not Yet Provided (803,973) (968,242)
Increase in Unfilled Customer Orders 322,677 576,546
Resources That Fund Expenses Recognized in Prior Periods (218,599) (137,970)
Budgetary Offsetting Collections and Receipts That Do Not Affect Net Cost of Operations:
Credit Program Collections Which Increase Liabilities for Loan Guarantees or
Allowances for Subsidy 41,298 17,193
Offsetting Receipts Not Part of the Net Cost of Operations 3,504,679 2,832,565
Resources That Finance the Acquisition of Assets (739,531) (819,203)
Other Resources or Adjustments to Net Obligated Resources That Do Not Affect
Net Cost of Operations (15,017) 37,256
Total Resources Used to Finance Items Not Part of the Net Cost of Operations 2,091,534 1,538,145
Total Resources Used to Finance the Net Cost of Operations 11,720,911 11,884,940
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 9,056 17,922
Increase in Environmental and Disposal Liability 23,467 -
Upward/Downward Re-estimates in Credit Subsidy Expense 21,358 (335)
(Increase) Decrease in Exchange Revenue Receivable From the Public 9,308 (1,166)
Other 748,399 306,782
Total Components of Net Cost of Operations That Will Require or Generate
Resources in Future Periods 811,588 323,203
Components Not Requiring or Generating Resources:
Depreciation and Amortization 483,116 460,946
Revaluation of Assets or Liabilities 9,154 44,791
Allocation Transfers Reconciling Items (Note 21) 377,999 358,936
Other 10,258 (13,767)
Total Components of Net Cost of Operations That Will Not Require or Generate
Resources in the Current Period 880,527 850,906
Total Components of Net Cost of Operations That Will Not Require or
Generate Resources 1,692,115 1,174,109
Net Cost of Operations $ 13,413,026 $ 13,059,049

166 The accompanying notes are an integral part of these financial statements.
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Consolidated Statement of Custodial Activity
for the years ended September 30, 2005 and 2004

(dollars in thousands)

FY 2005 FY 2004
Revenues on Behalf of the Federal Government
Mineral Lease Revenue
Rents and Royalties 8,972,260 $ 7,114,290
Onshore Lease Sales 1,658,786 383,945
Offshore Lease Sales 560,622 560,225
Strategic Petroleum Reserve (Note 19) 1,194,618 1,191,284
Total Revenue 12,386,286 $ 9,249,744
Disposition of Revenue
Distribution to Department of the Interior
National Park Service Conservation Funds 1,048,870 1,049,000
Bureau of Reclamation 1,289,055 924,486
Minerals Management Service 1,762,092 1,300,525
Bureau of Land Management 81,408 16,216
Fish and Wildlife Service 1,036 737
Distribution to Other Federal Agencies
Department of the Treasury 5,502,464 4,375,632
Department of Agriculture 50,860 25,232
Department of Commerce 1 -
Department of Energy (Note 19) 1,194,618 1,191,284
Distribution to Indian Tribes and Agencies 114,025 93,892
Distribution to States and Others 73,706 75,777
Change in Untransferred Revenue 1,268,151 196,963
Total Disposition of Revenue 12,386,286 $ 9,249,744

The accompanying notes are an integral part of these financial statements.
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U.S. Department of the Interior
Notes to Principal Financial Statements
For the fiscal years ended September 30, 2005 and 2004

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

The Department of the Interior is a cabinet-level agency of the Executive branch of the Federal Government.
Created in 1849 by Congress as the Nation’s principal conservation agency, the Interior has responsibility for
most of the Nation’s publicly-owned lands and natural resources. Interior protects and manages the Nation’s
natural resources and cultural heritage; provides scientific and other information about those resources; and
honors its trust responsibilities or special commitments to American Indians, Alaska Natives, and affiliated
island communities.

The accompanying financial statements include all Federal funds under Interior’s control or which are a
component of the reporting entity, including Conservation Funds (Land and Water Conservation Fund,
Historic Preservation Fund, and Environmental Improvement and Restoration Fund), Custodial Funds, and
the Aquatic Resources Trust Fund. The financial statements, however, do not include non-Federal trust funds,
trust related deposit funds, or other related accounts that are administered, accounted for, and maintained

by Interior’s Office of the Special Trustee for American Indians on behalf of Native American Tribes and
individuals. Interior prepares financial statements for these Tribal and Other Trust Funds and Individual
Indian Monies under separate cover. A summary of the trust fund balances and changes in trust fund balances
managed on behalf of Indian Tribes and individuals is included in Note 22. The financial statements included
herein also do not include the effects of centrally administered assets and liabilities related to the Federal
Government as a whole, such as public borrowing or certain tax revenue, which may in part be attributable to
the Interior.

B. Organization and Structure of Interior
Interior is composed of the following eight operating bureaus and Departmental Offices:

 National Park Service (includes the Land and Water Conservation Fund and Historic Preservation Fund)
+ Fish and Wildlife Service (includes the Aquatic Resources Trust Fund)

+ Bureau of Land Management

+ Bureau of Reclamation

+ Office of Surface Mining

+ Minerals Management Service (includes the Environmental Improvement and Restoration Fund)

+ U.S. Geological Survey

+ Bureau of Indian Affairs

+ Departmental Offices

An overview of the operating performance of Interior and its components is presented in the Management’s
Discussion and Analysis portion of this report. In addition, more detailed information about the bureaus may
be found in the individual financial reports prepared by each bureau.

The U.S. Bureau of Mines (USBM) was closed in 1996. Although it no longer exists, certain transactions and

data related to USBM programs and activities are reflected in the Interior’s FY 2005 and FY 2004 financial
statements and notes.
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C. Basis of Accounting and Presentation

These financial statements have been prepared to report the financial position, net cost, custodial activities,
changes in net position, budgetary resources, and reconciliation of net cost to budgetary obligations of the
Interior as required by the Chief Financial Officers Act of 1990 and the Government Management Reform

Act of 1994. These financial statements have been prepared from the books and records of the Interior in
accordance with generally accepted accounting principles (GAAP), OMB Circular A-136, “Financial Reporting
Requirements.” GAAP for Federal entities are the standards prescribed by the Federal Accounting Standards
Advisory Board (FASAB), which is the official standard-setting body for the Federal Government. These
financial statements present proprietary and budgetary information. Interior, pursuant to OMB directives,
prepares additional financial reports that are used to monitor and control Interior’s use of budgetary resources.

OMB financial statement reporting guidelines require the presentation of comparative financial statements for
all of the principal financial statements. Interior has presented comparative FY 2005 financial statements for
the Consolidated Balance Sheet, Consolidated Statement of Net Cost, Consolidated Statement of Changes in
Net Position, the Combined Statement of Budgetary Resources, Consolidated Statement of Financing, and the
Consolidated Statement of Custodial Activity.

The accounting structure of Federal agencies is designed to reflect both accrual and budgetary accounting
transactions. Under the accrual method of accounting, revenues are recognized when earned and expenses are
recognized when incurred, without regard to receipt or payment of cash. The budgetary accounting principles,
on the other hand, are designed to recognize the obligation of funds according to legal requirements, which in
many cases is prior to the occurrence of an accrual-based transaction. The recognition of budgetary accounting
transactions is essential for compliance with legal constraints and controls over the use of Federal funds.

D. Fund Balance with Treasury and Cash

Interior maintains all cash accounts with the Department of the Treasury (Treasury) except for imprest fund
accounts. Treasury processes cash receipts and disbursements on behalf of Interior and Interior’s accounting
records are reconciled with those of Treasury on a regular basis.

The Fund Balance with Treasury includes several types of funds available to pay current liabilities and finance
authorized purchases as well as funds restricted until future appropriations are received. The following
describes the type of funds Interior maintains: (1) general funds are funds not earmarked by law for a specific
purpose; (2) special funds are funds earmarked for specific purposes; (3) revolving funds are funds that
conduct continuing cycles of business-like activity, in which the fund charges for the sale of products or services
and uses the proceeds to finance its spending, usually without requirement for annual appropriations; (4)

trust funds are funds that are designated by law as a trust fund where the receipt accounts collect earmarked
receipts for specific purposes and the associated trust fund expenditure accounts track spending of the receipts;
and (5) other funds include balances in deposit accounts, such as for collections pending litigation, awaiting
determination of the proper accounting disposition, or being held by the entity in the capacity of a banker or
agent for others.

Cash consists primarily of Federal funds held by private banks and investing firms for the Office of Trust Funds
Management.

E. Investments, Net
Interior invests funds in Federal Government and public securities on behalf of various Interior programs and
for amounts held in certain escrow accounts.

169



170

Notes to Principal Financial Statements

The Federal Government securities include marketable Treasury securities and non-marketable par value or
non-marketable market-based securities issued by the Federal Investment Branch of the Bureau of the Public
Debt. Par value securities are special issue bonds or certificates of indebtedness that bear interest determined
by legislation or Treasury. Market-based securities are Treasury securities that are not traded on any securities
exchange, but mirror the prices of marketable securities with similar terms.

Public securities include, but are not limited to, marketable securities issued by government-sponsored entities
and consist mainly of various mortgage instruments, bonds, and bank notes. Mortgage instruments are with
the Federal National Mortgage Association, the Government National Mortgage Association, and the Federal
Home Loan Mortgage Corporation, the Private Export Funding Corporation, the Federal Farm Credit Banks
Consolidated System, the Federal Agricultural Mortgage Corporation, and the Government National Real
Estate Mortgage Investment Conduit. Bonds and bank notes are with the Federal Home Loan Bank and the
Federal Judiciary.

It is expected that investments will be held until maturity; therefore, they are valued at cost and adjusted

for amortization of premiums and discounts, if applicable. The premiums and discounts are recognized as
adjustments to interest income, utilizing the straight-line method of amortization for short-term securities (i.e.,
bills) and the interest method for longer-term securities (i.e., notes). Interest on investments is accrued as it is
earned.

The market value is estimated as the sales price of the security multiplied by the bid price at year end.

F. Accounts and Interest Receivable, Net

Accounts and interest receivable consists of amounts owed to Interior by other Federal agencies and the public.
Federal accounts receivable arise generally from the provision of goods and services to other Federal agencies
and, with the exception of occasional billing disputes, are considered to be fully collectible. Receivables from

the public generally arise either from the provision of goods and services or from the levy of fines and penalties
resulting from Interior’s regulatory responsibilities. An allowance for doubtful accounts is established for
reporting purposes based on past experience in the collection of accounts receivable and analysis of outstanding
balances.

G. Loans and Interest Receivable, Net

Intragovernmental Loans. The Reclamation Fund is a restricted, unavailable receipt fund into which a
substantial portion of Reclamation’s revenues (mostly repayment of capital investment costs, associated

interest and operating and maintenance reimbursements from water and power users) and receipts from other
Federal agencies (primarily revenues from certain Federal mineral royalties and hydropower transmission) are
deposited. No expenditures are made directly from the Reclamation Fund; however, funds are transferred from
the Reclamation Fund into Reclamation’s appropriated expenditure funds or other Federal agencies pursuant to
specific appropriation acts authorized by the U.S. Congress.

The funds transferred from the Reclamation Fund to the other Federal agencies are primarily for the purpose
of funding operating and maintenance and capital investment activities at Western Area Power Administration
(Western), a component of the Department of Energy (DOE). Western recovers the capital investments,
associated interest, and operating and maintenance costs through future power rates, and subsequently deposits
amounts recovered into the Reclamation Fund.

The Bonneville Power Administration (BPA), also a component of DOE, is responsible for the transmission and
marketing of hydropower generated at BOR facilities located in the Pacific Northwest region. Unlike Western,
BPA does not receive appropriations from the Reclamation Fund, but they legislatively assumed the repayment
obligation for the appropriations used to construct Reclamation’s hydropower generation facilities.
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The amounts transferred to Western and BPA are recorded as receivables at the time of the transfer as Western

and BPA are required to repay Interior. Interior reduces the receivables at the time payments are received from
Western and BPA.

Loans with the Public. Loans are accounted for as receivables after the funds have been disbursed. For loans
obligated after the effective date of the Credit Reform Act, October 1, 1990, the amount of the Federal loan
subsidy is computed. The loan subsidy includes estimated delinquencies and defaults net of recoveries, the
interest rate differential between the loan rates and Treasury borrowings, offsetting fees, and other estimated
cash flows associated with these loans. The value of loans receivable is reduced by the present value of the
expected subsidy costs. The allowance for subsidy cost is reestimated annually on September 30.

For loans obligated prior to October 1, 1990, principal, interest, and penalties receivable are presented net of
an allowance for estimated uncollectible amounts. The allowance is based on past experience, present market
conditions, an analysis of outstanding balances, and other direct knowledge relating to specific loans.

H. Inventory and Related Property, Net

Interior’s inventory and related property is primarily composed of published maps, gas and storage rights,
airplane parts and fuel, operating supplies for the Working Capital Fund, and recoverable below-ground crude
helium. These inventories were categorized based on Interior’s major activities and services Interior provides to
the Federal Government and the public. There are no restrictions on these inventories.

The USGS maintains maps and map products that are located at several Earth Science Information Centers
across the United States. This inventory is valued at historical cost using a weighted average cost variation
method, less an allowance, which is based on inventory turnover and current stock levels.

The BLM maintains a helium stockpile inventory which is stored in a partially depleted natural gas reservoir.
The inventory is valued at cost and the volume of helium is accounted for on a perpetual basis. Annually, the
volume is verified by collecting reservoir data and using generally accepted petroleum engineering principles to
calculate the volume. The values shown for stockpile helium are net of the estimated unrecoverable amount,
so no allowance is required. Gas and storage rights for the storage of helium are recorded at historical cost.

Under the Helium Privatization Act of 1996, Interior is authorized to store, transport, and withdraw crude
helium and maintain and operate crude helium storage facilities that were in existence when the Helium
Privatization Act was enacted. Interior also has the authority to sell crude stockpile helium until January 1,
2015, at which time the helium reserves will be sold.

Aircraft fuel and parts are held in inventory to be consumed or sold in future operations and are valued at
historical cost, based on the moving average cost method. The value of this inventory is adjusted based on the
results of periodic physical inventories.

The Interior’s Working Capital Fund maintains an inventory of operating materials that will be consumed
during future operations and is stated at historical cost using the weighted average cost method. These
operating materials are maintained for sign construction, employee uniforms, and the Interior’s standard forms
functions.

I. General Property, Plant, and Equipment, Net

General Purpose Property, Plant, and Equipment. General purpose property, plant, and equipment consists
of buildings, structures, and facilities used for general operations, power, irrigation, fish protection, wildlife
enhancement, and recreation; land and land improvements acquired for general operating purposes;
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equipment, vehicles, and aircraft; construction in progress; capital leases; leasehold improvements; and internal
use software.

All general purpose property, plant, and equipment are capitalized at acquisition cost and depreciated using
the straight-line amortization method over the assigned useful lives of the property. Buildings, structures,
and facilities are depreciated over a useful life of from 10 to 75 years with the exception of dams and

certain related property which are depreciated over useful lives of up to 100 years. Equipment, vehicles, and
aircraft are depreciated over useful lives generally ranging from 2 to 50 years. Capital leases and leasehold
improvements are amortized over the life of the lease. For land, buildings, structures, land improvements,
leasehold improvements, and facilities purchased prior to October 1, 2003, capitalization thresholds were
established by the individual bureaus and generally ranged from $50,000 to $500,000. For these same items
purchased subsequent to September 30, 2003, Interior has established a capitalization threshold of $100,000
with the exception of dams and certain related property, which are fully capitalized. For equipment, vehicles
and aircraft, and capital leases, Interior has established a capitalization threshold of $15,000. There are no
restrictions on the use or convertibility of the Interior’s general purpose property, plant, and equipment.

In accordance with the implementation guidance for Statement of Federal Financial Accounting Standard
(SFFAS) No. 6, Interior recorded certain general property, plant, and equipment acquired on or before
September 30, 1996, at its estimated net book value (i.e. gross cost less accumulated depreciation) or its
estimated gross cost. Interior estimated these costs and net book values based on available historic supporting
documents, current replacement cost deflated to date of acquisition, and the cost of similar assets at the time of
acquisition.

Construction in Progress. Construction in Progress is used for the accumulation of the cost of construction or
major renovation of fixed assets during the construction period. The assets are transferred out of construction
in progress when the project is substantially completed.

Construction in Progress also includes projects in abeyance. In past years, the Interior began construction on
10 projects located in California, Colorado, Arizona, Washington, North Dakota, and South Dakota, for which
activities were placed in abeyance. These projects were authorized to provide various benefits, among them
irrigation, fish and wildlife conservation and enhancement, recreation, municipal water supplies, and flood
control. Until congressional disposition of these assets is determined, maintenance costs have been and will
continue to be budgeted and expended to minimize the erosive effects of time and weather and to keep the asset
ready for completion.

Internal Use Software. Internal use software includes purchased commercial off-the-shelf software (COTS),
contractor-developed software, and software that was internally developed by agency employees. Internal use
software is capitalized at cost if the acquisition cost is $100,000 or more. For COTS software, the capitalized
costs include the amount paid to the vendor for the software; for contractor-developed software it includes
the amount paid to a contractor to design, program, install, and implement the software. Capitalized costs
for internally developed software include the full cost (direct and indirect) incurred during the software
development stage. The estimated useful life is 2 to 5 years for calculating amortization of software using the
straight-line method.

Stewardship Assets. Stewardship assets consists of public domain land and heritage assets such as national
monuments and historic sites that have been entrusted to Interior to be maintained in perpetuity for the benefit
of current and future generations.

The majority of public lands, presently under the management of Interior, were acquired by the Federal
Government during the first century of the Nation’s existence and are considered stewardship land. A portion
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of these lands has been reserved as national parks, wildlife refuges, and wilderness areas, while the remainder is
managed for multiple uses. Interior is also responsible for maintaining a variety of cultural and natural heritage
assets, which include national monuments, historic structures, archeological sites, and library and museum
collections.

The stewardship land and heritage assets managed by Interior are considered priceless and irreplaceable.
Because of this, Interior assigns no financial value to them and the property, plant, and equipment capitalized
and reported on the Balance Sheet excludes these assets. This is in accordance with Federal accounting
standards.

The Required Supplementary Stewardship Information (RSSI) section of this report provides additional
information concerning stewardship land and heritage assets.

J. Advances and Prepayment

Payments in advance of the receipt of goods and services are recorded as prepaid charges at the time of
prepayment and recognized as expenditures/operating expenses when the related goods and services are
received.

K. Liabilities

Liabilities represent the amount of monies or other resources that are likely to be paid by Interior as the result
of a transaction or event that has already occurred. No liability can be paid by Interior absent an appropriation
of funds by the U.S. Congress, and the payment of all liabilities other than for contracts can be abrogated by
Interior. Liabilities for which an appropriation has not been enacted are, therefore, disclosed as liabilities not
covered by budgetary resources, or unfunded liabilities. The liquidation of liabilities not covered by budgetary
or other resources is dependent on future Congressional appropriations or other funding. There is no legal
certainty that the appropriations will be enacted.

Interior estimates certain accounts payable balances based on past history of payments in current periods that
relate to prior periods or on a current assessment of services/products received but not paid.

Environmental and Disposal Liabilities. Interior has responsibility to remediate its sites with environmental
contamination, and it is party to various administrative proceedings, legal actions, and tort claims which may
result in settlements or decisions adverse to the Federal Government. Interior has accrued environmental
liabilities where losses are determined to be probable and the amounts can be estimated. In accordance with
Federal accounting guidance, the liability for future cleanup of environmental hazards is “probable” when the
government is legally responsible for creating the hazard or is otherwise related to it in such a way that it is
legally liable to clean up the contamination.

When Interior is not legally liable, but chooses to accept financial responsibility, it is considered “Government-
acknowledged.” Government-acknowledged events are events that are of financial consequence to the Federal
Government because it chooses to respond to the event. When Interior accepts financial responsibility for
cleanup, has an appropriation for the cleanup, and has begun incurring cleanup costs, then any unpaid
amounts for work performed are reported as accounts payable.

Changes in cleanup cost estimates are developed in accordance with departmental policy, which addresses
systematic processes for cost estimating and places added emphasis on development and retention of
supporting documentation. Changes in cleanup cost estimates are based on progress made in and revision of
the cleanup plans, assuming current technology, laws, and regulations.
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Contingent Liabilities. Contingent liabilities are liabilities where the existence or amount of the liability cannot
be determined with certainty pending the outcome of future events. Interior recognizes contingent liabilities
when the liability is probable and reasonably estimable. Interior discloses contingent liabilities in the notes

to the financial statements when the conditions for liability recognition are not met and when the outcome

of future events is more than remote. In some cases, once losses are certain, payments may be made from the
Judgment Fund maintained by Treasury rather than from amounts appropriated to Interior for departmental
operations.

L. Revenues and Financing Sources

The United States Constitution prescribes that no money may be expended by a Federal agency unless and until
funds have been made available by congressional appropriation. Thus, the existence of all financing sources is
dependent upon congressional appropriation.

Appropriations. Congress appropriates the majority of Interior’s operating funds from the general receipts of
the Treasury. These funds are made available to Interior for a specified time period (one or more fiscal years)

or until expended. For example, funds for general operations are generally made available for one fiscal year;
funds for long-term projects such as major construction are generally available to Interior until expended;

and funds used to establish revolving fund operations are generally available indefinitely (i.e., no year funds).
The greater majority of operating funds for Interior are available for either multiple years or until expended.
Appropriations are reflected as a financing source entitled “Appropriations Used” on the Consolidated
Statement of Changes in Net Position once goods and services have been received. The Combined Statement of
Budgetary Resources presents information about the resources appropriated to Interior.

Exchange and Non-Exchange Revenue. Interior classifies revenues as either exchange revenue or non-exchange
revenue. Exchange revenues are those that derive from transactions in which both the government and the
other party receive value, including park entrance fees; map sales; reimbursements for services performed

for other Federal agencies and the public; reimbursements for the cost of constructing and maintaining
irrigation and water facilities; and other sales of goods and services. These revenues are presented on Interior’s
Consolidated Statement of Net Cost and serve to off-set the costs of these goods and services.

Non-exchange revenues result from donations to the government and from the government’s sovereign right to
demand payment, including taxes, fines for violation of environmental laws and Abandoned Mine Land duties
charged per ton of coal mined. These revenues are not considered to reduce the cost of the Interior’s operations
and are reported on the Consolidated Statement of Changes in Net Position. The portion of Offsetting Receipts
that is related to non-exchange revenue is disclosed as a reconciling item on the Statement of Financing as an
item not part of the net cost of operations.

With minor exceptions, all receipts of revenues by Federal agencies are processed through the Treasury’s central
accounting system. Regardless of whether they derive from exchange or non-exchange transactions, all receipts
that are not earmarked by congressional appropriation for immediate departmental use are deposited in the
general or special funds of the Treasury. Amounts not retained for use by Interior are reported as transfers to
other government agencies on Interior’s Consolidated Statement of Changes in Net Position.

Reporting entities that provide goods and services to the public or another government entity should disclose
specific information related to their pricing policies. In certain cases, the prices charged by Interior are set by
law or regulation, which for program and other reasons may not represent full cost (e.g., grazing fees, park
entrance, and other recreation fees). Prices set for products and services offered through working capital funds
are intended to recover the full costs (cost, plus administrative fees) incurred by these activities.
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Interior transfers a portion of royalty collections from the custodial fund to the operating funds for distribution
to certain States. In accordance with SFFAS No. 7, Interior reports these State amounts as “Royalties Retained,”
an other budgetary financing source on the Consolidated Statement of Changes in Net Position rather than on
the Consolidated Statement of Net Cost, because MMS incurred minimal costs in earning this revenue.

Custodial Revenue. Interior’s Minerals Revenue Management (MRM), administered by the MMS, collects
royalties, rents, bonuses, and other receipts for Federal and Indian oil, gas, and mineral leases, and distributes
the proceeds to the Treasury, other Federal agencies, and States, in accordance with legislated allocation
formulas. MMS is authorized to retain a portion of the rental income collected as part of the custodial activity
provided by the MRM Program to fund operating costs. BLM collects and remits to MMS first year bonuses
and rents for on-shore mineral leases. Interior records custodial revenue based on accounts reported by
producers. Custodial revenue is reported when the government has a legal claim to the revenue. The royalty
accrual represents royalties on September oil and gas lease activity that Interior receives in October and
November. The royalty accrual is estimated based on an analysis of the last 12 months of royalty activity and
recent events. Interior does not record a liability for potential overpayments and refunds until requested by
the payor or until Interior completes a compliance audit and determines the refundable amount. This is in
accordance with the Federal Oil and Gas Royalty Management Act of 1982 (P.L. 97-451, 96 Stat. 2447, 30 U.S.C.
1701).

Royalty-in-Kind (RIK). Interior, under the provisions of the Mineral Lands Leasing Act of 1920 and the

Outer Continental Shelf Lands Act (OCSLA) of 1953, may take part or all of its oil and gas royalties in-kind (a
volume of the commodity) as opposed to in value (cash). Interior may either transfer the volume of oil or gas
commodity taken in-kind to Federal agencies for internal use or sell the commodity on the open market at fair
market value and transfer the cash received. Interior reflects royalty-in-kind as mineral lease revenue on the
Consolidated Statement of Custodial Activity.

Interior assists the Administration’s initiative to fill the Strategic Petroleum Reserve. Interior transfers to DOE
royalty oil received-in-kind from Federal leases in the Gulf of Mexico. Interior determines the value of the
commodity transferred using the fair market value on the date of transfer. Interior reports these transfers as
mineral lease revenue and transfers to the DOE on the Consolidated Statement of Custodial Activity.

Agquatic Resources Trust Fund. Interior presents the Aquatic Resources Trust Fund (ARTF) in its financial
statements in accordance with the requirements of Statement of Federal Financial Concepts No.2, “Entity

and Display.” The source of funding for the ARTF includes excise taxes levied on the sale of fishing tackle and
equipment, certain motorboat and small engine gasoline, and interest earned on invested trust funds. These
funds are used to make grants available to States for support projects that restore, conserve, manage, protect,
and enhance sport fish resources and coastal wetlands and projects that provide for public use and benefit from
sport fish resources. The ARTF also provides funding for boating safety programs conducted by the U.S. Coast
Guard and coastal wetlands initiatives conducted by the U.S. Army Corps of Engineers. The Appropriations Act
of 1951 authorized amounts equal to revenues credited during the year to be used in the subsequent fiscal year.
This inflow is recorded as permanent appropriations to remain available until expended.

Imputed Financing Sources. In certain instances, operating costs of Interior are paid out of funds appropriated
to other Federal agencies. For example, the Office of Personnel Management (OPM), by law, pays certain

costs of retirement programs, and certain legal judgments against Interior are paid from the Judgment Fund
maintained by Treasury. When costs that are identifiable to Interior and directly attributable to Interior’s
operations are paid for by other agencies, Interior recognizes these amounts as operating expenses. In addition,
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Interior recognizes an imputed financing source on the Consolidated Statement of Changes in Net Position to
indicate the funding of Interior operations by other Federal agencies.

Advances and Deferred Revenue. Advances and deferred revenue from the public represents funding received
from certain power customers who benefit from current and future power deliveries. The repayments are
recognized as revenue incrementally as power benefits are provided.

Advances and deferred revenue received from Federal agencies represents cash advances to the Interior
Franchise Fund (IFF) and the National Business Center (NBC). IFF and NBC provide shared administrative
services and commonly provide products to Federal agencies.

M. Personnel Compensation and Benefits

Annual and Sick Leave Program. Annual leave is accrued as it is earned by employees and is included in
personnel compensation and benefit costs. An unfunded liability is recognized for earned but unused annual
leave since from a budgetary standpoint, this annual leave will be paid from future appropriations when the
leave is used by employees rather than from amounts that were appropriated to Interior as of the date of

the financial statements. The amount accrued is based upon current pay rates of the employees. Sick leave
and other types of leave are expensed when used and no future liability is recognized for these amounts, as
employees do not vest in these benefits.

Federal Employees Workers’ Compensation Program. The Federal Employees Compensation Act (FECA)
provides income and medical cost protection to covered Federal civilian employees injured on the job, to
employees who have incurred work-related occupational diseases, and to beneficiaries of employees whose
deaths are attributable to job-related injuries or occupational diseases. The FECA program is administered by
the Department of Labor (DOL), which pays valid claims and subsequently seeks reimbursement from Interior
for these paid claims.

The FECA liability consists of two components. The first component is based on actual claims paid by

DOL but not yet reimbursed by Interior. Interior reimburses DOL for the amount of the actual claims as
funds are appropriated for this purpose. There is generally a 2-to-3 year lag between payment by DOL and
reimbursement by Interior. As a result, Interior recognizes a liability for the actual claims paid by DOL and to
be reimbursed by Interior.

The second component is the estimated liability for future benefit payments as a result of past events. This
liability includes death, disability, medical, and miscellaneous costs. DOL determines this component annually,
as of September 30, using a method that considers historical benefit payment patterns, wage inflation factors,
medical inflation factors, and other variables. The projected annual benefit payments are discounted to present
value using OMB’s economic assumptions for 10-year Treasury notes and bonds. To provide for the effects of
inflation on the liability, wage inflation factors (i.e., cost of living adjustments) and medical inflation factors
(i.e., consumer price index medical adjustments) are applied to the calculation of projected future benefit
payments. These factors are also used to adjust historical benefit payments to current-year constant dollars. A
discounting formula is also used to recognize the timing of benefit payments as 13 payments per year instead of
one lump sum payment per year.

DOL also evaluates the estimated projections to ensure that the estimated future benefit payments are
appropriate. The analysis includes three tests: (1) a comparison of the current-year projections to the prior-
year projections; (2) a comparison of the prior-year projected payments to the current-year actual payments,
excluding any new case payments that had arisen during the current year; and (3) a comparison of the
current-year actual payment data to the prior-year actual payment data. Based on the outcome of this analysis,
adjustments may be made to the estimated future benefit payments.
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Federal Employees Group Life Insurance (FEGLI) Program. Most Interior employees are entitled to participate
in the FEGLI Program. Participating employees can obtain “basic life” term life insurance, with the employee
paying two-thirds of the cost and Interior paying one-third. Additional coverage is optional, to be paid fully by
the employee. The basic life coverage may be continued into retirement if certain requirements are met. OPM
administers this program and is responsible for the reporting of liabilities. For each fiscal year, OPM calculates
the U.S. Government’s service cost for the post-retirement portion of the basic life coverage. Because Interior’s
contributions to the basic life coverage are fully allocated by OPM to the pre-retirement portion of coverage,
Interior has recognized the entire service cost of the post-retirement portion of basic life coverage as an
imputed cost and imputed financing source.

Retirement Programs. Interior employees participate in one of three retirement programs: (1) the Civil Service
Retirement System (CSRS); (2) the Federal Employees Retirement System (FERS), which became effective on
January 1, 1987; or (3) the United States Park Police (USPP) Pension Plan. Most Interior employees hired after
December 31, 1983, are automatically covered by FERS and Social Security. Employees hired prior to January
1, 1984, could elect to either join FERS and Social Security or remain in CSRS. Employees covered by CSRS are
not subject to Social Security taxes, nor are they entitled to accrue Social Security benefits for wages subject to
CSRS.

For FERS employees, Interior contributes an amount equal to 1% of the employee’s basic pay to the tax deferred
Thrift Savings Plan and matches employee contributions up to an additional 4% of pay. During FY 2005, FERS
employees could contribute as much as 15% of their gross earnings to the plan. CSRS employees were limited to
a contribution of 10% of their gross earnings and receive no matching contribution from Interior.

OPM is responsible for reporting assets, accumulated plan benefits, and unfunded liabilities, if any, applicable
to CSRS participants and FERS employees government-wide, including Interior employees. Interior has
recognized an imputed cost and imputed financing source for the difference between the estimated service cost
and the contributions made by Interior and covered CSRS employees.

Police Officers hired on or before December 31, 1985, by the NPS participate in the USPP Pension Plan, which
is administered by the District of Columbia. Each in-service member contributes 7% of their gross earnings.
The normal retirement benefit is 2.5% for each year of service up to 20 with an additional 3% for each year
beyond 20, but no more than an aggregate of 80%. Retirement is permitted after 20 years of service but
mandatory by the age of 60. Annual benefits paid from the USPP Pension Plan are funded on a pay-as-you-go
basis through a permanent indefinite appropriation from the Treasury’s General Fund.

Interior reports the USPP pension liability and associated expense in accordance with OMB guidance. An
actuary estimates Interior’s future cost to provide benefits to current and future retirees using economic
assumptions and historical cost information. The estimate is adjusted by the time value of money and the
probability of having to pay benefits due to assumed decrements for mortality, morbidity, and terminations.

The actuarial liabilities are measured during the fiscal year, with a “roll-forward” or projection to the end of the
year, in accordance with SFFAS Interpretation No. 3, Measurement Date for Pension and Retirement Health
Care Liabilities. The “roll-forward” considers all major factors that affect the measurement that occurred during
the reporting year, including any raises, cost-of-living allowances, and material changes in the number of
participants.

N. Federal Government Transactions

Interior’s financial activities interact with and are dependent upon the financial activities of the centralized
management functions of the Federal Government. These activities include public debt and cash management
activities and employee retirement, life insurance, and health benefit programs. The financial statements of
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Interior do not contain the costs of centralized financial decisions and activities performed for the benefit of the
entire government. However, expenses have been recognized as expenses incurred by other agencies on behalf
of Interior, including settlement of claims and litigation paid by Treasury’s Judgment Fund and the partial
funding of employee benefits by OPM.

Transactions and balances among the Interior’s entities have been eliminated from the Consolidated Balance
Sheet, the Consolidated Statement of Net Cost, and the Consolidated Statement of Changes in Net Position.

As provided for by OMB Circular A-136, the Combined Statement of Budgetary Resources is presented on a
combined basis, therefore, intra-departmental transactions and balances have not been eliminated from this
statement. In accordance with OMB Circular A-136, intra-departmental transactions and balances have been
eliminated from all the amounts on the Consolidated Statement of Financing, except for obligations incurred
and spending authority from offsetting collections and adjustments, which are presented on a combined basis.
Intra-departmental transactions have been eliminated within the Consolidated Statement of Custodial Activity.
In order to present all custodial activity, the distributions to the Department’s entities have not been eliminated
on the Consolidated Statement of Custodial Activity and the Statement of Changes in Net Position. The
distributions, however, are reported separately on the Consolidated Statement of Custodial Activity.

0. Possessory Interest and Leasehold Surrender Interest

Interior has contracts with organizations that manage and operate hotels, lodges, restaurants, gift shops, and
other concession operations at various parks. In accordance with legislation and the contracts, some of these
concessionaires have a possessory interest or leasehold surrender interest (PI/LSI) in certain real property
construction or improvements that the concessionaire pays for and Interior approves.

A concessionaire’s interest may be extinguished provided the concessionaire is compensated for the PI/LSI
in accordance with concession laws and contracts. At the end of the contract period, PI/LSI amounts are
negotiated and either incorporated into new contracts or extinguished through payment. Payment for this
interest has been made by a subsequent concessionaire in most situations.

NPS does not report the assets used by concessioners in its financial statements because the concessioners
control the benefits of the assets and have the responsibilities of the risks and maintenance of the assets. In
addition, NPS does not report a PI/LSI liability at the time a concessioner receives PI/LSI because an event of
financial consequence has not occurred. However, NPS does record a liability at the time that the NPS decides
to discontinue a concession operation or take possession of the assets.

NPS has concession agreements which contain provisions that provide for the establishment of escrow type
accounts to be used to develop, improve, and maintain visitor facilities. The concessioner periodically deposits
a percentage of gross revenue in the account as provided in the concessioner agreement. These “Special
Account” funds are maintained in separate interest-bearing bank accounts for the concessioners, are not

assets of NPS, and may not be used in NPS operations. Therefore, the balances, inflows, and outflows of these
concessioner Special Accounts are not recognized in the consolidated financial statements.

NPS adopted accounting guidance for concession assets effective October 1, 2004. As a result of adopting
this guidance, NPS wrote off the concession assets previously accounted for as general property, plant, and
equipment. The effect of this accounting change was not material to the FY 2005 financial statements.

P. Income Taxes
As an agency of the Federal Government, Interior is generally exempt from all income taxes imposed by any
governing body, whether it be a Federal, State, commonwealth, local, or foreign government.
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Q. Estimates

Interior has made certain estimates and assumptions relating to the reporting of assets, liabilities, revenues,
expenses, and the disclosure of contingent liabilities to prepare these financial statements. Actual results could
differ from these estimates.

R. Reclassification
Certain prior year amounts have been reclassified to conform to current year presentation.

NOTE 2. FUND BALANCE WITH TREASURY

Treasury performs cash management activities for all Federal agencies. The net activity represents Fund Balance
with Treasury. The Fund Balance with Treasury represents the right of Interior to draw down funds from
Treasury for expenses and liabilities.

Fund Balance with Treasury by fund type as of September 30, 2005 and 2004 consists of the following:

(dollars in thousands) FY 2005 FY 2004

General Funds $ 5,070,334 $ 5,033,062
Special Funds 23,879,261 22,541,062
Revolving Funds 2,676,266 2,686,055
Trust Funds 214,102 199,996
Other Fund Types 191,169 405,969
Total Fund Balance with Treasury by Fund Type $ 32,031,132 $ 30,866,144

Interior’s fund types and purpose are described below:

General Funds. These funds consist of expenditure accounts used to record financial transactions arising from
congressional appropriations, as well as receipt accounts.

Special Funds. These accounts are credited with receipts from special sources that are earmarked by law for a
specific purpose. These receipts are available for expenditure for special programs, such as providing housing
for employees on field assignments; Land and Water Conservation and Historic Preservation Fund activities;
sales of public lands, timber, mineral leases; cleanup associated with the Exxon Valdez oil spill; and operating
science and cooperative programs.

Revolving Funds. These funds account for cash flows to and from the government resulting from operations of
the helium operations, Interior franchise fund, and other bureau working capital funds. The revolving funds
are restricted to the purposes set forth in the legislation that established the funds and related investment plans,
and do not fund normal operating expenses of the bureau.

Trust Funds. These funds are used for the acceptance and administration of funds contributed from public and
private sources and programs and in cooperation with other Federal and State agencies or private donors, and
other activities such as maintaining the Boyhood Home of Abraham Lincoln; trust fund construction; highway
maintenance and construction; and managing the Land and Resource Management trust fund, the Alaska
Townsite Trustee fund, and the Aquatic Resources Trust Fund.

Other Fund Types. These include miscellaneous receipt accounts, transfer accounts, performance bonds,
deposit and clearing accounts maintained to account for receipts, and disbursements awaiting proper
classification.
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Status of Fund Balance with Treasury as of September 30, 2005 and 2004 consists of the following:

(dollars in thousands) FY 2005 FY 2004
Unobligated
Available $ 3,883,467 $ 3,887,867
Unavailable 207,134 210,974
Obligated Not Yet Disbursed 6,025,979 5,935,003
Subtotal 10,116,580 10,033,844

Fund Balance with Treasury Not Covered by Budgetary Resources

Unavailable Receipt Accounts 21,735,627 20,435,653
Deposit Funds, Clearing, and Suspense Accounts 178,925 396,647
Subtotal 21,914,552 20,832,300
Total Status of Fund Balance with Treasury $ 32,031,132 $ 30,866,144

The Status of the Fund Balance with Treasury may be classified as unobligated available, unobligated
unavailable, and obligated. Unobligated funds, depending on budget authority, are generally available for new
obligations in current operations. The unavailable amounts are primarily composed of funds in unavailable
collection accounts, such as the Land and Water Conservation Fund and the Reclamation Fund, which are not
available to Interior for use unless appropriated by Congress. The unavailable balance also includes amounts
appropriated in prior fiscal years, which are not available to fund new obligations. The obligated, but not yet
disbursed balance represents amounts designated for payment of goods and services ordered, but not yet
received or goods and services received, but for which payment has not yet been made.

Obligated and unobligated balances reported for the status of fund balance with Treasury do not agree with
obligated and unobligated balances reported on the Combined Statement of Budgetary Resources because the
budgetary balances include amounts supported by other than fund balance with Treasury, such as investments
in Treasury Securities and allocation transfers (transferring agency). Allocation transfers result in differences
for both the transferring and receiving agency because the budgetary amounts are reported by the agency
transferring the funds, but the proprietary amounts are reported by the receiving agency.

NOTE 3. CASH

The cash amount includes balances held by private banks and investing firms and change-making funds
maintained in offices where maps are sold over the counter.

Cash as of September 30, 2005 and 2004 consists of the following:

(dollars in thousands) FY 2005 FY 2004

Cash Not Yet Deposited to Treasury ~ $ 622 $ 417
Imprest Fund 648 664
Total Cash $ 1,270 $ 1,081

NOTE 4. INVESTMENTS, NET

A. Investments in Treasury Securities

The BIA, BLM, Departmental Offices, MMS, NPS, OSM, and FWS invest funds in securities on behalf of
various Interior programs.
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Bureau of Indian Affairs (BIA). The BIA invests irrigation and power receipts in Treasury and public securities
until the funds are required for project operations. Federal investments are purchased under the Treasury
Overnighter Program and in marketable Treasury bills and notes. BIA’s investments in public securities are
discussed more fully below.

Bureau of Land Management (BLM). The BLM is authorized to invest in special non-marketable par value and

market-based book entry Treasury securities. These securities include Treasury bills, notes, bonds, and one-day
certificates that may be purchased and sold as necessary to meet operating needs and legislated requirements.
The BLM invests in these securities of the Treasury pursuant to authorizing legislation for three accounts: (1)
the proceeds of certain land sales authorized by the Southern Nevada Public Land Management Act enacted

in October 1998; (2) the proceeds of certain land sales authorized by the Lincoln County Land Act enacted in
October 2000; and (3) the proceeds of certain oil and gas lease sales authorized by the Alaska Native Claims
Settlement Act and the Alaska National Interest Lands Conservation Act, as amended July 17, 2000.

Departmental Offices. Departmental Offices invest funds that are contributed to the Utah Reclamation
Mitigation and Conservation Account by the Utah Reclamation Mitigation and Conservation Commission in
non-marketable market-based securities issued by the Federal Investment Branch of the Bureau of the Public
Debt. Departmental Offices invest funds for the Natural Resource Damage Assessment and Restoration Fund
(NRDAR), in non-marketable market-based securities issued by Treasury. Funds are invested in both long and
short-term securities, depending upon the program’s needs for their funds.

Departmental Offices invest a portion of Tribal Trust and Special Funds in marketable and non-marketable
market-based securities issued by the Federal Investment Branch of the Bureau of the Public Debt. Investment
instruments are continually reviewed for appropriateness in conjunction with current tribal needs.

Minerals Management Service (MMS). Investments consist of non-marketable, market-based Treasury
securities that are not traded on any securities exchange but mirror the prices of marketable securities
with similar terms. The MMS has limited investment authority based on two categories: Environmental
Improvement and Restoration and Custodial Investments.

The Environmental Improvement and Restoration Fund (EIRF) is available for investment under the Interior
and Related Agencies Appropriations Act of 1998. Congress has permanently appropriated 20 percent of the
prior fiscal year interest earned by the EIRF to the Department of Commerce. The remaining 80 percent of

interest earned remains in the fund and may be appropriated by Congress to certain other agencies, as provided

by the law. This investment was initially funded in 2000 by the settlement of the boundary dispute with the
State of Alaska.

MMS is also required by regulation to invest the 1/5 Outer Continental Shelf (OCS) bid amounts from the

apparent high bidders for all OCS lease sales. Should any of the apparent high bids be later rejected, the 1/5
bid and actual interest earned are returned to the bidder. The investment earned on accepted bids reverts to
Treasury when the bids are accepted.

National Park Service (NPS). In 1996 Congress approved, and President Clinton signed into law the “United
States Commemorative Coin Act of 1996”, mandating the minting and sale of several commemorative coins,
including a National Law Enforcement Officers Memorial Silver Dollar. During FY 2005 the monies generated
from the sale of the National Law Enforcement Officers Memorial Silver Dollars have been invested in a non-
marketable, market-based, interest bearing security. During FY 2005, NPS redeemed a $65 thousand non-
marketable, market-based, interest bearing security for the benefit of the Abraham Lincoln Boyhood Home.
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Investments as of September 30, 2005, consist of the following:

FY 2005
Investment Net Amortized Market Value
(dollars in thousands) Type Cost (Premium)/Discount Investments, Net Disclosure
U.S. Treasury Securities
Bureau of Indian Affairs Marketable $ 66,541 $ - $ 66,541 $ 66,541
Bureau of Land Management Non-Marketable, par value 1,734,975 10,790 1,745,765 1,739,828
Departmental Offices
Utah Reclamation Mitigation and
Conservation Account Non-Marketable, market-based 157,931 (2,248) 155,683 155,165
Natural Resource Damage Assessment
and Restoration Fund Non-Marketable, market-based 179,107 (1,225) 177,882 160,500
Tribal Trust and Special Funds Non-Marketable, market-based 26,333 - 26,333 26,336
Marketable 55,487 (215) 55,272 55,076
Minerals Management Service - Restricted Non-Marketable, market-based 1,032,450 (6,803) 1,025,647 1,014,909
Minerals Management Service - Custodial Non-Marketable, market-based 57,214 106 57,320 57,261
National Park Service Non-Marketable, market-based 1,370 - 1,370 1,370
Office of Surface Mining Non-Marketable, market-based 2,132,891 376 2,133,267 2,122,530
U.S. Fish and Wildlife Service Non-Marketable, market-based 450,309 1,337 451,646 446,705
U.S. Fish and Wildlife Service - Aquatic
Resources Trust Fund Non-Marketable, market-based 1,543,745 983 1,544,728 1,473,847
Total U.S. Treasury Securities 7,438,353 3,101 7,441,454 7,320,068
Accrued Interest 22,215 - 22,215 -
Total Non-Public Investments 7,460,568 3,101 7,463,669 7,320,068
Public Securities
Bureau of Indian Affairs Marketable 1,065 - 1,065 1,066
Departmental Offices - Tribal Trust and
Special Funds Marketable 196,166 431 196,597 193,790
Total Public Securities 197,231 431 197,662 194,856
Accrued Interest 1,463 - 1,463 -
Total Public Investments 198,694 431 199,125 194,856
Total Investments $ 7,659,262 $ 3,532 § 7,662,794 $ 7,514,924

Office of Surface Mining (OSM). Effective October 1, 1991, the OSM was authorized to invest available
Abandoned Mine Land (AML) funds in non-marketable market-based securities issued by the Federal
Investment Branch of the Bureau of the Public Debt in the Treasury. The OSM has authority to invest AML
trust funds in Treasury bills, notes, bonds, and one-day certificates. A portion of the AML investment interest
earned is transferred to the United Mine Workers of America Combined Benefit Fund to provide health benefits

for certain eligible retired coal miners and dependents.

U.S. Fish and Wildlife Service (FWS). The FWS has investments in non-marketable market-based Treasury
securities that consist of various bills purchased through the Federal Investment Branch of the Bureau of the
Public Debt. The invested funds consist of excise tax receipts from the Federal Aid in Wildlife Restoration Fund,

the Aquatic Resources Trust Fund, and the Multi-National Species Conservation Fund.

The Treasury collects, invests, and maintains on behalf of the FWS, the Aquatic Resources Trust Fund (ARTF),
which includes FWS’s Sport Fish Restoration Account. Although the FWS has advisory authority for ARTF
investment decisions, the Treasury has legal responsibility for investing ARTF funds.
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Investments as of September 30, 2004, consist of the following:

FY 2004
Investment Net Amortized Market Value
(dollars in thousands) Type Cost (Premium)/Discoun_Investments, Net Disclosure
U.S. Treasury Securities
Bureau of Indian Affairs Marketable $ 68,565 $ - $ 68,565 $ 68,565
Bureau of Land Management Non-Marketable, par value 826,076 2,620 828,696 828,465
Departmental Offices
Utah Reclamation Mitigation and
Conservation Account Non-Marketable, market-based 152,427 (8,658) 143,769 143,551
Natural Resource Damage Assessment
and Restoration Fund Non-Marketable, market-based 170,592 (1,414) 169,178 168,962
Tribal Trust and Special Funds Non-Marketable, market-based 27,755 - 27,755 27,753
Marketable 49,860 (49) 49,811 49,792
Minerals Management Service - Restricted Non-Marketable, market-based 1,003,203 (6,911) 996,292 1,007,471
Minerals Management Service - Custodial ~Non-Marketable, market-based 27,758 8 27,766 27,769
National Park Service Non-Marketable, market-based 64 1 65 65
Office of Surface Mining Non-Marketable, market-based 2,042,801 168 2,042,969 2,051,753
U.S. Fish and Wildlife Service Non-Marketable, market-based 363,832 (1,073) 362,759 363,614
U.S. Fish and Wildlife Service - Aquatic
Resources Trust Fund Non-Marketable, market-based 1,455,389 (4,045) 1,451,344 1,446,897
Total U.S. Treasury Securities 6,188,322 (19,353) 6,168,969 6,184,657
Accrued Interest 18,360 - 18,360 -
Total Non-Public Investments 6,206,682 (19,353) 6,187,329 6,184,657
Public Securities
Bureau of Indian Affairs Marketable 1,077 - 1,077 1,078
Departmental Offices - Tribal Trust and
Special Funds Marketable 188,966 476 189,442 189,679
Total Public Securities 190,043 476 190,519 190,757
Accrued Interest 1,325 - 1,325 -
Total Public Investments 191,368 476 191,844 190,757
Total Investments $ 6,398,050 $ (18,877) $ 6,379,173  $ 6,375,414

Consistent with authorizing legislation and Treasury fiscal investment policies, the Secretary of the Treasury
invests such portions of the ARTF balance deemed by the program agencies not necessary to meet current
withdrawals to cover program and related costs as defined by law. Such investments are in non-marketable par
value or non-marketable market-based securities as authorized by legislation and are issued and redeemed by
the Federal Investment Branch of the Bureau of the Public Debt, in the Treasury. These securities are held in the
name of the Secretary of the Treasury for the ARTE.

B. Investments in Public Securities

The BIA is authorized by law to invest irrigation and power receipts in marketable Treasury and public
securities. Investments in public securities consist of certificates of deposit from insured institutions, various
mortgage instruments, bank notes, and bonds. Mortgage instruments are issued by the Federal National
Mortgage Association (Fannie Mae) and similar government-sponsored enterprises and government
corporations. Bonds and bank notes are issued by Federal Home Loan Bank, the Federal Judiciary, and the
Federal Farm Credit Bank. Investments in public securities reflect investments held by BIA’s Power and
Irrigation program and are recorded at cost.
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Departmental Offices invest a portion of the Tribal Trust and Special Funds in marketable securities issued
by government-sponsored entities. Investment instruments are continually reviewed for appropriateness in

conjunction with current tribal needs.

NOTE 5. ACCOUNTS AND INTEREST RECEIVABLE, NET

Due From the Public, Net. Accounts receivable due to Interior from the public may arise either from the sale of
products and services or from the imposition of regulatory fines and penalties. Products and services sold by
Interior are diverse and include mineral leases sold by MMS, from which royalties are then collected, the sale of
water and hydroelectric power by BOR, and water testing and other scientific studies conducted for State and
local governments by the USGS. Fines and penalties are imposed by OSM, MMS, FWS, and other bureaus in
the enforcement of various environmental laws and regulations. Unbilled receivables reflect work performed

to date on agreements and uncollected revenue for royalties due subsequent to year-end, which will be billed in

the future.

Accounts and Interest Receivable from the Public consists of the following:

(dollars in thousands) FY 2005 FY 2004
Accounts and Interest Receivable from the Public
Current $ 131,278 $ 114,635
1 - 180 Days Past Due 129,914 25,607
181 - 365 Days Past Due 12,306 49,434
1 to 2 Years Past Due 26,885 77,534
Over 2 Years Past Due 98,954 223,444
Total Billed Accounts and Interest Receivable - Public 399,337 490,654
Unbilled Accounts and Interest Receivable 2,454,061 1,172,570
Total Accounts and Interest Receivable - Public 2,853,398 1,663,224
Allowance for Doubtful Accounts - Public (192,832) (315,583)
Total Accounts and Interest Receivable - Public Net of Allowance $ 2,660,566 $ 1,347,641
Change in Allowance for Doubtful Accounts - Public
Allowance for Doubtful Accounts, beginning 315,583 346,710
Additions 37,727 9,728
Deletions (160,478) (40,855)
Allowance for Doubtful Accounts, ending $ 192,832 $ 315,583

Recovery of Reimbursable Capital Costs. The BOR enters into long-term repayment contracts and water
service contacts with non-Federal (public) water users that allow the use of irrigation and municipal and
industrial (M&I) water facilities in exchange for annual payments to repay a portion of the Federal investment
allocation to the construction of reimbursable irrigation and M&I facilities. Also, power-marketing agencies
enter into agreements with power users to recover capital investment costs allocated to power, on BOR’s behalf.
Costs associated with multipurpose plants are allocated to the various purposes through a cost allocation
process. Generally, only those costs associated with power, irrigation, and M&I water are reimbursable. the
typical repayment contract is up to 40 years, but may extend to 50 years or more if authorized by the Congress.

Unmatured repayment contracts are recognized on the Consolidated Balance Sheet when the annual repayment
amount is earned, at which time current accounts receivable and current period exchange revenue is recorded.
As of September 30, 2005 and 2004, amounts not yet earned under unmatured repayment contracts were $2.5
billion and $2.7 billion respectively.

Due from Federal Agencies, Net. Accounts receivable due from Federal agencies arise from the sale of products
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and services to other Federal agencies, including the sale of maps, the performance of environmental and
scientific services, and administrative and other services. These reimbursable arrangements generally reduce the
duplication of effort within the Federal Government resulting in a lower cost of Federal programs and services.
Substantially all receivables from other Federal agencies are considered to be collectible, as there is no credit
risk. However, an allowance for doubtful accounts is used occasionally to recognize billing disputes.

Accounts and Interest Receivable from Federal entities consist of the following:

(dollars in thousands) FY 2005 FY 2004
Accounts and Interest Receivable from Federal Agencies
Current $ 18,562 $ 40,963
1 - 180 Days Past Due 2,079 519
181 - 365 Days Past Due 93 399
1 to 2 Years Past Due 65 235
Over 2 Years Past Due 260 72
Total Billed Accounts and Interest Receivable - Federal 21,059 42,188
Unbilled Accounts and Interest Receivable 487,618 305,846
Total Accounts and Interest Receivable - Federal 508,677 348,034
Allowance for Doubtful Accounts - Federal - -
Total Accounts and Interest Receivable - Federal, Net of Allowance $ 508,677 $ 348,034

NOTE 6. INTRAGOVERNMENT LOANS AND INTEREST RECEIVABLE, NET

Intragovernment Loans and Interest Receivable, as of September 30, 2005 and 2004, are summarized as follows:

(dollars in thousands) FY 2005 FY 2004

Principal $ 7,771,518 $ -
Interest 1,928,373 -
Cumulative Repayments (7,220,114) -
Allowance for Non-Reimbursable Costs (21,702) -
Intragovernmental Loans and Interest Receivable, Net $ 2,458,075 $ -

Interest rates vary by project and pertinent legislation, and range from 1.25% to 12.4% for the year ended
September 30, 2005. Repayment terms are generally over a period not to exceed 50 years from the time revenue
producing assets are placed in service. There is no Intragovernmental Loans and Interest Receivable balance in
FY 2004 because Interior changed its accounting method for its receivables with Western and BPA in FY 2005.
Refer to Note 24 for more detail.

NOTE 7. LOANS AND INTEREST RECEIVABLE, NET

Direct loans and loan guarantees made prior to FY 1992 were funded by congressional appropriation from
the general or special funds. These loans, referred to as liquidating loans, are reported net of an allowance for
estimated uncollectible loans.

Direct loans and loan guarantees made after FY 1991 are accounted for in accordance with the requirements

of the Credit Reform Act of 1990 and are referred to as credit reform loans. Under credit reform, loans are
comprised of two components. The first component is borrowed from Treasury with repayment provisions.
The second component is for the subsidized portion of the loan and is funded by congressional appropriation.
The Act provides that the present value of the subsidy costs (i.e., interest rate differentials, interest subsidies,
estimated delinquencies and defaults, fee offsets, and other cash flows) associated with the direct loans and loan
guarantees be recognized as a cost in the year the direct or guaranteed loan is disbursed. While this component
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is not subject to repayment, the loan program receives appropriations to fund any increases in subsidy due

to interest rate fluctuations and changes in default rate estimates. In FY 2005, there were no changes in
economic conditions, other risk factors, legislation, credit policies, and subsidy estimation methodologies and
assumptions that have had a significant and measurable effect on subsidy rates, subsidy expense, and subsidy
reestimates.

Included in the financial statements is a subsidy reestimate computed at the end of the fiscal year. The amounts
included in the consolidated financial statements are not reported in the budget until the following fiscal year.

BIA and BOR administer loan programs while the Departmental Offices and NPS provide loans on an
individual basis under special circumstances. An analysis of the loans and the nature and amounts of the
subsidy and associated administrative costs are provided in the following tables.

The subsidy rates disclosed pertain only to the current year cohorts. These rates cannot be applied to direct
loans or guarantees for loans disbursed during the current reporting year to yield the subsidy expense.

The subsidy expense for new loans or guarantees for loans reported in the current year could result from
disbursements of loans from both the current year and prior year cohorts. The subsidy expense reported in the
current year also includes modifications and reestimates.

Bureau of Indian Affairs. The BIA provides guaranteed loans to Indian Tribes and organizations, Indian

individuals, and Alaska Natives for economic development purposes. The BIA loan program includes the
Indian Direct Loan Program (which ceased providing loans in 1995), the Indian Loan Guarantee Program
under the Credit Reform Act, and a Liquidating Fund for loans made prior to 1992.

Interest is accrued daily on the outstanding principal balance of direct and assigned loans based on a 360-day
year for pre-credit reform loans and a 365-day year for credit reform loans. The interest rate charged on each
loan is the Indian Financing Act rate that was effective at the time the loan was made. Interest is accrued on
current and delinquent loans. Late fees accrue if a payment is received 15 days after its due date. For pre-
credit reform loans, the amount of interest and late fees receivable is reduced by an allowance for uncollectible
accounts. For credit reform direct loans, the interest and late fees receivable are considered in the subsidy
allowance account.

Bureau of Reclamation. The BOR operates loan programs that provide Federal assistance to non-Federal
organizations for constructing or improving water resource projects in the Western States. Reclamation’s loan
programs are authorized under the Small Reclamation Projects Act of 1956, the Distribution System Loans Act,
the Rural Development and Policy Act of 1980, and the Rehabilitation and Betterment Act. The loan programs
are classified into two categories, credit reform loans and other loans made prior to the Credit Reform Act.

Other loans consist primarily of drought relief and repayment loans. The other loans receivable balances
represent amounts due to Reclamation, net of an allowance for estimated uncollectible loan balances. The
allowance is determined by management for loan balances where collectibility is considered to be uncertain
based on various factors, including age, past experience, present market and economic conditions, and
characteristics of debtors.

Loan interest rates vary depending on the applicable legislation; in some cases, there is no stated interest rate
on agricultural and Native American loans. Interest on applicable loans does not accrue until the loan enters
repayment status.

The subsidy expense reported for FY 2005 includes interest and technical reestimates. These reestimates
resulted in a net increase to the subsidy cost allowance of $20.6 million for the period ended September 30,
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2005. The technical reestimate adjusted for differences between the projected cash flows that were expected

versus actual cash flows. The interest reestimate adjusted the subsidy allowance to provide for the prevailing
interest rate at the time the loans were disbursed versus the interest rates assumed in the budget preparation
process.

Departmental Offices. Departmental Offices have two loans, one pre-credit reform loan to the U.S. Virgin
Islands and one post-credit reform loan to the American Samoa Government (ASG).

In 1977, a loan was extended to the Virgin Islands. The loan receivable from the Virgin Islands has an offsetting
liability to the Federal Financing Bank. It has a final payment due date of January 2, 2007. Principal and interest
are due in January and July of each year. Interest is based on the amortization schedule for the loan with the
Federal Financing Bank. The interest is accrued at year end based upon the period of July - September.

In 2001, a loan was extended to the American Samoa Government. The total has been approved for $18.6
million and made available to the ASG bearing interest at a rate equal to the Treasury cost of borrowing for
obligations of similar duration. The proceeds of the loan were used by the ASG for debt reduction and fiscal
reform. In FY 2005, Interior wrote off the entire loan based on a reassessment of the loan’s collectibility.

National Park Service. The NPS has a single non-interest bearing loan with the Wolf Trap Foundation for

the Performing Arts with an original loan principal totaling $8.5 million. The loan principal is to be repaid

to the NPS within 25 years from June 1, 1991. The loan principal is repaid in equal annual installments of
approximately $360,000, except for the first three annual payments of $215,000 per year. Repayment of the
loan principal may include a credit of up to $60,000 annually, for public service tickets given to entities exempt
from taxation pursuant to section 501(c) (3) of the Internal Revenue Code of 1986. In FY 2005 and 2004,

the NPS granted the full $60,000 credit to Wolf Trap. The monies received for repayment of this loan may be
retained until expended by the Secretary of the Interior in consultation with the Wolf Trap Foundation for the
maintenance of structures, facilities, and equipment of the park.

Credit Reform balances, as of September 30, 2005 and 2004, are summarized as follows:

(dollars in thousands)

A. Direct Loan and Loan Guarantee Program Names: FY 2005 FY 2004

Bureau of Indian Affairs - Direct Liquidating Loans (Pre-Credit

Reform) $ 18,378 $ 22,826
Bureau of Indian Affairs - Direct Loans (Credit Reform) 8,890 9,920
Bureau of Indian Affairs - Guaranteed Liquidating Loans (Pre-

Credit Reform) 317 558
Bureau of Indian Affairs - Guaranteed Loans (Credit Reform) 546 254
Bureau of Reclamation - Direct Loans (Pre-Credit Reform) 53,598 56,753
Bureau of Reclamation - Direct Loans (Credit Reform) 92,870 110,147
Departmental Offices - Virgin Island (Pre-Credit Reform) 5,658 7,824
Departmental Offices - American Samoa Government (Credit

Reform) - 15,274
National Park Service - Wolf Trap Foundation (Pre-Credit Reform) 3,598 3,958
Total Loans and Interest Receivable, Net $ 183,855 $ 227,514
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(dollars in thousands)
Direct Loans

B. Direct Loans Obligated Prior to FY 1992:

Direct Loans Obligated Prior to FY 1992 (Allowance for Loss Method): Value of
Loans Allowance Assets
Receivable, Interest For Loan Foreclosed Related to
Direct Loan Programs Gross Receivable Losses Property  Direct Loans

Bureau of Indian Affairs - Direct

Liquidating Loans (Pre-Credit Reform) $ 17,154  $ 4,812 $ (3,588) $ - $ 18,378

Bureau of Reclamation - Direct Loans

(Pre-Credit Reform) 60,775 78 (7,255) - 53,598

Departmental Offices - Virgin Island (Pre-

Credit Reform) 5,523 135 - - 5,658

National Park Service - Wolf Trap

Foundation (Pre-Credit Reform) 3,598 - - - 3,598
FY 2005 Total $ 87,050 $ 5025 $ (10,843) $ - $ 81,232

Bureau of Indian Affairs - Direct

Liquidating Loans (Pre-Credit Reform) $ 21,529 $ 7,281 % (5,984) $ - $ 22,826

Bureau of Reclamation - Direct Loans

(Pre-Credit Reform) 63,929 79 (7,255) - 56,753

Departmental Offices - Virgin Island (Pre-

Credit Reform) 7,640 184 - - 7,824

National Park Service - Wolf Trap

Foundation (Pre-Credit Reform) 3,958 - - - 3,958
FY 2004 Total $ 97,056 $ 7,544 $ (13,239) $ - 8 91,361

(dollars in thousands)
C. Direct Loans Obligated After FY 1991:

Allowance for  Value of

Loans Subsidy Cost Assets
Receivable, Interest Foreclosed (Present Related to
Direct Loan Programs Gross Receivable Property Value) Direct Loans
Bureau of Indian Affairs - Direct Loans
(Credit Reform) $ 7,773 $ 461 $ - $ 656 $ 8,890
Bureau of Reclamation - Direct Loans
(Credit Reform) 117,881 - - (25,011) 92,870
Departmental Offices - American Samoa
Government (Credit Reform) 17,324 626 (17,950) -
FY 2005 Total $ 142,978 $ 1,087 $ - $  (42,305) $ 101,760
Bureau of Indian Affairs - Direct Loans
(Credit Reform) $ 9,528 $ 685 $ - % (293) $ 9,920
Bureau of Reclamation - Direct Loans
(Credit Reform) 119,624 - . (9,477) 110,147
Departmental Offices - American Samoa
Government (Credit Reform) 17,142 695 - (2,563) 15,274
FY 2004 Total $ 146,294 $ 1,380 $ - $ (12,333) $§ 135,341
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(dollars in thousands)
D. Total Amount of Direct Loans Disbursed (Post 1991):

Direct Loan Programs FY 2005 FY 2004
Bureau of Reclamation - Direct Loans (Credit Reform) $ 10 4,111
Total $ 10 4,111
(dollars in thousands)
E. Subsidy Expense for Direct Loans by Program and Component:
Subsidy Expense for New Direct Loans Disbursed:
Fees and
Interest Other
Direct Loan Programs Differential Defaults Collections Other Total
Bureau of Reclamation - Direct Loans (Credit
Reform) $ - $ - $ - $ - $ -
FY 2005 Total $ - $ - $ - $ - $ -
Fees and
Interest Other
Direct Loan Programs Differential Defaults Collections Other Total
Bureau of Reclamation - Direct Loans (Credit
Reform) $ 2 $ - $ - $ - $ 2
FY 2004 Total $ 2 $ - $ - 8 - 8 2
Modifications and Reestimates
Total Interest Rate ~ Technical Total
Direct Loan Programs Modifications Reestimates Reestimates _ Reestimates
Bureau of Indian Affairs - Direct Loans (Credit Reform) $ - $ 51 $ 3 9 54
Bureau of Reclamation - Direct Loans (Credit Reform) - 3,120 17,224 20,344
Departmental Offices - American Samoa Government
(Credit Reform) 15,387 - - 15,387
FY 2005 Total $ 15,387 § 3,171  $ 17,227  $ 35,785
Bureau of Indian Affairs - Direct Loans (Credit Reform) $ - % - $ 267 $ 267
Bureau of Reclamation - Direct Loans (Credit Reform) - - - -
Departmental Offices - American Samoa Government
(Credit Reform) - (1,297) 962 (335)
FY 2004 Total $ - $ (1,297) § 1,229 $ (68)
Total Direct Loan Subsidy Expense:
Direct Loan Programs FY 2005 FY 2004
Bureau of Indian Affairs - Direct Loans (Credit Reform) $ 54 $ 267
Bureau of Reclamation - Direct Loans (Credit Reform) 20,344 2
Departmental Offices - American Samoa Government (Credit Reform) - (335)
Total $ 20,398 § (66)
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(dollars in thousands)
F. Subsidy Rates for Direct Loans by Program and Component:

Budget Subsidy Rates for Direct Loans for the Cohorts:

Fees and
Interest Other
Direct Loan Programs Differential Defaults Collections Other Total
Bureau of Reclamation - Direct Loans
(Credit Reform) 0.0% 0.0% 0.0% 0.0% 0.0%
Departmental Offices - American Samoa
Government (Credit Reform) 0.0% 0.0% 0.0% 0.0% 0.0%
FY 2005 Total 0.0% 0.0% 0.0% 0.0% 0.0%
Fees and
Interest Other
Direct Loan Programs Differential Defaults Collections Other Total
Bureau of Reclamation - Direct Loans
(Credit Reform) 0.0% 0.0% 0.0% 0.0% 0.0%
Departmental Offices - American Samoa
Government (Credit Reform) 0.0% 0.0% 0.0% 0.0% 0.0%
FY 2004 Total 0.0% 0.0% 0.0% 0.0% 0.0%

(dollars in thousands)
G. Schedule for Reconciling Direct Loan Subsidy Cost Allowance Balances (Post-1991 Direct Loans)

FY 2005 FY 2004

Beginning balance of the subsidy cost allowance $ 12,333 $ 32,385
Add: Subsidy expense for direct loans disbursed during the reporting
years by component:

(a) Interest rate differential costs - 2

Total of the above subsidy expense components - 2

Adjustments:

(a) Loans written off 14,540 (15,410)

(b) Subsidy allowance amortization (4,852) (4,406)

(¢) Other (113) (170)
Ending balance of the subsidy cost allowance before reestimates 21,908 12,401
Add or subtract subsidy reestimates by component:

(a) Interest rate reestimate 3,171 (1,297)

(b) Technical/default reestimate 17,227 1,229

Total of the above reestimate components 20,398 (68)
Ending balance of the subsidy cost allowance $ 42,306 $ 12,333

The allowance for Subsidy Account reflects the unamortized credit reform subsidy for direct loans.
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(dollars in thousands)
Defaulted Guaranteed Loans

H. Defaulted Guaranteed Loans from Pre-1992 Guarantees (Allowance for Loss Method):

Value of Assets

Defaulted Related to
Guaranteed Defaulted
Loans Allowance Guaranteed
Receivable, Interest Foreclosed For Loan Loans,
Loan Guarantee Programs Gross Receivable Property Losses Receivable, Net
Bureau of Indian Affairs -
Guaranteed Liquidating Loans
(Pre-Credit Reform) $ 6,804 $ 3,757 $ - $  (10,244) $ 317
FY 2005 Total $ 6,804 $ 3,757 $ - $ (10,244) $ 317
Bureau of Indian Affairs -
Guaranteed Liquidating Loans
(Pre-Credit Reform) $ 11,087 $ 7,503 § - $ (18,032) $ 558
FY 2004 Total $ 11,087 $ 7,503 $ - $ (18,032) $ 558
(dollars in thousands)
I. Defaulted Guaranteed Loans from Post-1991 Guarantees (Present Value Method):
Value of Assets
Defaulted Allowance for ~ Related to
Guaranteed Subsidy Defaulted
Loans Cost Guaranteed
Receivable, Interest Foreclosed (Present Loans,
Loan Guarantee Programs Gross Receivable Property Value) Receivable, Net
Bureau of Indian Affairs -
Guaranteed Loans (Credit
Reform) $ 4,930 $ 1,052 $ -3 (5,436) $ 546
FY 2005 Total $ 4,930 $ 1,052 $ -3 (5,436) $ 546
Bureau of Indian Affairs -
Guaranteed Loans (Credit
Reform) $ 2,148 $ 779 $ - $ (2,673) $ 254
FY 2004 Total $ 2,148 $ 779 $ ~$ (2,673) $ 254
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(dollars in thousands)
Loan Guarantees

J. Guaranteed Loans Outstanding as of September 30, 2005:
Guaranteed Loans Outstanding

Outstanding
Principal Amount of
of Guaranteed Outstanding
Loans, Principal
Loan Guarantee Programs Face Value Guaranteed
Pre-1992 $ 5,301 $ 4,753
FY 1992 705 625
FY 1993 1,417 1,227
FY 1994 10,859 9,761
FY 1995 2,396 1,946
FY 1996 6,594 5,934
FY 1997 6,335 5,587
FY 1998 4,687 4,199
FY 1999 26,936 24,007
FY 2000 41,953 37,724
FY 2001 24,116 21,303
FY 2002 29,665 26,088
FY 2003 46,623 41,793
FY 2004 71,912 64,265
FY 2005 28,697 25,815
Total $ 308,196 $ 275,027
New Guaranteed Loans Disbursed (Current reporting year):
Outstanding
Principal Amount of
of Guaranteed Outstanding
Loans, Principal

Loan Guarantee Programs Face Value Guaranteed
Amount Paid in FY 2005 for Prior Years $ 24,305 $ 21,874
Amount Paid in FY 2005 for 2005 Guarantees 28,725 25,852
FY 2005 Total $ 53,030 $ 47,726
Amount Paid in FY 2004 for Prior Years $ 32,315 $ 29,083
Amount Paid in FY 2004 for 2004 Guarantees 55,855 49,850
FY 2004 Total $ 88,170 $ 78,933
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(dollars in thousands)
K. Liability for Loan Guarantees:

Liability for Loan Guarantees (Estimated Future Default Claims for pre-1992 guarantees):
Liabilities for

Losses on Liabilities for
Pre-1992 Loan
Guarantees, Guarantees, Total
Estimated for Post-1991 Liabilities
Future Guarantees, for Loan
Loan Guarantee Programs Default Claims ~ Present Value Guarantees
Bureau of Indian Affairs - Guaranteed Liquidating
Loans (Pre-Credit Reform) $ - $ 81,670 $ 81,670
FY 2005 Total $ - $ 81,670 $ 81,670
Bureau of Indian Affairs - Guaranteed Liquidating
Loans (Pre-Credit Reform) $ - $ 60,081 $ 60,081
FY 2004 Total $ - $ 60,081 $ 60,081
(dollars in thousands)
L. Subsidy Expense for Loan Guarantees by Program and Component:
Subsidy Expense for New Loan Guarantees: Fees and
Interest Other
Loan Guarantee Programs Supplements  Defaults Collections Other Total
Bureau of Indian Affairs - Guaranteed
Loans (Credit Reform) $ 2,414  $ 2,011 $ (954) $ - $ 3,471
FY 2005 Total $ 2,414  $ 2,011 $ (954) $ - $ 3,471
Bureau of Indian Affairs - Guaranteed
Loans (Credit Reform) $ 3,976 $ 3,220 $ (1,592) $ - $ 5,604
FY 2004 Total $ 3,976 $ 3,220 $ (1,592) $ - $ 5,604
Modifications and Reestimates:
Total Interest Rate  Technical Total
Loan Guarantee Programs Modifications Reestimates Reestimates  Reestimates
Bureau of Indian Affairs - Guaranteed
Loans (Credit Reform) $ - $ 3,760 $ 14,955 $ 18,715
FY 2005 Total $ - $ 3,760 $ 14,955 $ 18,715
Bureau of Indian Affairs - Guaranteed
Loans (Credit Reform) $ - $ -3 451 $ 451
FY 2004 Total $ - 8 - 8 451 § 451
Total Loan Guarantee Subsidy Expense:
Loan Guarantee Programs FY 2005 FY 2004
Bureau of Indian Affairs - Guaranteed Loans (Credit Reform) $ 22,186 $ 6,055
Total $ 22,186 $ 6,055
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(dollars in thousands)
M. Subsidy Rates for Loan Guarantees by Program and Component:

Budget Subsidy Rates for Loan Guarantees for the Current Year's Cohorts:

Interest Fees and Other
Loan Guarantee Programs Supplements  Defaults Collections Other Total

Bureau of Indian Affairs -

Guaranteed Loans (Credit Reform) 4.5% 4.1% -1.8% 0.0% 6.8%
FY 2005 Total 4.5% 4.1% -1.8% 0.0% 6.8%

Bureau of Indian Affairs -

Guaranteed Loans (Credit Reform) 4.7% 3.3% -1.8% 0.0% 6.2%
FY 2004 Total 4.7% 3.3% -1.8% 0.0% 6.2%

(dollars in thousands)
N. Schedule for Reconciling Loan Guarantee Liability Balances

FY 2005 FY 2004

Beginning balance of the loan guarantee liability $ 60,081 $ 52,185
Add: Subsidy expense for guaranteed loans disbursed during the
reporting years by component:

(a) Interest supplement costs 2,415 3,976

(b) Default costs (net of recoveries) 2,011 3,220

(c) Fees and other collections (954) (1,592)

Total of the above subsidy expense components 3,472 5,604

Adjustments:

(a) Fees received 951 1,422

(b) Interest supplements paid (1,657) (1,564)

(c) Claim payments to lenders (2,848) (1,281)

(d) Interest accumulation on the liability balance 2,956 3,264
Ending balance of the loan guarantee liability before reestimates 62,955 59,630
Add or subtract subsidy reestimates by component:

(a) Interest rate re-estimate 3,760 -

(b) Technical/default reestimate 14,955 451

Total of the above reestimate components 18,715 451
Ending balance of the loan guarantee liability $ 81,670 $ 60,081
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(dollars in thousands)
0. Administrative Expense:

Direct Loan Programs Loan Guarantee Programs
Bureau of Reclamation - Bureau of Indian Affairs -
Direct Loans (Credit Reform) $ 78 Guaranteed Loan Programs $ 1,151

Departmental Offices - American
Samoa Government (Credit

Reform) - -
FY 2005 Total $ 78 $ 1,151

Bureau of Reclamation - Bureau of Indian Affairs -

Direct Loans (Credit Reform) $ 113 Guraranteed Loan Programs $ 4,405

Departmental Offices - American

Samoa Government (Credit

Reform) 836 -
FY 2004 Total $ 949 $ 4,405

NOTE 8. INVENTORY AND RELATED PROPERTY, NET
Inventory and Related Property as of September 30, 2005 and 2004 consists of the following:

(dollars in thousands) FY 2005 FY 2004
Inventory

Published Maps Held for Current/Future Sale $ 9,675 $ 10,070

Raw Materials Held for Use - 1,252

Gas and Storage Rights held for Current / Future Sales 1,055 1,055

Airplane Parts Held for Use 429 19

Aviation Fuel Held for Use 100 548
Operating Materials

Working Capital Fund: Inventory, Held for Use 306 444
Stockpile Materials

Recoverable Below-Ground Crude Helium, Held in Reserve 303,018 319,821
Total Inventory and Related Property 314,583 333,209
Allowance for Obsolescence (8,888) (8,890)
Net Inventory and Related Property $ 305,695 $ 324,319
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NOTE 9. GENERAL PROPERTY, PLANT, AND EQUIPMENT, NET
General Property, Plant, and Equipment, consists of that property which is used in operations and, with some
exceptions, consumed over time. Property, Plant, and Equipment categories, with corresponding accumulated
depreciation, as of September 30, 2005 and 2004, are shown in the following tables.

Acquisition Accumulated FY 2005

(dollars in thousands) Cost Depreciation Net Book Value
Land and Land Improvements $ 2,044,787  $ 62,707  $ 1,982,080
Buildings 2,804,111 1,161,271 1,642,840
Structures and Facilities 19,746,770 8,967,840 10,778,930
Leasehold Improvements 37,015 7,587 29,428
Construction in Progress

Construction in Progress - General 1,519,655 - 1,519,655

Construction in Progress in Abeyance 558,739 - 558,739
Equipment, Vehicles, and Aircraft 1,847,963 1,167,222 680,741
Assets Under Capital Lease 28,179 3,614 24,565
Internal Use Software:

In Use 123,583 63,295 60,288

In Development 46,512 - 46,512

Total Property, Plant, and Equipment $ 28,757,314 § 11,433,536 $ 17,323,778
Acquisition Accumulated FY 2004

(dollars in thousands) Cost Depreciation Net Book Value
Land and Land Improvements $ 2,035,912 $ 58,184 $ 1,977,728
Buildings 2,685,764 1,107,695 1,578,069
Structures and Facilities 19,595,462 8,729,097 10,866,365
Leasehold Improvements 34,104 3,449 30,655
Construction in Progress

Construction in Progress - General 1,332,970 - 1,332,970

Construction in Progress in Abeyance 557,054 - 557,054
Equipment, Vehicles, and Aircraft 1,780,236 1,095,542 684,694
Assets Under Capital Lease 28,185 2,185 26,000
Internal Use Software:

In Use 121,564 50,924 70,640

In Development 30,036 - 30,036
Total Property, Plant, and Equipment $ 28,201,287 $ 11,047,076 $ 17,154,211
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NOTE 10. ASSETS ANALYSIS

Assets of Interior include entity assets (unrestricted and restricted) and non-entity assets. Unrestricted assets
are those available for use by Interior. Restricted assets, as defined by Interior, are certain large unavailable
receipt funds that are only available for Interior use when appropriated by Congress. Non-entity assets are
currently held by, but not available to, Interior and will be forwarded to Treasury or other agencies at a future
date.

Entity restricted assets consist of the Land and Water Conservation Fund, the Historic Preservation Fund, the
portion of the Aquatic Resources Trust Fund not designated for other Federal agencies, the Environmental
Improvement and Restoration Fund, the Reclamation Fund, and other unavailable receipt funds. See Note 23,
Dedicated Collections, for additional information on some of these funds.

Non-entity assets, restricted by nature, consist of MMS’s custodial royalty activity, a portion of the Aquatic
Resources Trust Fund that is held for others, amounts in deposit, miscellaneous receipts, special receipts, and

budget clearing accounts held for others.

The Interior’s assets as of September 30, 2005 are summarized into the following categories:

Entity Entity Non Entity

(dollars in thousands) Unrestricted Restricted Restricted FY 2005
Intragovernmental Assets:

Fund Balance with Treasury $ 10,291,182 $ 21,500,893 $ 239,057 $ 32,031,132

Investments, Net 5,092,465 1,713,703 657,501 7,463,669

Accounts and Interest Receivable 151,958 12,614 344,105 508,677

Loans and Interest Receivable, Net - 2,458,075 - 2,458,075

Other

Advances and Prepayments 1,405 - - 1,405

Total Intragovernmental Assets 15,537,010 25,685,285 1,240,663 42,462,958
Cash 1,270 - - 1,270
Investments, Net 199,125 - - 199,125
Accounts and Interest Receivable, Net 213,750 4,360 2,441,956 2,660,566
Loans and Interest Receivable, Net 130,256 33,901 19,698 183,855
Inventory and Related Property, Net 305,695 - - 305,695
General Property, Plant, and Equipment, Net 17,323,778 - - 17,323,778
Other

Advances and Prepayments 136,074 - - 136,074

Net Power Rights 160,579 - - 160,579

Subtotal 296,653 - - 296,653
Stewardship Assets
TOTAL ASSETS $ 34,007,537 $ 25,724,046 $ 3,702,317 $ 63,433,900
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The Interior’s assets as of September 30, 2004, are summarized into the following categories:

Entity Entity Non Entity

(dollars in thousands) Unrestricted Restricted Restricted FY 2004
Intragovernmental Assets:

Fund Balance with Treasury $ 10,170,437 $ 20,251,642 $ 444,065 $ 30,866,144

Investments, Net 3,937,294 1,642,228 607,807 6,187,329

Accounts and Interest Receivable 120,358 9,827 217,849 348,034

Other

Advances and Prepayments 1,211 - - 1,211

Total Intragovernmental Assets 14,229,300 21,903,697 1,269,721 37,402,718
Cash 1,081 - - 1,081
Investments, Net 191,844 - - 191,844
Accounts and Interest Receivable, Net 157,582 3,780 1,186,279 1,347,641
Loans and Interest Receivable, Net 170,761 35,804 20,949 227,514
Inventory and Related Property, Net 324,319 - - 324,319
General Property, Plant, and Equipment, Net 17,154,211 - - 17,154,211
Other

Advances and Prepayments 126,579 - - 126,579

Net Power Rights 170,371 - - 170,371

Subtotal 296,950 - - 296,950
Stewardship Assets
TOTAL ASSETS $ 32,526,048 $ 21,943,281 § 2,476,949 $ 56,946,278

NOTE 11. INTRAGOVERNMENTAL DEBT
Interior’s debt to Treasury consists of: (1) the helium production fund; (2) borrowings to finance the credit
reform loan programs; and (3) borrowings to finance loans under the Federal Financing Bank.

Intragovernmental debt to Treasury activity as of September 30, 2005 and 2004, is summarized as follows:

FY 2004 Borrowing / FY 2004 Borrowing / FY 2005
(dollars in thousands) Beginning Balance (Repayments), Net Ending Balance  (Repayments), Net Ending Balance
Helium Fund $ 1,199,204 § (60,000) $ 1,139,204 $ (65,000) $ 1,074,204
Credit Reform Borrowings 155,643 2,391 158,034 (17,236) 140,798
Federal Financing Bank 9,605 (1,964) 7,641 (2,118) 5,523
Total Debt Due to Treasury $ 1,364,452 § (59,573) $ 1,304,879 $ (84,354) $ 1,220,525

A. Helium Fund - Bureau of Land Management

The Helium Fund was established in the late 1950s and early 1960s to ensure that the Federal Government had
access to a dependable supply of helium, which at that time was considered to be a critical defense commodity.
Start-up capital was loaned to the helium program, with the expectation that the capital would be repaid

with the proceeds of sales to other Federal Government users of helium. However, subsequent changes in

the market price of helium and the need of government users for the commodity made the repayment of the
capital and subsequent accrued interest impractical. Given the intragovernmental nature of the loan, unless

the loan is forgiven, the funds for repayment to Treasury must come from the Treasury, either in the form of
appropriations to the helium fund to repay the loan or in the form of appropriations to other government users
of helium to pay the higher prices necessary to permit loan repayment.
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The principal reported in the following table reflects the amount recorded by Treasury for the net worth capital
and retained earnings of the Helium Fund. It also includes any monies expended thereafter by Interior from
funds provided in the Supplemental Appropriation Act of 1959 for construction of a helium plant at Keyes,
Oklahoma. Furthermore, the principal balance, which includes borrowings from Treasury, represents funds
borrowed for the acquisition and construction of helium plants and facilities and other related purposes
including the purchase of helium. These amounts were due 25 years from the date the funds were borrowed.
However, as funding has not been received to repay the amounts due, the amounts could not be repaid.

Interest on borrowing is compound interest on the debts described above, at rates determined by the Secretary
of the Treasury, taking into consideration the current average market yields of outstanding marketable
obligations of the United States having maturities comparable to investments authorized. The interest rate was
determined at the time of each borrowing. With the passage of the Helium Privatization Act of 1996, no further
interest is being accrued on this debt.

Until FY 2002, Interior had generally paid $10 million annually on its debt to Treasury. Due to the increased
revenue in the helium fund, as a result of the sale of stockpile crude helium which began in March 2003 and
will continue until January 1, 2015, Interior is planning to repay at least $50 million each year, with exact
amounts depending on annual revenues collected. The repayments will continue until the debt is repaid or
until the stockpile crude helium sales cease. At that time the repayment plan will be revised.

Debt related to the Helium Fund, as of September 30, 2005 and 2004, is summarized as follows:

(dollars in thousands) FY 2005 FY 2004
Principal $ 251,651 $ 251,651
Interest

Balance, Beginning of Year 887,553 947,553

Repayments (65,000) (60,000)

Balance, End of Year 822,553 887,553
Total Debt Due to Treasury $ 1,074,204 $ 1,139,204

B. Intragovernmental Debt to Treasury under Credit Reform
BIA, BOR, and Departmental Offices (Office of Insular Affairs) have borrowed funds from Treasury in
accordance with the Credit Reform Act of 1990 to fund loans under various loan programs.

Bureau of Indian Affairs. The Credit Reform Act authorizes the BIA to borrow from Treasury the amount of
a direct loan disbursement, less the subsidy. The Act provides that the present value of the subsidy costs (i.e.,
interest rate differentials, interest subsidies, estimated delinquencies and defaults, fee offsets and other cash
flows) associated with the direct loans and loan guarantees be recognized as a cost in the year the direct or
guaranteed loan is disbursed.

Interest is accrued daily on the outstanding principal balance of direct and assigned loans based on a 365-day
year for credit reform loans. The interest rate charged on each loan is the Indian Financing Act Rate that was
effective at the time the loan was made and ranges from 4.87 percent to 11.12 percent. These loans have various
maturity dates from 2006 to 2028.
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Bureau of Reclamation. As discussed in Note 7, Reclamation makes loans that are subject to the provisions of
Credit Reform. Under the Credit Reform Act, loans consist of two components - the part borrowed from the
Treasury and the appropriated part to cover the estimated subsidy. The maturity dates for these loans range
from 2012 to 2047. The weighted average interest rate used to calculate interest owed to Treasury ranges from
6.01 percent to 6.82 percent.

Departmental Offices. Interest is accrued annually based on the prevailing market yield on Treasury securities
of comparable maturity. The weighted average interest rate used to calculate interest owed to Treasury is 5.4
percent. The loan has a final payment date of September 30, 2027.

C. Intragovernmental Debt to Treasury - Federal Financing Bank

Departmental Offices (Office of Insular Affairs) has borrowed funds from Treasury in accordance with the
Federal Financing Bank Act of 1973 for the purpose of operating a direct loan and loan guarantee program.
Interest is based on the amortization schedule for the loan with the Federal Financing Bank. Principal and
interest payments are due in January and July of each year. Interest is accrued at year end based upon the July
to September period. The interest rate charged on each loan ranges from 7.85 percent to 12.7 percent. The loan
has a final payment due date of January 2, 2007.

NOTE 12. FEDERAL EMPLOYEE AND VETERAN BENEFITS PAYABLE
Federal Employee and Veteran Benefits Payable, as of September 30, 2005 and 2004, consisted of the following:

(dollars in thousands) FY 2005 FY 2004
Federal Employee and Veteran Benefits Payable
U.S. Park Police Pension Actuarial Liability $ 678,400 $ 639,500
Federal Employees Compensation Actuarial Liability 689,305 664,855
Total Federal Employee and Veteran Benefits Payable $ 1,367,705 $ 1,304,355

U.S. Park Police Pension Plan. In estimating the U.S. Park Police Pension Plan (USPP Pension Plan) liability
and associated expense, the NPS’s actuary applies economic assumption to historical cost information to
estimate the government’s future cost to provide benefits to current and future retires. The estimate is adjusted
by the time value of money and the probability of having to pay benefits due to assumed decrements for
mortality, morbidity, and terminations. The following table presents the significant economic assumptions
used to estimate the USPP Pension Plan liability and associated expenses and the change in the USPP Pension
Plan Liability.

In FY 2004, NPS used OPM’s assumptions for interest, inflation, and salary increases to calculate the actuarial
USPP Pension Plan Liability and associated expense. However, OPM subsequently adjusted their assumptions
which caused NPS’s assumptions to differ slightly. The impact on the actuarial USPP Pension Plan liability and
associated expense, because of the difference, is not significant.

Economic Assumptions Used FY 2005 FY 2004
Interest Rate 6.25 6.75
Inflationary Rate 3.25 3.75
Projected Salary Increase 4.00 4.25
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(dollars in thousands)

UPP Pension Plan Expense FY 2005 FY 2004
Normal Costs $ 1,700 $ 1,600
Interest 42,300 41,500
Assumption Changes at Beginning of Year 24,549 (25,305)
Total Pension Expenses $ 68,549 § 17,795

(dollars in thousands)

USPP Pension Plan Liability FY 2005 FY 2004
Beginning Balance $ 639,500 $ 649,300
Total Pension Expense 68,549 17,795
Less Benefit Payments (29,649) (27,595)
Ending Balance $ 678,400 $ 639,500

NOTE 13. CONTINGENT LIABILITIES AND ENVIRONMENTAL AND DISPOSAL LIABILITIES

Interior has responsibility to remediate sites with environmental contamination, and it is party to various
administrative proceedings, legal actions, and tort claims which may result in settlements or decisions adverse
to the Federal Government. Interior has accrued liabilities where losses are determined to be probable and
the amounts can be estimated. Interior has disclosed contingent liabilities where the conditions for liability
recognition are not met and the likelihood of unfavorable outcome is more than remote.

The accrued and potential Contingent Liabilities and Environmental and Disposal Liabilities as of September
30, 2005 and 2004, are summarized in the categories below:

FY 2005 Estimated Range of Loss
(dollars in thousands) Accrued Liabilities Lower End of Upper End of
Contingent Liabilities
Probable $ 631,174 $ 631,174 $ 1,627,889
Reasonably Possible 325,728 1,588,978
Environmental and Disposal Liabilities
Probable 120,808 120,808 171,077
Reasonably Possible 60,427 239,978
Total Contingent Liabilities and Environmental
and Disposal Liabilities $ 751,982 $ 1,138,137 $ 3,627,922
FY 2004 Estimated Range of Loss
(dollars in thousands) Accrued Liabilities Lower End of Upper End of
Contingent Liabilities
Probable $ 760,482 $ 760,482 $ 1,472,173
Reasonably Possible 393,058 1,744,240
Environmental and Disposal Liabilities
Probable 101,808 101,808 132,463
Reasonably Possible 71,286 357,131
Total Contingent Liabilities and Environmental
and Disposal Liabilities $ 862,290 $ 1,326,634 $ 3,706,007
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Environmental and Disposal Liability. Interior is subject to environmental laws and regulations regarding air,
water, and land use, the storage and disposal of hazardous materials, and the operations and closure of facilities
at which environmental contamination may be present. The major Federal laws covering environmental
response, cleanup and monitoring are the Comprehensive Environmental Response, Compensation, and
Liability Act (CERCLA), the Resource Conservation and Recovery Act (RCRA), Oil Pollution Act (OPA), Clean
Water Act (CWA), Clean Air Act (CAA), Safe Drinking Water Act (SDWA), and Asbestos Hazard Emergency
Response Act (AHERA). Responsible parties, which may include Federal agencies under certain circumstances,
are required to remove releases of hazardous substances at or from facilities they own, operate, or at which
they arranged for the disposal of such substances. There are no material changes in total estimated cleanup
costs that are due to changes in law and technology. Estimated environmental and disposal liabilities include
expected future cleanup costs, and for those sites where future liability is unknown, the cost of studies necessary
to evaluate response requirements.

Certain Departmental facilities may have regulated materials, e.g., asbestos, used in the construction or later
renovation of the facility. These materials, while in an undisturbed or encapsulated state (e.g., non-friable
asbestos), are not subject to cleanup under applicable law. Only if they become friable or otherwise released

to the environment would they be considered contaminants requiring cleanup or abatement. Under normal
circumstances, remediation or abatement is limited to situations such as the remodeling or demolition of a
building containing these materials where the materials could be released and cause contamination of the
environment. Unless and until the materials become friable or otherwise capable of causing contamination, the
costs for monitoring or other management of these materials in an undisturbed or encapsulated state are not to
be accrued as environmental cleanup. Any cost for remediation or abatement would only accrue if the material
becomes friable or is otherwise released into the environment. Such costs would then be reported in the same
manner as any other environmental liability.

Indian Trust Funds. The Secretary of the Interior is entrusted with the management of the monies and lands
held in trust by the Federal Government for Indian Tribes and individuals. There have been long-standing,
complicated issues with Indian trust fund accounting and management. Currently, there is litigation pending
related to trust management for both Indian tribes and individuals.

Twenty-five Tribal trust cases currently are pending in various Federal district courts and the U.S. Court of
Federal Claims. These cases, which were brought by 19 different Tribes, involve claims for trust fund and asset
mismanagement, accounting, and other declaratory relief. A substantial number of the cases are stayed pending
settlement negotiations.

In addition, a class action lawsuit has been brought on behalf of individual Indian beneficiaries of the
Individual Indian Money (IIM) trust accounts. The lawsuit alleges that Interior and Treasury have breached
their trust obligations with respect to the management of funds in the IIM accounts. The plaintiffs claim that
they are seeking only an “accounting” of the IIM trust funds and no damages.

Notwithstanding the damages or other claims described above, no probable estimate or range of loss can be
made at this time regarding any financial liability that may result from judgment or settlement of the tribal
trust cases or IIM trust fund litigation. Accounting efforts to date have not revealed evidence of material
systemic errors.
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Other Contingent Liabilities. Other Contingent Liabilities consist of numerous lawsuits and claims filed
against Interior which are awaiting adjudication. They typically relate to Federal Tort Claims Act administrative
claims, tribal and Indian trust-related matters, personnel and employment-related matters, and various land
and resource related claims and adjudications. Most of the cash settlements are expected to be paid out of

the Judgment Fund, which is maintained by Treasury, rather than the operating resources of Interior. In suits
brought through the Contract Disputes Act of 1978, the Interior is required to reimburse the Judgment Fund
from future agency appropriations.

No amounts have been accrued in the financial records for claims where the amount of potential loss cannot be
estimated or the likelihood of an unfavorable outcome is less than probable.

Matters for which the likelihood of an unfavorable outcome is less than probable but more than remote
involve a wide variety of allegations and claims, including: (1) alleged failure to protect a Tribe’s treaty rights;
(2) a Tribe’s allegation of title to lands as it seeks an injunction to prevent transfer of the lands; (3) claims of a
municipal water conservation district regarding repayment obligation for costs of the Central Arizona Project
and issues related to project operation; and (4) claims for wrongful death and injuries in a fatal shooting by
BIA officers responding on a reservation to a domestic dispute call. The ultimate outcomes in these matters
cannot be predicted at this time. Sufficient information is not currently available to determine if the ultimate
resolution of the proceedings, actions, and claims will materially affect Interior’s financial position or results of
operations.

NOTE 14. LIABILITIES ANALYSIS

Liabilities covered by budgetary resources are funded liabilities to be paid with existing budgetary resources.
Liabilities not covered by budgetary resources represent those unfunded liabilities for which congressional
action is needed before budgetary resources can be provided.

Change in Unfunded Liabilities. The Consolidated Statement of Financing includes a section depicting the
change in certain unfunded liabilities. The amounts in this section do not necessarily correlate to the change in
liabilities not covered by budgetary resources as shown in this footnote. Differences are primarily the result of
certain Treasury requirements related to changes in various liabilities which are reported on the Consolidating
Statement of Financing. These requirements are dependent upon whether the change results in an increase or
decrease to the liability account. Additionally, some liability accounts not covered by budgetary resources are
not included in the Consolidated Statement of Financing.
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The Interior’s liabilities covered and not covered by budgetary resources as of September 30, 2005, are as

follows:

Covered by Budgetary Resources

Not Covered by Budgetary Resources

(dollars in thousands) Current Non-Current Current Non-Current FY 2005
Intragovernmental Liabilities:
Accounts Payable $ 79,881 $ -8 -8 -8 79,881
Debt 50,000 1,164,867 717 4,941 1,220,525
Other
Resources Payable to Treasury - - 49,974 1,966,860 2,016,834
Advances and Deferred Revenue 1,624,228 - 1,146 1,150 1,626,524
Custodial Liability - - 996,371 - 996,371
Other Liabilities
Accrued Employee Benefits 38,220 - 18,869 32,890 89,979
Aquatic Resources Due to Others - - - 439,929 439,929
Judgment Fund - - - 180,510 180,510
Unfunded FECA Liability - - 34,886 56,458 91,344
Other Miscellaneous Liabilities 2 - 88,555 47,009 135,566
Total Other Liabilities 38,222 - 142,310 756,796 937,328
Total Other Intragovernmental Liabilities 1,662,450 - 1,189,801 2,724,806 5,577,057
Total Intragovernmental Liabilities 1,792,331 1,164,867 1,190,518 2,729,747 6,877,463
Public Liabilities:
Accounts Payable 1,010,546 77,172 - - 1,087,718
Loan Guarantee Liability - 81,670 - - 81,670
Federal Employee and Veterans' Benefits
U.S. Park Police Pension Actuarial Liability - - - 678,400 678,400
FECA Actuarial Liability - - - 689,305 689,305
Total Federal Employee Veterans' Benefits - - - 1,367,705 1,367,705
Environmental and Disposal Liabilities - 1,540 - 119,268 120,808
Other
Contingent Liabilities - - 3,190 627,984 631,174
Advances and Deferred Revenue 142,379 - 42,411 304,676 489,466
Payments Due to States - - 1,009,418 - 1,009,418
Other Liabilities
Accrued Payroll and Benefits 195,305 - - - 195,305
Unfunded Annual Leave - - 2,986 345,466 348,452
Deposit Funds 5,286 - 162,213 8,984 176,483
Capital Leases - - 51 26,252 26,303
Custodial Liability - - 23,303 - 23,303
Secure Rural Schools Act Payable - - 106,810 - 106,810
Storm Damage 4,646 - 26,206 64,488 95,340
Other Miscellaneous Liabilities 24,940 - 612 34,008 59,560
Total Other Liabilities 230,177 - 322,181 479,198 1,031,556
Total Other Public Liabilities 372,556 - 1,377,200 1,411,858 3,161,614
Total Public Liabilities 1,383,102 160,382 1,377,200 2,898,831 5,819,515
Total Liabilities $ 3,175,433  § 1,325,249  $ 2,567,718 $ 5,628,578 $ 12,696,978
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The Interior’s liabilities covered and not covered by budgetary resources as of September 30, 2004, are as

follows:
Covered by Budgetary Resources Not Covered by Budgetary Resources
(dollars in thousands) Current Non-Current Current Non-Current FY 2004
Intragovernmental Liabilities:
Accounts Payable $ 76,826 $ -8 - 8 - 76,826
Debt 51,065 1,245,989 1,501 6,324 1,304,879
Other
Resources Payable to Treasury - - 231 25,994 26,225
Advances and Deferred Revenue 1,754,257 - 1,630 1,114 1,757,001
Custodial Liability - - 671,478 - 671,478
Other Liabilities
Accrued Employee Benefits 32,953 - 27,179 49,547 109,679
Aquatic Resources Due to Others - - - 420,896 420,896
Judgment Fund - - - 178,879 178,879
Unfunded FECA Liability - - 23,383 38,030 61,413
Other Miscellaneous Liabilities - - 77,410 54,253 131,663
Total Other Liabilities 32,953 - 127,972 741,605 902,530
Total Other Intragovernmental Liabilities 1,787,210 - 801,311 768,713 3,357,234
Total Intragovernmental Liabilities 1,915,101 1,245,989 802,812 775,037 4,738,939
Public Liabilities:
Accounts Payable 1,024,845 - - - 1,024,845
Loan Guarantee Liability - 60,081 - - 60,081
Federal Employee and Veterans' Benefits
U.S. Park Police Pension Actuarial Liability - - - 639,500 639,500
FECA Actuarial Liability - - - 664,855 664,855
Total Federal Employee Veterans' Benefits - - - 1,304,355 1,304,355
Environmental and Disposal Liabilities - 6,006 - 95,802 101,808
Other
Contingent Liabilities - - 762 759,720 760,482
Advances and Deferred Revenue 268,277 - 25,816 152,276 446,369
Payments Due to States - - 412,880 - 412,880
Other Liabilities
Accrued Payroll and Benefits 158,619 - - 2,468 161,087
Unfunded Annual Leave - - 2,883 336,447 339,330
Deposit Funds - - 358,419 11,022 369,441
Capital Leases - - 2,072 24,931 27,003
Custodial Liability - - 24,681 - 24,681
Secure Rural Schools Act Payable - - 102,387 - 102,387
Storm Damage - - 21,188 26,812 48,000
Other Miscellaneous Liabilities - - 58 49,975 50,033
Total Other Liabilities 158,619 - 511,688 451,655 1,121,962
Total Other Public Liabilities 426,896 - 951,146 1,363,651 2,741,693
Total Public Liabilities 1,451,741 66,087 951,146 2,763,808 5,232,782
Total Liabilities $ 3,366,842 $ 1,312,076 $ 1,753,958 § 3,538,845 § 9,971,721

NOTE 15. ROYALTIES RETAINED

Royalties Retained include mineral receipts transferred to the Interior totaling $5,130 and $3,491 million for the

fiscal years ended September 30, 2005 and 2004, respectively. These amounts include transfers to the Land and
Water Conservation Fund, to MMS for distribution to States, and to offset costs incurred by MMS related to

royalty collections and the Reclamation Fund. These amounts are presented on the Consolidated Statement of

Changes in Net Position in accordance with Federal accounting standards and are considered other sources of

budgetary financing.

MMS received $2,229 million and $1,347 million of revenues in FY 2005 and 2004 that they subsequently

provided to the states.
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NOTE 16. LEASES
Capital Leases
Capital leases as of September 30, 2005 and 2004 consist of the following:

(dollars in thousands) FY 2005 FY 2004

Real Property $ 28,000 $ 28,000
Personal Property 179 185
Accumulated Amortization (3,614) (2,185)

Interior’s capital leases are with the public and consist of a 20-year lease for the Western Archeological and
Conservation Center in Tucson, Arizona, and 3-year leases for copiers. The aggregate of Interior’s future
minimum lease payments for capital leases are presented in the table below:

(dollars in thousands)

Fiscal Year Real Property  Personal Property Total
2006 $ 1,997 $ 27 $ 2,024
2007 1,997 22 2,019
2008 2,085 19 2,104
2009 2,172 - 2,172
2010 2,172 - 2,172
Thereafter 29,627 - 29,627
Total Future Capital Lease Payments 40,050 68 40,118
Less: Imputed Interest 13,799 16 13,815
Less: Executory Costs - - -
FY 2005 Net Capital Lease Liability $ 26,251 $ 52 $ 26,303
FY 2004 Net Capital Lease Liability $ 26,929 $ 74 $ 27,003

Operating Leases
The aggregate of Interior’s future minimum lease payments for operating leases are presented in the table
below:

(dollars in thousands) Real Property Personal Property

Fiscal Year Federal Public Federal Public Total
2006 $ 264,896 $ 46,280 $ 49,852 $ 4,297 $ 365,325
2007 252,269 42,953 51,048 3,696 349,966
2008 246,483 40,721 52,269 3,666 343,139
2009 227,333 39,899 53,524 3,490 324,246
2010 221,114 38,081 54,809 3,336 317,340
Thereafter 339,785 320,927 13,878 - 674,590
Total Future Operating Lease Payments $ 1,551,880 $ 528,861 $ 275,380 $ 18,485 $ 2,374,606

Most of Interior’s facilities are rented from the General Services Administration (GSA), which charges rent that
is intended to approximate commercial rental rates. The terms of Interior’s rental agreements with GSA will
vary according to whether the underlying assets are owned by GSA (or another Federal agency) or rented by
GSA from the private sector. For federally-owned property, Interior either does not execute an agreement with
GSA or enters into cancelable agreements, some of which do not have a formal lease expiration date. Interior
can vacate these properties after giving 120-to-180 days notice of the intent to vacate. However, Interior
normally occupies these properties for an extended period of time with little variation from year to year.

Interior also leases personal property from GSA and other entities. The terms for GSA personal property leases
frequently exceed one year, although a definite lease period is not always specified.
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For real and personal property, future operating lease payments are calculated based on the terms of the lease or
if the lease is silent, an annual inflationary factor of 1.5 percent for FY 2006 and 2.4 percent for years 2007 and
beyond. The inflationary factors are applied against the actual 2005 rental expense. For operating leases that
have an indefinite period of performance, future lease payments are only calculated for 5 years.

NOTE 17. INTRAGOVERNMENTAL COSTS AND EXCHANGE REVENUE BY RESPONSIBILITY SEGMENT
The tables on the following pages present Interior’s earned revenues for sales of goods and services to Federal
agencies and the public, gross costs associated with sales of goods and services to Federal agencies and the
public, and net cost of operations by program and by responsibility segment.

Responsibility Segment Presentation. OMB Circular A-136 “Financial Reporting Requirements” requires

that the presentation of the Statement of Net Cost align directly with the goals and outcomes identified in the
Strategic Plan. Accordingly, Interior presented the earned revenue and gross costs in FY 2005 and FY 2004 by
the Mission Goals in the FY 2004 Strategic Plan. The Mission Goals, which are applicable beginning FY 2004,
are: Resource Protection, Resource Use, Recreation, and Serving Communities. In addition, costs are reported
for “Reimbursable Activity and Other.” These Mission Goals are supported by 17 Department-level end
outcome goals identified in the FY 2004 Strategic Plan.

During FY 2005, some Interior components changed their methodology for allocating costs to Interior’s
Mission Goals in order to more closely match their strategic and performance plans. The Resource Use mission
is the only goal that is not affected by this change. This is a prospective change.

Intragovernmental Costs/Revenue. OMB Circular A-136 has changed the disclosure requirements for
transactions between Federal entities and with the public. Under the revised guidance, Interior will present
costs associated with Federal agencies, as well as costs associated with the public. This presentation is different
from how costs were previously reported. Specifically, in prior years, Interior presented the estimated

costs associated with earning revenue from Federal or public sources rather than amounts associated with
Federal agencies or with the public. Total costs remain unchanged. Due to the change in the presentation of
intragovernmental and public costs, Interior’s FY 2004 Consolidated Statement of Net Cost has been reclassified
to correspond to the new presentation.

NOTE 18. COSTS

By law, the Interior, as an agency of the Federal Government, is dependent upon other government agencies
for centralized services. Some of these services, such as tax collection and management of the public debt, are
not directly identifiable to the Interior and are not reflected in the Interior’s financial condition and results.
However, in certain cases, other Federal agencies incur costs that are directly identifiable to the Interior
operations, including payment of claims and litigation by Treasury’s Judgment Fund, and the partial funding
of retirement benefits by the OPM. In accordance with Statement of Federal Financial Accounting Standards
(SFFAS) No. 4, “Managerial Cost Accounting,” the Interior recognizes identified costs paid for the Interior by
other agencies as expenses of the Interior. The funding for these costs is reflected as imputed financing sources
on the Consolidated Statement of Changes in Net Position. Expenses paid by other agencies on behalf of the
Interior were $452 million and $519 million during FY 2005 and FY 2004, respectively. The Interior also
receives donated heritage assets such as stewardship land, cultural landscapes, and library and museum objects.
These donations are received from the public or from non-profit conservation organizations and have an
estimated value of $184 million and $163 million for FY 2005 and FY 2004, respectively.

During FY 2005 and FY 2004, the costs associated with acquiring, constructing, and renovating heritage
assets were $175 million and $118 million, respectively. The costs associated with acquiring and improving
stewardship lands were $240 million and $200 million during FY 2005 and FY 2004, respectively.
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Departmental
Bureau of Bureau of Land Bureau of Offices and
(dollars in thousands) Indian Affairs Management Reclamation Other
Resource Protection
Intragovernmental Costs $ -3 86,741 $ 16,031 $ 12,989
Public Costs - 277,431 25,459 14,722
Total Costs - 364,172 41,490 27,711
Intragovernmental Earned Revenue - 40,518 7,456 3,613
Public Earned Revenue - 1,186,084 1,035 -
Total Earned Revenue - 1,226,602 8,491 3,613
Net Costs - (862,430) 32,999 24,098
Resource Use
Intragovernmental Costs - 83,043 426,180 1,339
Public Costs - 263,143 896,358 4,489
Total Costs - 346,186 1,322,538 5,828
Intragovernmental Earned Revenue - 2,468 262,414 102
Public Earned Revenue - 217,766 605,780 -
Total Earned Revenue - 220,234 868,194 102
Net Costs - 125,952 454,344 5,726
Recreation
Intragovernmental Costs - 30,327 8,548 -
Public Costs - 157,457 19,173 -
Total Costs - 187,784 27,721 -
Intragovernmental Earned Revenue - 5,512 1,118 -
Public Earned Revenue - 15,181 12,537 -
Total Earned Revenue - 20,693 13,655 -
Net Costs - 167,091 14,066 -
Serving Communities
Intragovernmental Costs 377,576 308,550 - 135,938
Public Costs 2,858,199 1,049,182 - 760,161
Total Costs 3,235,775 1,357,732 - 896,099
Intragovernmental Earned Revenue 332,594 102,535 - 16,905
Public Earned Revenue 118,979 227,815 - 15,004
Total Earned Revenue 451,573 330,350 - 31,909
Net Costs 2,784,202 1,027,382 - 864,190
Reimbursable Activity and Other
Intragovernmental Costs - - 198,893 323,142
Public Costs - - 298,076 1,225,624
Total Costs - - 496,969 1,548,766
Intragovernmental Earned Revenue - - 373,164 1,331,112
Public Earned Revenue - - 38,969 24,942
Total Earned Revenue - - 412,133 1,356,054
Net Costs - - 84,836 192,712
Total
Intragovernmental Costs 377,576 508,661 649,652 473,408
Public Costs 2,858,199 1,747,213 1,239,066 2,004,996
Total Costs 3,235,775 2,255,874 1,888,718 2,478,404
Intragovernmental Earned Revenue 332,594 151,033 644,152 1,351,732
Public Earned Revenue 118,979 1,646,846 658,321 39,946
Total Earned Revenue 451,573 1,797,879 1,302,473 1,391,678
Net Cost of Operations $ 2,784,202 $ 457,995 $ 586,245 $ 1,086,726
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Elimination of

Minerals Intra-
Management  National Park Office of U.S.Fishand U.S. Geological =~ Department
Service Service Surface Mining Wildlife Service Survey Activity FY 2005
$ - $ 357,709 $ 930 $ 246,292 $ 59,798 $ (137,437) $ 643,053
- 1,173,611 59,182 1,317,434 216,569 - 3,084,408
- 1,531,320 60,112 1,563,726 276,367 (137,437) 3,727,461
- 7,248 - 80,446 61,207 (70,414) 130,074
- 27,979 1 74,560 8,964 - 1,298,623
- 35,227 1 155,006 70,171 (70,414) 1,428,697
- 1,496,093 60,111 1,408,720 206,196 (67,023) 2,298,764
71,533 - 17,250 8,225 26,720 (279,917) 354,373
2,460,628 - 50,398 20,517 70,713 - 3,766,246
2,532,161 - 67,648 28,742 97,433 (279,917) 4,120,619
- - 1,462 169 5,503 (5,512) 266,606
126,657 - 59 72 818 - 951,152
126,657 - 1,521 241 6,321 (5,512) 1,217,758
2,405,504 - 66,127 28,501 91,112 (274,405) 2,902,861
- 223,560 - 60,182 - (49,485) 273,132
- 896,208 - 501,564 - - 1,574,402
- 1,119,768 - 561,746 - (49,485) 1,847,534
- 44,599 - 10,383 - (17,171) 44,441
- 258,433 - 9,517 - - 295,668
- 303,032 - 19,900 - (17,171) 340,109
- 816,736 - 541,846 - (32,314) 1,507,425
9,822 88,826 7,755 34,391 292,300 (400,952) 854,206
21,341 260,621 110,989 129,139 815,991 - 6,005,623
31,163 349,447 118,744 163,530 1,108,291 (400,952) 6,859,829
- 1,013 86 5,349 194,064 (182,013) 470,533
9,700 1,304 1 7,878 174,795 - 555,476
9,700 2,317 87 13,227 368,859 (182,013) 1,026,009
21,463 347,130 118,657 150,303 739,432 (218,939) 5,833,820
58,857 4 - (3,621) - (478,268) 99,007
1,507,166 - 61,684 3,645 - - 3,096,195
1,566,023 4 61,684 24 - (478,268) 3,195,202
1,577,916 - - 496 - (1,022,500) 2,260,188
668 - - 279 - - 64,858
1,578,584 - - 775 - (1,022,500) 2,325,046
(12,561) 4 61,684 (751) - 544,232 870,156
140,212 670,099 25,935 345,469 378,818 (1,346,059) 2,223,771
3,989,135 2,330,440 282,253 1,972,299 1,103,273 - 17,526,874
4,129,347 3,000,539 308,188 2,317,768 1,482,091 (1,346,059) 19,750,645
1,577,916 52,860 1,548 96,843 260,774 (1,297,610) 3,171,842
137,025 287,716 61 92,306 184,577 - 3,165,777
1,714,941 340,576 1,609 189,149 445,351 (1,297,610) 6,337,619
$ 2,414,406 $ 2,659,963 $ 306,579 $ 2,128,619 § 1,036,740 $ (48,449) $ 13,413,026
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Departmental
Bureau of Bureau of Land Bureau of Offices and
(dollars in thousands) Indian Affairs ~ Management Reclamation Other
Resource Protection
Intragovernmental Costs $ - $ 89,549 § 7,093 $ 10,689
Public Costs - 288,726 20,482 17,867
Total Costs - 378,275 27,575 28,556
Intragovernmental Earned Revenue - 13,032 11,122 2,249
Public Earned Revenue - 402,509 (209) -
Total Earned Revenue - 415,541 10,913 2,249
Net Costs - (37,266) 16,662 26,307
Resource Use
Intragovernmental Costs - 75,138 478,471 1,307
Public Costs - 243,590 862,793 8,174
Total Costs - 318,728 1,341,264 9,481
Intragovernmental Earned Revenue - 1,587 135,055 136
Public Earned Revenue - 195,271 629,147 78
Total Earned Revenue - 196,858 764,202 214
Net Costs - 121,870 577,062 9,267
Recreation
Intragovernmental Costs - 34,059 6,158 -
Public Costs - 97,737 16,383 -
Total Costs - 131,796 22,541 -
Intragovernmental Earned Revenue - 1,941 266 -
Public Earned Revenue - 21,152 24214 -
Total Earned Revenue - 23,093 24,480 -
Net Costs - 108,703 (1,939) -
Serving Communities
Intragovernmental Costs 378,927 250,482 - 327,342
Public Costs 2,824,437 1,005,098 - 404,910
Total Costs 3,203,364 1,255,580 - 732,252
Intragovernmental Earned Revenue 221,869 285,828 - 6,896
Public Earned Revenue 118,384 92,918 - 15,622
Total Earned Revenue 340,253 378,746 - 22,518
Net Costs 2,863,111 876,834 - 709,734
Reimbursable Activity and Other
Intragovernmental Costs - (936) 200,336 312,318
Public Costs - 936 293,547 833,659
Total Costs - - 493,883 1,145,977
Intragovernmental Earned Revenue - - 373,082 954,056
Public Earned Revenue - - 56,128 14,489
Total Earned Revenue - - 429,210 968,545
Net Costs - - 64,673 177,432
Total
Intragovernmental Costs 378,927 448292 692,058 651,656
Public Costs 2,824,437 1,636,087 1,193,205 1,264,610
Total Costs 3,203,364 2,084,379 1,885,263 1,916,266
Intragovernmental Earned Revenue 221,869 302,388 519,525 963,337
Public Earned Revenue 118,384 711,850 709,280 30,189
Total Earned Revenue 340,253 1,014,238 1,228,805 993,526
Net Cost of Operations $ 2,863,111 $ 1,070,141 $ 656,458 $ 922,740
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Elimination of

Minerals Intra-
Management  National Park Office of U.S.Fishand U.S. Geological =~ Department
Service Service Surface Mining Wildlife Service Survey Activity FY 2004
$ - 8 168,925 $ 754 $ 228,302 $ 55,676 $ (95,780) $ 465,208
- 627,269 71,377 1,330,447 211,260 - 2,567,428
- 796,194 72,131 1,558,749 266,936 (95,780) 3,032,636
- 6,956 - 81,226 61,222 (73,430) 102,377
- 54,661 - 45,714 8,459 - 511,134
- 61,617 - 126,940 69,681 (73,430) 613,511
- 734,577 72,131 1,431,809 197,255 (22,350) 2,419,125
65,376 - 14,449 6,084 29,085 (284,287) 385,623
1,559,264 - 92,588 24,471 65,336 - 2,856,716
1,624,640 - 107,037 30,555 94,921 (284,287) 3,242,339
- - 1,119 107 5,746 (5,069) 138,681
115,669 - 105 414 641 - 941,325
115,669 - 1,224 521 6,387 (5,069) 1,080,006
1,508,971 - 105,813 30,034 88,534 (279,218) 2,162,333
- 280,978 - 54,320 - (44,015) 331,500
- 1,256,792 - 423,132 - - 1,794,044
- 1,537,770 - 477,452 - (44,015) 2,125,544
- 13,304 - 14,208 - (9,072) 20,647
- 184,919 - 8,020 - - 238,305
- 198,223 - 22,228 - (9,072) 258,952
- 1,339,547 - 455,224 - (34,943) 1,866,592
6,165 121,362 6,650 27,457 289,666 (508,636) 899,415
25,149 389,020 130,745 108,680 844,334 - 5,732,373
31,314 510,382 137,395 136,137 1,134,000 (508,636) 6,631,788
- 4,477 22 3,072 202,603 (358,499) 366,268
9,632 2,760 4 674 167,610 - 407,604
9,632 7,237 26 3,746 370,213 (358,499) 773,872
21,682 503,145 137,369 132,391 763,787 (150,137) 5,857,916
41,113 8,537 - - - (365,549) 195,819
1,324,031 70,039 42,696 - - - 2,564,908
1,365,144 78,576 42,696 - - (365,549) 2,760,727
1,383,164 40,222 - - - (852,197) 1,898,327
448 38,252 - - - - 109,317
1,383,612 78,474 - - - (852,197) 2,007,644
(18,468) 102 42,696 - - 486,648 753,083
112,654 579,802 21,853 316,163 374,427 (1,298,267) 2,277,565
2,908,444 2,343,120 337,406 1,886,730 1,121,430 - 15,515,469
3,021,098 2,922,922 359,259 2,202,893 1,495,857 (1,298,267) 17,793,034
1,383,164 64,959 1,141 98,613 269,571 (1,298,267) 2,526,300
125,749 280,592 109 54,822 176,710 - 2,207,685
1,508,913 345,551 1,250 153,435 446,281 (1,298,267) 4,733,985
$ 1,512,185 $ 2,577,371 $ 358,009 $ 2,049,458 $ 1,049,576  $ - $ 13,059,049
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NOTE 19. STRATEGIC PETROLEUM RESERVE

During FY 2005 and FY 2004, MMS transferred to the Department of Energy (DOE) approximately 25.6
million and 38.4 million barrels of oil, respectively, drawn from Federal leases within the Gulf of Mexico. The
Interior transferred this petroleum to the DOE to increase the strategic petroleum reserve. The value of the
petroleum transferred in FY 2005 and FY 2004 was $1,195 and $1,191 million, respectively.

NOTE 20. STATEMENT OF BUDGETARY RESOURCES

The Combined Statement of Budgetary Resources provides information about how budgetary resources were
made available, as well as their status at the end of the period. It is the only financial statement exclusively
derived from the entity’s budgetary general ledger in accordance with budgetary accounting rules that are
incorporated into generally accepted accounting principles for the Federal Government. The total Budgetary
Resources of $26,927 million and $25,109 million as of September 30, 2005 and 2004, respectively, include new
budget authority, unobligated balances at the beginning of the year and transferred in/out during the year,
spending authority from offsetting collections, recoveries of prior year obligations and any adjustment to these
resources. Interior’s unobligated balance available at September 30, 2005 and 2004, was $5,685 million and
$5,189 million, respectively.

Apportionment Categories of Obligations Incurred. Interior’s obligations incurred during FY 2005 and FY
2004 by apportionment category are shown in the following table:

(dollars in thousands) Apportioned Not Subject to

FY 2005 Category A Category B Apportionment Total
Obligations Incurred:

Direct $ - 15,878,959 74,480 15,953,439
Reimbursable - 5,179,194 - 5,179,194
Total Obligations Incurred $ - 21,058,153 74,480 21,132,633
(dollars in thousands) Apportioned Not Subject to

FY 2004 Category A Category B Apportionment Total
Obligations Incurred:

Direct $ - $ 14,614,681 $ 72,039 $ 14,686,720
Reimbursable - 5,136,048 - 5,136,048
Total Obligations Incurred $ - $ 19,750,729 $ 72,039 $ 19,822,768

Reclamation Trust Funds and Colorado River Dam Fund - Boulder Canyon Project are the only funds classified
as not subject to apportionment.

Repayment Requirements, Financing Sources for Repayment, and other Terms of Borrowing Authority Used.
BOR’s borrowing authority is provided under the Credit Reform Act of 1990 (see Note 7, Loans and Interest
Receivable, Net for additional information on Credit Reform loans). The repayment terms and provisions of
these loans are not more than 40 years from the date when the principal benefits of the projects first became
available. Interest on the debt is determined by the Treasury as of the beginning of the fiscal year in which the
contract is executed, on the basis of the average market yields on outstanding marketable obligations of the
United States. Collections in excess of the interest due to the Treasury is applied to the outstanding principal
owed to the Treasury.
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BIA receives borrowing authority from Treasury for its loan programs in accordance with the Federal Credit
Reform Act of 1990 and related legislation. The guaranteed loan financing fund can borrow funds when

the cash balance in a financing fund cohort is insufficient to pay default claims, interest subsidy payments,
downward subsidy reestimates, or the interest on prior Treasury borrowings. In FY 2005, BIA exercised its
statutory authority and borrowed $100,000 from Treasury. No new authority was granted or exercised in
FY 2004. The balance in this account as of September 30, 2005 and 2004, was $6.8 million and $6.7 million,
respectively.

BIA’s direct loan program ended in 1995. However, borrowings arising from direct loans made between 1992
and 1995 are still outstanding. These borrowings are being repaid as scheduled and as of September 30, 2005
and 2004, were $22.9 million.

In 2001, the Bureau of the Public Debt extended a loan to the Departmental Offices for the purpose of
operating a direct loan to the American Samoa Government. Interest is accrued annually based on the
prevailing market yield on Treasury securities of comparable maturity. The loan has a final payment due date of
September 30, 2027.

Permanent Indefinite Appropriations. Permanent indefinite appropriations are appropriations given to
Interior through public laws, which authorize the retention of certain receipts. These appropriations do not
specify amounts, but are dependent upon the amount of receipts collected. All Interior bureaus use one or more
permanent no-year appropriations to finance operating costs and purchase property, plant, and equipment.
Interior has approximately 70 permanent indefinite appropriations. Most of these appropriations are used for
special environmental programs and to carry out obligations of the Secretary of the Interior.

Appropriations Received. Appropriations received on the Consolidated Statement of Changes in Net Position
differs from that reported on the Combined Statement of Budgetary Resources because Appropriations
Received on the Consolidated Statement of Changes in Net Position does not include appropriated dedicated
and earmarked receipts. Dedicated and earmarked receipts are accounted for as either exchange or non-
exchange revenue.

Legal Arrangements Affecting Use of Unobligated Balances. Interior’s unobligated unavailable balances for
September 30, 2005 and 2004 are disclosed in the table below:

(dollars in thousands) FY 2005 FY 2004

Unapportioned amounts unavailable for future apportionments $ 6,533 $ 6,356
Expired Authority 102,739 90,923
Total Budgetary Accounts 109,272 97,279
Non-Budgetary Credit Program Financing Accounts - -
Unobligated Balance Unavailable $ 109,272  $ 97,279

Unobligated balances, whose period of availability has expired are not available to fund new obligations, but are
available to pay for adjustments to obligations incurred prior to expiration. For a fixed appropriation account,
the balance can be carried forward for 5 fiscal years after the period of availability ends. At the end of the fifth
fiscal year, the account is closed and any remaining balance is canceled. For a no-year account, the unobligated
balance is carried forward indefinitely until: (1) specifically rescinded by law; or (2) the head of the agency
concerned or the President determines that the purposes for which the appropriation was made have been
carried out and disbursements have not been made against the appropriation for 2 consecutive years.
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The appropriation law, Public Law 108-7, is the major source of funding for the BLM’s operating programs

and directs that a definite sum of the BLM’s wildland firefighting authority be applied to the construction of
fire facilities. These authorizations also direct how BLM must treat other assets it may acquire as a result of
executing its operating programs. Also, BIA receives contract authority from DOT’s Highway Trust Fund for the
maintenance and construction of roads and bridges on BIA and Trust property.

All appropriation language contains specific and/or general authorizations. These authorizations may be
defined as legislative parameters that frame the funding and Federal agency policy for executing programs.
These authorizations also direct how Interior must treat other assets it may acquire as a result of executing
operating programs. Since both specific and general authorizations are integral components of all legislation,
Interior does not view them as restrictions or legal encumbrances on available funding.

Explanation of Differences between the Combined Statement of Budgetary Resources (SBR) and the Budget
of the United States Government. The Combined Statement of Budgetary Resources has been prepared to
coincide with the amounts shown in the President’s Budget (Budget of the United States Government). The
President’s Budget with the actual FY 2004 amounts was released on February 7, 2005, and the President’s
Budget with the FY 2005 amounts is estimated to be released in February 2006, and both can be located at the
OMB Web site (http://www.whitehouse.gov/omb). As such, the actual amounts for FY 2005 in the President’s
Budget have not been published at the time these financial statements were prepared.

Budgetary resources and the status of those resources presented in the Combined SBR for the period ended
September 30, 2004, differ from the amounts presented as 2004 Actuals in the President’s FY 2006 Budget.
Differences are presented and labeled on the following table:

FY 2004 Amount
FY 2004 Amount per Statement of
per President's Budgetary
(dollars in millions) Budget * Resources Difference Explanation
Budgetary Resources:
Budget Authority:
Appropriations Received $ 14,923 $ 14,712 $ 211 C,D,E
Contract Authority 30 - 30 E
Net Transfers, Current Year Authority (114) (139) 25 D,E
Unobligated Balance:
Beginning of Fiscal Year 4,763 4,973 (210) A,B,C,EF
Net Transfers, Unobligated Balance, Actual 20 26 (6) A,C,D,E
Spending Authority From Offsetting Collections 5,677 5,321 356 AGC,D,F
Recoveries of Prior Year Obligations 325 394 (69) AGEF H
Temporarily Not Available Pursuant to Public Law (27) (2) (25) AD,E, H
Permanently Not Available (191) (184) (7) E, F
Total Budgetary Resources 24,073 25,109 (1,036) G,H
Status of Budgetary Resources:
Obligations Incurred 19,952 19,823 129 AB,CEFH
Unobligated Balance & Unobligated Balance Not Available 5,292 5,286 6 E, F
Total Status of Budgetary Resouces 24,074 25,109 (1,035) G H
Relationship of Obligations to Outlays:
Obligated Balance, Net, Beginning of Fiscal Year 5,742 5,749 (7) B
Obligated Balance, Net, End of Fiscal Year: (6,765) (6,778) 13 B,F
Outlays:
Disbursements 18,518 18,376 142 A,B,CE
Collections (5,404) (5,297) (107) A
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A. Bureau of Indian Affairs. Advances from the Department of Education of $133.2 million are reported as
Unobligated Balances at the Beginning of the Fiscal Year on the Combined SBR. This amount is not included
on that line in the President’s Budget due to differences in the treatment of deposit fund liability.

B. Bureau of Land Management. Published timing differences occurred when an adjustment was made to the
Wildland Fire Management appropriation that was included in the President’s Budget, but did not appear in the
Combined SBR because Interior’s PAR was published prior to the adjustment being made.

C. Departmental Offices’ Tribal Trust and Special Funds. Differences exist between the Departmental Office
SBR and actual amounts in the President’s Budget as a result of the treatment of pass through appropriations
and payments to Tribal trust fund accounts. The differences impact Appropriation Received, Unobligated
Balances at the Beginning of the Fiscal Year, Obligations Incurred, and Disbursement lines on the SBR. In
addition, amounts related to the Utah Reclamation Mitigation and Conservation (CUPCA) Commission fund
are treated as available in the FY 2004 SBR and unavailable in the President’s Budget. This difference impacted
Appropriations Received and Unobligated Balances at the Beginning of the Fiscal Year. [Budget Accounts 5265,
8030, 0787, and 5174]

D. Fish and Wildlife Service. Differences relate to (1) Appropriations Received and Net Transfers, Current
Year Authority due to a $5 million adjustment made to ARTF, Sport Fish Account beginning balance for the
U.S. Coast Guard. This adjustment was reported in FWS’s FY 2004 Annual Report, but not included in the
President’s Budget; (2) Net Transfers, Current Year Authority and Net Transfers, Unobligated Balance due to

a $15 million adjustment for a transfer with NPS, changing the reporting line as prescribed by OMB scoring
rules. The adjustment did not appear in the Combined SBR because Interior’s PAR was published prior to the
adjustment; and (3) OMB change in the scoring rules requiring unavailable receipt accounts to be reported as
temporary reductions instead of permanent reductions. The adjustment did not appear in the Combined SBR
because Interior’s PAR was published prior to the timing of the adjustment. [Budget Accounts 1611 and 1851]

E. National Park Service. (1) The Concession Improvement account is reported in the President’s Budget and
is not reported on the Combined SBR as these are not assets of NPS and may not be used in NPS operations
and (2) The Land Acquisition and State Assistance Payments account includes $30 million of Contract
Authority and Permanently Not Available. This amount of contract authority is included in the annual
Appropriation Act; however, it is always rescinded in the same Act before it is passed. Accordingly, it was not
appropriated to NPS or apportioned by NPS. It will, however, show in the President’s Budget because it is a
part of the appropriation Act itself. [Budget Account 5035]

E U. S. Geological Survey. Differences relate to amounts included in the Combined SBR that are not reported
in the President’s Budget. These amounts include expired amounts, cancelled authority, working capital fund
obligation balances, and offsetting collections.

G. Minerals Management Service. The President’s Budget did not include a “total budgetary resources
available for obligation” line for the following funds: Mineral Leasing; National Forest Fund; Leases of Lands
Acquired for Flood Control, Navigation, an Allied Purposes; and Oil Spill Research which was included in the
Combined SBR.

H. Expired Accounts. Differences relate to expired accounts being included in the Combined SBR, but not in
the President’s Budget.
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NOTE 21. ALLOCATION TRANSFERS RECONCILING ITEMS

Interior provides and receives budget resources from other Federal entities in the form of “allocation transfers.”
The recipient agency (Child) reports the proprietary activity in their Consolidated Balance Sheet, Consolidated
Statement of Net Cost, and Consolidated Statement of Changes in Net Position. However, the budgetary
activity for these allocation transfers is reported by the providing agency (Parent) in their Combined Statement
of Budgetary Resources. This treatment creates a reconciling difference between the proprietary statements and
the Combined Statement of Budgetary Resources, which is shown in the Consolidated Statement of Financing.

The following table summarizes the allocation transfers and related amounts that are reported as reconciling
differences in the Consolidated Statement of Financing:

(dollars in thousands)
Trading Partner Nature and Purpose of Transfer FY 2005 FY 2004

Interior as the Recipient Agency (Child):
Department of Transportation - Highway Trust Maintenance of Highways on Interior Land $ 295,302 $ 269,237

Department of Labor - Job Corps Employee and Training services 64,229 69,414
Health and Human Services Child Development and Employment 44,442 40,173
U. S. Department of Agriculture Forest Protection and Utilization 3,889 3,552
Evironmental Protection Agency Hazard Sub Resp Trust Fund 989 929
General Services Administration Electronic Government 202 533
Department of State International Commissions - 58
Other 2,559 9,754

Subtotal 411,612 393,650

Interior as the Providing Agency (Parent):

Department of Transportation Highway Construction 792 339
U.S. Corps of Engineers Land Acquisition and State Assistance 32,721 34,147
Department of Agriculture To fund Soil Conservation Programs 100 228
Subtotal 33,613 34,714

Net Allocation Transfer Reconciling Items $ 377,999 $ 358,936

NOTE 22. INDIAN TRUST FUNDS

Interior, through the Office of the Special Trustee for American Indians (OST), maintains approximately 1,450
accounts for Tribal and Other Trust Funds (including the Alaska Native Escrow Fund) with combined monetary
assets of approximately $2,882 million and $2,975 million as of September 30, 2005 and 2004, respectively.

The balances that have accumulated in the Tribal and Other Trust Funds have resulted from judgment awards,
settlement of claims, land use agreements, royalties on natural resource depletion, other proceeds derived
directly from trust resources, and investment income.

The trust fund balances for Tribal and Other Trust Funds contain two categories:

1. Trust funds held for Indian Tribes (considered non-Federal funds); and

2. Trust funds held by Interior, for future transfer to a tribe upon satisfaction of certain conditions or where the
corpus of the fund is non-expendable (considered Federal funds).

The non-Federal and Federal funds are reflected as separate components of the fund balance in the Tribal and

Other Trust Funds financial statements. The trust funds considered Federal funds are reflected in Interior’s
financial statements.
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OST also maintains about 277,000 open Individual Indian Monies (IIM) accounts with a fund balance of
approximately $420 million and $397 million as of September 30, 2005 and 2004, respectively.

The IIM Trust Funds are primarily funds on deposit for individual Indians with a beneficial interest in those
funds. IIM account holders realize receipts primarily from settlement of claims, land-use agreements; royalties
on natural resource depletion; other proceeds derived directly from trust resources, receipt of judgment and
tribal per capita distributions; and investment income.

Summaries of the financial statements of the Tribal and Other Trust Funds and the IIM Trust Funds are at the
end of this note. The amounts in the summaries do not include the values related to trust lands or other trust
resources managed by Interior.

Financial Statements and Basis of Accounting. The Tribal and Other Trust Fund Statement of Assets and
Trust Fund Balances and Statement of Changes in Trust Fund Balances were prepared using a cash basis of
accounting, which is a comprehensive basis of accounting other than GAAP. The cash basis of accounting
differs from GAAP in that receivables and payables are not accrued and investment premiums and discounts
are not amortized or accreted. Receipts are recorded when received, disbursements are recorded when paid, and
investments are stated at historical cost.

The IIM Trust Funds Statement of Assets and Trust Fund Balances and Statement of Changes in Trust

Fund Balances were prepared using a modified cash basis of accounting, which is a comprehensive basis of
accounting other than GAAP. The modified cash basis of accounting differs from GAAP in that receivables
and payables are not accrued with the exception of interest earned on invested funds (including discount
accretion and premium amortization). Receipts are recorded when received with the exception of interest, and
disbursements are recorded when paid. Interest is recorded when earned, including accretion/amortization of
investment discounts and premiums. Investments are stated at amortized cost.

Audit Results. With Office of Inspector General oversight, independent auditors audited the Tribal and Other
Trust Funds and the IIM Trust Funds financial statements as of September 30, 2005 and 2004. The independent
auditors indicated that the financial statements were prepared on the cash or modified cash basis of accounting,
which is a comprehensive basis of accounting other than GAAP. In addition, the independent auditors’ reports
were qualified as a result of the following:

+ It was not practicable for the independent auditors to extend audit procedures sufficiently to satisfy
themselves as to the fairness of the trust fund balances reflected in the financial statements due to issues with
certain Interior trust-related systems and processes, which provide required trust financial information to
OST.

+ Regarding the Tribal and Other Trust Funds, certain parties for whom OST holds monetary assets in trust do
not agree with the trust fund balances reflected by OST, and certain of these parties have filed lawsuits against
the U.S. Government.

+ Regarding the IIM Trust Funds, certain parties for whom OST holds monetary assets in trust have filed a class
action lawsuit for an accounting of the individuals’ trust funds, which may or may not lead to claims against

the U.S. Government.

For more information, see Note 13, Contingent Liabilities.
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Individual Indian Monies Trust Funds statements of assets and trust fund balances and statements of changes
in trust fund balances prepared using a modified cash basis of accounting as of September 30, 2005 and 2004,
are as follows:

Individual Indian Monies Trust Funds
Statement of Assets and Trust Fund Balances - Modified Cash Basis
As of September 30, 2005 and 2004

(dollars in thousands) FY 2005 FY 2004
ASSETS
Cash and cash equivalents $ 28,333 $ 21,373
Investments 388,586 371,723
Accrued interest receivable 2,950 3,601
TOTAL ASSETS $ 419,869 $ 396,697
TRUST FUND BALANCES, held for Individual Indians $ 419,869 $ 396,697

Individual Indian Monies Trust Funds
Statement of Changes in Trust Fund Balances - Modified Cash Basis
For the Years Ended September 30, 2005 and 2004

(dollars in thousands) FY 2005 FY 2004
Receipts $ 275,569 $ 183,776
Interest earned on invested funds 18,197 20,216
Gain (Loss) on disposition of investments, Net 7,813 590
Disbursements (278,407) (220,953)
Increase (decrease) in trust fund balances, net 23,172 (16,371)
Trust Fund Balances - Beginning of Year 396,697 413,068
Trust Fund Balances - End of Year $ 419,869 $ 396,697

Note: The independent auditors expressed a qualified opinion on these financial statements.
See " Audit Results" section above.
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Tribal and Other Trust Funds statements of assets and trust fund balances and statements of changes in trust
fund balances prepared using a cash basis of accounting as of September 30, 2005 and 2004, are as follows:

Tribal and Other Trust Funds
Statement of Assets and Trust Fund Balances - Cash Basis
as of September 30, 2005 and 2004

(dollars in thousands) FY 2005 FY 2004
ASSETS

Cash and cash equivalents $ 501,596 $ 490,380

Due from Other Federal Agencies * - 7,800

Investments 2,380,222 2,477,052
TOTAL ASSETS $ 2,881,818 § 2,975,232
TRUST FUND BALANCES

Held for Indian tribes $ 2,604,516 $ 2,708,869

Held by Department of the Interior and considered to be

U.S. Government funds 277,302 266,363

TOTAL TRUST FUND BALANCES $ 2,881,818 $ 2,975,232

* This represents an amount that BIA erroneously transferred from the Trust Funds' account at the U.S. Treasury
into the BIA's account at the U.S. Treasury. This amount was transferred on September 30, 2004, and was returned
to the proper U.S. Treasury account in October 2004. The erroneous transfer, which was identified through OST's
reconciliation and internal control process, did not impact the interest earnings to the Trust Funds.

Tribal and Other Trust Funds
Statement of Changes in Trust Fund Balances - Cash Basis
For the Years Ended September 30, 2005 and 2004

(dollars in thousands) FY 2005 FY 2004
Receipts $ 352,920 $ 300,960
Interest Received 146,330 106,348
Gain (Loss) on disposition of investments, Net 18,487 6,359
Disbursements (611,151) (318,447)
Increase (Decrease) in trust fund balances, net (93,414) 95,220
Trust Fund Balances - Beginning of Year 2,975,232 2,880,012
Trust Fund Balances - End of Year $ 2,881,818 $ 2,975,232

Note: The independent auditors expressed a qualified opinion on these financial statements.
See " Audit Results" section above.
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NOTE 23. DEDICATED COLLECTIONS
Dedicated collections as of September 30, 2005 and 2004 consist of the following:

Conservation Funds. Conservation Funds consist of the Land and Water Conservation Fund and the Historic
Preservation Fund.

The Land and Water Conservation Fund (LWCF) was enacted in 1964 (Public Law 88-578) to create and
maintain a nationwide legacy of high quality recreation areas and facilities. The LWCF Act established a funding
source for both Federal acquisition of authorized national park, conservation, and recreation areas, as well as
grants to State and local governments to help them acquire, develop, and improve outdoor recreation areas. The
fund is accounted for by the information provided by MMS and is reported as a restricted asset.

Annually, $903 million for the LWCF and $150 million for the Historic Preservation Fund (HPF) under
Public Law 89-665 are transferred from MMS to the NPS, the majority of which are from royalties from Outer
Continental Shelf oil deposits. Each year, amounts from the LWCF and the HPF are warranted to some of the
bureaus within Interior and the rest to the Department of Agriculture’s Forest Service.

The HPF provides matching grants to encourage private and non-Federal investment in historic preservation
efforts nationwide, and assists State and local governments, and Indian Tribes with expanding and accelerating
their historic preservation activities nationwide. HPF grants serve as a catalyst and “seed money” to preserve
and protect our Nation’s irreplaceable heritage for current and future generations.

Abandoned Mine Land Fund. Public Law 95-87 established the OSM, a component of Interior, and authorized
the collection of a fee from Coal Mine Operators. Fees of 35 cents per ton of surface mined coal, 15 cents per
ton of coal mined underground, and 10 cents per ton of lignite are collected from active mining operations. The
fees are deposited in the Abandoned Mine Land (AML) Reclamation Fund, which is used to fund abandoned
mine land reclamation projects. The Surface Mining Law specifies that 50% of the reclamation fees collected

in each State with an approved reclamation program, or within Indian lands where the Tribe has an approved
reclamation program, are to be allocated to that State or Tribe. This 50% is designated as the State or tribal
share of the fund. The remaining 50% (the Federal share) is used by Interior to complete high priority and
emergency projects, to fund the Small Operator Assistance Program, to fund additional projects directly
through State reclamation programs, and to pay collection, audit, and administration costs.

Expenditures from the AML Fund may only be made as a consequence of appropriations or other laws. AML
reclamation is accomplished primarily by States and Tribes and is funded by grants. Grant funding levels are
determined by Interior’s annual appropriation and consider the individual State or Tribe’s needs, the State and
Federal shares, as well as emergency and special funding requirements.

Under authority of Public Law 101-509, Interior began investing AML funds in U.S. Treasury Securities. Begin-
ning in 1996, under a requirement of the Energy Policy Act of 1992 (Public Law 102-486), Interior began an
annual transfer from the investment interest earned to the United Mine Workers of America Combined Benefit
Fund (UMWA CBF). This transfer is used to defray anticipated health care costs for eligible union coal mine
workers who retired on or before July 20, 1992, and their dependents.

Payments to the UMWA CBF are made in advance based on the number of beneficiaries and an estimate of
their benefit costs. Under current practice, the estimate is then adjusted to actual costs as health benefits are
paid in subsequent years.
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AML program expenses approximate the net cost for the Environmental Restoration GPRA program activity
with the addition (+/-) of a pro rata share of allocated costs. The Environmental Restoration GPRA is included
in Strategic Goal 1: Resource Protection -- Protect the Nation’s Natural, Cultural, and Heritage Resources.

Environmental Improvement and Restoration Fund and Oil Spill Research. The Environmental Improvement
and Restoration Fund (EIRF) was a distribution of the Alaska Escrow Fund in which half of the principal

was invested in Treasury Securities. The purpose of EIRF is to invest the monies and earn interest until there

is further congressional action. Congress has permanently appropriated 20% of the prior fiscal year interest
earned by the EIRF to the Department of Commerce each year for marine research activities. The remaining
80% remains in the fund to earn interest and may be appropriated by Congress to certain other agencies, as
provided by the law. No assets are available to Interior unless appropriated by Congress.

The funding for Oil Spill Research (OSR) is appropriated from the Department of the Treasury managed Oil
Spill Liability Trust Fund (OSLTF) each year. The OSLTF is funded from oil taxes, interest on fund principal,
cost recovery from responsible parties, and penalties. The Department of the Treasury transferred $7 million
for OSR in FY 2005 and FY 2004 to MMS funding oil spill research, oil spill prevention, response planning
activities, and regulation of oil spill financial responsibility. The Oil Spill Response Research program supports
research to improve detection and response to an oil spill in the marine environment.

Agquatic Resources Trust Fund and Sport Fish Restoration. The Aquatic Resources Trust Fund (ARTF) receives
excise tax revenues from the sale of fishing tackle and equipment, certain motorboat and small engine gasoline,
and interest earned on invested trust funds. These funds are subsequently distributed to the FWS Sport Fish
Restoration Account (SFRA), the U.S. Coast Guard Boat Safety Program, and the Army Corps of Engineers
Coastal Wetlands Program. Although the ARTF is managed and maintained by Treasury (per Title 26 of the U.S.
Code, Section 9602), Interior reports the ARTF as they have the preponderance of the fund activity (the SFRA
received approximately 79% of the ARTF transfers for both FY 2005 and FY 2004). The SFRA makes grants
available to States to restore, conserve, manage, protect, and enhance sport fish resources and coastal wetlands,
and also to enhance public use and benefits from sport fish resources.

Wildlife Restoration. The Federal Aid in Wildlife Restoration Program is a key component of the Nation’s
cooperative conservation work for wildlife and their habitats. It implements the Interior’s Resource Protection
Goal of sustaining biological communities on Interior-managed and influenced lands and waters by providing
financial and technical assistance to States to restore, conserve, manage, and enhance wild bird and mammal
populations; acquiring and managing their habitats; providing public use and benefit from wildlife resources;
educating hunters; and developing shooting ranges.

The Federal Aid in Wildlife Restoration Act of 1937, also called the Pittman-Robertson Wildlife Restoration
Act, as amended (16 U.S.C.669-669k) authorizes the Secretary of the Interior to implement a multi-State
conservation grant program and a firearm and bow hunter education and safety program that provides grants
to States.

The Wildlife Restoration program is funded by an 11% excise tax on sporting firearms and ammunition, a
12.4% tax on archery equipment, and a 10% tax on handguns. These tax receipts are appropriated to FWS
through a permanent-indefinite appropriation for use in the fiscal year following collection. The total of
receipts apportioned directly contributes to the Interior’s Resource Protection Goal of sustaining biological
communities on Interior-Managed and Influenced Lands and Waters.

The Wildlife Restoration program operates on a cost reimbursement basis. Each State pays the costs of
approved projects up front and applies intermittently for reimbursement of up to 75% of the costs incurred.
The State must provide at least 25% of the project costs from a non-Federal source. However, Puerto Rico, the
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U.S. Virgin Islands, Guam, the Northern Mariana Islands, and American Samoa are not required to provide
matching shares. The source of funds for the Federal Aid in Wildlife Restoration program is public, and the
source of funds for the Wildlife and Sport Fish Restoration program is government.

Office of the Special Trustee for American Indians. Established by the American Indian Trust Fund
Management Reform Act of 1994 (Public Law 103-412), the Office of the Special Trustee for American Indians
(OST) was created to improve the accountability and management of Indian funds held in trust by the Federal
Government. OST develops and implements the policies and procedures governing the management of Indian
trust funds. OST manages and is accountable for Tribal Trust and Special Funds that are reported in these
financial statements. Financing sources for these funds are from judgment/award monies from Federal sources
and other lease and rental income from the public.

Central Utah Project Completion Act. The primary purpose of the Central Utah Project Completion

Act (CUPCA) is to provide for the orderly completion of the Central Utah Project by authorizing water
conservation and wildlife mitigation projects, and by providing funding for conservation activities. The
CUPCA office within Interior is mandated by the Act to, among other responsibilities, transfer funds to the
Commission, which has exclusive responsibility for completing the fish, wildlife, and recreation projects in the
State of Utah required as part of the Central Utah Project. The Commission also receives transfers of annual
appropriations from the Western Area Power Administration of the DOE. The Commission has discretion

to either expend such funds, or portions thereof, for mitigation activities or to invest such funds, or portions
thereof, in a trust fund established by CUPCA, the interest from which is for the future use of the Commission.
Interior accounts for and reports on this fund through the Utah Reclamation Mitigation and Conservation
Commission Fund.

Natural Resource Damage Assessment and Restoration Fund. Section 301c of the Comprehensive
Environmental Response, Compensation, and Liability Act requires promulgation of regulations for the
assessment of damages for injury to, destruction of, or loss of natural resources resulting from a discharge of
oil or release of a hazardous substance. The responsibility for this rulemaking was delegated to Interior by the
President in Executive Order 12580 (January 23, 1987). Interior accounts for and reports on this fund through
the Natural Resource Damage Assessment and Restoration Fund (NRDAR). The primary aim of NRDAR is to
restore natural resources injured as the result of oil spills or hazardous substance releases. The program assesses
the damages and injuries to natural resources entrusted to Interior and negotiates legal settlements or takes
other legal actions against the responsible parties for the spill or release. Funds from these settlements are then
used to restore the injured resources at no expense to the taxpayer. Settlements often include the recovery of the
costs incurred in assessing the damages. These funds are then used to fund further damage assessments.

Southern Nevada Public Land Management Act. The Southern Nevada Public Land Management Act
(SNPLMA), enacted in October 1998, authorizes BLM to sell public land tracts that are interspersed with or
adjacent to private land in the Las Vegas Valley. BLM is authorized to invest 85% of the sales in interest-bearing
Treasury securities, while 10% of the proceeds go to the Southern Nevada Water Authority and 5% goes to the
State of Nevada’s Education Fund. The revenues generated from the land sales and investments enable BLM and
other government entities to acquire environmentally sensitive lands and build or maintain trails, day-use areas,
campgrounds, etc., to benefit public land visitors.



Notes to Principal Financial Statements

Other Dedicated Collections. Other dedicated collections consist of the following:

Donations. The purpose of this fund is to record cash donations provided to the NPS. The fund is accounted
for and reported as donated revenue financing source. The source of revenue for this fund is from public
donations and is considered an inflow of resources to the government. Under 16 U.S.C. 6, NPS has the
authority to use funds as collected.

Priority Land Acquisition. Funds under the Priority Land Acquisitions, Land Exchanges and Maintenance
account are from the Land and Water Conservation Fund for priority land acquisitions and exchanges. Interior
accounts for and reports on these funds through the Title V Priority Land Acquisitions, Land Exchanges, and
Maintenance Fund and the Title VI Priority Land Acquisitions and Land Exchanges Fund. These funds are
available for the high priority land acquisitions and exchanges and for reducing maintenance backlogs.

Reclamation Trust Funds. The Reclamation Trust Funds receive monies from the State of California per Public
Law 102-575, Title XXXIV, Central Valley Project Improvement Act, to accomplish the following purposes:

(a) to protect, restore, and enhance fish, wildlife, and associated habitats in the Central Valley and Trinity

River basins of California; (b) to address impacts of the Central Valley Project on fish, wildlife, and associated
habitats; (c¢) to improve the operational flexibility of the Central Valley Project; (d) to increase water-related
benefits provided by the Central Valley Project to the State of California through expanded use of voluntary
water transfers and improved water conservation; (e) to contribute to the State of California’s interim and
long-term efforts to protect the San Francisco Bay/Sacramento-San Joaquin Delta Estuary; and (f) to achieve

a reasonable balance among competing demands for use of the Central Valley Project water, including the
requirements of fish and wildlife, agricultural, municipal and industrial, and power contractors.

Reclamation has established unique cost centers within the accounting system for each of the specified activities
under the Act. Once the activity is completed, a report is prepared for the State of California showing the
monies collected and the costs incurred.

Everglades. Interior also administers a small portion of the funds available for the Everglades restoration effort.
Section 390 of the Federal Agriculture Improvement and Reform Act (Farm Bill) of 1996 (Public Law 104-217),
authorized the establishment of an “Everglades Restoration Account” consisting of funds deposited to a special
Treasury account derived from the sale of surplus Federal property located in the State of Florida. Although the
authority to receive these funds was abolished by the Water Resources Development Act (Public Law 106-541)
passed on December 11, 2000, funds deposited to the account prior to that date remain available to support the
restoration effort. Interior accounts for and reports on this fund through the Everglades Restoration Account
Fund. These funds are to be utilized for “the acquisition of real property ... within the Everglades ecosystem;
and ... the funding of resource protection and resource maintenance activities in the Everglades ecosystem.”
This legislation also provided $200 million in appropriated funds that have been used primarily for land
acquisitions and exchanges necessary to further the restoration effort. These funds have been fully obligated.

Construction Trust Fund. The purpose of this fund is to record NPS trust fund construction. The fund is
accounted for and reported as contract authority-allocation transfer account where NPS is the “child.” The
source of financing for this fund is from the Department of Transportation — Federal Highways as a result of
intragovernmental flows. Under Public Law 106-113, NPS has the authority to obligate funds in advance of
funds transfer.
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National Indian Gaming Commission. The National Indian Gaming Commission (NIGC) was created in
1988 when Congress enacted the Indian Gaming Regulatory Act. Interior accounts for and reports on this
fund through the National Indian Gaming Commission fund. The primary mission of the NIGC is to regulate
gaming activities on Indian lands for the purposes of shielding Indian tribes from organized crime and other
corrupting influences; ensuring that Indian tribes are the primary beneficiaries of gaming revenues; and
assuring that gaming is conducted fairly and honestly by both operators and players. To effect these goals,
NIGC is authorized to conduct investigations; undertake enforcement actions, including the assessment

of fines and the issuance of closure orders; conduct background investigations; conduct audits; review and
approve tribal gaming ordinances and management contracts; and issue such regulations as necessary to meet
its responsibilities. The NIGC is funded by an assessment of less than one-tenth of one percent of the gross
revenues of Indian gaming operations.

Dedicated collections as of September 30, 2005, are as follows:

Oil Spill and

Land and Water Historic Abandoned Environmental Southern Nevada
Conservation Preservation Mine Improvement and Public Land
(dollars in thousands) Fund Fund Land Fund Restoration Fund ~ Management Act
ASSETS
Fund Balance with Treasury $ 14,303,499 $ 2,531,432 § 1,336 $ 6,872 $ 1,271
Investments, Net - - 2,141,600 1,030,926 1,670,193
Accounts Receivable, Net - - 11,401 162 -
General Property, Plant, and Equipment, Net - - - - 6,571
Other Assets - - 20 - -
TOTAL ASSETS $ 14,303499 $ 2,531,432 § 2,154,357 § 1,037,960 $ 1,678,035
LIABILITIES
Aquatic Resource Amounts Due to FWS $ - $ - $ - $ - $ -
Aquatic Resource Amounts Due to Coast Guard - - - - -
Aquatic Resource Amounts Due to Corps of Engineers - - - - -
Accounts Payable - - 4,562 1,652 20,362
Other Liabilities - - 902 83 135
TOTAL LIABILITIES - - 5,464 1,735 20,497
Total Net Position 14,303,499 2,531,432 2,148,893 1,036,225 1,657,538
TOTAL LIABILITIES AND NET POSITION $ 14303499 $ 2,531,432 $ 2,154,357 $ 1,037,960 $ 1,678,035
CHANGE IN NET POSITION
Net Position, Beginning of Fiscal Year $ 13,859,218 $ 2,453,491 $ 2,042,550 $ 1,007,579 $ 651,470
Change in Net Position:
Royalties Retained 903,308 150,174 - - -
Non-exchange Revenue
Taxes - - - - -
AML Fee Revenue - - 293,365 - -
Investment Interest and Other - - 75,346 29,272 -
Other Non-Exchange Revenue - - 99 - 415
Transfers In/Out without Reimbursement (459,027) (72,233) - 7,006 (22,719)
Exchange Revenue - Services Provided and Other - - 87 494 1,329,695
Program Expenses , . (196,021) (8,126) (301,323)
UMWA-CBF Expenses B - (66,533) - -
Net Position, End of Fiscal Year $ 14,303499 $ 2,531,432 § 2,148,893 § 1,036,225 $ 1,657,538
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Birthplace of Abraham Lincoln. The purpose of this fund is to maintain the boyhood home of Abraham
Lincoln. The fund is accounted for and reported as interest income. The source of revenue for this fund is from
interest income on a U.S. Treasury Security and is a result of intragovernmental flows. Under 16 U.S.C. 212,
NPS has the authority to use funds as earned and collected.

Natural
Aquatic Office of the Central Resource Damage Other
Resources Sportfish Wildlife Special Trustee for Utah Project Assessment and Dedicated

Trust Fund Restoration Restoration American Indians Completion Act Restoration Fund Collections FY 2005
$ 7,978 $ 6,330 $ 52,311 § (34) $ 37,103 $ 442 % 125,670 $ 17,074,210
1,544,724 - 454,388 280,034 156,773 178,252 - 7,456,890
9,452 955,724 - - - 41,554 10 1,018,303
- - - - 4,124 - 51,750 62,445
- - 51 - - - 1,526 1,597

$ 1,562,154 $ 962,054  $ 506,750 $ 280,000 § 198,000 § 220,248 $ 178,956 $ 25,613,445

$ 955,724 $ - $ - $ - $ - $ - $ - $ 955,724
- 71,101 - - - - - 71,101

- 368,829 - - - - - 368,829

- 9,681 7,389 - 907 29 1,593 46,175

- 1,097 941 - 235 3 49,526 52,922

955,724 450,708 8,330 - 1,142 32 51,119 1,494,751
606,430 511,346 498,420 280,000 196,858 220,216 127,837 24,118,694

$ 1,562,154 $ 962,054 $ 506,750 $ 280,000 $ 198,000 § 220,248 $ 178,956 _$ 25,613,445

$ 563,419 $ 490,400 $ 469,811 $ 268,447 $ 183,497 § 175,890 $ 119,669 $ 22,285,441

- - - - - - - 1,053,482
469,584 - 251,124 - - - - 720,708
- - - - - - - 293,365
34,179 - 13,425 8,842 3,935 4,135 - 169,134
- 322 288 3,028 11,490 68,610 24,507 108,759

(460,752) 338,690 (614) 7,889 6,150 (22,258) 16 (677,852)
- - 49 546 3,613 - 18,100 1,352,584

- (318,066) (235,663) (8,752) (11,827) (6,161) (34,455) (1,120,394)

- - - - - - - (66,533)

$ 606,430 $ 511,346 $ 498,420 § 280,000 $ 196,858 $ 220,216 $ 127,837 $ 24,118,694
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Dedicated collections as of September 30, 2004, are as follows:

Oil Spill and
Land and Water Historic Abandoned Environmental Southern Nevada
Conservation Preservation Mine Improvement and Public Land
(dollars in thousands) Fund Fund Land Fund Restoration Fund ~ Management Act
ASSETS
Fund Balance with Treasury $ 13,859,218 $ 2,453,491 § 583 § 6,868 $ 841
Investments, Net - - 2,051,301 1,001,652 793,693
Accounts Receivable, Net - - 6,578 24 -
General Property, Plant, and Equipment, Net - - - - 675
Other Assets - - 21 - -
TOTAL ASSETS $§ 13,859,218 § 2453491 § 2,058,483 $ 1,008,544 $ 795,209
LIABILITIES
Aquatic Resource Amounts Due to FWS $ - $ - $ - $ - $ -
Aquatic Resource Amounts Due to Coast Guard - - - - -
Aquatic Resource Amounts Due to Corps of Engineers - - - - -
Accounts Payable - - 15,286 771 7,532
Other Liabilities - - 648 194 136,207
TOTAL LIABILITIES - - 15,934 965 143,739
Total Net Position 13,859,218 2,453,491 2,042,549 1,007,579 651,470
TOTAL LIABILITIES AND NET POSITION $ 13,859,218 $ 2,453491 $§ 2,058,483 § 1,008,544 $ 795,209
CHANGE IN NET POSITION
Net Position, Beginning of Fiscal Year $ 13,443,816 $ 2,377,575 $ 1,952,634 $ 982,597 $ 283,190
Change in Net Position:
Royalties Retained 903,516 150,164 - - -
Non-exchange Revenue
Taxes - = - - -
AML Fee Revenue - - 286,160 - -
Investment Interest and Other - - 54,625 24,132 -
Other Non-Exchange Revenue - - 26 - 395
Transfers In/Out without Reimbursement (488,114) (74,248) - 7,017 (100)
Exchange Revenue - Services Provided and Other - - 26 222 447,507
Program Expenses - - (235,955) (6,389) (79,522)
UMWA-CBF Expenses - - (14,967) - -
Net Position, End of Fiscal Year $ 13,859,218 $ 2,453,491 $§ 2,042,549 $ 1,007,579 $ 651,470
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Natural

Aquatic Office of the Central Resource Damage Other
Resources Sportfish Wwildlife Special Trustee for Utah Project Assessment and Dedicated
Trust Fund Restoration Restoration American Indians Completion Act Restoration Fund Collections FY 2004
$ 24,941 $ 14,255 § 120,209 $ (34) $ 35273 $ 617 $ 121,883 $ 16,638,145
1,451,344 - 364,889 268,481 145,066 169,524 65 6,246,015
8,127 921,021 - - - 5,754 9 941,513
B - - - 4,147 - 42,919 47,741
- - 107 - - - 1,570 1,698
$ 1,484,412 § 935,276 $ 485,205 $ 268,447 § 184,486 $ 175,895 § 166,446 $ 23,875,112
$ 920,993 $ - $ - $ - $ - $ - $ - $ 920,993
- 68,351 - - - - - 68,351
B 352,546 - - B - - 352,546
- 22,991 14,613 - 774 5 2,586 64,558
N 988 781 - 214 - 44,191 183,223
920,993 444,876 15,394 - 988 5 46,777 1,589,671
563,419 490,400 469,811 268,447 183,498 175,890 119,669 22,285,441
$ 1,484,412 § 935,276 § 485,205 $ 268,447 $ 184,486 $ 175,895 § 166,446 $ 23,875,112
$ 554,415 § 463,439 $ 453,673 $ 257,479 $ 174,006 $ 161,802 $ 121,603  $ 21,226,229
B - - - B - - 1,053,680
455,828 - 238,807 - B - - 694,635
- - - - - - - 286,160
16,551 - 10,255 8,230 10,201 2,024 40 126,058
- 177 198 3,051 (755) 34,088 18,133 55,313
(463,375) 345,405 (173) 8,189 6,163 (19,354) (2,148) (680,738)
- - - - 2,250 - 20,886 470,891
B (318,621) (232,949) (8,502) (8,367) (2,670) (38,845) (931,820)
- - - - - - - (14,967)
$ 563,419 § 490,400 $ 469,811  $ 268,447 § 183,498 $ 175,890 $ 119,669 $§ 22,285,441
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NOTE 24. CHANGES IN ACCOUNTING PRINCIPLE

In March 2005, OMB issued guidance that instructed BOR to prospectively record a receivable from Western
for appropriations that are returned to BOR through collections from power sales. Prior to FY 2005, these
appropriations and subsequent recoveries were recorded as transfers in/out without reimbursement on the
Consolidated Statement of Changes in Net Position, in accordance with Federal accounting standards using
Treasury guidance. The cumulative effect of this change in accounting principle resulted in an increase of
$1,724 million to Intragovernmental Loans and Interest Receivable on the Balance Sheet and a corresponding
increase to the beginning balance of the Cumulative Results of Operations on the Statement of Changes in Net
Position.

The Bonneville Power Administration (BPA), a component of DOE, is responsible for the transmission

and marketing of hydropower generated at BOR facilities located in the Pacific Northwest Region. BPA

has legislatively assumed the repayment of appropriations used to construct BOR hydropower generation
facilities. This legislation requires BPA to recover the appropriations related to BOR’s hydropower facilities
and to deposit these recoveries, along with interest, into the Reclamation Fund. Although OMB’s March 2005
guidance was specific to transactions between WAPA and BOR, the underlying theory is applicable to the
transactions between BPA and the Reclamation Fund. Prior to FY 2005, Interior did not recognize an amount
due from BPA. The cumulative effect of this change in accounting principle resulted in a $620 million increase
to Intragovernmental Loans and Interest Receivable on the Balance Sheet and a corresponding increase to the
beginning balance of the Cumulative Results of Operations on the Statement of Changes in Net Position.

BOR and the Office of the Secretary receive appropriations from Treasury’s General Fund to construct, operate,
and maintain various multipurpose projects. Many of the projects have reimbursable components for which
BOR is required to recover the capital investment and O&M costs through user fees, namely the sale of water
and power. These recoveries are deposited in Treasury’s General Fund. BOR and OS have applied OMB’s
guidance to the situations where the appropriations from the General Fund are required to be recovered
through the sale of water and power. Prior to FY 2005, Interior did not recognize a liability due to Treasury.
The cumulative effect of this change is an increase to intragovernmental liabilities on the Balance Sheet in the
amount of $2,187 million and a corresponding decrease to the beginning balance of the Cumulative Results of
Operations in the Statement of Changes in Net Position by the same amount. This liability is increased when
appropriations are expended on reimbursable components of a project, and decreased when reimbursements
are received from customers and such funds are transferred to Treasury’s General Fund. Interest is accumulated
on this liability pursuant to authorizing project legislation or administrative policy. Interest rates used during
FY 2005 ranged from 3.2% to 8.5%. Repayment is generally over a period not to exceed 50 years from the time
revenue producing assets are placed in service. Actual repayments to Treasury’s General Fund in FY 2005 were
$176 million, resulting in an ending liability of $1,996 million as of September 30, 2005.

NOTE 25. HURRICANE DAMAGE

During August and September 2005 and 2004, hurricanes caused significant damage to several Interior facilities,
parks, and wildlife refuges along the Gulf Coast. The estimated future cost to clean up and repair these sites

is approximately $95 million and $48 million, respectively. Most of these costs represent removal of debris,
repairs to permanent land improvements and other stewardship assets.

Additionally, a large number of capitalized assets were completely destroyed in FY 2005. Interior adjusted the
value of net property, plant, and equipment by $9 million to account for this asset impairment.
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Combining Statement of Budgetary Resources
for the year ended September 30, 2005

(dollars in thousands)

Water and National Park ~ National Park Management of

Interior Related Service Service Land and
Franchise Fund Resources Operations Construction Resources
Budgetary Resources:
Budget Authority:
Appropriations Received $ -8 864,637 $ 1,707,336  $ 356,739 $ 848,939
Net Transfers, Current Year Authority - (83,323) 5,222 (6,961) 7,500
Unobligated Balance:
Beginning of Fiscal Year 734,962 268,834 87,256 400,611 34,750
Net Transfers, Unobligated Balance, Actual - (157) 237 - -
Spending Authority From Offsetting Collections:
Earned
Collected 1,574,667 195,254 21,178 112,564 97,434
Receivable From Federal Sources (1,693) (1,945) (75) 2,078 6,916
Change in Unfilled Customer Orders
Advance Received (58,036) 7,578 - (5,052) 4
Without Advance From Federal Sources (9,787) 6,279 - 19,891 1,614
Subtotal: Spending Authority From Offsetting Collections 1,505,151 207,166 21,103 129,481 105,968
Recoveries of Prior Year Obligations - 22,558 8,300 5,570 21,979
Temporarily Not Available Pursuant to Public Law - (5,534) - - -
Permanently Not Available - (1,342) (35,474) (4,250) (12,113)
Total Budgetary Resources $ 2,240,113 $§ 1,272,839 $ 1,793,980 $ 881,190 $ 1,007,023
Status of Budgetary Resources:
Obligations Incurred:
Direct $ - $ 797,128  $ 1,743,014 $ 388,637 $ 903,436
Reimbursable 1,451,503 199,557 20,357 140,781 70,396
Total Obligations Incurred 1,451,503 996,685 1,763,371 529,418 973,832
Unobligated Balance:
Apportioned 788,610 276,110 17,333 348,669 33,171
Exempt From Apportionment - 44 - (76) -
Unobligated Balance not Available - - 13,276 3,179 20
Total Status of Budgetary Resources $ 2,240,113 $ 1,272,839 $ 1,793,980 $ 881,190 $ 1,007,023
Relationship of Obligations to Outlays:
Obligations Incurred $ 1,451,503 $ 996,685 $ 1,763,371  $ 529,418 § 973,832
Obligated Balance, Net, Beginning of Fiscal Year 658,670 366,254 338,577 303,549 224,855
Obligated Balance, Net, End of Fiscal Year:
Accounts Receivable 4,673 17,732 264 30,146 11,591
Unfilled Customer Orders From Federal Sources 167,649 36,138 - 117,495 11,387
Undelivered Orders (486,228) (342,203) (344,898) (244,244) (179,517)
Accounts Payable (230,152) (99,768) (72,971) (196,847) (57,779)
Total Obligated Balance, Net, End of Fiscal Year (544,058) (388,101) (417,605) (293,450) (214,318)
Less: Spending Authority Adjustments 11,480 (26,891) (8,225) (27,538) (30,508)
Outlays:
Disbursements 1,577,595 947,947 1,676,118 511,979 953,861
Collections (1,516,631) (202,832) (21,178) (107,512) (97,438)
Net Outlays Before Offsetting Receipts 60,964 745,115 1,654,940 404,467 856,423
Less: Offsetting Receipts - (354) - - -
Net Outlays (Receipts) $ 60,964 $ 744,761 $ 1,654,940  $ 404,467 $ 856,423
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Combining Statement of Budgetary Resources
for the year ended September 30, 2005

(dollars in thousands)

Fish and Minerals FY 2005
Bureau of Land Wildlife Leasing and Survey, Other Total
Wildland Fire Mangement Resource Associated Operation of ~ Investigation Budgetary Budgetary
Management Operations Management Payments Indian Programs and Research Accounts Accounts

$ 843,099 $ 1,025,739 $ 977,205 $ 1,620,107 $ 1,958,347 $ 958,021 $ 4,925,778 $ 16,085,947
716 36 11,083 - 3,897 5,436 (58,984) (115,378)

89,402 565,764 63,428 - 375,187 46,299 2,542,963 5,209,456

(716) - - - 666 - 635 665

42,320 - 152,797 - 327,727 411,119 2,259,566 5,194,626

(3,642) - 12,579 - 3,072 (7,334) 65,072 75,028

(8,599) - 1,328 - (54,286) 3,600 165,285 51,822

(6,727) - (19,766) - 17,898 3,066 258,386 270,854

23,352 - 146,938 - 294,411 410,451 2,748,309 5,592,330

27,984 15,840 16,886 - 44,815 8,158 239,136 411,226

- - - - - - (6,319) (11,853)

(11,804) - (14,312) - (31,066) (20,716) (216,387) (347,464)

$ 972,033 $ 1,607,379 $ 1,201,228 $ 1,620,107 $ 2,646,257 $ 1,407,649 $ 10,175,131 $ 26,824,929
$ 831,011 $ 757,509 $ 985,550 $ 1,620,107 $ 1,947,344  $ 943813 $ 5,017,257 $ 15,934,806
12,711 - 145,301 - 336,681 410,973 2,390,934 5,179,194
843,722 757,509 1,130,851 1,620,107 2,284,025 1,354,786 7,408,191 21,114,000
128,311 849,870 68,081 - 321,673 22,241 2,702,668 5,556,737

- - - - - - 44,952 44,920

- - 2,296 - 40,559 30,622 19,320 109,272

$ 972,033 § 1,607,379 $ 1,201,228 $ 1,620,107 $ 2,646,257 $ 1,407,649 $ 10,175,131 $ 26,824,929
$ 843,722  § 757,509 $ 1,130,851 $ 1,620,107 $ 2,284,025 $ 1,354,786  $ 7,408,191 $ 21,114,000
272,014 277,759 258,930 - 281,108 90,471 3,697,629 6,769,816

5,705 - 39,832 - 9,208 135,460 147,076 401,687

6,000 - 93,398 - 20,993 45,780 324,236 823,076
(255,869) (856,500) (322,820) - (199,016) (177,883) (3,657,865) (7,067,043)
(42,344) (21,385) (63,748) - (63,387) (100,388) (541,407) (1,490,176)
(286,508) (877,885) (253,338) - (232,202) (97,031) (3,727,960) (7,332,456)
(17,614) (15,840) (9,700) - (65,785) (3,890) (562,595) (757,106)
811,614 141,543 1,126,743 1,620,107 2,267,146 1,344,336 6,815,265 19,794,254
(33,722) - (154,125) - (273,442) (414,719) (2,424,851) (5,246,450)
777,892 141,543 972,618 1,620,107 1,993,704 929,617 4,390,414 14,547,804

- (1,000,343) - (1,620,107) - - (3,283,691) (5,904,495)

$ 777,892 $ (858,800) $ 972,618 § - $ 1,993,704 § 929,617 § 1,106,723 $ 8,643,309
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Combining Statement of Budgetary Resources
for the year ended September 30, 2004

(dollars in thousands)

232

Water and National Park ~ National Park Management of
Interior Related Service Service Land and
Franchise Fund Resources Operations Construction Resources
Budgetary Resources:
Budget Authority:
Appropriations Received $ - $ 851,803 $ 1,629,641 $ 355,820 $ 865,744
Net Transfers, Current Year Authority - (85,601) 10,067 43,456 15
Unobligated Balance:
Beginning of Fiscal Year 720,543 266,624 69,027 341,172 36,763
Net Transfers, Unobligated Balance, Actual - 1,346 21 14,006 -
Spending Authority From Offsetting Collections:
Earned
Collected 1,396,541 215,667 20,266 108,247 274,026
Receivable From Federal Sources (17,054) 9,757 (139) 9,829 (1,816)
Change in Unfilled Customer Orders
Advance Received 264,506 4,934 - (1,160) (12)
Without Advance From Federal Sources (65,871) 1,493 - 32,077 3,332
Subtotal: Spending Authority From Offsetting Collections 1,578,122 231,851 20,127 148,993 275,530
Recoveries of Prior Year Obligations - 25,901 7,439 7,414 24,533
Temporarily Not Available Pursuant to Public Law - - - - -
Permanently Not Available - (5,059) (25,172) (4,107) (10,478)
Total Budgetary Resources $ 2,298,665 $ 1,286,865 $ 1,711,150 $ 906,754 $ 1,192,107
Status of Budgetary Resources:
Obligations Incurred:
Direct $ - 8 798,907 $ 1,603,055 $ 384,088 $ 902,363
Reimbursable 1,563,704 219,125 20,839 122,054 254,994
Total Obligations Incurred 1,563,704 1,018,032 1,623,894 506,142 1,157,357
Unobligated Balance:
Apportioned 734,961 268,833 67,612 400,612 34,730
Exempt From Apportionment - - - - -
Unobligated Balance not Available - - 19,644 - 20
Total Status of Budgetary Resources $ 2,298,665 $ 1,286,865 $ 1,711,150 $ 906,754 $ 1,192,107
Relationship of Obligations to Outlays:
Obligations Incurred $ 1,563,704 $ 1,018,032 $ 1,623,894 $ 506,142 $ 1,157,357
Obligated Balance, Net, Beginning of Fiscal Year 442,008 339,185 299,641 330,507 218,149
Obligated Balance, Net, End of Fiscal Year:
Accounts Receivable 6,366 19,677 339 28,068 4,675
Unfilled Customer Orders From Federal Sources 177,436 29,859 - 97,605 9,773
Undelivered Orders (605,109) (308,706) (269,461) (279,570) (188,347)
Accounts Payable (237,363) (107,084) (69,455) (149,652) (50,957)
Total Obligated Balance, Net, End of Fiscal Year (658,670) (366,254) (338,577) (303,549) (224,856)
Less: Spending Authority Adjustments 82,925 (37,150) (7,300) (49,320) (26,049)
Outlays:
Disbursements 1,429,967 953,813 1,577,658 483,780 1,124,601
Collections (1,661,047) (220,601) (20,267) (107,087) (274,014)
Net Outlays Before Offsetting Receipts (231,080) 733,212 1,557,391 376,693 850,587
Less: Offsetting Receipts - (120) - - -
Net Outlays (Receipts) $ (231,080) $ 733,092 $ 1,557,391 $ 376,693 $ 850,587
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Combining Statement of Budgetary Resources
for the year ended September 30, 2004

(dollars in thousands)

Fish and Minerals FY 2004
Bureau of Land Wildlife Leasing and Survey, Other Total
Wildland Fire Mangement Resource Associated Operation of  Investigation Budgetary Budgetary
Management Operations Management Payments Indian Programs and Research Accounts Accounts

$ 892,725 523,719 $ 963,352 $ 1,162,955 $ 1,916,317  $ 949,686 $ 4,600,628 $ 14,712,390
(126,625) - 5,200 - - - 14,321 (139,167)
101,691 288,798 30,365 - 484,472 78,629 2,487,187 4,905,271

- 926 15,296 - 6,488 - (12,103) 25,980

16,500 - 137,397 - 229,269 438,941 1,885,842 4,722,696
6,016 - (3,044) - (6,868) (31,514) 30,296 (4,537)

908 - (344) - 3,074 (1,165) 276,936 547,677

(285) - 71,794 - (16,264) (16,761) 19,354 28,869

23,139 - 205,803 - 209,211 389,501 2,212,428 5,294,705

25,758 14,803 16,212 - 63,232 10,744 197,543 393,579
- - - - - - (2,249) (2,249)
(9,132) - (11,932) - (23,613) (17,131) (71,205) (177,829)

$ 907,556 828,246 $ 1,224,296 $ 1,162,955 § 2,656,107 $ 1,411,429 § 9,426,550 $ 25,012,680
$ 808,505 262,482 $ 957,186 $ 1,162,955 $ 2,038,657 $ 979,877  $ 4,769,101 $ 14,667,176
9,648 - 203,682 - 242,263 385,253 2,114,486 5,136,048

818,153 262,482 1,160,868 1,162,955 2,280,920 1,365,130 6,883,587 19,803,224
89,403 565,764 59,831 - 349,285 21,101 2,480,601 5,072,733

- - - - - - 39,444 39,444

- - 3,597 - 25,902 25,198 22918 97,279

$ 907,556 828,246 $ 1,224,296 $ 1,162,955 § 2,656,107 $ 1,411,429 § 9,426,550 $ 25,012,680
$ 818,153 262,482 $ 1,160,868 $ 1,162,955 $ 2,280,920 $ 1,365,130 $ 6,883,587 $ 19,803,224
314,242 75,068 269,263 - 218,728 26,311 3,207,872 5,740,974

9,347 - 27,253 - 6,136 142,793 82,003 326,657

12,727 - 113,164 - 3,094 42,714 65,849 552,221
(264,649) (269,274) (340,205) - (214,996) (162,251) (3,386,206) (6,288,774)
(29,439) (8,485) (59,141) - (75,342) (113,727) (459,275) (1,359,920)
(272,014) (277,759) (258,929) - (281,108) (90,471) (3,697,629) (6,769,816)
(31,490) (14,803) (84,962) - (40,100) 37,531 (247,192) (417,910)
828,891 44,988 1,086,240 1,162,955 2,178,440 1,338,501 6,146,638 18,356,472
(17,407) - (137,053) - (232,343) (437,777) (2,162,778) (5,270,374)
811,484 44,988 949,187 1,162,955 1,946,097 900,724 3,983,860 13,086,098
- (496,118) - (1,162,955) - - (2,609,874) (4,269,067)

$ 811,484 (451,130) $ 949,187 § - $ 1,946,097 § 900,724 _$ 1,373,986 $ 8,817,031
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Deferred Maintenance

The Department of the Interior owns, builds, purchases, and contracts services for assets such as schools,
office buildings, roads, bridges, dams, irrigation systems, and reservoirs. These assets are used to support
the Department’s stated mission. Interior’s assets include some deteriorating facilities for which repair and
maintenance have not been adequately funded. Current and prior budgetary restraints require that repair
and maintenance on the assets be postponed for future years. Interior refers to this unfunded repair and
maintenance of facilities and infrastructure as deferred maintenance.

Inadequately funded maintenance may result from reduced budgets, reallocation of maintenance funds

for emergency requirements, insufficient management systems or practices, and competition for resources

from other program needs. Deterioration of facilities can adversely impact public health and safety, reduce
employees’ morale and productivity, and increase the need for costly major repair or early replacement of
structures and equipment. Undue wear on facilities may not be immediately noticeable to users, but inadequate
maintenance can require that a facility be replaced or undergo major reconstruction before the end of its
expected useful life.

The SFFAS No. 6, “Accounting for Property, Plant, and Equipment,” requires annual disclosure of the estimated
cost to remedy accumulated deferred maintenance on Interior property, plant, and equipment (PP&E). Both
General PP&E and Stewardship PP&E are included.

Deferred maintenance information is accumulated when maintenance was not performed when it should
have been or when it was scheduled and which, therefore, was put off or delayed for a future period. Deferred
maintenance needs may be further categorized in two tiers, critical and non-critical. Delaying correction of
non-critical needs may result in their becoming critical facility or equipment deficiencies at a future time.
Code compliance (e.g., life safety, ADA, OSHA, environmental, etc.) and other regulatory or Executive Order
compliance requirements not met on schedule are considered deferred maintenance.

The Department has developed a 5-Year Plan that provides a framework for improved planning and
management to maintenance and construction programs and better defines accumulated deferred maintenance
funding needs. In developing the 5-Year Plan, the Department established uniform criteria for critical health
and safety and resource protection projects, and through rigorous screening, prioritized the projects based

on these criteria. FASAB requires that all deferred maintenance be reported regardless of when it might be
performed, not just that included in the 5-Year Plan. The long-term goal is to have deferred maintenance
backlog information based on condition assessments recorded in a facilities maintenance management
information system. This information does not include annual maintenance or capital improvements as
defined in the Department’s Budget Formulation Guidance.

Interior adopted accounting guidance for concession assets and related liabilities effective October 1,2004. As a
result of adopting this guidance, Interior removed deferred maintenance amounts ranging from $151 million to
$325 million from concession assets.

Critical Deferred Maintenance

Categories of deferred maintenance for analytic purposes include (a) Critical Health and Safety Deferred
Maintenance: A facility deferred maintenance need that poses a serious threat to public or employee safety

or health; (b) Critical Resource Protection Deferred Maintenance: A facility deferred maintenance need that
poses a serious threat to natural or cultural resources; (c) Critical Mission Deferred Maintenance: A facility
deferred maintenance need that poses a serious threat to a bureau’s ability to carry out its assigned mission; (d)
Compliance and Other Deferred Maintenance: A facility deferred maintenance need that will improve public or
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employee safety, health, or accessibility; compliance with codes, standards, laws, complete unmet programmatic
needs and mandated programs; protection of natural or cultural resources to a bureau’s ability to carry out its
assigned mission.

Critical Maintenance is the work prioritized for FY 2004-2009 in the Deferred Maintenance and Capital
Improvement Plans for the Bureau of Land Management, the U.S. Geological Survey, the Fish and Wildlife
Service, the National Park Service, and the Bureau of Indian Affairs. The Department prioritizes deferred
maintenance through 5-year plans that identify the most critical needs. The Bureau of Reclamation has no
critical maintenance.

Estimated Deferred Maintenance

Generally, deferred maintenance is not estimated on equipment. If, however, the nature of operations is such
that deferred maintenance on equipment is considered significant and meaningful, the Department may report
this information.

Due to the scope, nature, and variety of the assets entrusted to the Department, as well as the nature of deferred
maintenance itself, exact estimates of deferred maintenance are very difficult to determine. Interior has
calculated estimates of deferred maintenance based on data from a variety of systems, procedures, and data
sources. The accumulation of deferred maintenance cost estimates, however, is not the primary purpose of
many of these sources. The Department acknowledges that the reliability of these sources as a basis for deferred
maintenance estimates may vary from bureau to bureau. The Department has implemented a cyclic/recurring
condition assessment process to monitor, at a minimum of every 5 years, the condition of buildings and other
facilities. The 2005 process is similar to the process in place in FY 2004.

Condition Assessment Surveys

The Department uses Condition Assessment Surveys to determine deferred maintenance for each class of assets.
A condition assessment survey is the periodic inspection of real property to determine its current condition and
to provide a cost estimate for necessary repairs. Annual condition assessments are performed on all constructed
assets with a current replacement value (CRV) of $5,000 or more and are performed by field operating unit
staff. Comprehensive condition assessments are performed on all constructed assets with a current replacement
value of $50,000 or more once every 5 years. Comprehensive assessments are usually performed under contract;
the contract includes an expert inspection of the facility and all component systems, a summary of deficiencies
found, and a recalculation of the current replacement value.

The Department’s assessment of deferred maintenance is dependent upon the bureaus having accurate and
complete facilities information. The accumulation of facility data provides the necessary information for
compliance with the Federal Accounting Standard that requires annual reporting of deferred maintenance of
fixed assets.

Facilities and items of equipment are categorized according to condition using terms such as those shown
below:

Good “G” — Facility/equipment condition meets established maintenance standards, operates efficiently, and
has a normal life. There is no deferred maintenance on facilities/equipment in good condition.

Fair “F” — Facility/equipment condition meets minimum standards but requires additional maintenance or
repair to prevent further deterioration, increase operating efficiency, and to achieve normal life expectancy.

Poor/Unsatisfactory “P”— Facility/equipment does not meet most operating standards and requires frequent
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repairs to prevent accelerated deterioration and provide a minimal level of operating function. In some cases,
this includes condemned or failed facilities.

Based on periodic condition assessment surveys, an indicator of condition is the percent of facilities and items
of equipment in each of the good, fair, or poor categories.

Interior’s current estimate for deferred maintenance includes the following property categories of Roads,
Bridges and Trails; Irrigation, Dams and Other Water Structures; Buildings (e.g., Administration, Education,
Housing, Historic Buildings); and Other Structures (e.g., Recreation Sites, Hatcheries, etc.).

The estimate generally excludes vehicles and most other categories of operating equipment since on-going
maintenance is performed on these assets and such assets would be disposed of before they resulted in a
deferred maintenance condition.

Deferred Maintenance Estimate

Deferred maintenance information from the Feasibility software system represents the full inventory of all
the identified deficiencies, but does not represent a backlog of specific repairs to be undertaken. Bureaus are
developing performance measures to improve assets to an acceptable condition. Once these measures are

in place and costs associated with achieving acceptable condition determined, this will become the deferred
backlog amounts. As such, the Department’s current approach for estimating the amount needed to correct
deferred maintenance for property, plant, and equipment ranges from approximately $10.1 billion to $18
billion as summarized in Table 3-1.

TABLE 3-1

(dollars in thousands) General PP&E Stewardship PP&E Total

Type of Deferred Maintenance Low High Low High Low High

Roads, Bridges, Trails* $ 4,658,045 $ 9,156,365 $ 537,357 $ 741,482 $ 5,195,402 $ 9,897,847

Irrigation, Dams and Other Water 1,640,283 2,126,452 65,578 96,699 1,705,861 2,223,151
Structures

Buildings * 1,351,411 2,090,445 680,354 1,438,812 2,031,765 3,529,257

Other Structures * 987,923 1,920,399 172,650 369,437 1,160,573 2,289,836

DOI Total $ 8,637,662 § 15293,661 $ 1,455,939 $§ 2,646,430 $ 10,093,601 $ 17,940,091

*These totals include deferred maintenance on non-Bureau of Indian Affairs-owned (Tribal) assets for which the Bureau of Indian
Aftairs is responsible for maintenance (e.g., roads on Tribal lands).
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Intragovernmental Transaction Disclosures

Intragovernmental amounts represent transactions between Federal entities included in the Federal
Government’s annual financial report. These transactions include assets, liabilities, revenues, transfers, and
expenses. Interior’s FY 2005 intragovernmental transactions are shown in Tables 3-2, 3-3, and 3-4.

TABLE 3-2
Intragovernmental Assets

Accounts and

Fund Balance Interest Loans

(dollars in thousands) with Treasury  Investments Receivable Receivable Other

Department of the Treasury $ 32,031,132 $ 7,463,669 $ 354,960 $ - $ -
Department of Agriculture - - 9,094 - -
Department of Commerce - - 6,698 - 50
Department of the Navy - - 4,261 - -
Department of the Army - - 10,360 - -
Department of the Air Force - - 4,061 - -
Environmental Protection Agency - - 7,879 - -
Department of Transportation - - 6,641 - 1,182
Department of Health and Human Services - - 5,037 - -
National Aeronautics and Space Adm. - - 5,008 - 2
Department of Energy - - 9,803 2,458,075 -
U.S. Army Corps of Engineers - - 14,832 - -
Defense Agencies - - 42,455 - -
Other Federal Agencies - - 27,588 - 171
TOTAL $ 32,031,132 $ 7,463,669 $ 508,677 $ 2,458,075 $ 1,405

TABLE 3-3

Intragovernmental Liabilities

Accounts Other

(dollars in thousands) Payable Debt Liabilities

Department of the Treasury $ 3,635 $ 1,220,525 $ 3,361,084
Executive Office of the President 998 - 29,073
Department of Agriculture 3,871 - 41,998
Department of Justice 678 - 20,945
Department of Labor 2,486 - 132,288
Department of the Navy 1,801 - 174,208
Department of the Army 556 - 586,116
Office of Personnel Management 163 - 25,798
General Services Administration 17,964 - 22,846
Department of Homeland Security 343 - 205,862
Department of Education 414 - 89,801
U.S. Army Corps of Engineers 40,346 - 369,904
Other Federal Agencies 6,626 - 517,134
TOTAL $ 79,881 $ 1,220,525 $ 5,577,057
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TABLE 3-4
Intragovernmental Earned and Non-Exchange Revenue

Non-Exchange Revenue Earned

(dollars in thousands) Transfers In Transfers Out Revenue

Department of the Treasury $ 359,222 $ 475,590 $ 68,382
Executive Office of the President - - 95,563
Department of Agriculture 1,791 155,094 83,664
Department of the Navy - - 336,324
Department of the Army - - 764,065
Office of Personnel Management 5 13 4,650
General Services Administration 21,166 13,938 9,587
Department of the Air Force - - 207,173
Department of Transportation 314,307 11 17,577
Department of Health and Human Services - - 189,065
Department of Energy 123,677 140,961 276,356
Department of Education - - 309,787
U.S. Army Corps of Engineers 17 58,054 77,071
Defense Agencies - - 342,370
Other Federal Agencies 15,650 81,816 390,208
TOTAL $ 835,835 $ 925,477 $ 3,171,842
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Working Capital and Franchise Funds

The Department has four working capital funds established by law to finance a continuing cycle of operations,
with the receipts from the operations available for use by the funds without further action by Congress. The
four working capital funds, which operate as revolving funds, are established in the Bureau of Reclamation, the
Bureau of Land Management, the U.S. Geological Survey, and Departmental Offices. The costs of providing
services and operating the funds are fully recovered from customers. The major working capital fund customers
are Interior bureaus and offices, Department of Defense, and other Federal agencies; however, some services are
provided to States and nongovernment entities. Some of the significant services provided to customers con-

sist of central reproduction, telecommunications, aircraft services, supplies, publications, training, computer
processing and related activities, engineering and technical services, and certain cross-servicing activities such
as payroll, personnel, and financial and accounting services. The services provided by the working capital funds
are usually those that may be performed more advantageously on a reimbursable basis.

In addition, the Department manages the Interior Franchise Fund (IFF) that is part of the Franchise Fund Pilot
program authorized by the Government Management Reform Act of 1994. The purpose of the IFF is to pilot
new approaches for providing shared administrative services to reduce the cost of government to the taxpayer
by fostering competition and entrepreneurship among providers of commonly required products and services
to Federal agencies. Some of the significant services include procurement support, financial systems and related
services, and other administrative support services. The IFF is a separate legal entity that allows Interior to share
cost savings with others that result from providing cost-effective and efficient services to Federal agencies. By
building on this experience of providing cost-effective and efficient services, Interior can provide even greater
cost savings within Interior and in working with other agencies. It also provides a cost-effective way to partner
with the private sector through established relationships with vendors that understand and have worked with
the Federal Government to provide quality services to Federal organizations. The major customers of the IFF
include the Department of Defense and the Executive Office of the President.

The following summarizes information about the assets, liabilities, and net cost of Interior’s working capital
and franchise funds as of and for the years ended September 30, 2005 and 2004. The financial information pre-
sented includes intra-departmental transactions.
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Supplemental Balance Sheet
Combined Working Capital and Franchise Funds
as of September 30, 2005

(dollars in thousands)

Bureau of Interior us.
Land Bureau of Departmental Franchise Geological FY 2005
Management Reclamation Offices Fund Survey TOTAL

ASSETS
Intragovernmental Assets:

Fund Balance with Treasury $ 57,532 $ 49,974 $ 595,988 § 1,332,667 $ 80,386 $ 2,116,547

Accounts and Interest Receivable, Net - 9,919 101,078 4,673 - 115,670

Other - 126 16,792 153 - 17,071
Total Intragovernmental Assets 57,532 60,019 713,858 1,337,493 80,386 2,249,288
Cash 56 - - - - 56
Accounts and Interest Receivable, Net - 91 2,579 250 2 2,922
Loans and Interest Receivable, Net - 1,900 - - - 1,900
Inventory and Related Property, Net 306 - 528 - - 834
General Property, Plant, and Equipment, Net 102,172 34,823 66,720 - 9,382 213,097
Other 77 217 8 2 - 304
Stewardship Assets
TOTAL ASSETS $ 160,143 § 97,050 $ 783,693 § 1,337,745 $ 89,770 $ 2,468,401
LIABILITIES
Intragovernmental Liabilities:

Accounts Payable $ 39 4,712 $ 11,360 § 1,348 $ 870 § 18,293

Debt - 1,900 - - - 1,900

Other

Advances and Deferred Revenue 5,640 1,709 497,219 1,078,948 - 1,583,516
Other Liabilities 1 7,185 2,073 96 114 9,469

Total Intragovernmental Liabilities 5,644 15,506 510,652 1,080,392 984 1,613,178
Accounts Payable 30 5,312 136,489 227,906 3,691 373,428
Federal Employee and Veterans' Benefits - - 6,222 - - 6,222
Environmental and Disposal Liabilities - - 1,300 - - 1,300
Other

Advances and Deferred Revenue - 667 4,729 2 - 5,398

Other Liabilities 124 17,707 10,023 803 545 29,202
TOTAL LIABILITIES 5,798 39,192 669,415 1,309,103 5,220 2,028,728
Commitments and Contingencies
Net Position

Unexpended Appropriations - - 789 - - 789

Cumulative Results of Operations 154,345 57,858 113,489 28,642 84,550 438,884
Total Net Position 154,345 57,858 114,278 28,642 84,550 439,673
TOTAL LIABILITIES AND NET POSITION $ 160,143 § 97,050 $ 783,693 $ 1,337,745 $ 89,770 $ 2,468,401
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Supplemental Balance Sheet
Combined Working Capital and Franchise Funds
as of September 30, 2004

(dollars in thousands)

Bureau of Interior us.
Land Bureau of Departmental Franchise Geological FY 2004
Management Reclamation Offices Fund Survey TOTAL

ASSETS
Intragovernmental Assets:

Fund Balance with Treasury $ 55,184 $ 49,459 $ 596,637 $ 1,393,632 $ 85,133 $ 2,180,045

Accounts and Interest Receivable, Net - 9,992 39,973 6,370 - 56,335

Other - 401 10,658 1,283 - 12,342
Total Intragovernmental Assets 55,184 59,852 647,268 1,401,285 85,133 2,248,722
Cash 55 - - - - 55
Accounts and Interest Receivable, Net 4 70 755 292 5 1,126
Loans and Interest Receivable, Net - 3,100 - - - 3,100
Inventory and Related Property, Net 444 - 567 - - 1,011
General Property, Plant, and Equipment, Net 95,112 36,193 45,087 - 8,234 184,626
Other 131 225 5 2 - 363
Stewardship Assets
TOTAL ASSETS $ 150,930 $ 99,440 $ 693,682 $ 1,401,579 $ 93,372 $§ 2,439,003
LIABILITIES
Intragovernmental Liabilities:

Accounts Payable $ 8 $ 7,962 § 3,012 § 2,821 § 263§ 14,066

Debt - 3,100 - - - 3,100

Other

Advances and Deferred Revenue 3,650 1,736 488,658 1,136,984 - 1,631,028
Other Liabilities 1 6,940 1,450 54 98 8,543

Total Intragovernmental Liabilities 3,659 19,738 493,120 1,139,859 361 1,656,737
Accounts Payable 16 4,184 94,102 234,060 4,225 336,587
Federal Employee and Veterans' Benefits - - 6,062 - - 6,062
Environmental and Disposal Liabilities - - 1,300 - - 1,300
Other

Advances and Deferred Revenue - 782 4,731 2 - 5,515

Other Liabilities 150 15,230 9,399 432 454 25,665
TOTAL LIABILITIES 3,825 39,934 608,714 1,374,353 5,040 2,031,866
Commitments and Contingencies
Net Position

Unexpended Appropriations - - 4,827 - - 4,827

Cumulative Results of Operations 147,105 59,506 80,141 27,226 88,332 402,310
Total Net Position 147,105 59,506 84,968 27,226 88,332 407,137
TOTAL LIABILITIES AND NET POSITION $ 150,930 $ 99,440 $ 693,682 § 1,401,579 $ 93,372 § 2,439,003
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Supplemental Statement of Net Cost
Combined Working Capital and Franchise Funds
for the year ended September 30, 2005

(dollars in thousands)

Full Cost Excess of Full
of Goods and Related Cost Over
Services Exchange Exchange
Provided Revenues Revenue
Bureau of Land Management
Motorized Fleet Program $ 25,758 $ (32,413) $ (6,655)
Total Bureau of Land Management 25,758 (32,413) (6,655)
Bureau of Reclamation
Engineering and Technical Services 103,179 (103,936) (757)
Administrative Services 223,945 (223,888) 57
Computer and Related Services 18,232 (16,036) 2,196
Total Bureau of Reclamation 345,356 (343,860) 1,496
Departmental Offices
Aircraft Services 156,803 (159,790) (2,987)
Building Management/Rental 36,789 (39,923) (3,134)
Charge Card Rebate 2,736 (5,951) (3,215)
Federal Services 1,124,039 (1,113,180) 10,859
Y2K/Other 8 - 8
Financial and Business Management System 99 - 99
Intra-Bureau Eliminations (212,562) 212,562 -
Total Departmental Offices 1,107,912 (1,106,282) 1,630
Interior Franchise Fund
Government Works Acquisition Services 1,510,314 (1,522,965) (12,651)
U.S. Films and Video Productions 4,789 (4,389) 400
Total Interior Franchise Fund 1,515,103 (1,527,354) (12,251)
U.S. Geological Survey
Reimbursable Services 38,270 (40,784) (2,514)
Capital Investments 15,917 - 15,917
Total U.S. Geological Survey 54,187 (40,784) 13,403
Total Working Capital and Franchise Funds $ 3,048,316 $ (3,050,693) $ (2,377)
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Supplemental Statement of Net Cost
Combined Working Capital and Franchise Funds
for the year ended September 30, 2004

(dollars in thousands)

Full Cost Excess of Full
of Goods and Related Cost Over
Services Exchange Exchange
Provided Revenues Revenue
Bureau of Land Management
Motorized Fleet Program $ 24,568 $ (29,604) $ (5,036)
Total Bureau of Land Management 24,568 (29,604) (5,036)
Bureau of Reclamation
Engineering and Technical Services 98,213 (101,547) (3,334)
Administrative Services 220,218 (226,405) (6,187)
Computer and Related Services 15,974 (13,532) 2,442
Total Bureau of Reclamation 334,405 (341,484) (7,079)
Departmental Offices
Aircraft Services 136,740 (137,906) (1,166)
Building Management/Rental 38,368 (38,996) (628)
Charge Card Rebate 7,748 (6,307) 1,441
Federal Services 741,154 (744,860) (3,706)
Y2K/Other (49) - (49)
Financial and Business Management System - - -
Intra-Bureau Eliminations (138,106) 138,106 -
Total Departmental Offices 785,855 (789,963) (4,108)
Interior Franchise Fund
Government Works Acquisition Services 1,330,907 (1,349,056) (18,149)
U.S. Films and Video Productions 1,700 (1,700) -
Total Interior Franchise Fund 1,332,607 (1,350,756) (18,149)
U.S. Geological Survey
Reimbursable Services 38,316 (38,451) (135)
Capital Investments 13,854 (107) 13,747
Total U.S. Geological Survey 52,170 (38,558) 13,612
Total Working Capital and Franchise Funds $ 2,529,605 $ (2,550,365) $ (20,760)
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he Department of the Interior is the Federal
I Government’s largest land-management

agency, administering over 500 million acres
of America’s land mass and serves as steward for
the natural and cultural resources associated with
these lands. Approximately 437 million acres of the
500 million acres are considered stewardship land.
The approximately 437 million acres of stewardship
land does not include an estimated 56 million
acres of tribally and individually-owned land held
in trust by the Bureau of Indian Affairs. Interior
also supervises mineral leasing and operations on
an estimated 700 million acres of mineral estate
that underlie both Federal and other surface
ownerships. These stewardship assets are valued for
environmental resources, recreational and scenic
values, cultural and paleontological resources,
vast open spaces, and the resource commodities
and revenue provided to the Federal Government,
States, and counties.

Stewardship Lands

Most of the public lands managed by Interior were
once a part of the 1.8 billion acres of public domain
lands acquired by the Nation between 1781 and
1867. Each of America’s 50 States, the District of
Columbia, the Pacific Islands, the Virgin Islands,
Guam, and Puerto Rico, contain lands that are
managed by the Department of the Interior (Figure
3-1).

Interior-administered stewardship lands are vast
and encompass a wide range of activities, including
recreation, conservation, and functions vital to the
health of the economy and to the American people.
These include National Parks, Wildlife Refuges,
Public Lands, and many other lands of national and
historical significance.

Each bureau within Interior that administers
stewardship lands serves to preserve, conserve,
protect, and interpret how best to manage the
Nation’s natural, cultural, and recreational
resources. Some of these stewardship lands have
been designated as multiple use, which Congress
defines as management of both the land and the use
of the land in a combination that will best meet the
present and future needs of the American people.
The resources and uses embraced by the multiple
use concept include mineral development; natural,
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FIGURE 3-1

State Acreage Managed by Interior
(as of September 30, 2005)

scenic, scientific, and historical values; outdoor
recreation; livestock grazing; timber; watersheds; and
wildlife and fish habitat.

Table 3-5 shows the major types of lands administered
by each Interior bureau with stewardship
responsibilities.

Major Categories of Stewardship Lands

Interior’s stewardship lands include a number of
assets that are of special value to the Nation. The
major categories of stewardship land administered by
the Department are:

National Wildlife Refuge System. Lands managed by
the U.S. Fish and Wildlife Service (FWS) and includes
National Wildlife Refuges, Refuge Coordination
Areas, Waterfowl Production Areas, and Fish
Hatcheries.

|:| Less than 1 percent

|:| 1 to 10 percent

. 10 to 50 percent

- More than 50 percent

Multiple-Use Public Lands. Lands managed by the
Bureau of Land Management (BLM) that represents
approximately 42 percent of the lands under Federal
ownership.

National Park System. The National Park System is
administered by the National Park Service (NPS) and
include the Nation’s National Parks.

Cultural, Schools, and Housing Lands. Consist
primarily of American Indian home sites, both tribal
and non-tribal and are administered by the Bureau of
Indian Affairs (BIA). Also included is land associated
with numerous Indian schools. These lands are used
for a wide range of activities, including recreation,
conservation, and functions vital to the culture and
livelihood of American Indians and Alaska Natives.
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TABLE 3-5

Interior Stewardship Lands
as of September 30, 2005

Federal Acres

Total Non-
2005 Beginning 2005 Ending Federal Combined | Condition - Acceptable or [Number of|
Category by Type Balance Additions Withdrawals Balance Acres Total Acres Needs Intervention 1/ Units
National Park System 79,022,673 35,101 -12,741 79,045,033 5,507,288 84,552,321 | Acceptable 388
National Wildlife Refuge System 90,306,600 125,400 - 90,432,000 3,912,000 94,344,000 | Acceptable 884
Multiple Use Public Lands 2/ 261,848,120 72,272 -157,480 261,762,912 0 261,762,912 Acceptable 12
Other Recreation Land 3/ 0 170 - 170 0 170| Acceptable 15
Cultural, Schools, and Housing 46,529 0 -90 46,439 0 46,439| Acceptable 79
Reclamation, Agricultural, and
Irrigation Lands 4/ 5,875,943 1,799 -247,312 5,630,430 0 5,630,430| Acceptable 221
Acceptable (approximately
20,000 acres) Needs
Intervention (approximately 800
Other Stewardship Lands 5/ 20,778 306 -80 21,004 0 21,004 |acres) 53
Total| 437,120,643 235,048 -417,703 436,937,988 9,419,288 446,357,276 1,652

1/ Land is categorized as "acceptable" when it is adequate for operating needs and the Department has not identified any improvements that are
necessary to prepare and/or sustain the land for its intended use. Land is categorized as "needs intervention” when the Department has identified
improvements that are necessary to prepare and/or sustain the land for its intended use.

2/ The overall decrease resulted from the net effect of acquisitions of privately-owned lands through purchase, donation, or exchange offset by

the disposal of lands through exchange and various public land laws (including sales).

3/ Other Recreation Land includes fishing access sites and one campsite on Bureau of Indian Affairs-managed lands.

4/ The total additions and withdrawals reflects activities by the Bureau of Reclamation that are not actual additions/withdrawals, but adjustments to

number of acres recorded in Reclamation's land inventory system.

5/ Other Stewardship Land refers to lands that cannot be readily included in any of the other categories such as the lands associated with schools

and industrial areas.

Comparative Information

Total Non-
Beginning Ending Federal Combined
Acres Withdrawals Acres Total Acres Number of Units
FY 2005 437,120,643 235,048 -417,703 436,937,988 9,419,288 446,357,276 1,652
FY 2004 437,135,941 328,118 -343,416 437,120,643 9,181,662 446,302,305 1,504

Reclamation, Agricultural, and Irrigation Lands.
This category includes lands used for various
irrigation projects and agricultural lands which

are used primarily for farming and grazing. These
lands are administered by the BIA and the Bureau of
Reclamation.

Other Types of Stewardship Lands
Interior administers other types of stewardship lands
including:

National Wilderness Areas. Wilderness Areas

are Federal lands that have been designated by
Congress and are devoted to the public purposes

of recreational, scenic, scientific, educational,
conservation, and historical use (Figure 3-2). These
areas, which are generally greater than 5,000 acres,
appear to have been affected primarily by the forces
of nature, with human development substantially
unnoticeable. Wilderness areas provide outstanding
opportunities for solitude or primitive and
unconfined types of recreation.

There are approximately 106.4 million acres in the
National Wilderness Preservation System, of which
approximately 71.5 million acres (67%) are managed
by DOL. In FY 2004, the National Wilderness
Preservation System encompassed approximately
105.6 million acres with 71 million acres (67%)
managed by DOL

National Wild and Scenic Rivers System. For a

river to be eligible for the National Wild and Scenic
Rivers System, it must be in a free-flowing condition
and possess one or more of the following values

to a remarkable degree: scenic, recreation, fish

and wildlife, geologic, historic, cultural, or other
similar values. When evaluating rivers for possible
designation, the Department also considers whether
the river meets suitability factors such as: the amount
of public land acreage in the immediate environment
of the river; funds required for acquisition, facility
development and management; local or State

interest in helping to manage the river; support for
designation; and competing uses for the river. Studies
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FIGURE 3-2

National Wilderness
Preservation System
(acres in millions)

Other
34.9 (33%)

BLM
7.2 (5%)

NPS
43.6 (43%)

to determine eligibility may be the responsibility of
either the Department of the Interior (the National
Park Service, the Fish and Wildlife Service, and the
Bureau of Land Management), the Department of
Agriculture (the U.S. Forest Service), or the shared
responsibility of both agencies. Congress then decides
whether to add the river to the National Wild and
Scenic Rivers System (Figure 3-3). Only an Act of
Congress may remove a river from the System.

The Department manages approximately 55% of the
National Wild and Scenic Rivers System, which totals
approximately 10,900 miles. There was virtually no
change in the size of the system between FY 2004 and
FY 2005.

Bureau Stewardship Lands

Bureau of Land Management. The BLM has
stewardship responsibility for the multiple-use
management of natural resources on approximately
262 million acres of the Nation’s “public lands.” The
Federal Land Policy and Management Act of 1976
defines public lands as . . . any land and interest in
land owned by the United States within the several
States and administered by the Secretary of the
Interior through the Bureau of Land Management,
without regard to how the United States acquired
ownership, except: (1) lands located on the Outer
Continental Shelf, and (2) lands held for the benefit
of Indians, Aleuts, and Eskimos.” Lands managed
by the BLM represent about one-eighth of the
Nation’s land surface, or approximately 42% of the
lands under Federal ownership. The BLM is guided
by principles of multiple use and sustained yield in

FIGURE 3-3

National Wild and
Scenic Rivers System
(in miles)

BLM

2,052 (18.8%) FWS

1,051 (9.6%)

State/Local
NPS 1,030 (9.4%)
2,451

(22.4%)

Forest Service
4,346 (39.8%)

managing the public lands. All of the public lands
are managed for multiple use and are used for
multiple (more than one) resource values. There is
no “predominate” or single use that over-rides or
over-shadows this multiple use concept on any of the
lands managed by BLM. Historically, multiple-use
has meant that the same areas of land can be used
simultaneously for two or more purposes, often by
two or more different persons or groups. These uses
may be complementary or, as if frequently the case,
competitive with one another.

The BLM has an overall decrease of approximately
157,000 acres during the fiscal year. This decrease
resulted from the net effect of acquisitions of
privately-owned lands through purchase, donation,
or exchange offset by the disposal of lands through
exchange and various public land laws (including
sales). Changes in BLM’s acreage data are also
attributable to lands that have been withdrawn or
reserved by an Executive Order, Secretarial Order,
Act of Congress, or Public Land Order for a specific
public purpose and transferred to the jurisdiction
of another Federal agency. The vast majority of the
decrease in BLM-administered acres is a result of
lands being withdrawn/reserved in previous years but
not administratively deleted from records until this
fiscal year.

Fish and Wildlife Service. Stewardship lands
managed by the Fish and Wildlife Service (FWYS)
include the National Wildlife Refuge System,

the National Fish Hatcheries Program, Refuge
Coordination Areas, and Waterfowl Production Areas.
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Lands are acquired through a variety of methods,
including withdrawal from the public domain, fee
title purchase, transfer of jurisdiction, donation, or
gift. The FWS purchases land through two primary
sources of funding: the Migratory Bird Conservation
Fund and the Land and Water Conservation Fund.

These lands provide permanent protection for valu-
able wetland, riparian, coastal and upland habitat for
fish, wildlife and plant species, including threatened
and endangered species. The FWS added one wildlife
refuge to the National Wildlife Refuge System, which
increased the number of sites in the System from 883
to 884.

The extent of damage to FWS lands along the Gulf
Coast caused by hurricanes during August and
September 2005, will not be fully known for some
time, but is considered quite substantial. Intervention
on these lands to return them to an acceptable
condition is expected to take a number of years.

National Park Service. National Park Service (NPS)
stewardship lands are used and managed in accor-
dance with the statutes authorizing their acquisition
or directing their use and management. Stewardship
land areas may encompass land owned by entities
other than NPS. Changes in NPS boundaries occur
only when authorized by Presidential Proclamation or
by an Act of Congress. Subsets of lands within the au-
thorized boundaries of the National Park System can
have additional stewardship asset designations such as
wilderness areas, and wild and scenic rivers. Subject to
the availability of funds, privately-owned land will be
acquired when opportunities arise, or when an owner
uses or threatens to use his/her property in a manner
not compatible with park purposes. Through acquisi-
tions, status changes, withdrawals, and error cor-
rections, the NPS added 35,101 acres and withdrew
12,741 acres during FY 2005.

The National Park System encompasses 388 sites con-
taining approximately 84 million acres within their
boundaries. Of this total, approximately 79 million
acres are owned by the United States in fee simple
title and approximately 253,000 acres in less-than-fee
title (i.e., scenic easements). Non-Federal lands within
the NPS system are either privately-owned (approxi-
mately 4.2 million acres) or owned by State and local
governments (approximately 1.2 million acres).

Bureau of Reclamation. Reclamation Project Lands:
The Bureau of Reclamation (BOR) operates largely as
a business-type entity whose primary stated mission
is to manage, develop, and protect water and related
resources in an environmentally and economically
sound manner in the interest of the American public.
The Bureau provides water and power throughout the
17 western States. Reclamation lands are integral to
project purposes, such as constructing and operating
dams, reservoirs, water conveyance systems, and
power facilities. The term “Reclamation Withdrawn
Lands” refers to those lands withdrawn from public
entry and set aside for authorized Reclamation
purposes.

The BOR experienced a net decrease of 243,513
acres of land during FY 2005 due to three major
actions rather than an actual withdrawal of acres: (a)
the completion of the fifth year of a five-year land
reconciliation effort in which changes to withdrawn
lands were identified during the research, correction,
and reconciliation of BOR’s project acquired lands
and land rights with the agency’s project financial
records; (b) successful revocation by the BLM of a
portion of the Owyhee Project lands identified as

no longer needed for project purposes; and (c) a
reduction in withdrawn acres due to prior year BLM
revocations which were not previously captured in
the real property inventory system.

Bureau of Indian Affairs. Bureau of Indian Affairs
(BIA) stewardship lands include cultural sites, which
consist primarily of fishing sites where only Tribal
members are provided access to rivers for fishing;
schools and housing, which consists primarily of
home sites both Tribal and non-Tribal, and land
associated with numerous Indian schools; office and
industrial sites which are used primarily for office
space, water treatment plants, roads, storage facilities;
reclamation and irrigation lands used for numerous
irrigation projects; and agricultural lands which

are used primarily for farming and grazing. BIA
stewardship land does not include approximately 56
million acres of Tribally and individually-owned land
held in trust by the bureau.

In the category of “Cultural, Schools, and Housing”,
BIA experienced a net decrease of 90 acres of land
during FY 2005. Rather than an actual withdrawal of
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land, this decrease was due to a recategorization of
land to the “Other Recreation Land” category.

Departmental Offices - Utah Reclamation Miti-
gation and Conservation Commission. The Utah
Reclamation Mitigation and Conservation Commis-
sion (Commission) was established by Congress in
1994 under the Central Utah Project Completion Act.
The Commission’s mission is to replace or offset the
loss in Utah of fish and wildlife resources and related
recreational opportunities caused by the acquisition,
construction, and operation of Reclamation project
assets such as dams, power plants, roads, pipelines,
aqueducts, operation and maintenance buildings, and
visitor centers. Land acquired and investments made
in order to mitigate for the loss of fish and wildlife
resources caused by Reclamation project construction
are not essential or integral parts of the dam, pipeline,
etc., and are not “acquired for in connection with the
construction” of the project assets, even if the fish and
wildlife mitigation is achieved in the immediate vicin-
ity of the project asset. The Commission aquires lands
either through purchase, donation, or condemnation.
In over 95% of the acquisitions, the lands have been
acquired on a “willing seller” basis. In all cases, habitat
conditions on the lands have been improved and in
many cases, improvements have been substantial. All
land withdrawn from Commission ownership would
occur as part of a purchase or condemnation.

Condition of Stewardship Lands

The Department is required to report on the condi-
tion of stewardship land. The categories the Depart-
ment uses in relation to the condition of stewardship
land are “acceptable” or “needs intervention.” Land is
categorized as being in “acceptable” condition when
it is adequate for operating needs and the bureau

has not identified any improvements to the land that
are necessary to prepare and/or sustain the land for
its intended use. For example, parklands, wilderness
lands, deserts, and lands that are underwater due to
dams and reservoirs would normally be in accept-
able condition. When a bureau has determined that
improvements are necessary for the land itself to meet
operating needs, the land is categorized as that which
“needs intervention.” This category would generally
pertain to land that is used for special purposes, such
as grazing.

Heritage Assets

Interior is steward for a large, varied, and scientifically
important body of heritage assets, both non-
collectible and collectible in nature. Non-collectible
heritage assets include archeological and historic
sites, paleontological sites, historic and prehistoric
structures, cultural landscapes, and other resources.
Many are listed on the National Register of Historic
Places, acknowledging their importance to American
history. Some are National Historic Landmarks

that are exceptional in illustrating the heritage of

the United States. Cultural landscapes are complex
resources that range in size from large rural tracts

to small formal gardens. Collectible heritage assets
include library and museum collections.

Heritage assets administered by the Department

are unique in that many assets are interrelated and
often overlap various categories of heritage assets,
including stewardship lands. Some stewardship

land assets are also considered to be non-collectible
cultural and natural heritage assets, such as national
parks and fish and wildlife refuges. Also, subsets of
lands within the National Park System may have
additional stewardship asset designations such as
wilderness areas, wild and scenic rivers, trails, national
battlefields, and national recreation areas; all of

these assets may be listed separately on the National
Register of Historic Places. Likewise, a national

park may lie within cultural and natural heritage
assets such as historic landmarks or monuments, or
archeological and paleontological sites may lie within
the boundaries of a national park. Congress may
designate national monuments to protect historic
landmarks, historic and prehistoric structures, or
other objects of historic or scientific interest on public
lands.

The National Register of Historic Places, which is
administered by the National Park Service, includes
heritage assets such as national monuments,
archeological districts, trails, landscapes, historic
districts, campsites, structures, paleontological

sites, historic objects, fish hatcheries, petroglyphs,
lighthouses, and cemeteries. Illustrative of the overlap
and relationship between heritage assets is the fact
that all historic areas within the National Park System
are listed on the National Register.
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TABLE 3-6
Non-Collectible Cultural and Natural Heritage Assets
as of September 30, 2005
Heritage
Beginning Asset
balance Additions Withdrawals 2005 Ending [Designation-C
Category by Type (units) (units) (units) balance (units) orN* Condition (%) 1/
Good Fair Poor Unknown

Archeological and Historic Sites 2/ 346,068 4,824 (273,200) 77,692 (o} 21% 15% 6% 57%
Cultural Landscapes 180 78 - 258 (&3 37% 54% 9% 0%
Historic and Prehistoric Structures 26,585 474 (1,585) 25,474 C 47% 37% 13% 3%
Natural Heritage Special Management

Areas 2,300 16 (1,924) 392 N 100% 0% 0% 0%
National Historic Landmarks 212 2 - 214 C 78% 0% 7% 14%
National Park System 388 1 (1) 388 N 100% 0% 0% 0%
National Register of Historic Places 4,811 359 1) 5,169 C 0% 0% 0% 100%
Paleontological Sites 3,921 587 (1,101) 3,407 N 37% 3% 1% 59%
National Wildlife Refuge System 544 1 - 545 N 0% 100% 0% 0%
World Heritage Properties 5 - - 5 N 0% 0% 0% 100%

Total 385,014 6,342 (277,812) 113,544

*"C" indicates a cultural heritage site and "N" indicates a natural heritage site.

1/ "Good condition means a site shows no clear evidence of negative disturbance or deterioration by natural forces or human activities;
"fair" means that a site shows clear evidence of negative disturbances or deterioration by natural forces and/or human activities;

"poor" means that a site shows clear evidence of human activities and no corrective actions have been taken to protect and

preserve the integrity of the site; "unknown" may means that, due to the nature of the site, such as sites underwater, the condition cannot
be determined or that, due to financial constraints, the condition of a site cannot be determined.

2/ Reflects corrected beginning balance. Also, the Bureau of Land Management no longer reports on the number of archeological

and historic sites reflecting the withdrawal of 271,474 acres for FY 2005.

Comparative Information

Beginning Ending

Balance Additions Withdrawals Balance
FY 2005 1/ 385,014 6,342 -277,812 113,544
FY 2004 377,176 13,906 -6,093 384,989

Difference between FY 04 ending balance and FY 05 beginning balance is due to a corrected FY 05 beginning balance reflecting end of year adjustments

for the Bureau of Land Management.

Non-Collectible Cultural and Natural Heritage Assets
Interior’s heritage assets come from public domain
or acquired lands, historic properties under

Interior’s management, and donations. Interior has

a responsibility to inventory, preserve, and interpret
these resources for the benefit of the American public
and does not normally dispose of such property.
Withdrawals of non-collectible heritage assets are
due primarily to redesignations by Congress, natural
destruction or deterioration of the asset, or transfer to
another Federal agency.

Interior’s non-collectible heritage assets are shown in
Table 3-6.

Archeological and Historic Sites. Archeological sites
are locations that contain material remains or physi-
cal evidence of past human activity. Archeological
sites include prehistoric structures, middens, and
roadways, such as those found on many of the lands
managed by the Department in the southwest. Sites
also include the ancient earthen mounds in the mid-

western and southern parts of the Nation, many of
them managed by Interior bureaus. Other archeologi-
cal sites come from historic times and are associated
with the settlement of the United States by Euro-
Americans, African-Americans, and Asian-Americans.
The Historic Sites, Buildings and Antiquities Act of
1935 authorized the preservation for public use of
historic sites, buildings, and objects of significance
for the inspiration and benefit of the American
people. The Act gives the Secretary of the Interior the
authority to secure, collate, and preserve drawings,
plans, photographs, buildings, and objects. The
Secretary is also authorized to survey historic

and archeological sites, buildings, and objects to
determine which sites, buildings, and objects possess
exceptional value as commemorative or illustrative of
the history of the United States.

Cultural Landscapes. A cultural landscape is a
geographic area, including both natural and cultural
resources, associated with an historic event, activity,
or person.
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Historic and Prehistoric Structures. Historic and pre-
historic structures are constructed works consciously
created to serve some human activity or purpose.
These structures include buildings and monuments,
dams, canals, stockades and fences, defensive works,
temple mounds and kivas, ruins of all structural
types, and outdoor sculptures. Structures are historic
because they individually meet the criteria of the Na-
tional Register of Historic Places or are contributing
elements of sites or districts that meet National Regis-
ter criteria. As such, historic structures are significant
at the national, State, or local level, and are associated
with the important people and history of the Nation.
Prehistoric means of, pertaining to, or belonging to
the era before recorded history.

Several historic structures managed by the
Department were damaged during Hurricane Katrina.
Two structures managed by the NPS were destroyed
by the Hurricane: the Ship Island 1853 Lighthouse
Ruins and the Ship Island 1886 Lighthouse and
Keeper’s Quarters in the Mississippi District of the
Gulf Islands National Seashore. The condition of
historic structures in Jean Lafitte National Historical
Park and Preserve in Louisiana and the Mississippi
District of Gulf Islands National Seashore were also
affected by Hurricane Katrina. Of the 17 structures
in Jean Lafitte, one structure previously in good
condition was downgraded to poor condition

and another previously in fair condition was also
downgraded to poor condition.

Interior adopted accounting guidance for concession
assets and related liabilities effective October 1,
2004. As a result of adopting this guidance, Interior
reported FY 2005 withdrawal of 1,585 units from the
historic and prehistoric structure category.

National Historic Landmarks. National Historic
Landmarks are districts, sites, buildings, structures, or
objects possessing exceptional value in commemorat-
ing or illustrating the history of the United States. The
Historic Sites Act of 1935 authorizes the Secretary of
the Interior to designate National Historic Landmarks
as the Federal Government’s official recognition of
the national importance of historic properties. These
landmarks possess exceptional value or quality in
illustrating or interpreting the heritage of the United
States in history, architecture, archeology, technol-
ogy, and culture, as well as possessing a high degree

of integrity of location, design, setting, materials,
workmanship, feeling, and association.

Paleontological Sites. A paleontological site is a
spatially defined area from which a fossil (or fossils)
is found or has been recovered and whose geologic
context and attributes have been documented for
the purpose of scientific study, management, and/or
interpretation. Since the early 1800s, professional
and amateur paleontologists have made discoveries
that helped launch the new scientific discipline

of paleontology in America, filling our Nation’s
museums of natural history with the remains of
spectacular creatures that have captured the public’s
imagination. Today, the public lands continue to
provide paleontological resources that fuel scientific
discovery and evoke public wonder. Interior bureaus
manage these fragile and nonrenewable resources

as a public trust not only to assure preservation of
scientific values, but also to see that educational and
recreational values are realized.

Collectible Heritage Assets

The Department is steward of large, unique, and
diversified collection of library holdings and museum
collections (Table 3-7). These assets are held in both
Federal and non-Federal facilities.

Library Collections

The Department of the Interior Library contains
holdings that cover the broad range of matters related
to the Department’s mission to protect and provide
access to the Nation’s heritage. Specific collections
include a comprehensive law collection, an exten-

sive periodical collection, and a rare book collection
consisting of 19th century monographs on Native
Americans, American history, and zoology. The col-
lections are augmented by online access with full-text
capabilities. Departmental policy dictates that copies
of publications produced for or by its bureaus and
offices be deposited in the Departmental Library, thus
assuring a continuing, reliable source of information.
The Library serves DOI employees in the Washing-
ton, D.C area and field offices throughout the Nation,
and enhances its ability to fulfill its responsibilities by
providing an informative Web site at http://library.doi.
gov, online access to the catalog of holdings over the
Web site, and training sessions to familiarize Depart-
mental staff with the treasures of the collection.



Required Supplementary Stewardship Information

TABLE 3-7
FY 2005 Collectible Heritage Assets

Beginning Ending
Collections Additions  Withdrawals __ Collections Condition of Collection (%) 1/
Interior Library Collections Good Fair Poor
Departmental Library 1 1 90% 7% 3% 0%
U.S. Geological Survey Library 4 4 74% 17% 9% 0%
Total 5 5

1/ "Good" means the collection is in usable condition; "fair" means the collection is in need of minor repair or cleaning; "poor" means the collection is in need

of major conservation efforts.

Condition of Facility Housing Collection 2/

Beginning Ending| Good (Meet > Fair (Meet 50- Poor (Meet Not Yet
Interior Museum Collections Collections Additions Withdrawals Collections 70% 70%) <50% Assessed
Held at Interior Bureau Facilities 649 5 4) 650 244 135 101 170
Held at Non-Interior Bureau Facilities 632 9 (10) 631 105 67 9 450
Total 1,281 14 (14) 1,281

!/ Good condition means the number of collections meeting more than 70% of standards in Departmental Manual Chapter 411, Museum Property; fair means meeting
50-70% of Departmental standards, and poor means meeting less than 50% of Department standards.

U.S. Geological Survey library holdings, collected
during more than a century of providing library
services, are an invaluable legacy to the Nation. The
legislation that founded the USGS decreed that copies
of reports published by the USGS should be given to
the library in exchange for publications of State and
national geological surveys and societies. The USGS
Library, built from this notable and cost-effective
exchange program, plus purchases and gifts, has
become the world’s largest collection of earth science
information. The library is housed in four libraries
in Reston, Virginia; Menlo Park, California; Denver,
Colorado; and, Flagstaff, Arizona.

Museum Collections

Department of the Interior museum collections are
intimately associated with the lands and cultural and
natural resources for which Interior bureaus share
stewardship responsibilities. Disciplines represented
include art, ethnography, archeology, documents,
history, biology, paleontology, and geology.

Bureaus and offices may add (accession) items to

the museum collections by donation, purchase,
transfer, or field collection and, depending on
bureau-specific authority, by exchange. Bureaus

and offices may remove items from the museum
collections in response to involuntary loss, theft, or
destruction. Departmental offices and the NPS also
have congressional authority to remove (deaccession)
items selectively following strict procedures to follow
the highest ethics standards and to make every effort
to keep the items in public ownership.

Museum collections are housed in both Federal and
non-Federal institutions in an effort to maximize
accessibility to the public while reducing costs to
bureaus. Museum collections managed by Interior
bureaus are important both for their intrinsic value
and for their usefulness in support of Interior’s
mission of managing Federal land, cultural resources,
and natural resources. Cataloging the collections
continues to be a priority within Interior bureaus and
continues to improve each year.

Facilities housing Department museum collections
must meet specific environmental, security, fire
protection, housekeeping, physical examination and
conservation treatment, storage, and exhibit space
standards as described in Departmental Manual
Section 411, Chapter 3. The standards achieved by
facilities that house collections are a good indicator
of the status of collections for which item-level
condition data are not available. Facilities that meet
at least 70 percent of the Department’s standards for
managing museum collections are judged to be in
“good” condition, those that meet between 50% and
70% of standards are in “fair” condition, and those
that meet less than 50% of applicable standards are in
“poor” condition.

Bureau Highlights

National Park Service. The NPS museum collections
support the NPS mission to foster understanding,
appreciation, and enjoyment of natural and cultural
heritage. They are tangible and accessible evidence of
the resources, significant events, and peoples associ-
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ated with NPS lands. The collections include items
ranging from historic furnishings in the home of John
Adams, to flags that flew over Fort Sumter, to Thomas
Edison’s handwritten notes on inventions, to the tools
and furnishings of a working ranch in Montana, to
botanical specimens from Yosemite, and archeological
items from Mesa Verde. These museum collections,
from 359 NPS units and managed at 317 NPS loca-
tions, are important not only individually, but also
because of their direct association with the nationally
significant sites in the National Park System.

Notable acquisitions in FY 2005 include 200 Ojibwe
items and accompanying field records from a
Minnesota ethnologist at Grand Portage National
Monument; a set of stereocards featuring the exterior
and interior of Lincoln Home from 1865 to the early
1900s at Lincoln Home National Historic Site; a
Great Lakes lighthouse boat of the type used from
the 1920s to 1950s adding to the largest permanent
exhibit of historic Great Lakes vessels in the Nation
at Sleeping Bear Dunes National Lakeshore; a blanket
that accompanied stampeder Charles McDuffee to the
Klondike Gold Fields in 1897 at Klondike Gold

Rush National Historical Park; and artifacts from a
boys club and other items associated with the Wright
Brothers at Dayton Aviation Heritage National
Historical Park.

Hurricanes Katrina and Rita impacted NPS collec-
tions in Florida, Louisiana, Mississippi, and Texas.
Damage, but no losses, have been reported; however,
assessments are not complete. At Dry Tortugas Na-
tional Park, an historic cannon at Fort Jefferson was
damaged and stabilized. The stored object collection
at Jean Lafitte National Historical Park was undam-
aged, but moved to temporary off-site storage. Items
on exhibit at Chalmette Battlefield were flooded and
salvaged. High-value objects are receiving conserva-
tion treatment. At Gulf Islands National Seashore,
flooded collections in the Davis Bayou Unit have been
salvaged, stabilized, and moved to temporary off-site
storage. Some, but not all objects on exhibit at Fort
Massachusetts on Ship Island have been assessed; the
exhibits were severely damaged.

Bureau of Land Management. Museum collections
under BLM’s stewardship consist principally of
archeological, historical, and paleontological
materials that are managed to professional standards

and in compliance with applicable laws, and that are
accessible to the public. Most collections originating
from BLM-managed land are housed in non-Federal
facilities throughout the country. To date, BLM has
identified 154 professional facilities in 33 States and
Canada where millions of objects originating from
the public lands reside. The BLM also curates objects
in three BLM facilities: the Anasazi Heritage Center
in Dolores, Colorado; the Billings Curation Center in
Billings, Montana; and, the National Historic Oregon
Trail Interpretive Center on Flagstaff Hill, Oregon.

Bureau of Reclamation. Overall, Reclamation internal
units are working with their non-Reclamation
partners to update curatorial service agreements. In
addition, the units are updating and/or developing
new museum property management documents. For
example, units have entered into, or are negotiating
for, agreements for the following type of activities:

(1) evaluating and resolving accession, catalog, and
ownership information/issues, (2) performing annual
inventories, (3) stabilizing collections, (4) repackaging
collections, and (5) labeling. Reclamation once

again utilized the National Council for Preservation
Education intern program and employed six interns
to do museum property related activities.

The total number of museum property items

under Reclamation’s control increased during this
reporting cycle. The increase was the result of new
accessions and improved catalog information. The
item-level withdrawals were the result of items

being determined to be: (1) outside Reclamation’s
control, (2) previously misidentified as museum
property, or (3) better identified under a different
discipline heading (i.e., historic objects reclassified as
archeology documents).

Bureau of Indian Affairs. BIA museum property col-
lections are collected and preserved to further the
mission of the bureau by documenting bureau activi-
ties, such as the history of Indian schools and cele-
brating government-to-government relations between
the Federal Government and Tribal governments.
Collections are exhibited in Indian schools and dis-
played in BIA administrative offices, illustrating the
history, mission, and activities of the bureau, as well
as highlighting traditional and contemporary Ameri-
can Indian material culture. Collections are also man-
aged in museums, universities and other repositories
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and made available to Tribes and the public through
research, exhibitions, and publications that document
and highlight Tribal histories and traditions.

BIA museum collections are housed at 100 BIA
facilities and 72 non-BIA facilities. Museum collection
additions and withdrawals include one collection

of materials being transferred from a BIA facility

to a non-DOI tribal museum on long-term loan; a
repatriation of human remains from a BIA facility

to affiliated Tribal representatives under the Native
American Graves Protection and Repatriation Act,
and one non-Interior museum closure, where objects
were transferred to another non-Interior repository
that manages other BIA museum collections.

Fish and Wildlife Service. FWS museum collections
are used for educational and interpretive programs;
research on changes to habitat and wildlife; and
maintaining the history and traditions of FWS
programs and employees. The majority of FWS
museum collections are maintained on loan to
museums and other institutions. The FWS ensures
that these collections are safeguarded through
compliance with the Secretary of the Interior’s
curation standards found in 36 CFR 79. Institutions
housing FWS museum collections must maintain
the appropriate environmental, record-keeping, and
security controls in order to qualify to maintain
Federal collections.

U.S. Geological Survey. The USGS uses its museum
property collection to illustrate important
achievements and challenges to the Earth Sciences,
to document the history of the USGS, and to
enlighten those who use the collection. The USGS
museum collections are housed in both Federal and
non-Federal institutions in an effort to maximize
accessibility to the public. The USGS manages
hundreds of historical objects that are loaned to other
institutions for exhibits and placed on exhibit in the
USGS National Center in Reston, Virginia, and in
science centers around the country. These collections
are evidence of the resources, events, and people
associated with USGS activities and are studied by
historians and scientists alike.

Departmental Offices. Components of Departmen-
tal Offices museum collections include The Indian
Arts and Crafts Board which manages three regional
museums, the National Business Center, which man-
ages the Departmental Museum in the Main Interior
Building in Washington, D.C., and museum collec-
tions managed by the Office of the Special Trustee for
American Indians. Department museum activities
include collection management, exhibit development,
educational outreach, and research. Museum objects
are acquired through donation, purchase, exchange,
transfer, and field collection and are governed by each
DOI bureau’s mission and the Interior museum’s
ability to manage and preserve museum objects in
accordance with Departmental standards.

Minerals Management Service. All MMS museum
property is photographed, cataloged and have
temporary numbers assigned. MMS staff is planning
an educational outreach to increase awareness and
visibility of the collection. It is hoped that educational
efforts will result in identification of more items
associated with MMS history that may be suitable

for management as museum property. No new items
were identified during FY 2005.

Stewardship Investments

Investment in Research and Development

Interior is an important source for the Nation’s
natural resources research and development
initiatives, and is a reliable source for credible,
objective, and unbiased information needed by
resource managers across the Nation, within and
outside of the Department. These research and
development activities encompass examinations of
geological structures, mineral resources, and products
within and outside the national domain. Earth
science research and information is used to save lives
and property, safeguard human health, enhance the
economic vitality of the Nation and its people, assess
resources, characterize environments, and predict the
impact of contamination. This information aids in
solving critical societal problems through research,
investigation, and the application of State-of-the-Art
geographic and cartographic methods.

255



Required Supplementary Stewardship Information

256

TABLE 3-8
Investment in Research and Development

(in millions)
Category FY 2001 FY 2002 FY 2003  FY 2004 1/ FY 2005 TOTAL
Basic Research $64.6 $87.0 $77.0 $70.6 79.0 378.2
Applied Research 659.1 893.3 768.2 842.4 762.7 3,925.7
Developmental 57.3 92.4 106.8 77.6 75.6 409.7
TOTAL $781.0 $1,072.7 $952.0 $990.6 $917.3 $4,713.6

1/ The amounts for FY 2004 reflect end of year adjustments by the National Park Service and the Bureau of Land

Management.

Interior’s research and development activities are
presented in Table 3-8 in three major categories:

Basic research. A systematic study to gain knowledge
or understanding of the fundamental aspects of
phenomena and of observable facts without specific
applications toward processes and products in mind;

Applied research. A systematic study to gain
knowledge or understanding necessary for
determining the means by which a recognized and
specific need may be met; and,

Developmental. The systematic use of knowledge
and understanding gained from research for the
production of useful materials, devices, systems, or
methods, including the design and development of
prototypes and processes.

Highlights of Research and Development at Interior
Bureaus

U.S. Geological Survey. The USGS is the earth and
natural science research bureau of the Department
and the only integrated natural science bureau in the
Federal Government. By combining biology, geology,
hydrology, and geography in one agency, the USGS is
uniquely positioned to provide science information
and conduct scientific research that ensures an
integrated approach to advance scientific knowledge
and utilize the latest technologies to provide timely
answers and products, and improve the quality of
life for the communities served. USGS research and
data products support the Department’s resource
and land management needs and provide the science
information needed by other Federal, State, Tribal,
and local government agencies to guide planning,
management, and regulatory programs.

USGS efforts in restoring the Everglades is an
outstanding example of basic research with science
applications that address issues resulting from nearly
a century of wetland drainage and impoundment and
that provide the information needed to restore the
health of this unique ecosystem. The USGS provides
the primary science support to the Department

for resource management and restoration in South
Florida. These and other studies are providing the
highest quality scientific research and scientific
information so that USGS partners at Interior and
State and local agencies can fulfill their resource
management and technical responsibilities.

The USGS and the Geological Survey of Canada

are conducting research into community planning
for multiple natural hazards along the Sea-to-Sky
corridor located in British Columbia in anticipation
of population increases and the upcoming Winter
Olympics. The Sea-to Sky corridor is one of the most
spectacular settings in the world offering travelers
along Highway 99 North an uninterrupted vista of
Howe Sound, year-round glaciers, and breath-taking
West Coast mountain scenery. USGS and GSC also
jointly produced a paper on developing methods to
estimate the economic value of improved geologic
maps for mineral exploration in mature and frontier
mining districts.

National Park Service. Through appropriations for
natural resource stewardship (encompassing natural
resource research support and natural resource
management, including the Natural Resource
Preservation Program [NRPP]), and the Cultural
Resource Preservation Program (CRPP), the NPS
performs a wide range of mission-oriented research
in support of its natural and cultural resource
stewardship responsibilities. This work constitutes
primarily either basic or applied research focusing



Required Supplementary Stewardship Information

on park-based needs for scientific and scholarly
information necessary for park management.

Natural resource research and development funds
support a variety of applied research projects
including:

+ Demographic monitoring, disease surveillance,
and identifying an effective oral vaccine delivery
mechanism for bison infected with bovine
brucellosis in Grand Teton National Park. Bovine
brucellosis causes reproductive failure in ungulates
and has major economic implications for the
regional, national, and international cattle industry.
This work follows a recently adopted interagency
management plan. The project’s results will be
used to develop effective strategies for addressing
population and disease concerns, while providing
for long-term bison conservation.

Minerals Management Service. The MMS manages
the mineral resources on 1.76 billion acres of the
Outer Continental Shelf (OCS) to ensure that
exploration, development, and production activities
are conducted in a manner that conserves natural
resources, provides for the safety of offshore workers,
and assures protection of the environment.

Significant accomplishments during FY 2005 include:

Chemosynthetic Ecosystems. Detailed environmental
information on the deep Gulf of Mexico is needed

as the energy industry continues its search for
producible oil and natural gas reservoirs beyond the
Outer Continental Shelf into the deep waters of the
continental slope. The geological features that make
the Gulf of Mexico an important petroleum province
also provide conditions that result in the existence

of natural seeps and chemosynthetic communities.
To meet management needs for environmental
information, the Environmental Studies Program
(ESP) conducts interdisciplinary studies in
deepwater areas of the Gulf of Mexico to describe the
distribution and structure of the unique ecosystems
and biogeochemical and physical processes that
influence these biologic resources.

The MMS Chemosynthetic Ecosystems research has
revealed many intriguing facts about the

chemosynthetic animals and communities.
Chemosynthetic communities are organisms living
off gas and oil that seep from the earth’s surface.
These communities form what are equal to reef
communities teaming with life. Chemosynthetic
communities in the northern Gulf of Mexico were
discovered in 1984 during a study conducted for

the MMS. Findings indicate that Gulf seep species
studied to date have a very slow growth rate. When
Gulf chemosynthetic communities are buried and
suffocated by natural events such as turbidity flow, the
same community will eventually grow back. Thus, the
extraction of oil and gas from subsurface reservoirs

is not predicted to deprive the communities of the
necessary gasses for survival. MMS has developed
regulatory measures designed to protect the unique
chemosynthetic communities from the physical
effects of OCS mineral activities.

Bureau of Reclamation. Reclamation invests in
applied research programs to aid in the water and
energy management challenges facing the arid
western States. Programs focus on the improvement
of water management, the development of solutions
pertaining to flood hydrology, water quality, irrigation
return flows, and the delivery of hydropower to

the West. The information obtained through these
programs provides water management solutions

and techniques that yield future benefits to the
Nation. Research and Development activities support
Reclamation’s end outcome goal to deliver water
consistent with applicable State and Federal law, in
an environmentally responsible and cost-efficient
manner.

Departmental Offices - Central Utah Project
Completion Act (CUPCA). In order to provide for
the completion of the Central Utah Project, Public
Law 102-575 was enacted on October 30, 1992. Funds
authorized pursuant to this Act are appropriated
annually to the Secretary of the Interior and such
appropriations are made immediately available in
their entirety to the Central Utah Water Conservancy
District (CUWCD). Examples of R&D investments
are:

* Utah Lake Salinity Control. Feasibility study to
reduce the salinity of Utah Lake;
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* Mitigation and Conservation Measures. To provide
mitigation and conservation measures outside
the State of Utah by restoring damaged natural
ecosystems on public lands and waterways affected
by the Federal Reclamation program; and,

« Water Management Improvement. Study of
wholesale and retail pricing to encourage water
conservation and a study of the coordinated
operations of independent municipal, industrial,
irrigation and water systems.

Departmental Offices - Utah Reclamation
Mitigation and Conservation Commission. The
Commission invests in either research calculated to
determine the means by which mitigation measures
or programs could be achieved (applied) or to
determine the best method or design for an identified
mitigation measure (developmental). For FY 2005,
the Commission’s research has focused primarily on:

+ Sage Grouse. A Northern American bird threatened
by loss and deterioration of sage-steppe grassland
habitat and predation.

* June Sucker. A fish occurring naturally only in Utah
Lake and the Provo River which is federally listed as
endangered.

Bureau of Land Management. The ultimate objective
of the BLM’s research and development program

is to make better use of new data, information,

and knowledge to improve the management of the
Nation’s lands and resources. The BLM’s research
and development program focuses on working with
partners to identify scientific information needs

and then communicating these needs to research
agencies, universities, and other non-governmental
organizations.

In 2005, the BLM began new and continued past
research and development efforts, including:

+ Continuing studies in the Cooperative Forest
Ecosystem Research Program, emphasizing
influences of landscape pattern and management
on composition of terrestrial and aquatic
species, riparian linkage, and analysis of riparian
management and conservation strategies, and post-
fire rehabilitation and ecology;

+ Continuing the mapping of infestations and
accurately monitoring the spread of invasive species
on western rangelands; improving methods for
predicting areas most vulnerable to invasions; and
assessing the effects of management practices and
natural disturbances on invasions; and,

+ Continuing research efforts on wild horses that
focus on population modeling and fertility control
on herd dynamics and working to refine multiple-
year contraceptive vaccines

Investment in Human Capital

Investment in human capital refers to education
and training programs financed by the Federal
Government for the benefit of the public; investment
in human capital does not include education and
training expenses for Federal employees. The
Department plays a vital role in providing quality
educational opportunities from early childhood
throughout life, with consideration given to the
mental, physical, emotional, spiritual, and cultural
aspects of the people served.

The Department’s investments in human capital are
shown in Table 3-9.

Bureau of Indian Affairs Education Programs

Within the BIA, the Office of Indian Education
Programs (OIEP) takes the lead in the area of
education. The OIEP vision and long-range goal is

to unite and promote healthy Indian communities
through lifelong learning. This vision and goal is
implemented through the commitment to provide
quality education opportunities from early childhood
throughout life.

Adult Education

The adult education program provides opportunities
for adult Indians and Alaska Natives to complete the
General Equivalency Degree (GED). Completion

of the GED increases adult Indians and Alaska
Natives’ economic competitiveness and reduces

their economic dependence on Federal welfare
programs. It also provides basis skills for transition to
community college or job placement. In addition, this
program specifically improves the Native Americans’
educational opportunities, employment skills and
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TABLE 3-9
Investment in Human Capital
(in millions)

Category FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 TOTAL
Educational Programs 1/ 526.7 $606.8 $559.6 $570.2 $549.0 $2,812.3
Job Corps Program 51.4 55.6 59.4 57.4 52.6 276.4
Other Educational Programs 2/ 0.0 15.0 11.8 11.9 12.1 50.8
TOTAL $578.1 $677.4 $630.8 $639.5 $613.7 $3,139.5

1/ Educational Programs include the Bureau of Indian Affairs' School Operations, Adult Education
Post-Secondary Education, Scholarships, and Other Educational Programs.
2/ Indian Employment, Training, and Related Services Act (477 Program’

abilities while enhancing the local economy and their
economic competitiveness on reservations.

Significant Output/Accomplishment

During School Year 2003-2004 (last full year data
available), the Sinte Gleska University’s Adult Basic
Education Program reported that all goals were met
or surpassed. Forty-nine students attained their GED,
which is the largest number to date. The program,
which is currently the fourth largest Adult Education
Program in South Dakota, expects to continue
growing to meet “No Child Left Behind” standards.

Other Education Programs

The Johnson O’Malley (JOM) Program provides
supplemental financial assistance to meet the

unique and specialized education needs of eligible
Indian (age 3 through grade 12) students attending
public schools. JOM is the only BIA program that
provides for the culturally-related and supplementary
academic needs of Indian children attending public
schools.

These programs support the Bureau’s Annual
Performance Plan goal that seeks to improve the
succession of students to each educational level.

The Tribal Design Programs allow Tribes to
design programs that meet the needs of their local
communities and support the goals written in the
bureau’s performance plan.

Significant Output/Accomplishment

During School Year 2004-2005, the Navajo Nation’s
JOM Program (through 37 schools, school districts
and tribal subcontracts) provided assistance to more

than 51,000 students in Arizona, New Mexico, and
Utah.

Post-Secondary Education Programs

The Post-Secondary Education Programs are an
important component in the economic development
of Tribal communities. It also supports the
Department’s goal on “Improving Communities”

by promoting growth within Indian communities.
These programs primarily consist of operating
grants and supplemental funds for Tribal Colleges
and Universities (TCU). They also include the
Undergraduate and Graduate Scholarship Programs,
Haskell Indian Nations University, and Southwestern
Indian Polytechnic Institute.

The operating funds for TCUs are provided through
the TCU Program, which provides grants to defray
expenditures for academic, educational, and
administrative purposes, and for the operation and
maintenance of 25 TCUs. Six Tribes supplement the
operation of their TCUs by providing additional TPA
funds for policy development, curriculum additions,
and general program operations.

The Undergraduate and Graduate Scholarship
Programs are administered by the BIA and by

Tribes under self-determination contracts, grants,

or self-governance compacts. The Undergraduate
Scholarship Program provides financial assistance for
eligible American Indian and Alaska Native students
attending accredited post-secondary institutions.
Each scholarship award is based on the student’s
certified financial aid requirements for Title [V
Federal Assistance, such as the Pell Grant.
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Significant Output/Accomplishment

The most significant accomplishment during School
Year 2003-2004 was that the number of graduates
increased at Haskell and Southwestern Indian
Polytechnic Institute. This clearly demonstrates the
continued success of these two Indian schools.

School Operations

The Indian School Equalization Program (ISEP)
provides formula-based funding for BIA-operated
grant, contract elementary, and secondary schools.
Funds are distributed using the ISEP formula
which considers Weighted Student Units (WSU)
This funding is for the operation of Bureau-
funded schools, i.e., funding for school staft, school
programs, textbooks and general supplies that

are used by the school to educate Indian children.
The School Operations Program consists of ISEP,
transportation, Family and Child Education (FACE)
and administrative cost funds.

Significant Output/Accomplishment

The most significant accomplishment in school
operations was illustrated within the recent Family
and Child Education (FACE) impact study. This
study conducted by an independent research firm
determined that in School Year 2004-2005:

+ The FACE Program was successful in encouraging
parents to enroll their child in preschool programs.

+ The FACE Program was successful in preparing
children for school.

School Year 2004-2005 | School Year 2003-2004
School Operations Schools Students Schools Students
Contract/Grant Schools 122 29,370 120 28,976
Bureau-Operated Schools 62 18,218 64 18,695
Totals 184 47,588 184 47,671

The Indian Employment, Training, and Related
Services Act (477 Program)

The Indian Employment, Training, and Related
Services Act (P.L. 102-477) allows federally recognized
Tribes to apply funding by the Departments of Labor,
Health and Human Services, and DOI to employ,
train, and provide child care, welfare reform, and
related services. The Tribal governments are allowed
to integrate the employment, training, and related

services in order to effect improved services. In
essence, the services reduce joblessness in Indian
communities and foster economic development on
Indian lands, while serving Tribally determined goals
that are consistent with policies of self-determination
and self-governance.

Significant Output/Accomplishment

The Tribes now spend fewer funds on administration,
while simultaneously improving increased client
services through the reduction of administrative
burdens. For instance, annual Tribal reporting on
various forms and instructions was reduced from
several hundred pages to only a few pages per year.

As a result, the program now requires only one set

of client files and applications, instead of several
different application forms, eligibility documentation,
and other related administrative burdens.

In addition, 48 Tribal grantees under the 477
Program, and amendments to the 477 Program (P.L.
106-568) strengthened the 477 initiative by providing
Tribes with the flexibility to use a certain percent

of their existing funds for job creation. Several

Tribes have taken a leadership role in this particular
initiative. As a result, they are implementing
economic development projects that now assist other
Tribes in creating jobs. For instance, the Citizen

Potawatomi Nation redesigned their 477 plan to
create jobs and assist clients, as well as employers.

Job Corps Program

Through the Job Corps Program, the Interior
provides residential education and job training to
disadvantaged youth through program participation
from Interior bureaus. The Job Corps, established

in 1964, is the Nation’s largest national job training
and education program and offers job training, basic
education, social skills training, and support services
to young people ages 16-24 that face multiple barriers
to employment. Job Corps Civilian Conservation
Centers are operated by the Departments of the
Interior and Agriculture and are located on National
Wildlife Refuges, in National Parks, and in National
Forests. Job Corps students perform valuable work
to improve these public lands. In FY 2005, a total of
approximately $52.6 million was expended by the
Department for the Job Corps Program.



Required Supplementary Stewardship Information

Bureau Job Corps Program Highlights

Bureau of Reclamation. Reclamation operates five Job
Corps Centers to educate and train disadvantaged
youth. In FY 2005, Reclamation expended
approximately $30 million in residential education
and job training, including courses in computer
technology, painting, woodworking, welding, culinary
arts, and social and leadership development.

The following chart shows the numbers of
Reclamation Center graduates as a percentage of the
total Center enrollment and the number of graduates
placed into jobs within one year of graduation as a
percentage of the graduates in the placement pool.

The Ft. Simcoe center has an enrollment capacity of
224 students. Job Corps is a self-paced, open entry/
exit program. This means it takes some students lon-
ger than others to graduate. Depending on incoming
educational levels, it can take a student between eight
months and two years to complete the program and
graduate. Therefore the number of graduates does
not always equal the number of enrollees. In fact,
the number of graduates can exceed the number of
enrollees if the average length of stay is less than one
year.

Reclamation Center Graduates

Graduate

Graduates | Placement
Center Graduates | Enrollment % Placed Pool %
Centennial 272 300 90.7 276 299 | 92.3
Columbia Basin 215 250 | 86.0 186 200 | 93.0
Ft. Simcoe 230 224 | 102.7 227 250 | 90.8
Weber Basin 173 224 71.2 165 181 | 91.2
Collbran 171 200 85.5 177 187 | 94.7

National Park Service. The NPS operates three Job
Corps Civilian Conservation Centers: the Oconaluftee
Center in North Carolina, the Great Onyx Center in
Mammoth Cave, Kentucky, and the Harpers Ferry
Center in Harpers Ferry, West Virginia. Student
capacity is approximately 200 for each of the Centers.
These Centers offer residential, educational, training,
and employment programs. Job Corps centers are
rated on the attainment of goals for graduates and
student placements in jobs once students leave the
program. Students graduate from the program with a
high school diploma or General Education diploma.
Graduates obtain jobs in various industries including

business technology, transportation (trucking),
plumbing, and building and construction. FY 2005
graduates and placements for the three NPS centers

are:

General Education Diploma/High School Diploma

GED/HSD Total % of Targeted | % of Goal
Center Graduates Students Students Goal Met
Great Onyx 131 303 43% 47.5% 91%
Harpers Ferry 131 259 51% 45.1% >100%
Oconaluftee 82 206 40% 47.8% 83%

Vocational Graduates

Total % of Targeted % of Goal
Center Graduates Students Students Goal Met
Great Onyx 161 414 39% 65% 60%
Harpers Ferry 244 347 70% 65% >100%
Oconaluftee 132 264 50% 65% 7%

Placements

Total % of Targeted | % of Goal
Center Graduates Students Students Goal Met
Great Onyx 197 399 49% 95% 52%
Harpers Ferry 248 269 92% 95% 97%
Oconaluftee 134 153 88% 95% 92%

U.S. Fish and Wildlife Service. The FWS operates

two Job Corps Civilian Conservation Centers:

Mingo, located at the Mingo Wildlife Refuge in
Puxico, Missouri, and Treasure Lake, located at the
Wichita Mountains Wildlife Refuge in Diahoma,
Oklahoma. Effective January 2005, operation of
the Mingo Job Corps Center was transferred to the
U.S. Forest Service. Job Corps Centers are rated on
the attainment of goals for graduation and student
placement in jobs once students leave the program.
The FWS’s ratings are as follows for the number of
students served, graduates, and placements:

FWS Ratings
% of
Students Graduate
Center Served | Graduates % | Placements | Placements
Treasure Lake 429 156 36% 172 40%
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TABLE 3-10
FY 2005 Investment in Non-Federal Physical Property

(in millions)
Category FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 TOTAL
Dams and Other Water Structures $132.1 $161.6 $244.7 $213.2 $244.8 $996.4
Land 6.0 8.7 65.0 120.0 90.4 290.1
Roads and Bridges 253.9 259.2 240.8 217.0 112.5 1,083.4
Schools and Public Buildings 94.8 149.6 89.1 99.7 93.8 527.0
Not Classified 179.0 169.0 1.0 1.0 15.0 365.0
Total 1/ $665.8 $748.1 $640.6 $650.9 $556.5 $3,261.9

1/ Changes in prior year numbers reflect year-end adjustments and corrections by several Interior bureaus.

Investment in Non-Federal Physical
Property

The Department of the Interior provides a long-term
benefit to the public by maintaining its commitment
to investing in non-Federal physical property.
Non-Federal physical property refers to expenses
incurred by the Federal Government for the purchase,
construction, or major renovation of physical
property owned by State and local governments and
Insular Areas, including major additions, alterations,
and replacements; the purchase of major equipment;
and the purchase or improvement of other physical
assets.

Interior’s investment in non-Federal physical property
is shown in Table 3-10.

Bureau of Indian Affairs. BIAs investment in
non-Federal physical property includes schools,
dormitories and other infrastructures, and the Indian
Reservation and Roads (IRRB) program.

The Office of Facility Management and Construction
(OFMC), in conjunction with the BIA, owns or
provides funds for a considerable number and broad
variety of buildings and other associated facilities
across the Nation, including buildings with historic
and architectural significance. The BIA’s construction
program is a multifaceted, intricate operation that
encompasses the areas of Education, Public Safety
and Justice, Resource Management, and General
Administration.

Education facilities serve a number of schools that
provide educational opportunities for approximately
48,000 students. The BIA also provides funding

for administrative buildings at a number of tribal

locations. Other facilities include dormitories,
road forestry and detention centers, numerous
irrigation facilities, and significantly hazardous
dams. Additionally, program sub-activities have
elements that include minor improvements, repair
and replacement, portable classrooms, emergency
repairs, demolition and reduction of excess space,
environmental projects, telecommunication
improvements and repair, seismic safety, and
emergency management systems. Finally, the BIA
is continually striving to correct code and standard
deficiencies.

Indian Reservation Roads and Bridges Program.
The BIA Division of Transportation jointly
administers the Indian Reservation Roads (IRR)
Program and the Indian Reservation Roads Bridge
Program (IRRBP) with the Federal Highway
Administration. The purpose of the IRR Program

is to provide safe and adequate transportation and
public road access to and within Indian reservations,
Indian lands, and communities for Indians and
Alaska Natives, visitors, recreational users, resource
users, and others, while contributing to economic
development, self-determination, and employment of
Indians and Alaska Natives. As of October 2004, the
IRR system consisted of approximately 27,749 miles
of BIA and tribally-owned public roads and 31,345
miles of State, county, and local government public
roads, as well as an inventory of over 1,020 BIA-
owned bridges.

Bureau of Reclamation. Reclamation’s investments
in non-Federal physical property provide assistance
through a variety of measures, all related to water
and related resources management. Reclamation
incurs expenses for specific programs to provide for
the construction or improvement of structures and
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facilities used in State and local irrigation projects and
water quality improvement projects. Reclamation-
wide programs that improve State and local fish

and wildlife habitats through activities such as the
construction or betterment of structures or facilities
are also included.

Fish and Wildlife Service. FWS’s investments in non-
Federal physical property include major additions,
alterations or replacements; the purchase of major
equipment; and the purchase of improvements of
other physical assets for purposes of enhancing

fish and wildlife management in States and for

land restoration, species protection, recreational
hunting and boating improvements, and habitat loss
prevention.

National Park Service. Congress may annually ap-
propriate funds to the NPS for work on non-NPS
facilities that is done by individuals who are not

NPS employees. These funds are referred to as “Pass
Through” appropriations because the role of the

NPS is limited primarily to preparing an agreement
that allows the funds to be obligated and certifying
and processing subsequent payments for the work.
Typically, more than 90% of the funds are obligated
within the year they are appropriated. Once obligated,
fund expenditure is entirely dependent on the party
receiving the funds. Only cash assets are associated
with these projects. During FY 2005, $21.2 million has
been expended for these pass through projects.

Of this $21.2 million, approximately $9.2 million

was used to support the construction of an Abraham
Lincoln Interpretive Center in downtown Springfield,
Illinois. The planned two-part Abraham Lincoln
Presidential Library and Interpretive Center will
consist of a museum portion, a library, and archives.
Another $2.3 million was expended for the Southwest
Pennsylvania Heritage Commission. These costs
reflect FY 2005 expenditures of a portion of 12 years
of appropriated funding totaling approximately
$36.8 million to continue support efforts to develop
a regional network of sites along the Path of Progress
National Heritage Tour Route in the Southwest
Region of Pennsylvania.

Departmental Offices - The Office of Insular Affairs.
The Office of Insular Affairs (OIA) carries out the
Secretary of the Interior’s responsibilities for U.S.

affiliated insular areas. These include the territories
of American Samoa, Guam, the U.S. Virgin Islands,
and the Commonwealth of the Northern Mariana
Islands, as well as the three freely associated States of
the Federated States of Micronesia, the Republic of
the Marshall Islands, and the Republic of Palau. The
OIA achieves its mission by improving the financial
management practices of insular governments,
increasing economic development, and increasing
Federal responsiveness to the unique needs of island
communities. The OIA hopes to increase the
resources available to the insular area governments
while promoting economic self-sufficiency. The OIA
provides capital improvement grants to the insular
areas. These grants involve hospitals, public buildings,
roads, schools, sewage facilities, and solid waste
facilities.

Departmental Offices - Central Utah Project
Completion Act. The Central Utah Project
Completion Act (CUPCA) expressly authorized the
Utah Reclamation Mitigation and Conservation
Commission to invest in fish and wildlife habitat
improvements on non-Federal properties because
the Federal reclamation projects in Utah affected fish
and wildlife resources beyond the boundaries of the
Reclamation projects and opportunities to mitigate
on Federal lands are often limited. FY 2005 activities
include:

* Duchesne Strawberry Diversion Structures. The
Commission, in conjunction with the Duchesne
County Water Conservancy District in Utah,
is reconstructing the rehabilitating diversion
structures on the Duchesne and Strawberry Rivers.

+ Wetlands Around Great Salt Lake. The Great Salt
Lake ecosystem provides the vast majority of
the remaining valuable wetlands in Utah and is
a critical site for achieving wetland mitigation.
The Commission has made investments on
wetland properties in conjunction with major
wetland conservation programs conducted by
the State of Utah Division of Wildlife Resources,
Utah State University, the Nature Conservancy,
and the National Audubon Society. Commission
investments have included a variety of habitat
improvement.
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Other
Supplementary
Information
(See Auditors’
Report)

Other Supplemental Information includes the
Consolidating Balance Sheet and the Consolidating
Statement of Changes in Net Position.

Special Account Funds. NPS has concession
agreements which contain provisions that provided
for the establishment of escrow type accounts to
be used to develop, improve, and maintain visitor
facilities. The concessioner periodically deposits

a percentage of gross revenue in the account

as provided in the concessioner agreement.

These “special account” funds are maintained in
separate interest-bearing bank accounts for the
concessioners, and are not assets of the NPS and
may not be used in NPS operations. Therefore,
the balances, inflows, and outflows of these
concessioner special accounts are not recognized
in the consolidated financial statements of the
NPS. The concessioners reported that these special
accounts balances totaled approximately $40.5
million and $44.3 million (unaudited), as of
September 30, 2005 and 2004, respectively.
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Consolidating Balance Sheet
as of September 30, 2005

(dollars in thousands)

Departmental
Bureau of Bureau of Land Bureau of Offices and
Indian Affairs  Management  Reclamation Other
ASSETS
Intragovernmental Assets:
Fund Balance with Treasury $ 1,508,092 $ 1,064,535 $ 6,090,731 $ 1,023,951
Investments, Net 66,541 1,749,802 - 416,998
Accounts and Interest Receivable 7,231 15,388 825,974 102,429
Loans and Interest Receivable, Net - - 2,458,075 -
Other 2,556 1,278 1,423 30,879
Total Intragovernmental Assets 1,584,420 2,831,003 9,376,203 1,574,257
Cash 638 56 100 -
Investments, Net 1,065 - - 198,060
Accounts and Interest Receivable, Net 26,330 10,367 31,459 47,767
Loans and Interest Receivable, Net 28,131 - 146,468 5,658
Inventory and Related Property, Net - 304,378 - 528
General Property, Plant, and Equipment, Net 1,372,343 388,934 13,015,525 337,671
Other 82,632 77 198,315 3,613
Stewardship Assets
TOTAL ASSETS $ 3,095,559 $ 3,534,815 $ 22,768,070 $ 2,167,554
LIABILITIES
Intragovernmental Liabilities:
Accounts Payable $ 55,408 $ 38,981 $ 24,651 $ 7,366
Debt 29,715 1,074,204 96,811 19,795
Other
Resources Payable to Treasury 21,041 - 1,780,970 214,742
Advances and Deferred Revenue 94,756 9,950 8,780 475,850
Custodial Liability - 57,518 - -
Other Liabilities 158,477 131,392 88,996 5,342
Total Intragovernmental Liabilities 359,397 1,312,045 2,000,208 723,095
Accounts Payable 90,099 37,366 204,868 161,112
Loan Guarantee Liability 81,670 - - -
Federal Employee and Veteran Benefits 121,283 94,971 88,702 17,437
Environmental and Disposal Liabilities 51,576 3,491 35,360 1,300
Other
Contingent Liabilities 62,487 1,465 9,515 -
Advances and Deferred Revenue 7,400 - 452,633 6,762
Payments Due to States - - - -
Other Liabilities 64,046 296,696 51,757 64,121
TOTAL LIABILITIES 837,958 1,746,034 2,843,043 973,827
Commitments and Contingencies
Net Position
Unexpended Appropriations 1,242,504 471,557 350,519 402,540
Cumulative Results of Operations 1,015,097 1,317,224 19,574,508 791,187
Total Net Position 2,257,601 1,788,781 19,925,027 1,193,727
TOTAL LIABILITIES AND NET POSITION $ 3,095,559 $ 3,534,815 $ 22,768,070 $ 2,167,554
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Consolidating Balance Sheet
as of September 30, 2005

(dollars in thousands)

Elimination of

Minerals Intra
Management  National Park Office of Surface U.S.Fishand U.S. Geological ~ Department FY 2005
Service Service Mining Wildlife Service Survey Activity Total
$ 1,444,637 $ 19,152,506 $ 49332 $ 1,457,266 $ 240,082 $ - $ 32,031,132
1,088,246 1,370 2,141,599 1,999,113 - - 7,463,669
404,789 23,253 34 28,913 58,048 (957,382) 508,677
- - - - - - 2,458,075
194 6,910 43 1,368 2,519 (45,765) 1,405
2,937,866 19,184,039 2,191,008 3,486,660 300,649 (1,003,147) 42,462,958
- 425 - 50 1 - 1,270
- - - - - - 199,125
2,426,301 8,971 11,439 22,004 75,928 - 2,660,566
- 3,598 - - - - 183,855
- - - - 789 - 305,695
28,543 1,098,686 2,417 917,489 162,170 - 17,323,778
2 11,746 - 210 58 - 296,653

$ 5392712 $ 20,307,465 $ 2,204,864 $ 4,426,413 § 539,595 $ (1,003,147) $ 63,433,900

$ 3,463 $ 18,013 § 52§ 6,993 $ 8,670 $ (83,716) $ 79,881
- - - - - - 1,220,525

- - - - 81 - 2,016,834
1,079,418 2,575 208 976 2,229 (48,218) 1,626,524
1,799,017 - - - - (860,164) 996,371
3,781 61,238 1,576 462,964 34,611 (11,049) 937,328
2,885,679 81,826 1,836 470,933 45,591 (1,003,147) 6,877,463
249,352 212,711 7,098 59,301 65,811 - 1,087,718

- - - - - - 81,670

9,837 928,328 3,867 62,270 41,010 - 1,367,705

- 14,966 - 14,033 82 - 120,808

550,690 2,139 2,570 100 2,208 - 631,174
829 9,888 - 7,485 4,469 - 489,466
1,009,418 - - - - - 1,009,418
92,931 188,090 7,150 152,316 114,449 - 1,031,556
4,798,736 1,437,948 22,521 766,438 273,620 (1,003,147) 12,696,978
8,574 944,005 41,544 536,093 181,906 - 4,179,242
585,402 17,925,512 2,140,799 3,123,882 84,069 - 46,557,680
593,976 18,869,517 2,182,343 3,659,975 265,975 - 50,736,922

$ 5,392,712 $§ 20,307,465 $ 2,204,864 $ 4,426,413 $ 539,595 $  (1,003,147) $ 63,433,900
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Consolidating Balance Sheet
as of September 30, 2004

(dollars in thousands)

Departmental
Bureau of Bureau of Land Bureau of Offices and
Indian Affairs ~ Management Reclamation Other
ASSETS
Intragovernmental Assets:
Fund Balance with Treasury $ 1,468,919 $ 1,252,381 $ 5,233,607 $ 1,047,353
Investments, Net 68,565 829,445 - 392,303
Accounts and Interest Receivable 28,199 12,493 351,764 47,832
Loans and Interest Receivable, Net - - - -
Other 1,732 1,090 1,236 22,718
Total Intragovernmental Assets 1,567,415 2,095,409 5,586,607 1,510,206
Cash 432 55 91 -
Investments, Net 1,077 - - 190,767
Accounts and Interest Receivable, Net 26,388 20,691 32,179 8,231
Loans and Interest Receivable, Net 33,558 - 166,900 23,098
Inventory and Related Property, Net - 321,319 - 567
General Property, Plant, and Equipment, Net 1,328,541 355,621 13,065,549 298,728
Other 91,412 131 191,983 656
Stewardship Assets
TOTAL ASSETS $ 3,048,823 $ 2,793,226 $ 19,043,309 $ 2,032,253
LIABILITIES
Intragovernmental Liabilities:
Accounts Payable $ 43240 $ 24,895 $ 25,711 $ 5,608
Debt 29,615 1,139,204 114,098 21,962
Other
Resources Payable to Treasury 25,994 - - -
Advances and Deferred Revenue 147,996 16,221 10,381 475,696
Custodial Liability - 73,376 - -
Other Liabilities 163,154 122,004 89,086 4,517
Total Intragovernmental Liabilities 409,999 1,375,700 239,276 507,783
Accounts Payable 94,146 31,436 196,000 113,603
Loan Guarantee Liability 60,081 - - -
Federal Employee and Veterans' Benefits 118,325 90,507 85,815 17,809
Environmental and Disposal Liabilities 67,065 6,330 5,629 1,300
Other
Contingent Liabilities 58,070 3,650 62,624 712
Advances and Deferred Revenue 7,550 136,389 269,096 4,727
Payments Due to States - - - -
Other Liabilities 79,976 498,380 47,138 38,872
TOTAL LIABILITIES 895,212 2,142,392 905,578 684,806
Commitments and Contingencies
Net Position
Unexpended Appropriations 1,177,903 461,140 325,934 403,846
Cumulative Results of Operations 975,708 189,694 17,811,797 943,601
Total Net Position 2,153,611 650,834 18,137,731 1,347,447
TOTAL LIABILITIES AND NET POSITION $ 3,048,823 $ 2,793,226 $ 19,043,309 $ 2,032,253
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Consolidating Balance Sheet
as of September 30, 2004

(dollars in thousands)

Elimination of

Minerals Intra
Management  National Park Office of Surface U.S.Fishand U.S. Geological ~ Department FY 2004
Service Service Mining Wildlife Service Survey Activity Total
$ 1,501,565 $ 18,603,252 $ 44792 $ 1,479,492 $ 234,783 $ - $ 30,866,144
1,029,419 65 2,051,300 1,816,232 - - 6,187,329
294,990 17,490 45 26,410 60,776 (491,965) 348,034
1,283 5,487 50 1,302 3,883 (37,570) 1,211
2,827,257 18,626,294 2,096,187 3,323,436 299,442 (529,535) 37,402,718
- 395 - 107 1 - 1,081
- - - - - - 191,844
1,148,036 13,702 6,631 10,700 81,083 - 1,347,641
- 3,958 - - - - 227,514
- - - - 2,433 - 324,319
32,058 980,223 2,561 900,160 190,770 - 17,154,211
3 12,434 - 286 45 - 296,950
$ 4,007,354 $ 19,637,006 $ 2,105,379 $ 4,234,689 $ 573,774 $ (529,535) $§ 56,946,278
$ 4,865 $ 26,197 $ 45 $ 5810 $ 9,885 $ (69,430) $ 76,826
- - - - - - 1,304,879
- - - - 231 - 26,225
1,137,545 4,155 6 689 4,742 (40,430) 1,757,001
999,250 - - - - (401,148) 671,478
2,866 63,619 1,500 440,742 33,569 (18,527) 902,530
2,144,526 93,971 1,551 447,241 48,427 (529,535) 4,738,939
245,192 163,742 17,947 80,068 82,711 - 1,024,845
- - - - - - 60,081
8,711 879,969 3,830 58,820 40,569 - 1,304,355
- 7,513 - 12,874 1,097 - 101,808
550,000 16,814 68,600 12 - - 760,482
7,594 13,351 - 5,949 1,713 - 446,369
412,880 - - - - - 412,880
68,848 183,219 7,083 88,241 110,205 - 1,121,962
3,437,751 1,358,579 99,011 693,205 284,722 (529,535) 9,971,721
7,450 1,000,273 38,489 501,981 163,343 - 4,080,359
562,153 17,278,154 1,967,879 3,039,503 125,709 - 42,894,198
569,603 18,278,427 2,006,368 3,541,484 289,052 - 46,974,557
$ 4,007,354 $ 19,637,006 $ 2,105,379 $ 4,234,689 $ 573,774 $ (529,535) $ 56,946,278
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Consolidating Statement of Changes in Net Position
for the fiscal year ended September 30, 2005

(dollars in thousands)

Bureau of Departmental
Bureau of Land Bureau of Offices and
Indian Affairs Management Reclamation Other
UNEXPENDED APPROPRIATIONS

Beginning Balance $ 1,177,903 $ 461,140 $ 325,934 §$ 403,846
Budgetary Financing Sources

Appropriations Received, General Funds 2,338,479 1,931,631 190,227 1,085,382

Appropriations Transferred In/Out 248,839 (354,432) 41,639 (40,010)

Appropriations-Used (2,491,411) (1,541,145) (205,939) (1,036,231)

Other Adjustments (31,305) (25,638) (1,342) (10,447)
Net Change 64,602 10,416 24,585 (1,306)
Ending Balance - Unexpended Appropriations $ 1,242,505 $ 471,556 $ 350,519 $§ 402,540

CUMULATIVE RESULTS OF OPERATIONS

Beginning Balance $ 975,708 $ 189,694 $ 17,811,797 $ 943,601
Adjustments

Change in Accounting Principle - - 405,417 (248,267)
Beginning Balance, as adjusted 975,708 189,694 18,217,214 695,334
Budgetary Financing Sources

Appropriations-Used 2,491,411 1,541,145 205,939 1,036,231

Royalties Retained - 81,408 1,763,969 -

Non-Exchange Revenue 153 (166) 15 84,908

Transfers In/Out without Reimbursement 240,178 (115,127) (78,763) 16,015

Donations and Forfeitures of Cash and Cash Equivalents - - - 22

Other Budgetary Financing Sources (4,968) 14 33,958 14,020
Other Financing Sources

Imputed Financing from Costs Absorbed by Others 68,435 79,870 67,863 22,566

Transfers In/Out without Reimbursement 12,218 (1,621) (51,621) 3,271

Donations and Forfeitures of Property 16,165 - 2,177 5,547
Total Financing Sources 2,823,592 1,585,523 1,943,537 1,182,580
Net Cost of Operations (2,784,203) (457,994) (586,244) (1,086,726)
Net Change 39,389 1,127,529 1,357,293 95,854

Ending Balance - Cumulative Results of Operations

$ 1,015,097 $

1,317,223 § 19,574,507 §

791,188
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Consolidating Statement of Changes in Net Position
for the fiscal year ended September 30, 2005

(dollars in thousands)

Elimination of

Minerals U.S. Fish and U.S. Intra
Management National Park Office of Wildlife Geological Department FY 2005
Service Service Surface Mining Service Survey Activity Total
$ 7,450 $ 1,000,273 $ 38,490 $ 501,980 $ 163,343 $ - $ 4,080,359
169,175 2,238,294 109,805 1,176,585 958,021 10,197,599
3,343 102,345 - 86,270 5,647 93,641
(168,927) (2,354,429) (104,439) (1,212,825) (924,389) (10,039,735)
(2,467) (42,478) (2,311) (15,918) (20,716) (152,622)
1,124 (56,268) 3,055 34,112 18,563 98,883
$ 8,574 $ 944,005 $ 41,545 $ 536,092 $ 181,906 $ $ 4,179,242
$ 562,153 $ 17,278,154 $ 1,967,879 $ 3,039,504 §$ 125,708 $ $ 42,894,198
- - - - - 157,150
562,153 17,278,154 1,967,879 3,039,504 125,708 43,051,348
168,927 2,354,429 104,439 1,212,825 924,389 10,039,735
2,229,170 1,054,553 - 1,036 - 5,130,136
29,273 33 368,898 793,791 (104) 1,276,801
(3,994) (245,745) - 127,309 1,526 (58,601)
- 27,578 - 3,287 2,272 33,159
- (388) - 8,404 - 51,040
15,117 114,472 6,828 62,061 62,772 451,533
(838) 1,776 (666) 4,289 2,151 (31,041)
- 612 - - 2,095 26,596
2,437,655 3,307,320 479,499 2,213,002 995,101 16,919,358
(2,414,407) (2,659,962) (306,580) (2,128,621) (1,036,740) (13,413,026)
23,248 647,358 172,919 84,381 (41,639) 3,506,332
$ 585,401 $ 17,925,512 $ 2,140,798 $ 3,123,885 $ 84,069 $ $ 46,557,680

271



Other Supplementary Information

Consolidating Statement of Changes in Net Position
for the fiscal year ended September 30, 2004

(dollars in thousands)

Bureau of Departmental
Bureau of Land Bureau of Offices and
Indian Affairs Management Reclamation Other
UNEXPENDED APPROPRIATIONS

Beginning Balance $ 1,149,927 $ 412,460 $ 314,643 $ 340,299
Budgetary Financing Sources

Appropriations Received, General Funds 2,332,793 2,002,596 168,998 1,059,789

Appropriations Transferred In/Out 289,264 (426,887) 38,141 (58,117)

Appropriations-Used (2,564,378) (1,505,149) (195,353) (928,421)

Other Adjustments (29,705) (21,879) (495) (9,702)
Net Change 27,974 48,681 11,291 63,549
Ending Balance - Unexpended Appropriations $ 1,177,901 $ 461,141 $ 325,934 $ 403,848

CUMULATIVE RESULTS OF OPERATIONS

Beginning Balance $ 1,004,583 $ (262,935) $ 17,098,978 $ 863,025
Adjustments

Change in Accounting Principle - - - -
Beginning Balance, as adjusted 1,004,583 (262,935) 17,098,978 863,025
Budgetary Financing Sources

Appropriations-Used 2,564,378 1,505,149 195,353 928,421

Royalties Retained - 16,216 1,066,780 -

Non-Exchange Revenue 187 176 149 50,548

Transfers In/Out without Reimbursement 218,845 (71,693) (5,449) (13,009)

Donations and Forfeitures of Cash and Cash Equivalents - - - -

Other Budgetary Financing Sources 2,641 15 - (1,791)
Other Financing Sources

Imputed Financing from Costs Absorbed by Others 52,189 75,389 137,554 26,203

Transfers In/Out without Reimbursement (4,005) (2,479) (25,181) (595)

Donations and Forfeitures of Property - - 73 13,536
Total Financing Sources 2,834,235 1,522,773 1,369,279 1,003,313
Net Cost of Operations (2,863,111) (1,070,143) (656,460) (922,738)
Net Change (28,876) 452,630 712,819 80,575
Ending Balance - Cumulative Results of Operations $ 975,707  $ 189,695 $ 17,811,797 $ 943,600
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Consolidating Statement of Changes in Net Position
for the fiscal year ended September 30, 2004

(dollars in thousands)

Elimination of

Minerals U.S. Fish and U.S. Intra
Management National Park Office of Wildlife Geological Department FY 2004
Service Service Surface Mining Service Survey Activity Total
$ 6,969 $ 983,029 $ 36,299 $ 498,236 $ 187,440 $ - $ 3,929,302
165,316 2,154,954 106,424 1,121,014 949,686 - 10,061,570
- 152,656 - 94,718 86 - 89,861
(162,538) (2,258,373) (101,939) (1,198,544) (956,739) - (9,871,434)
(2,297) (31,994) (2,294) (13,443) (17,131) - (128,940)
481 17,243 2,191 3,745 (24,098) - 151,057
$ 7,450 $ 1,000,272 $ 38,490 $ 501,981 $ 163,342 $ - $ 4,080,359
$ 532,485 $ 16,753,497 $ 1,878,297 $ 2,913,926 $ 152,407 $ - $ 40,934,263
532,485 16,753,497 1,878,297 2,913,926 152,407 - 40,934,263
162,538 2,258,373 101,939 1,198,544 956,739 - 9,871,434
1,346,760 1,054,996 - 6,456 - - 3,491,208
24,132 25 340,929 745,963 100 - 1,162,209
(3,983) (332,008) - 165,382 1,491 - (40,424)
- 19,418 - 3,444 1,629 - 24,491
- 1,387 - 170 - - 2,422
12,975 98,007 5,124 50,488 61,242 - 519,171
(569) 1,770 (401) 4,588 (350) - (27,222)
- 61 - - 2,025 - 15,695
1,541,853 3,102,029 447,591 2,175,035 1,022,876 - 15,018,984
(1,512,185) (2,577,370) (358,009) (2,049,457) (1,049,576) - (13,059,049)
29,668 524,659 89,582 125,578 (26,700) - 1,959,935
$ 562,153 $ 17,278,156 $ 1,967,879 $ 3,039,504 $ 125,707 $ - $ 42,894,198
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United States Department of the Interior

OFFICE OF INSPECTOR GENERAL
Washington, D.C. 20240

November 15, 2005
Memorandum
To: Secretary
From: ] pEarl E. DevaneM
LL&V Inspector General
Subject: Independent Auditors’ Report on the Department of the Interior’s Annual Report

on Performance and Accountability for Fiscal Year 2005 (Report No. X-IN-
MOA-0011-2005)

INTRODUCTION

The Department of the Interior (DOI) contracted with KPMG LLP, an independent
certified public accounting firm, to audit the financial statements of DOI for fiscal years 2005
and 2004. The contract required that KPMG conduct its audit in accordance with the
Government Auditing Standards, issued by the Comptroller General of the United States; Office
of Management and Budget’s Bulletin 01-02, as amended, Audit Requirements for Federal
Financial Statements; and the Government Accountability Office/President’s Council on
Integrity and Efficiency’s Financial Audit Manual.

FINDINGS

In its audit report dated November 15, 2005, KPMG issued an unqualified opinion on the
DOI financial statements. However, KPMG identified 14 reportable conditions in DOI’s internal
controls over financial reporting, of which two were considered to be material weaknesses.
KPMG also found three significant deficiencies in DOI’s internal controls over Required
Supplementary Information and Required Supplementary Stewardship Information. In addition,
KPMG identified five instances where DOI did not comply with laws and regulations, including
two instances of noncompliance with the Federal Financial Management Improvement Act
(FFMIA).

KPMG is responsible for the attached auditors’ report and for the conclusions expressed
in the report. We do not express an opinion on DOT’s financial statements, conclusions on the
effectiveness of internal controls, conclusions on whether DOI’s financial management systems
substantially complied with FEMIA, or conclusions on compliance with laws and regulations.
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DOI CORRECTIVE ACTIONS

DOI agreed with 12 of the 14 reportable conditions over financial reporting, one of the
three significant deficiencies in internal controls over Required Supplementary Information and
Required Supplementary Stewardship Information, and three of the five instances of
noncompliance with laws and regulations.

DOI partially concurred with KPMG’s finding on controls over the Indian trust funds,
which was considered a material weakness. Management will continue to develop and
implement additional procedures and internal controls to address the issues noted in the audit.
However, DOI stated that it is in a position to draw conclusions that the differences between
supporting records and recorded transactions are few in number, small in size, and not
widespread or systematic. KPMG reiterated that management had not resolved differences
relating to the trust fund balances and did not have adequate controls to ensure that trust fund
activity and balances were recorded properly and timely.

DOI also partially concurred with the reportable condition on application and general
controls over financial management systems. DOI pointed out that it made substantial progress
in improving controls over its systems in fiscal year 2005 and believed that there were no
apparent systemic weaknesses at the Department level. KPMG acknowledged that DOI made
improvements in security and controls but stated that it had identified a number of conditions
that could have affected DOI’s ability to detect unauthorized changes to financial information, to
control electronic access to sensitive information, and to protect its information.

With regard to the finding on deferred maintenance estimates, which was considered a
significant deficiency in internal control over the required supplementary information, DOI
partially concurred. However, DOI stated that stewardship land managed by the Department
does not have deferred maintenance as defined by the authoritative guidance. KPMG responded
that as of September 30, 2005, DOI did not have documented evidence that it had completed
condition assessments for all stewardship land, and that DOI was unable to demonstrate that
maintenance had not been deferred for its stewardship land. KPMG also stated that DOI
reported known instances of land that is in need of intervention and had requested future outlays
to correct these conditions in various reports and budget requests.

The finding on stewardship reporting, which was considered a significant deficiency in
the reporting of required supplementary stewardship information, was also partially concurred
with by DOI. DOI admitted that processes can be improved related to stewardship reporting.
DOI did not agree that condition assessments are required for stewardship land. DOI also
believed that it is following standard practices. KPMG stated that DOI is required to disclose the
condition of stewardship land in accordance with the accounting standards.

DOI partially concurred with the finding on noncompliance with the Single Audit Act
Amendments of 1996, stating that while the noncompliance was at some bureaus, the instances
did not rise to the level that justified reporting the noncompliance at the Departmental level.
KPMG responded that DOI did not ensure that grantees submitted progress reports, completed
single audits, and submitted single audit reports timely. KPMG also stated that DOI did not have
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single audit reports for 395 different grants and did not issue corrective action plans for 59
findings. Additionally, KPMG noted that one component did not obtain progress reports for 15
of a sample of 32 grants that it selected for testing. It reiterated its conclusion that DOI did not
comply with the requirements of the Single Audit Act and the related OMB circular.

With regard to the finding on noncompliance with the Debt Collection Improvement Act
0f 1996, DOI disagreed, stating that it has appeals processes in place that, although they may
vary from bureau to bureau, are defined by law and impact when payments become due for
collection and subsequently eligible for debt referral. DOI also stated that, as Treasury guidance
stipulates, amounts that are the subject of an administrative appeal do not become eligible for
referral until the appeal is concluded and the amount of the debt is fixed. During fiscal year
2005, DOI claimed that it continued to improve its process to ensure eligible receivables were
referred to Treasury in a timely manner. KPMG acknowledged that DOI is improving its debt
referral processes but noted that, although Minerals Management Service (MMS) receivables
represented DOI’s largest receivables with the public, 9 of 32 receivables sampled that were over
180 days delinquent had not been referred to Treasury. KPMG also cited the Bureau of Indian
Affairs (BIA) receivables as another example of receivables not referred in a timely manner.
KPMG added that for BIA, the incorrect interest rate was applied.

The DOI response follows KPMG’s audit report as an attachment to this memorandum.

REPORT DISTRIBUTION

The legislation, as amended, creating the Office of Inspector General (5 U.S.C.A.
App. 3) requires semiannual reporting to Congress on all audit reports issued, actions taken to
implement audit recommendations, and recommendations that have not been implemented.
Therefore, this report will be included in our next semiannual report. The distribution of the
report is not restricted and copies are available for public inspection.

We appreciate the cooperation and assistance of DOI personnel during the audit. If you
have any questions regarding the report, please contact me at (202) 208-5745.

Attachment

cc: Chief Financial Officer
Deputy Chief Financial Officer
Director, Office of Financial Management
Audit Liaison Officer
Focus Leader for Management Control and Audit Follow-up,
Office of Financial Management
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Independent Auditors’ Report

2001 M Street, NW
Washington, DC 20036

Independent Auditors’ Report

Secretary and Inspector General
U.S. Department of the Interior:

We have audited the accompanying consolidated balance sheets of the U.S. Department of the Interior
(Interior) as of September 30, 2005 and 2004, and the related consolidated statements of net cost, changes
in net position, financing, and custodial activity, and the related combined statements of budgetary
resources (hereinafter referred to as the “financial statements”), for the years then ended. The objective of
our audits was to express an opinion on the fair presentation of these financial statements. In connection
with our audits, we also considered Interior’s internal control over financial reporting and tested Interior’s
compliance with certain provisions of applicable laws, regulations, contracts, and grant agreements that
could have a direct and material effect on these financial statements.

SUMMARY

As stated in our opinion on the financial statements, we concluded that Interior’s financial statements as of
and for the years ended September 30, 2005 and 2004, are presented fairly, in all material respects, in
conformity with accounting principles generally accepted in the United States of America.

As discussed in note 24 to the financial statements, Interior changed its method of accounting for
appropriated debt transactions in accordance with the provisions of Office of Management and Budget
(OMB) guidance that became effective October 1, 2004. Also, as discussed in note 17 to the financial
statements, Interior’s fiscal year 2005 consolidated statement of net cost is not comparable to its fiscal year
2004 consolidated statement of net cost because Interior revised its method of allocating certain costs and
revenues between programs in fiscal year 2005.

Our fiscal year 2005 consideration of internal control over financial reporting resulted in the following
conditions being identified as reportable conditions:

Reportable Conditions Considered to be Material Weaknesses

A. Controls over implementing new accounting policies and procedures
B. Controls over the Indian Trust funds

Other Reportable Conditions

Reconciliation of intragovernmental transactions and balances
Application and general controls over financial management systems
Controls over property, plant, and equipment

Controls over accruals

Controls over environmental contingencies

ammon
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Financial management at the Bureau of Indian Affairs
Controls over revenue
Controls over grants
Segregation of responsibilities over purchases and entries
Controls over charge cards

. Controls over obligations
Controls over the U.S. Park Police Pension Plan

ZE2rR-TE

We also noted the following significant deficiencies in internal control over Required Supplementary
Information and Required Supplementary Stewardship Information that, in our judgment, could adversely
affect Interior’s ability to collect, process, record, and summarize this information:

O. Performance measure reporting
P. Deferred maintenance estimates
Q. Stewardship reporting

The results of our tests of fiscal year 2005 compliance with certain provisions of laws, regulations,
contracts, and grant agreements disclosed the following instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards issued by the Comptroller General of the
United States, and OMB Bulletin No. 01-02, Audit Requirements for Federal Financial Statements:

R. Single Audit Act Amendments of 1996

S. Debt Collection Improvement Act of 1996

T. OMB Circular No. A-25, User Charges

U. Federal Financial Management Improvement Act (FFMIA) of 1996

The following sections discuss our opinion on Interior’s financial statements, our consideration of
Interior’s internal control over financial reporting, our tests of Interior’s compliance with certain provisions
of applicable laws, regulations, contracts, and grant agreements, and management’s and our
responsibilities.

OPINION ON THE FINANCIAL STATEMENTS

We have audited the accompanying consolidated balance sheets of the U.S. Department of the Interior as
of September 30, 2005 and 2004, and the related consolidated statements of net cost, changes in net
position, financing, and custodial activity, and the combined statements of budgetary resources for the
years then ended.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Interior as of September 30, 2005 and 2004, and its net costs, changes in net position,
budgetary resources, reconciliation of net costs to budgetary obligations, and custodial activities for the
years then ended, in conformity with accounting principles generally accepted in the United States of
America.

As discussed in note 24 to the financial statements, Interior changed its method of accounting for
appropriated debt transactions in accordance with the provisions of OMB guidance that became effective
October 1, 2004. Also, as discussed in note 17 to the financial statements, Interior’s fiscal year 2005
consolidated statement of net cost is not comparable to its fiscal year 2004 consolidated statement of net
cost because Interior revised its method of allocating certain costs and revenues between programs in fiscal
year 2005.
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The information in the Management’s Discussion and Analysis, Required Supplementary Information, and
Required Supplementary Stewardship Information sections is not a required part of the financial
statements, but is supplementary information required by accounting principles generally accepted in the
United States of America or OMB Circular A-136, Financial Reporting Requirements, Part A, Form and
Content of the Performance and Accountability Report. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of measurement and presentation
of this information. However, we did not audit this information and, accordingly, we express no opinion on
it. As a result of such limited procedures, we believe that the Required Supplementary Information and the
Required Supplementary Stewardship Information are not presented in conformity with accounting
principles generally accepted in the United States of America. The Required Supplementary Information
disclosures for deferred maintenance are not complete or current because Interior had not estimated
deferred maintenance for all assets and did not consistently update deferred maintenance estimates.
Additionally, performance measure results may not be accurate, as Interior did not properly design controls
to collect, process, record, summarize, and report performance measure information. We also noted that
Interior did not disclose the costs incurred to generate intragovernmental revenues by budget functional
classification, as required, and did not fully reconcile intragovernmental transactions and balances with its
trading partners. Finally, the Required Supplementary Stewardship Information disclosures for stewardship
assets and investments are not current, complete, or consistently supported, because Interior did not
consistently follow its established procedures and controls to accumulate and report the disclosure
information and did not disclose all required information.

Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements
taken as a whole. The Performance Data and Analysis section, the Appendices, and the special account
funds in the Other Supplementary Information section are an integral part of Interior’s Fiscal Year 2005
Annual Report on Performance and Accountability. However, this information is not a required part of the
financial statements and is presented for purposes of additional analysis. The information in the
Performance Data and Analysis section, the Appendices, and the special account funds in the Other
Supplementary Information section has not been subjected to auditing procedures and, accordingly, we
express no opinion on it.

Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements
taken as a whole. The consolidating information in the Other Supplementary Information section is
presented for purposes of additional analysis of the consolidated financial statements rather than to present
the financial position and changes in net position of Interior’s components individually. The consolidating
information has been subjected to the auditing procedures applied in the audits of the consolidated
financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the
consolidated financial statements taken as a whole

INTERNAL CONTROL OVER FINANCIAL REPORTING

Our consideration of internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be reportable conditions. Under standards issued by
the American Institute of Certified Public Accountants, reportable conditions are matters coming to our
attention relating to significant deficiencies in the design or operation of the internal control over financial
reporting that, in our judgment, could adversely affect Interior’s ability to record, process, summarize, and
report financial data consistent with the assertions by management in the financial statements.
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Material weaknesses are reportable conditions in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements, in
amounts that would be material in relation to the financial statements being audited, may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions.

In our fiscal year 2005 audit, we noted certain matters, described below, involving internal control over
financial reporting and its operation that we consider to be reportable conditions. We believe that
reportable conditions A and B are material weaknesses.

A. Controls over Implementing New Accounting Policies and Procedures

In March 2005, the OMB issued guidance in response to the Federal Accounting Standards Advisory
Board’s Accounting and Auditing Policy Committee’s Technical Exposure Draft entitled Recognition of
the Transfer of Funds Between Interior’s Reclamation Fund and Energy’s Western Area Power
Administration: In Accordance with SFFAS 1, Accounting for Selected Assets and Liabilities, and SFFAS
5, Accounting for Liabilities of the Federal Government. OMB’s guidance instructed Interior to record a
receivable rather than transfers in/out for transactions with the Western Area Power Administration
(Western). In addition, Interior applied OMB’s guidance to similar transactions with the Bonneville Power
Administration (BPA) and the U.S. Department of the Treasury (Treasury) General Fund.

Interior applied significant resources and effort, including coordinating with Western, BPA, the U.S.
Department of Energy (Energy), the U.S. Treasury, and OMB to implement OMB’s guidance in a
relatively short time period. However, Interior did not consistently record certain transactions as Interior:

1. Recorded $261 million of repayments as part of the adjustment to beginning balances that should
have been recorded as current year repayments.

2. Recorded $240 million of costs, of which $127 million should have been recorded as part of the
beginning balance and $113 million should not have been recorded.

3. Recorded $206 million of repayments received in prior years as current year repayments that
should have been recorded as part of the adjustment to beginning balances.

4. Did not properly allocate transactions among project sponsors, including $112 million of
repayments.

5. Did not record $27 million in liabilities to Treasury.
6. Did not fully reconcile balances with Western by approximately $21 million.

These differences primarily resulted because Interior had not fully developed accounting policies and
procedures to change its processes for recording these transactions and had not fully developed posting
models by September 30, 2005. As a result of our observations, Interior analyzed and adjusted the financial
statements as of and for the year ended September 30, 2005.
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Recommendations

We recommend that Interior improve its policies and procedures related to recording transactions with
Western, BPA, and Treasury, in accordance with OMB guidance, as follows:

1. Improve policies and procedures related to recording additions to and repayments against the
receivables and liabilities, including coordinating with the U.S. Department of the Treasury to
determine the appropriate posting models.

2. Develop and implement procedures and controls for recording and reporting transactions with
Western, BPA, and Treasury, including sufficient management oversight.

3. Require a second individual to compare the transactions recorded in the general ledger to
supporting documentation and document his/her approval on the supporting documentation.

4. Continue to resolve the difference between Interior’s receivable and Western’s liability.
Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

B. Controls over the Indian Trust Funds

The United States Congress has designated the Secretary of the Interior as the trustee delegate with
responsibility for the monetary and nonmonetary resources held in trust on behalf of American Indian
Tribes, individual Indians, and other trust funds (hereafter collectively referred to as the Indian Trust
Funds). The Secretary carries out this fiduciary responsibility through the Office of the Special Trustee for
American Indians (OST), the Bureau of Indian Affairs (BIA), other Interior bureaus, and agreements with
American Indian Tribes.

The Indian Trust Funds’ balances include two categories: (1) Trust Funds that are held by Interior because
the corpus of specific accounts that is non-expendable or the funds that are held for future transfer to Indian
Tribes upon satisfaction of certain conditions and are reflected in Interior’s financial statements; (2) Trust
Funds for Indian Tribes and individual Indians that are considered non-Federal accounts and thus are not
reflected in Interior’s financial statements but are disclosed in a footnote to Interior’s financial statements,
in accordance with the accounting standards.

We noted that Interior’s procedures and internal controls were not adequate to ensure that the Indian Trust
Funds’ activity and balances were recorded properly or timely. Specifically, we noted the following:

1. Trust Fund Balances

As disclosed in the footnotes to the financial statements, several financial reporting differences
from prior periods relating to the fairness of the Indian Trust Funds balances have not been
resolved. Certain parties, for whom Interior holds assets in trust, have filed a class action lawsuit
for an accounting of Individual Indian Monies that may or may not lead to claims against the
United States Federal Government. Additionally, other parties do not agree with the Indian Trust
Funds balances reported by Interior and have filed claims against the United States Federal
Government.
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2. Individual Indian Monies Subsidiary Ledger

The balance of the control account for Individual Indian Monies account holders did not agree to
the sum of the balances from the subsidiary ledger, and it cannot be determined which balance, if
either, is correct. As of September 30, 2005, the aggregate sum of all positive balances included in
the subsidiary ledger exceeded the control account by approximately $6 million. Interior has
requested funding from Congress to resolve this difference. In addition, as of September 30, 2005,
the subsidiary ledger contained negative account balances totaling approximately $44 million (of
which approximately $192,000 was attributed to individual Indian accounts as of
September 30, 2005).

Special Deposit Accounts

In accordance with Title 25 of the Code of Federal Regulations and as directed by BIA, OST
records receipts into special deposit accounts within the subsidiary ledger when the recipient trust
fund account is unknown at the time of receipt. When BIA identifies the trust fund account(s),
OST transfers the amount from the special deposit account(s) to the designated trust fund
account(s) in accordance with BIA instructions. A significant number of special deposit accounts
have remained inactive for the past several years and new special deposit accounts were
established during fiscal year 2005. As of September 30, 2005, there were approximately 20,000
special deposit accounts, with balances totaling approximately $40 million.

Undistributed and Unusual Balances

OST has not been able to determine the proper recipients of undistributed interest of approximately
$1.8 million as of September 30, 2005. In addition, OST and BIA have not been able to determine
the allocation of approximately $2.1 million of undistributed interest. Furthermore, there were 12
Tribal Trust Funds accounts with negative cash balances totaling approximately $724,000 as of
September 30, 2005.

Entering and Maintaining Trust Fund Information

The regional and agency offices of BIA perform a critical role in the initial input and subsequent
changes to the Indian Trust Funds’ information disclosed by Interior. We noted the following
weaknesses related to the internal controls performed by regional and agency offices:

a. Trust Fund Systems

BIA had not consistently implemented automated systems for tracking and processing
activities of the Indian trust assets. Agency offices use “off-the-shelf” software, internally
developed software, in-house databases, and manual processes to manage ownership
records, track lease activity, account for receivables/revenue, and determine distribution
amounts. BIA had developed an automated system for certain activities; however, BIA had
not yet fully implemented this new system in all agency offices. This situation increases
the risk that transactions are recorded inaccurately and untimely.
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b. Segregation of Duties

The responsibilities for Indian trust processing are not properly segregated to prevent or
detect errors. Although BIA improved segregation of responsibilities during the year, BIA
did not segregate realty and land management activities (i.e., lease compliance) from
accounting activities (i.e., collecting, depositing, and sending instructions to OST to create,
record, and distribute receipts). Also, in limited cases, the same employee was responsible
for all activities associated with trust transactions, including initiating lease agreements,
generating billings, collecting funds, making deposits, and sending instructions to OST to
create accounts and distribute funds.

¢. Accounts Receivable

BIA had not fully developed and communicated standardized policies and procedures for
establishing, tracking, and pursuing accounts receivable for the Indian Trust Funds. This
results in inconsistent processes and increases the risk that amounts due to Indian Trust
Funds are not identified and ultimately collected. Several agency offices prepared bills
after receiving payments rather than sending bills in advance of the payment due date. In
addition, certain agency offices did not identify or pursue past due receivables and instead
relied on landowners/lessors to inquire of overdue payments before pursuing the
receivable. Furthermore, several agency offices did not maintain a listing of leases and
permits against which receivables could be established.

d. Probate Backlog

BIA did not consistently enter probate orders for land title into the trust management
systems timely. Although BIA made progress in reducing the backlog, as of
September 30, 2005, BIA indicated that it had probate orders that had not been recorded.
This increases the potential for untimely distributions of income to the account holders of
the Indian Trust Funds.

e. Untimely Deposits

Several BIA agency offices did not consistently forward trust receipts in a timely manner
to OST to be deposited. As a result, in certain instances, deposits of trust receipts were
delayed for up to 5 business days and in others, delays were up to 12 days. In one instance,
we noted a delay of 38 days.

f. Supervised and Restricted Accounts

BIA did not consistently maintain documentation for supervised accounts, including social
service assessment and evaluation forms, disbursement documentation, annual review
documentation, court orders, and notification of restriction letters. Furthermore, BIA did
not consistently perform annual reviews of active accounts.

g. Appraisal Review

One of the key elements in performing realty trust transactions is the requirement to
obtain appraisals for realty transactions. Current laws allow the appraisal function to be
carried out by tribes, who are often the named parties involved in realty transactions.
BIA is responsible for assisting trust beneficiaries in the negotiation and execution of
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realty transactions. Office of Appraisal Services (OAS) is responsible for conducting
reviews of appraisals that are compacted by tribes for the benefit of trust beneficiaries.
BIA controls were not in place to ensure that all appraisals, conducted under compacts
or contracts, completed by tribes for the benefit of trust beneficiaries had been approved
by OAS.

Recommendation

We recommend that Interior develop and implement procedures and internal controls to address the
deficiencies in controls related to Indian Trust Funds.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our recommendations. Management indicated that Interior is in a
position to draw conclusions that differences between supporting records and recorded transactions are not
significant.

Auditors’ Response to Management’s Response

As summarized in our finding above, management had not resolved differences relating to the Trust Fund
balances and did not have adequate controls to ensure that Trust Fund activity and balances were recorded
properly and timely. Therefore, we continue to believe that the control weaknesses identified constitute a
material weakness.

C. Reconciliation of Intragovernmental Transactions and Balances

Interior is required to reconcile transactions and balances with other Federal entities in accordance with the
Treasury’s Federal Intragovernmental Transactions Accounting and Policies Guide. Although Interior
made substantial improvements to reconcile with other Federal entities, Interior had not fully reconciled its
intragovernmental transactions and balances with other Federal entities because Interior did not
consistently reconcile transactions and balances during the year and because the trading partners did not
consistently provide information by Interior component or Treasury fund symbol. As a result, Interior’s
transactions and balances with other Federal entities may not eliminate on the Government-wide financial
statements.

Recommendation

We recommend that Interior continue to improve its process to reconcile transactions and balances with
other Federal entities. These procedures should include confirming amounts, at the Interior component
level, with trading partners and meeting with trading partners to resolve any differences identified.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.
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D. Application and General Controls over Financial Management Systems

Interior continues to improve the security and controls over its information systems; however, we
determined that Interior needed to improve controls in the areas described below, as required by OMB
Circular A-130, Management of Federal Information Resources. These conditions could have affected
Interior’s ability to prevent and detect unauthorized changes to financial information, control electronic
access to sensitive information, and protect its information. Although Interior’s financial management
systems are consistent with the financial management systems requirements, we identified the following
conditions during fiscal year 2005:

1. Entity-wide Security Program

An entity-wide security program, including security policies and a related implementation plan, is
the foundation of an entity’s security control structure and a reflection of senior management’s
commitment to addressing security risks. Interior did not have procedures in place to appropriately
track the implementation status of certain Service Level Agreements (SLA) and Security Service
Agreements (SSA). In addition, the Interior did not have current SLA and SSA agreements with
certain customers to designate security responsibilities. Interior had procedures for conducting
background investigations; however, Interior did not perform background investigations for all
new and current employees and contractors, consistently perform re-investigations in a timely
manner, or consistently maintain investigation documentation. Interior did not have a process to
monitor the periodic completion of technical training by certain information technology employees
and certain contractors. Interior had performed risk assessments for its major applications and
general support systems during the past fiscal year; however, Interior did not consistently classify
certain computer information resources based on risk assessments.

2. Access Controls

Access controls should provide reasonable assurance that computer resources such as data files,
application programs, and computer-related facilities and equipment are protected against
unauthorized modification, disclosure, and loss. Interior did not fully establish controls to prevent
and detect unauthorized access. In addition, Interior did not consistently monitor account creation,
modification, and termination; effectively assign access privileges based upon job duties;
periodically monitor security violations and inactive accounts; periodically review and recertify
user accounts; periodically review transaction audit reports; remove access of terminated
employees timely; or monitor system access to financial applications. Although Interior reviews
the network system audit trail logs, Interior had not formally documented policies and procedures
indicating the required frequency of the reviews or the responsibilities of the reviewers at certain
components.

3. System Software Controls

Controls over the modification of system software change controls should provide reasonable
assurance that operating system controls are not compromised. Without proper system software
controls, unauthorized individuals using the system software could circumvent controls to read,
modify, or delete critical or sensitive information or programs. Interior did not consistently
document policies and procedures for restricting and monitoring access to system software,
identifying and resolving system software issues, processing changes to system software, and
reviewing event logs. Interior also did not consistently monitor the use of operating system
software; formally document and approve the change management process for certain applications;
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test all system software patches in a test environment before installing the patches in the
production environment; perform post-implementation reviews after installing emergency patches;
prepare change request forms and plans; or maintain documentation for upgrades. Although
Interior reviewed event logs, Interior did not maintain evidence that the reviews were completed.

Software Development and Change Controls

Establishing controls over the modification of application software programs helps ensure that only
authorized programs and modifications are implemented. Without proper change controls, there is
an increased risk that either intentional or unintentional changes could be made to the system’s
processing functionality, the wrong version of a program could be implemented, a virus could be
inserted, or built-in security features could be disabled. Interior had not formally developed,
documented, or implemented data processing procedures to control and standardize the
maintenance of two financial applications. In addition, Interior did not use library management
software to control changes to one of the accounting applications. Additionally, Interior shared
manager and account level passwords among several users at one component. Finally, Interior’s
system configurations did not adequately segregate duties at one component as the configurations
provided individuals, who are involved with programming, testing and migrating changes to
production, access to the source code, test, and production libraries.

Service Continuity

Losing the capability to process, retrieve, and protect information maintained electronically could
significantly affect Interior’s ability to accomplish its mission. Consequently, procedures should be
in place to protect information resources, minimize the risk of unplanned interruptions, and recover
critical operations should interruptions occur. Interior had not fully developed and documented a
comprehensive contingency and disaster recovery plan for one of its applications. Interior also had
not fully documented its service continuity procedures or fully trained team members for
emergency response. In addition, Interior did not test certain contingency and disaster recovery or
continuity of operations plans, did not consistently prepare daily and monthly backup files, and did
not test the backup files for certain financial applications. We also noted that Interior did not have
current maintenance agreements for all of its computer and related equipment. Finally, Interior
should consider improving the location of plumbing lines and adding secondary air conditioning at
one of its computer centers.

Segregation of Responsibilities

Proper segregation of duties should be ensured through the establishment of policies, procedures,
and organizational structure so that one individual cannot control key aspects of financial
transactions, and thereby conduct unauthorized actions or gain unauthorized access to assets or
records. Interior’s policies identified the primary and secondary roles and responsibilities duties of
information technology team members and indicate that roles may overlap; however, Interior’s
policies did not consistently indicate the responsibilities that must be segregated, or the
compensating controls for those responsibilities not segregated.

Recommendation

We recommend that Interior continue to improve the security and general controls over the financial
management systems. These controls should address each of the areas discussed above, as well as other
areas that might affect the information technology control environment to ensure adequate security and
protection of the information systems.
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Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management partially agreed with our findings. Management indicated that Interior has made
substantial progress improving internal controls and believes that our findings did not rise to the level of a
reportable condition.

Auditors’ Response to Management’s Response

We acknowledge that Interior has made improvements in the security and controls over information
systems. However, we identified a number of conditions that could have affected Interior’s ability to detect
unauthorized changes to financial information, control electronic access to sensitive information, and
protect its information, as summarized in our finding above. Therefore, we continue to believe that the
control weaknesses identified constitute a reportable condition.

E. Controls Over Property, Plant, and Equipment

Interior needs to improve controls over property, plant, and equipment to ensure transactions are promptly
recorded and properly classified and accounted for in order to prepare timely and reliable financial reports.
We noted control weaknesses in the following areas:

1. Recording Transactions

Interior needs to improve controls over property, plant, and equipment to ensure transactions are
properly classified and recorded. We identified 67 exceptions in the 1,095 property and cost
transactions tested at certain components. Specifically, we noted that Interior capitalized costs that
should have been expensed, expensed costs that should have been capitalized, recorded
transactions in the current year that occurred in prior years, recorded dates or costs that did not
agree with the supporting documentation, or did not record an asset. In addition, Interior did not
consistently classify 11 of 546 expenses as operating, heritage, or stewardship costs, resulting in
misclassifications of $31 million. Furthermore, Interior did not properly record donated property of
approximately $16 million and did not properly remove $18 million of concession assets that are
not owned by Interior.

2. Construction-in-Progress

Interior did not consistently analyze and review its construction-in-progress account throughout the
fiscal year. Interior also did not transfer construction projects from the construction-in-progress
account to the appropriate completed property accounts at the time of completion or properly
approve the transfer from the construction-in-progress account for projects totaling $65 million. In
addition, Interior misclassified approximately $13 million of advances to others and expenses as
construction-in-progress.

3. Reconciliation and Review

Interior did not properly reconcile one of its property subsidiary ledgers to the general ledger,
because we identified a difference of $15 million. Interior also did not consistently establish
controls to review and approve certain land inventory records, monitor internal use software, and
account for changes to asset useful lives.

11
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4. Capital versus Operating Lease Assessments

In accordance with the accounting standards, Interior is required to capitalize leases that meet
certain criteria. Interior did not consistently review leases to determine if they were capital or
operating leases, because Interior incorrectly capitalized one lease, did not properly capitalize four
leases, and was unable to provide 30 of the 35 lease determination schedules selected for testing at
certain components. In addition, Interior did not consistently ensure that the lease determination
schedules agreed to the related supporting documentation and the general ledger for 11 of the 14
lease determination schedules that we received at certain components. Interior also did not require
a supervisor to review and approve the lease determination schedules.

5. Future Minimum Lease Payments

In accordance with the accounting standards, Interior is required to disclose future minimum lease
payments. Interior did not effectively prepare the future minimum lease payment schedule for
disclosure in its financial report, because we identified differences between the future minimum
lease payment schedule and the lease agreements for 32 of the 56 leases tested at certain
components. As a result of our observations, Interior analyzed and adjusted its schedule of future
minimum lease payments by a total of approximately $157 million.

As a result of our observations, Interior expended a significant amount of time and resources analyzing and
adjusting property, plant, and equipment balances and future minimum lease payment disclosures as of and
for the year ended September 30, 2005.

Recommendations

We recommend that Interior implement the following recommendations to improve controls over its
property, plant, and equipment:

1. Recording Transactions

a. Periodically train personnel on how to distinguish between costs that should be capitalized
versus expensed, and on properly classifying heritage, stewardship, and operating costs in the
accounting system.

b. Require a second individual to compare property and expense transactions to the related source
documents to verify that transactions are properly expensed or capitalized as well as properly
classified, and document his/her approval on the supporting documentation.

c. Record property transactions at the time the transaction occurs.

d. Perform periodic inventories of property.
2. Construction-in-Progress

a. Review its construction-in-progress accounts to identify completed projects that should be
transferred to the appropriate completed property account and projects that are improperly
classified as construction-in-progress. This review should be performed monthly.

b. Require a second individual to compare construction-in-progress transfers to the related source
documents to verify that transactions are properly transferred, and to document his/her
approval on the supporting documentation.

12
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3. Reconciliation and Review

a. Reconcile the property subsidiary ledgers to the general ledger and resolve any differences on
a monthly basis.

b. Require a second individual to review and approve certain land inventory records, internal use
software transactions, and changes to asset useful lives.

4. Capital versus Operating Lease Assessments

a. Provide additional guidance and training to personnel on the process of identifying whether
leases should be classified as capital or operating leases.

b. Document the evaluation of whether leases should be classified as capital or operating leases.

¢. Require a second individual to agree the lease evaluations to the supporting documentation and
to document his/her approval on the lease evaluations.

d. Require a second individual to compare capital lease transactions from the general ledger to
the supporting documentation and document his/her approval on the supporting
documentation.

e. Maintain the lease evaluation documentation, including the related present value calculations
and fair market value assessments.

5. Future Minimum Lease Payments

a. Provide additional guidance and training to personnel on preparing the future minimum lease
payment schedule.

b. Require supervisors to compare the future minimum lease payment schedules to supporting
documentation and document his/her approval on the future minimum lease payment
schedules.

c. Develop and maintain a database of all real and personal property leases to assist in monitoring
and reporting future minimum lease payments. This database should include lease number,
type, term, payments, and other information that facilitates preparation of the future minimum
lease payment disclosure.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

F. Controls over Accruals

In accordance with the accounting standards, Interior is required to record liabilities based on a probable
future outflow or other sacrifice of resources as a result of past transactions or events. Interior did not
establish controls to ensure that three of its programs properly recorded liabilities at the end of the
reporting period. In addition, for two programs, Interior did not test the accuracy of accrual methodologies
by comparing estimated amounts to actual amounts. Interior also did not ensure that the subsequent activity
report used to estimate accruals was complete by approximately $5 million for one of its programs. In
addition, Interior did not properly allocate the accruals to receivables and advances from others, resulting
in a net misclassification of approximately $2 million. Furthermore, Interior did not properly reconcile the
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accrual calculations to the general ledger for one component, because the general ledger exceeded the
accrual calculations by approximately $15 million.

As a result of our observations, Interior performed additional analysis and recorded additional accruals of
approximately $62 million.

Recommendations
We recommend that Interior perform the following:
1. Establish controls to ensure that accruals are properly recorded at the end of the reporting period.

2. Require all of its components to finalize and test the accrual methodology for the quarterly
financial statements. Testing should include comparing prior year estimates to actual results and
adjusting the methodology based on these results.

3. Provide guidance and training to personnel on the development and testing of accrual
methodologies.

4. Reconcile the accrual calculations to the general ledger and enhance controls to ensure that the
accrual calculations are complete and accurate. This should include having a supervisor review and
approve the accrual calculation and reconciliation from the calculation to the general ledger.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

G. Controls over Environmental Contingencies

Interior has not properly designed controls or sufficiently trained staff to ensure that environmental
information is effectively identified, maintained, and reported. Although Interior issued policies for
estimating environmental liabilities, Interior did not consistently interpret and apply these policies,
consistently prepare documentation supporting the environmental liability estimates, or consistently update
the estimates for inflation. In addition, Interior did not estimate costs or had incorrectly removed prior year
estimates for certain sites. Interior also did not consistently have a second individual review and approve
the probability assessments, site identifications, and the cost estimate documentation for 21 of the 181
environmental liability projects tested at certain components. In addition, BIA’s organizational and
communication structure did not facilitate developing and assessing environmental liabilities for that
component. Furthermore, Interior completed a site prioritization at the regional level, rather than across
BIA. As a result, the accrued environmental liabilities were understated by approximately $13 million, and
the disclosed range of environmental liabilities was understated by approximately $10 million to $32
million.

As a result of our observations, Interior analyzed and adjusted its environmental balances and disclosures.
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Recommendations

We recommend that Interior improve internal controls to ensure that environmental contingencies are
properly accrued or disclosed in its financial statements, as follows:

1. Continue to provide periodic training to scientists, financial management staff, and others, to
ensure that they understand Interior policies and the accounting standards related to estimating and
recording environmental liabilities.

2. Annually adjust environmental estimates based on inflation.

3. Require components to consistently estimate costs for each site, and consider the experience
across Interior in developing these estimates.

4. Require a second individual to review and approve the probability assessment, site identification,
and the cost estimate documentation, to ensure that they are properly prepared and match the
supporting documentation.

5. Implement an organizational structure that fosters communication between scientists, financial
management staff, and others at BIA.

6. Perform site prioritization across BIA.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

H. Financial Management at BIA

Interior needs to improve its BIA financial management organization and processes, as follows:

L.

BIA did not have enough sufficiently trained financial staff to manage accounting operations and
ensure financial transactions are properly recorded. BIA has attempted to compensate for staff
departures by assigning additional responsibilities to the remaining personnel and subcontractors.
However, this does not provide an effective or efficient long-term solution.

BIA financial management policies and procedures were not fully developed or consistently
applied throughout BIA. Specifically, we noted that the policies and procedures related to
construction-in-progress and environmental contingent liabilities were developed in prior years,
but not consistently implemented during fiscal year 2005. Additionally, BIA had not developed
policies and procedures for several financial management areas, such as suspense and deposit
accounts, reimbursable agreements, monitoring grantees, and referral of debt to Treasury.

BIA did not consistently perform timely management review procedures, including analysis of
select financial statement accounts, reconciling items with its trading partners, and resolving
differences between the general ledger and subsidiary ledgers. In addition, BIA did not investigate
and resolve suspense accounts totaling $7 million, including $4 million from prior years.
Furthermore, BIA did not effectively review journal vouchers, as we noted that BIA recorded
adjustments to the incorrect accounts.
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As a result, BIA expended a significant amount of time and resources reconciling its financial accounts,
resolving differences between the general ledger and subsidiary ledgers, and adjusting the general ledger
for purposes of preparing its fiscal year 2005 financial statements.

Recommendations
We recommend that Interior’s Office of Financial Management work with BIA to perform the following:

1. Recruit additional accounting staff and continue to train existing staff to ensure that BIA has
sufficiently trained resources to account for and report financial transactions.

2. Evaluate and implement best practices of other Interior components and consider outsourcing
certain functions.

3. Develop and communicate, to financial and program staff, financial management policies and
procedures.

4. Enforce consistent application of financial management policies and procedures through internal
control reviews.

5. Develop and implement formal month-end financial reporting processes to review all financial
statement accounts, reconcile balances and transactions with trading partners, investigate and
resolve suspense accounts, and resolve differences between the general ledger and subsidiary
ledgers. This should include having a supervisor review and approve the procedures and completed
reconciliations.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

I. Controls over Revenue

Interior needs to improve controls over its revenue process, to ensure that transactions are promptly and
properly recorded for timely and reliable financial reporting as follows:

1. Interior had not investigated and resolved over $98 million of royalty receivables that were over
one year old and fully reserved as doubtful royalty receivables, or approximately $66 million of
credit balances that were over 30 days old, including approximately $23 million of credits that are
over one year old as of September 30, 2005.

2. Interior did not implement the appropriate controls to effectively reconcile subsidiary ledgers to the
general ledger for receivables, review unbilled receivables and deferred revenue accounts on a
regular basis, properly record revenue transactions, bill receivables in a timely manner, prevent
duplicate bills, and consistently review and approve the related allowance calculation at BIA.

3. Interior did not adequately monitor certain reimbursable agreements, because Interior did not
approve 5 of the 45 reimbursable agreements that we tested, did not include administrative costs in
bills for reimbursable agreements, and did not consistently record advances and receivables at the
agreement level, resulting in an understatement of $15 million in deferred revenue.
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4. Interior did not have adequate controls to ensure that delinquent receivables for BIA and the
Minerals Management Service (MMS) were identified for referral to Treasury for collection or
offset in a timely manner.

5. Interior did not formally document procedures for certain mineral lease revenue transactions at the
Bureau of Land Management (BLM), consistently prepare the accounting documentation for the
mineral lease revenue transactions, effectively review and approve mineral lease documentation, or
consistently transfer mineral lease revenues and the accounting documentation between its
components in a timely manner.

As a result of our comments, Interior performed a detailed analysis of revenue transactions and adjusted
the fiscal year 2005 financial statements accordingly.

Recommendations
We recommend that Interior implement the following recommendations to improve controls over revenue:
1. Analyze and resolve aged and credit accounts receivable balances.

2. Reconcile the subsidiary ledger and the general ledger on a monthly basis, including investigating
and resolving any differences identified.

3. Review unbilled receivables and deferred revenue accounts on a regular basis, to ensure that
revenue transactions are properly recorded, receivables are billed in a timely manner, and bills are
not issued more than once.

4. Require a second individual to review the allowance calculation and reimbursable agreements, and
to document his/her approval.

5. Develop and implement a methodology to identify, record, and bill for the administration costs
related to reimbursable agreements.

6. Record advance and receivable transactions at the agreement level.
7. Identify and resolve customer agreements with both an accounts receivable and advance balance.

8. Implement controls to ensure timely referral of delinquent debt to the U.S. Department of the
Treasury.

9. Develop and implement formal documented procedures to account for mineral lease revenue at
BLM.

10. Require supervisors to review and approve the accounting documentation for the related mineral
lease revenue transactions, to ensure that the documentation is consistently prepared and approved.

11. Transfer mineral lease revenues and the accounting documentation between components at the
time the transactions occur.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.
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J. Controls over Grants

In accordance with Single Audit Act Amendments of 1996 as well as Public Laws 93-638 and 100-297,
Interior should monitor grantees to ensure grantees expend awards in accordance with the grant
requirements and Federal regulations. Interior improved its monitoring processes during the year; however,
Interior had not fully developed controls to monitor the grantees to detect and prevent misuse of federal
awards. Specifically, we noted that Interior did not consistently perform the following:

1. Grant Database

Maintain a grant database that includes information such as the grantee name, grant number, date
granted, award amount, funds expended, date audit reports are received, period covered by the
audit reports, findings in the audit reports, and management decisions on findings.

2. Progress Reports

Ensure that grantees submit grant progress reports, such as form SF-269, Report for Status of
Funds, form SF-270, Request for Advance of Reimbursement, and/or form SF-272, Report of
Federal Cash Transactions. Interior did not receive the required or equivalent forms for 15 of the
32 transactions that we tested at the National Park Service.

3. Audit Reports

Ensure that grantees complete single audits and submit reports within nine months of the grantees’
year end. Interior had not received 395 single audit reports within the required time period. Interior
indicated that it had provided extensions to seven of these grantees; however, Interior did not
formally document extensions provided to five of those seven grantees.

4. Findings

Issue management decisions on audit findings within six months after receipt of audit reports and
ensure that the grantees take appropriate and timely corrective action, because Interior identified
59 instances where Interior had not issued responses within the required timeline.

Recommendations

We recommend the Interior perform the following, to improve the monitoring efforts of grantees as
follows:

1. Grant Database

Maintain a grant database that enables Interior to monitor the status of the grants and document
monitoring procedures completed. This database should include the grantee name, grant number,
date granted, award amount, funds expended, date audit reports are received, period covered by the
audit reports, findings in the audit reports, and management decisions on findings.

2. Progress Reports

Require grantees to submit forms SF-269, SF-270, and SF-272 when funds are paid in advance. In
addition, Interior should require SF-269 to be submitted periodically and at the end of the project.
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3. Audit Reports

Establish a monitoring and follow-up process to verify receipt of single audit reports within nine
months of the grantees’ year end. Interior should utilize the Federal Clearinghouse website on an
ongoing basis to determine when an audit report has been submitted. If reports are not received,
Interior should require grantees to submit formal requests for audit extensions, evaluate the
requests, and formally document approval of the requests. In addition, Interior should consider the
need to limit future grant awards until extensions are provided or audit reports are received.

4. Findings

Issue management decisions on audit findings within six months after receipt of single audit
reports and verify that grantees take appropriate and timely corrective action.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

K. Segregation of Responsibilities over Purchases and Entries

The principles of segregation of duties stipulate that no one individual should have complete control over
transaction processing functions, which include the initiation, approval, and execution of a transaction.
Allowing a single individual to perform all phases of a transaction increases the likelihood that errors or
irregularities may occur and not be detected. Interior did not properly segregate BLM purchasing
responsibilities, as certain individuals had the ability to create and approve a purchase requisition, create
and approve a purchase order, and approve invoices for payment. Additionally, for 10 of the 150 Bureau of
Reclamation journal entries that we tested, Interior did not have a second individual review and approve
the entry or complete the review in a timely manner. Finally, Interior did not have evidence of supervisory
review and resolution for differences on two monthly reconciliations between the general ledger and
reports from Treasury.

Recommendation
We recommend that Interior perform the following:

1. Segregate the responsibilities for creating and approving a purchase requisition, creating and
approving a purchase order, and approving invoices for payment, to ensure transactions are
properly recorded and assets are safeguarded.

2. Require a second individual to compare journal entries to supporting documentation and document
his/her approval on the journal entry.

3. Document review and resolution of reconciliation differences.

4. Require a second individual to review and approve reconciliations.

19

296



Independent Auditors’ Report

R3na

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

L. Controls over Charge Cards

Interior issues purchase, fleet, and travel charge cards to its employees to streamline acquisition and
payment procedures and to reduce the administrative burden associated with traditional and emergency
purchasing of travel items, supplies, and services. In conjunction with the issuance of these cards, Interior
published the Integrated Charge Card Program Guide. This guide sets forth restrictions on the use of the
cards as well as certain internal control procedures such as timely and complete reconciliation of billing
statements by the cardholders and approving officials.

However, Interior did not consistently follow these internal control procedures, as we identified 90
exceptions in the 255 statements that we tested at certain components. For example, cardholders and
supervisors did not always sign and date the charge card statements or consistently sign and date the charge
card statements in a timely manner. In addition, card holders did not consistently maintain charge card
receipts to support the charges. Interior also did not consistently investigate and resolve transactions on the
unusual charge card transaction reports. Furthermore, Interior had not terminated cards for 99 former
employees at one component.

Recommendations
We recommend that Interior perform the following:
1. Continue to provide training to personnel on charge card procedures.

2. Require approving officials to be more diligent in monitoring and enforcing compliance with
Interior’s charge card policies.

3. Allocate sufficient resources to oversee compliance with DOI charge card policies and procedures,
including investigating and resolving transactions on the unusual charge card transaction reports.

4. Terminate charge cards at the time an employee separates from Interior.
Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

M. Controls over Obligations

Obligations should be promptly recorded, properly classified, and accounted for, in order to prepare timely
and reliable reports. Interior incorrectly documented the sum of the current order amount and the estimated
future potential order amounts rather than the actual order amount on certain purchase orders. Interior
recorded obligations based on these incorrect purchases orders, resulting in an overstatement of obligations
and an understatement of unobligated balances. Interior performed an analysis and adjusted its financial
statements by $85 million.
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Recommendations

We recommend that Interior improve internal controls to ensure that obligations are properly recorded in
the financial report, as follows:

1. Provide additional guidance and training to personnel on the process of preparing purchase orders
and entering purchase orders into the accounting system.

2. Require contract supervisors to review purchase orders to ensure that they are properly prepared
and properly entered into the accounting system and document his/her approval on the purchase
order.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

N. Controls over the U.S. Park Police Pension Plan

Interior is required to determine and record a liability for the actuarial present value of the future benefits
of the U.S. Park Police Pension Plan (USPP Pension Plan). Interior obtained the census data to calculate
the liability from the District of Columbia, the plan administrator. Interior recalculated a sample of annuity
payments based on the supporting documentation available in the pension files maintained by the District
of Columbia and identified several differences between the census data file and the supporting
documentation maintained in the pension files.

As part of our testing of the USPP Pension Plan liability, we also recalculated a sample of the annuity
payments and identified differences between the census data file and the supporting documentation. These
differences included both underpayments and overpayments that netted to approximately 1% of the total
annuity payments that we tested. In addition, we compared the census data file to the supporting
documentation for 219 participants and identified 69 differences in gender, age, and other factors. Interior,
in consultation with its actuaries, evaluated the differences identified and concluded that the USPP Pension
Plan liability was fairly stated as of September 30, 2005. However, all census data differences need to be
resolved so as not to affect future actuarial projections and to ensure pension payments for retirees are not
adversely affected.

Recommendation

We recommend that Interior work with the District of Columbia to investigate and resolve differences
between the census data and the supporting documentation to ensure that pension liabilities are properly
presented in Interior’s financial statements.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

21



Independent Auditors’ Report

fu'u;.a

A summary of the status of prior year reportable conditions is included as Exhibit I. We also noted certain
additional matters that we reported to the management of Interior in a separate letter dated
November 15, 2005.

INTERNAL CONTROL OVER REQUIRED SUPPLEMENTARY INFORMATION, INCLUDING
PERFORMANCE MEASURES, AND REQUIRED SUPPLEMENTARY STEWARDSHIP
INFORMATION

O. Performance Measure Reporting

With respect to the design of internal controls relating to existence and completeness assertions over
performance measures determined by management to be key and reported in Interior’s Fiscal Year 2005
Annual Report on Performance and Accountability, we noted certain significant deficiencies in internal
control over reported performance measures discussed in the following paragraph that, in our judgment,
could adversely affect Interior’s ability to collect, process, record, summarize, and report performance
measures in accordance with management’s criteria.

Interior did not properly design controls to collect, process, record, summarize, and report performance
measures related to the BIA and the BLM programs. Specifically, we noted that Interior did not
consistently provide adequate evidence to support the performance measure results and revised the
performance results as a result of our observations for the BIA programs. In addition, Interior had reported
prior year results as current year results for many of the BLM programs. In addition, BIA management did
not review and approve the reported performance measures results.

Recommendation

We recommend that Interior perform the following related to the BIA and the BLM programs:

1. Design and implement controls to collect, process, record, summarize, and report performance
measures.

2. Document performance results and maintain this documentation.

3. Implement procedures to estimate performance results when actual results are not available.
Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

P. Deferred Maintenance Estimates

We noted certain significant deficiencies in internal control over Required Supplementary Information
discussed in the following paragraphs that, in our judgment, could adversely affect Interior’s ability to
collect, process, record, and summarize Required Supplementary Information related to deferred
maintenance.

Interior has not fully implemented the required accounting standards to estimate the deferred maintenance
for its general, heritage, and stewardship assets, using either the condition assessment survey or life cycle
costing method. Interior has adopted the condition assessment survey method, which requires Interior to
perform periodic inspections of assets at least every five years, to determine their current condition and
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estimate the cost to correct any deficiencies. However, Interior has not fully established controls over the
condition assessments performed to determine deferred maintenance for all assets as follows:

1. General Property, Plant, and Equipment and Heritage Assets

As reported in the Required Supplementary Stewardship Information (RSSI) section of Interior’s
Fiscal Year 2005 Annual Report on Performance and Accountability, Interior had not completed
condition assessments for all property and equipment, such as archeological sites, historic sites,
historic and prehistoric structures, landmarks, paleontological sites, national register of historic
places, museum collections, and world heritage properties. As a result, Interior had not estimated
the related deferred maintenance for these assets. Interior also had not assigned responsibility or
fully implemented information systems to account for and report condition assessments and the
related deferred maintenance at certain components. Interior also disclosed deferred maintenance
ranging from $5 million to $10 million for concession assets that non-federal entities are
responsible for maintaining. Furthermore, Interior did not consistently update the condition
assessments and related deferred maintenance estimates for certain irrigation systems and power
projects and had not performed condition assessments and estimated related deferred maintenance
during the past five years, for 4 of the 45 assets that we tested at one component.

2. Stewardship Land

Interior is required to disclose deferred maintenance information for all categories of property,
plant, and equipment, including stewardship land and related improvements in accordance with the
accounting standards. Interior incurred costs to improve and maintain stewardship land and related
improvements. In addition, Interior identified known instances of land in need of intervention and
requested future outlays in various budget requests and reports. However, Interior did not estimate
or disclose deferred maintenance of stewardship land and the related improvements. In addition,
Interior did not have documented evidence that it completed condition assessments for all
stewardship land and related improvements and, therefore, had not demonstrated that there was not
any related deferred maintenance for all stewardship land and related improvements.

As a result, the Required Supplementary Stewardship Information disclosure on the condition of major
classes of assets and the Required Supplementary Information disclosure on deferred maintenance
amounts are not complete or current.

Recommendations
We recommend that Interior implement the following:

1.  General Property, Plant, and Equipment and Heritage Assets

a. Perform condition assessments of all general, property, plant, and equipment; and heritage
assets and estimate the related deferred maintenance.

b. Require supervisors to review and approve condition assessments and deferred
maintenance estimates to ensure they are performed consistently and in accordance with
Interior’s policies.

c. Assign responsibilities and implement systems to account for and report condition
assessments and deferred maintenance at all components.
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d. Remove from the deferred maintenance disclosures, the estimates on concession assets that
non-federal entities are responsible for maintaining.

e. Update the condition assessment and deferred maintenance estimates at least every five
years.

2. Stewardship Land

a. Implement procedures to conduct condition assessments and estimate deferred
maintenance related to stewardship land.

b. Disclose deferred maintenance estimates for stewardship land.
Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management partially agreed with our findings. Management indicated that the stewardship land
managed by Interior does not have deferred maintenance as defined by the accounting standards.

Auditors’ Response to Management’s Response

As of September 30, 2005, Interior did not have documented evidence that it had completed condition
assessments for all stewardship land and therefore, Interior was unable to demonstrate that there was no
deferred maintenance for all of its stewardship land. Furthermore, Interior has reported known instances of
land that is in need of intervention and has requested future outlays to correct these conditions in various
budget requests and reports. Therefore, we recommend that Interior complete the condition assessments of
all its stewardship land and disclose the related deferred maintenance as required by the accounting
standards.

Q. Stewardship Reporting

We noted certain significant deficiencies in internal control over RSSI discussed in the following
paragraphs that, in our judgment, could adversely affect Interior’s ability to collect, process, record, and
summarize RSSI.

Interior did not consistently follow its established procedures and controls over recording RSSI.
Specifically, we noted the following:

1. Stewardship Property, Plant, and Equipment — Physical Units

Interior did not consistently record stewardship property, plant, and equipment (stewardship
asset) transactions accurately or in a timely manner. Interior incorrectly recorded certain
transactions and recorded several adjustments in the current year that should have been recorded
in prior years, including 96 of the 166 stewardship transactions that we tested at certain
components. In addition, Interior reported in the RSSI section of Interior’s Fiscal Year 2005
Annual Report on Performance and Accountability that Interior identified adjustments in the
current year that should have been recorded in the prior year. Interior also did not consistently
have a second individual review and approve the stewardship asset transactions in accordance
with Interior policies, as Interior did not have evidence of approval for 38 of the 91 stewardship
transactions that we tested at certain components. In addition, Interior was not able to provide us
adequate supporting documentation for 11 of 76 stewardship transactions that we tested at
certain components and did not properly remove concession assets. Furthermore, one Interior
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component adjusted the number of museum collections as a result of our request for supporting
documentation.

2. Stewardship Property, Plant, and Equipment — Condition Assessments

As reported in the RSSI section of Interior’s Fiscal Year 2005 Annual Report on Performance
and Accountability, Interior had not completed condition assessments for all stewardship and
heritage assets, including archeological sites, historic sites, historic and prehistoric structures,
landmarks, stewardship land, paleontological sites, national register of historic places, museum
collections, and world heritage properties. In addition, Interior components did not consistently
follow Interior’s five-year periodic assessment policy, as we noted that 4 of the 45 condition
assessments that we tested were over five years old at one component and another component
had not updated the condition assessments for certain irrigation systems and power projects in
the past five years. In addition, Interior did not have documented evidence that it completed
condition assessments for all stewardship land and related improvements. Interior also did not
consistently consider the use of the land in determining the condition of the land. Furthermore,
Interior did not disclose the condition of museum collections in accordance with the accounting
standards, as Interior disclosed the condition of the facility housing the collection rather than the
condition of the underlying museum collection.

3. Stewardship Investments

Interior reported obligations rather than expenses incurred for natural resource research and
development investments, because Interior did not track actual expenses related to such
investments.

As a result, the RSSI disclosures for stewardship assets and investments are not complete, current, or
consistently supported.

Recommendations

We recommend that Interior strengthen internal controls over recording Required Supplementary
Stewardship Information to:

1.  Stewardship Property, Plant, and Equipment — Physical Units

a. Record and report stewardship property, plant, and equipment transactions at the time the
event occurs.

b. Require supervisors to review and approve stewardship transactions to ensure that they are
properly recorded and disclosed.

Maintain source documentation for stewardship transactions.
d. Identify and remove concession assets.

e. Perform periodic inventories of stewardship assets.

2. Stewardship Property, Plant, and Equipment — Condition Assessments

a. Perform and report condition assessments for all stewardship property, plant, and
equipment on a periodic basis.

b. Document condition assessments and maintain the source documentation.
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c. Require supervisors to review and approve condition assessments to ensure they are
performed consistently and in accordance with policies.

d. Consider the use of the land in determining the condition of the land.

e. Assess and disclose the condition of the museum collections rather than the facility
housing the collection. Although the condition of the facility may be an important criterion
in determining the condition of the museum collection, we recommend that Interior
consider other factors, such as whether or not Interior intends to improve the collection, in
defining the acceptable condition for museum collections.

3. Stewardship Investments
Accumulate and report actual expenses incurred for investments in research and development.
Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management partially agreed with our findings. Management indicated that they believe
condition assessments are not required for stewardship land.

Auditors’ Response to Management’s Response

We believe that Interior is required to report condition assessments for stewardship land in accordance with
the accounting standards. For example, paragraph 83 of Statement of Federal Financial Accounting
Standard (SFFAS) No. 8, Supplementary Stewardship Reporting, indicates “Minimum reporting shall
include the following...the condition of the stewardship land, unless it is already reported in a note to the
financial statement, in which case a reference to the note will suffice.” In addition, paragraph 41 of SFFAS
No. 29, Heritage Assets and Stewardship Land indicates “Entities should report the condition of the
stewardship land (which may be reported with the deferred maintenance information) as required
supplementary information.” As a result, we recommend that Interior perform condition assessments for
all stewardship land and related improvements and disclose those condition assessments.

COMPLIANCE AND OTHER MATTERS

Our tests of compliance with certain provisions of laws, regulations, contracts, and grant agreements, as
described in the Responsibilities section of this report, exclusive of those referred to in the FFMIA,
disclosed three instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards and OMB Bulletin No. 01-02, and are described below.

R. Single Audit Act Amendments of 1996

As discussed in the Internal Control over Financial Reporting section of this report, Interior needs to
continue improving its processes and controls over monitoring of grantees in accordance with the Single
Audit Act Amendments of 1996, and the related OMB Circular A-133, Audits of States, Local Governments,
and Non-profit Organizations. Interior needs to develop and maintain a database to monitor grant
proposals and awards. Interior also needs to ensure that grantees submit progress reports, complete single
audits, and submit single audit reports in a timely manner. If grantees do not submit single audit reports,
Interior should require grantees to submit formal requests for audit report extensions, evaluate the requests,
and formally document approval of the requests or consider the need to limit future grant awards. In
addition, Interior needs to issue management decisions on findings in a timely manner.
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Recommendation

We recommend that in fiscal year 2006, Interior improve its grantee monitoring process to ensure
compliance with the reporting requirements of the Single Audit Act Amendments of 1996 and the related
OMB Circular A-133.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management partially agreed with our findings. Management indicated that they believe Interior
has implemented policies and procedures to comply with Single Audit Act Amendments of 1996 and the
related OMB Circular A-133.

Auditors’ Response to Management’s Response

Interior did not effectively ensure that grantees submitted progress reports, completed single audits, and
submitted single audit reports in a timely manner for Interior programs that administer over $2 billion in
annual grant expenditures. For example, as discussed in the Internal Control over Financial Reporting
section of the report, we noted that Interior did not have Single Audit Reports for 395 different grants and
did not issue corrective action plans for 59 findings. In addition, we noted that one component did not
obtain progress reports for 15 of a sample of 32 grants that we selected for testing. As a result, Interior did
not comply with the requirements of Single Audit Act Amendments of 1996 and the related OMB Circular
A-133.

S. Debt Collection Improvement Act of 1996

In accordance with the Debt Collection Improvement Act of 1996, Interior is required to refer eligible
receivables that are delinquent to Treasury for collection or offset. Eligible receivables include those that
are not the subject of litigation, related to foreclosure proceedings, or from organizations in bankruptcy.
Interior did not have adequate controls to ensure that they identified MMS and BIA receivables for referral
to Treasury in a timely manner. Interior had over $79 million of MMS receivables that were over 180 days
past due as of September 30, 2005. In addition, Interior reported that it had not referred certain BIA
receivables to Treasury and did not consistently charge the proper interest rate.

Recommendation

We recommend that in fiscal year 2006, Interior establish a process to ensure that eligible receivables are
referred to Treasury in a timely manner.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management disagreed with our findings because Interior has an appeals process and receivables
that are the subject of an appeals process are not eligible for referral and because Interior improved its
process such that Interior does not believe that there is non-compliance at the Department level.
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Auditors’ Response to Management’s Response

We acknowledge that Interior is in the process of improving its debt referral processes; however, we noted
the following conditions:

1. MMS receivables represent Interior’s largest receivables with the public. Interior did not
perform timely follow up procedures over the MMS receivables as MMS had receivables over
180 days delinquent that may be eligible for referral. We tested a sample of 32 MMS
receivables and found no evidence that 9 of those receivables had been referred to Treasury or
documentation to support that the receivables did not need to be referred to Treasury, within 180
days (i.e., the receivables were not the subject of an appeal).

2. Interior indicated that it did not refer certain BIA receivables in a timely manner and did not
charge the correct interest rate for BIA receivables.

As a result, Interior did not comply with the requirements of the Debt Collection Improvement Act of 1996.
T. OMB Circular No. A-25, User Charges

OMB Circular No. A-25, User Charges, establishes policies for Federal entities related to user charges
associated with the sale or use of Federal resources within the Federal Government. Specifically, it requires
Federal agencies to ensure that charges to other Federal agencies are sufficient to recover the full cost of
providing the service, resource, or goods. Interior did not recover the full costs they incurred at BIA
because Interior did not charge other Federal agencies for the administration costs associated with the
reimbursable agreements. Interior had over 2,000 reimbursable agreements at BIA totaling approximately
$310 million in fiscal year 2005. Interior has estimated that the administration costs associated with these
reimbursable agreements may be as high as 25% of direct costs or $103 million.

Recommendation
We recommend that in fiscal year 2006, Interior:

1. Implement policies and procedures to ensure compliance with the requirements of OMB Circular
No. A-25, User Charges.

2. Develop and implement a methodology to identify and track the administration costs.
3. Charge other Federal entities for the administration costs.
Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

The results of our tests of compliance with certain provisions of other laws and regulations, exclusive of
those referred to in FFMIA, disclosed no instances of noncompliance or other matters that are required to
be reported under Government Auditing Standards or OMB Bulletin No. 01-02.
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The results of our tests of FFMIA disclosed instances, described below, where Interior’s financial
management systems did not substantially comply with the Federal accounting standards and the United
States Government Standard General Ledger at the transaction level. The results of our tests of FFMIA
disclosed no instances in which Interior’s financial management systems did not substantially comply with
the Federal financial management systems requirements.

U. Federal Financial Management Improvement Act of 1996
1. Federal Accounting Standards

Interior is required to prepare its financial statements in accordance with Federal accounting
standards. As discussed in the Internal Control over Financial Reporting section of this report, we
identified two material weaknesses that affected Interior’s ability to prepare its financial
statements and related disclosures in accordance with Federal accounting standards.

Also as discussed in the Internal Control over Required Supplementary Information, including
Performance Measures, and Required Supplementary Stewardship Information section of this
report, Interior needs to improve controls over reporting deferred maintenance, performance
measures, stewardship assets, and stewardship investment disclosures to comply with Federal
accounting standards. The Required Supplementary Information disclosures for deferred
maintenance are not complete or current because Interior had not estimated deferred maintenance
for all assets and did not consistently update deferred maintenance estimates. Additionally,
performance measure results may not be accurate as Interior did not properly design controls to
collect, process, record, summarize, and report performance measure information. Furthermore,
Interior did not disclose the costs incurred to generate intragovernmental revenues by budget
functional classification, as required. Interior also did not fully reconcile intragovernmental
transactions and balances with its trading partners. Finally, the Required Supplementary
Stewardship Information disclosures for stewardship assets and investments are not current,
complete, or consistently supported because Interior did not consistently follow its established
procedures and controls to accumulate and report the disclosure information and did not disclose
all required information. As a result, Interior did not substantially comply with the Federal
accounting standard requirements.

2. United States Government Standard General Ledger at the Transaction Level

In accordance with OMB Circular A-127, Financial Management Systems, Interior is required to
record financial events consistent with the applicable account descriptions and attributes reflected
in the SGL at the transaction level. Interior records certain BIA receivables as a total in its
subsidiary ledgers rather than recording the individual transactions. As a result, Interior did not
substantially comply with the SGL requirements.

Recommendations
We recommend that Interior finance offices perform the following during fiscal year 2006:
1. Federal Accounting Standards

Improve procedures and internal controls to ensure that the financial statements and related
disclosures are prepared in accordance with the Federal accounting standards.
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2. United States Government Standard General Ledger at the Transaction Level

Revise the process for recording BIA receivables to ensure that Interior records activity
consistent with the SGL at the transaction level.

Management Response

Management has prepared an official response presented as a separate attachment to this report. In
summary, management agreed with our findings, and its comments were responsive to our
recommendations.

RESPONSIBILITIES

Management’s Responsibilities. The Government Management Reform Act of 1994 (GMRA),
Accountability of Tax Dollars Act of 2002, and Government Corporation Control Act require agencies to
report annually to Congress on their financial status and any other information needed to fairly present
their financial position and results of operations. To meet these reporting requirements, Interior prepares
and submits financial statements in accordance with Part A of OMB Circular A-136.

Management is responsible for the financial statements, including:

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

e Preparing the Management’s Discussion and Analysis (including the performance measures), Required
Supplementary Information, and Required Supplementary Stewardship Information;

o Establishing and maintaining internal controls over financial reporting; and

e Complying with laws, regulations, contracts, and grant agreements, including FFMIA.

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

Auditors’ Responsibilities. Our responsibility is to express an opinion on the fiscal year 2005 and 2004
financial statements of Interior based on our audits. We conducted our audits in accordance with auditing
standards generally accepted in the United States of America, the standards applicable to financial audits
contained in Government Auditing Standards, and OMB Bulletin No. 01-02. Those standards and OMB
Bulletin No. 01-02 require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of Interior’s internal
control over financial reporting. Accordingly, we express no such opinion.

An audit also includes:

e Examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements;

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

o Evaluating the overall financial statement presentation.
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We believe that our audits provide a reasonable basis for our opinion.

In planning and performing our fiscal year 2005 audit, we considered Interior’s internal control over
financial reporting by obtaining an understanding of Interior’s internal controls, determining whether
internal controls had been placed in operation, assessing control risk, and performing tests of controls in
order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements. We limited our internal control testing to those controls necessary to achieve the objectives
described in Government Auditing Standards and OMB Bulletin No. 01-02. We did not test all internal
controls relevant to operating objectives as broadly defined by the Federal Managers’ Financial Integrity
Act of 1982. The objective of our audit was not to provide assurance on Interior’s internal control over
financial reporting. Consequently, we do not provide an opinion thereon.

As required by OMB Bulletin No. 01-02, in our fiscal year 2005 audit, we considered Interior’s internal
control over the Required Supplementary Stewardship Information by obtaining an understanding of
Interior’s internal controls, determining whether these internal controls had been placed in operation,
assessing control risk, and performing tests of controls. Our procedures were not designed to provide
assurance on internal control over the Required Supplementary Stewardship Information and, accordingly,
we do not provide an opinion thereon.

As further required by OMB Bulletin No. 01-02, in our fiscal year 2005 audit, with respect to internal
controls related to performance measures determined by management to be key and reported in the
Management’s Discussion and Analysis and Performance Data and Analysis sections, we obtained an
understanding of the design of significant internal controls relating to the existence and completeness
assertions. Our procedures were not designed to provide assurance on internal control over reported
performance measures and, accordingly, we do not provide an opinion thereon.

As part of obtaining reasonable assurance about whether Interior’s fiscal year 2005 financial statements are
free of material misstatement, we performed tests of Interior’s compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts, and certain provisions of other laws and
regulations specified in OMB Bulletin No. 01-02, including certain provisions referred to in FFMIA. We
limited our tests of compliance to the provisions described in the preceding sentence, and we did not test
compliance with all laws, regulations, contracts, and grant agreements applicable to Interior. However,
providing an opinion on compliance with laws, regulations, contracts, and grant agreements was not an
objective of our audit and, accordingly, we do not express such an opinion.

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

This report is intended solely for the information and use of Interior’s management, the U.S. Department of
the Interior Office of Inspector General, OMB, the Government Accountability Office, and the U.S.
Congress and is not intended to be and should not be used by anyone other than these specified parties.

KPMa P

November 15, 2005
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Exhibit I

U.S. DEPARTMENT OF THE INTERIOR

Summary of the Status of Prior Year Findings

September 30, 2005

Ref Condition Status
A Controls over property, plant, and equipment This has been partially corrected and is
repeated at finding E.
B Process for year-end closing This has been corrected.
C Reconciliation of intragovernmental transactions This has been partially corrected and is
and balances repeated at finding C.
D Controls over Indian Trust funds This has not been corrected and is
repeated at finding B.
E Application and general controls over financial This has not been corrected and is
management systems repeated at finding D.
F Controls over accruals This has not been corrected and is
repeated at finding F.
G Controls over legal and environmental This has been partially corrected and is
contingencies repeated at finding G.
H Financial management at the Bureau of Indian This has not been corrected and is
Affairs repeated at finding H.
| Controls over revenue and other financial This has not been corrected and is
sources repeated at finding 1.
J Controls over grants This has not been corrected and is
repeated at finding J.
K Controls over payments in lieu of taxes This has been corrected.
L Controls over budgetary transactions This has been corrected.
M Controls over charge cards This has not been corrected and is
repeated at finding L.
N Controls over benefit programs This has not been corrected and is
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Memorandum

To:

From:

Subject:

. ; y
United States Department of the Interior m
OFFICE OF THE SECRETARY -ﬁ

Washington, DC 20240 TAKE PRIDE®
INAMERICA

NOV 15 2005

Earl E. Devaney
Inspector General

KPMG LLP
2001 M. Street, N.W.
Washington, D.C. 20036

P. Lynn Scarlett /’ 2\_7_/_ b2 ‘5""0"7/

Assistant Secretary - Policy, Management and Budget

Management Response to Draft Independent Auditors” Report for Fiscal Year
2005 (Assignment No. X-IN-MOA-0011-2005)

The Department has reviewed the draft report and provides its responses to the findings and
recommendations. The Department appreciates the recognition noted in several findings and
recommendations of the substantial improvement and progress achieved during fiscal 2005,
and we are pleased that the result of the audit is an unqualified opinion on the Department
Consolidated Financial Statements.

INTERNAL CONTROL OVER FINANCIAL REPORTING

Reportable Conditions that are considered to be Material Weaknesses

A.

New accounting policies and procedures

Management concurs. Interior will improve its policies and procedures related
to recording selected assets and liabilities in accordance with OMB guidance.

Controls over the Indian Trust Funds

Management partially concurs. Management concurs that the recommendations
will improve our internal processes, and we will continue to develop and
implement additional procedures and internal controls to address the issues
noted in the audit. A variety of actions are underway within Interior to improve
internal controls for non-Federal Indian Trust Funds, including providing an
accounting for non-Federal accounts. Interior contends that, based upon the
reconciliations conducted by independent accounting firms, Interior is in a
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position to draw conclusions with a high degree of confidence that the
differences between supporting records and recorded transactions are few in
number, small in size, and not widespread or systematic.

Other Reportable Conditions

C.

Reconciliation of intra-governmental transactions and balances

Management concurs. Interior has implemented procedures to more timely
reconcile and address trading partner differences. In addition Interior continues
to actively work on improving trading partner coding of transactions.

Application and general controls over financial management systems

Management partially concurs. While management agrees that continued
improvement is beneficial and continues to implement many of the
recommendations, management does not concur that the finding rises to the
level of a reportable condition. Interior has made substantial progress in
improving controls over its systems in fiscal 2005 and believes there are no
apparent systemic weaknesses at the Departmental level. Interior will continue
its efforts to improve and enhance application and general controls in fiscal 2006
to address the issues noted in the audit report.

Controls over property, plant and equipment

Management concurs. During fiscal 2005, Interior continued to improve internal
controls over property, plant, and equipment to ensure transactions are properly
classified and recorded. A significant accomplishment included completing the
land and land rights inventory reconciliation. Interior also released web-based
training modules on new property policies and continued to aggressively
monitor bureau compliance with the new policy guidance.

Controls over accruals

Management concurs. During fiscal 2005, Interior analyzed and revised a
number of accrual calculations processes. Interior will continue to review and
improve its controls over accruals.

Controls over environmental contingencies

Management concurs. In FY 2005, Interior established a departmental
workgroup to standardize processes and documentation. In FY 2006, guidance
and procedures will be revised to ensure that environmental information is
effectively identified, maintained, and reported.
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Financial Management at the Bureau of Indian Affairs

Management concurs. During fiscal 2005 Interior established a performance
improvement plan to ensure that appropriate financial and program staffing and
other resources were directed at financial management and reporting functions
and continued to improve processes and procedures to promote better financial
analysis, transaction entries and reconciliations were performed. In FY 2006,
Interior will continue to improve financial management at the BIA.

Controls over revenue

Management concurs. Although Interior performed a detailed analysis of
revenue transactions and adjusted the fiscal year 2005 financial statements
accordingly, actions are planned to improve internal controls over the revenue
process to ensure that the transactions are promptly and properly recorded for
timely and reliable financial reporting. Interior is committed to improving its
controls over revenue.

Controls over grants

Management concurs. Interior will continue to work with its financial assistance
programs to improve grantee monitoring processes subject to the requirements
of the Single Audit Act Amendments of 1996.

Segregation of responsibilities over purchases and entries

Management concurs. Interior will improve policies and procedures for better
segregation of conflicting duties and to enhance review and approval
responsibilities.

Controls over charge cards

Management concurs. Interior continues to believe it has a well-managed charge
card program, although compliance issues are identified in several bureaus and
offices. Interior continued to monitor supervisory reviews and approval, train
and otherwise educate cardholders and supervisors on charge card
responsibilities, and monitor the use of charge cards. In addition, through
quarterly reviews of the personnel/ payroll system, Interior continued to identify
newly appointed supervisors who will have approving official responsibility.

Controls over obligations

Management concurs. Interior will implement new procedures for review and
approval of purchase orders and revise guidance for the preparation and
processing of transactions.
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Controls over the U.S. Park Police Pension Plan

Management concurs. Interior will take action to investigate and resolve
differences between the census data and the supporting documentation to
ensure that the pension program is properly presented in the financial report.

INTERNAL CONTROL OVER RSI AND RSSI

0.

Performance Measure Reporting

Management concurs. Interior will take action to improve internal control over
reported performance measures including strengthening Interior’s capability to
collect, process, record, summarize, and report performance measurements in
accordance with management’s criteria.

Deferred maintenance estimates

Management partially concurs. Interior concurs that improvements can be made
to processes related to management of appropriate cyclical reviews for those
assets subject to deferred maintenance reporting, i.e., general property, plant and
equipment, and constructed stewardship assets. However, Interior’s consistent
position has been that stewardship land managed by the Department does not have
deferred maintenance as defined by SFFAS No. 6.

Stewardship reporting

Management partially concurs. Interior concurs that processes can be improved
related to stewardship reporting. However, Interior does not concur that condition
assessments are required for stewardship land. While Interior believes that it is
following standard practices, we will strive to improve our management of
museum collections and other stewardship and heritage assets.

COMPLIANCE AND OTHER MATTERS

R.

Single Audit Act Amendments of 1996

Management partially concurs. While Interior concurs that some bureaus must
continue to take steps to obtain required reports from grantees previously issued
grants, the Department and its bureaus have policies and processes in place that
comply with the Single Audit Act and OMB Circular A-133. We do not agree
that this issue rises to a Departmental level non-compliance issue.

Debt Collection Improvement Act of 1996

Management does not concur. Interior has an appeals process defined by law
that impacts when payments become due for collection, and subsequently
eligible for debt referral purposes. The appeals process may vary from bureau to
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bureau as to the specifics of its process. As Treasury guidance stipulates,
amounts that are the subject of an administrative appeal do not become eligible
for referral until the appeal is concluded and the amount of the debt is fixed. In
FY 2005, Interior continued to improve its process to ensure eligible receivables
were referred to the U.S. Department of the Treasury in a timely manner.
Interior does not believe there is a noncompliance at the Departmental level.

OMB Circular No. A-25, User Charges

Management concurs. Interior will implement policies and procedures that
comply with OMB Circular No. A-25; develop and implement a methodology to
track administration costs; and, charge other Federal entities for the
administration costs.

Federal Financial Management Improvement Act (FFMIA) of 1996

Management concurs. Interior will continue its improve its controls over the
FFMIA components related to Federal accounting standards and the U.S.
Standard General Ledger at the transaction level. This will include improved
monthly financial statement reporting, monitoring or performance metrics, and
periodic reviews of financial performance with senior Department and bureau
management.

We appreciate the value of the audit process and look forward to working with you to continue
our marked improvement of financial management in the Department of the Interior.
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To: Secretary

From:  Earl E. Devaney Oy e _
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Subject:  Inspector General’s Statement Summarizing the Major Manz&gg&ent and
Performance Challenges Facing the Department of the Interior

In accordance with the Reports Consolidation Act of 2000, we submit the
attached summaries of issues we have determined to be the most significant management
and performance challenges facing the Department of the Interior (Department or DOI),
to be included in the Department’s Performance and Accountability Report for fiscal year
2005. The challenges listed reflect what the Office of Inspector General (OIG) considers
to be significant impediments to the Department’s efforts to promote economy,
efficiency, and effectiveness in its agencies’ management and operations.

The top challenges are as follows:

Financial Management

Information Technology

Health, Safety and Emergency Management
Maintenance of Facilities

Responsibility to Indians and Insular Areas
Resource Protection and Restoration
Revenue Collections

Procurement, Contracts and Grants

VVVVVVVYV

We view these issues as DOI’s top challenges because they are important to the
Department’s mission, involve large expenditures, require significant management
improvements, or involve significant fiduciary relationships.

The Department conducts a variety of activities that cut across bureau and
program lines. In our opinion, by developing strategies to identify and correct
deficiencies, especially in cross-cutting activities, the Department can enhance and
improve its overall operational effectiveness and efficiency.

Attachment
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Office of Inspector General Update of the Top Management Challenges
for the Department of the Interior

1. Financial Management

Sound financial management is critical to providing accurate financial information,
managing for results, and ensuring operational integrity. Although the Department has
made some progress, internal control weaknesses continue to hinder DOI financial
management systems. Even though the Department received an unqualified opinion in
FY 2004 auditors assigned to conduct the financial statement audit concluded that the
Department’s financial management systems are not in compliance with the Federal
Financial Management Improvement Act.

The Department has several initiatives aimed at improving financial management
including: the Financial and Business Management System (FBMS) and Performance
and Budget Integration. Although these initiatives should upgrade financial management
in the future, they are placing increased demands on already stretched financial resources.

Financial and Business Management System

The implementation of the FBMS continues to be a major management challenge in DOI.
FBMS will replace a variety of outdated, stand-alone, mainframe-based systems that are
costly to operate and difficult to secure. The current systems do not provide timely
financial and performance information, and do not comply with financial system
standards. About 160 systems will be affected by this implementation.

The Department began implementing FBMS in fiscal year 2005 and planned to have the
system to be fully implemented by the end of fiscal year 2008. DOI completed the first
phase of the project in April 2005 with the launch of the Financial Assistance
functionality for grant and cooperative agreement programs at Minerals Management
Service (MMS), Office of Surface Mining Reclamation and Enforcement (OSM), and
selected programs at the Fish and Wildlife Service (FWS). On September 29, 2005, DOI
removed BearingPoint, their contractor from the project. While the vision and goals of
the project remain the same, DOI is currently revising their implementation timelines and
their training schedules.

Budget and Performance Integration
Better budget and performance integration is essential to results-oriented management

and efficient allocation of scarce resources among competing needs. The variety and
number of programs within DOI makes budget and performance integration particularly
difficuit.

DOT’s Strategic Plan for Fiscal Years (FY) 2003-2008 made significant changes to DOI’s

goals and performance measures as part of an effort to aid in budget and performance
integration. However, challenges still remain. Of the 18 DOI programs in Budget Year
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2006 that received OMB Program Assessment Rating Tool evaluations, 7, or 38 %, had
ratings of “Results Not Demonstrated”, a decrease from the 46% reported for Budget
Year 2004. DOI needs to continue to focus on developing useful performance measures.

2. Information Technology

Since the enactment of Federal Information Security Management Act (FISMA) in 2002,
DOI’s Information Technology (IT) Security program has seen increased management
awareness, involvement, focus, and funding. IT security staffing has also increased and
adequate training has been made available to the general workforce. The Department, in
FY 2004 and FY 2005, established a body of policy and guidance and invested in various
security technologies—at an estimated cost of $100 million—needed to create a control
environment which allows testing of the networks, systems, and programs comprising the
Department’s IT assets. This has allowed our evaluation efforts to evolve from an
essentially general controls based auditing approach to one where technical experts conduct
valid and real world tests on the security of DOI’s networks and computer infrastructure.

In the FY 2005 reporting period we note that DOI has taken several positive steps to
improve its overall security by:

¢ Implementing the DOI-wide Enterprise Services Network to provide a more
secure computing and networking environment.

e Enhancing the DOI Vulnerability Scanning Program beyond just the SANS Top
20 list of vulnerabilities.

e Implementing an Active Directory and the use of group policy for enforcing
Microsoft based security configurations.

e Significantly improving content and usability of the DOI End User IT Security
Training and Awareness program.

e Completing its E-Authentication risk assessments.

However, after a thorough evaluation to assess compliance with the FISMA, we have
determined that there are significant weaknesses in the DOI IT security program and
compliance with FISMA’s requirements. Our audits, evaluations, and technical testing of
DOTI’s systems and IT Security program in Fiscal Year 2005 have revealed significant
issues with the implementation of various departmental policies and non-compliance with
OMB requirements for Certification and Accreditation. Additionally, problems in DOI’s
overall Plan of Actions & Milestones program, which is a critical element for managing and
prioritizing remediation activities, indicate that DOI’s management cannot be assured that
IT security risk is properly identified, understood, prioritized, and mitigated. DOI lacks an
effective agency-wide strategy to implement and provide oversight for the various policies
and procedures issued. Field work continues to demonstrate that bureaus do not always
adhere to DOI policy.
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3. Health, Safety and Emergency Management

Annually, DOI has over 275 million visits to national parks, 69 million visits to
recreational sites provided by the Bureau of Land management (BLM), and 39 million
visits to 545 national wildlife refuges. In addition, there are 90 million visitor days of use
at 308 Bureau of Reclamation (BOR) recreation sites. DOI must protect these visitors,
hundreds of thousands of employees and volunteers, thousands of facilities, and millions
of acres of property from both internal and external threats. The physical isolation of
some DOI lands and facilities increases their vulnerability to threats and inhibits DOI’s
response time. DOI continues to be slow to change its mission and priorities to reflect its
new security responsibilities and commitment. Specifically, enhancements are needed in
DOTI’s radio communications, DOI’s hazardous material program, and security
surrounding national icons and BOR dams.

4. Maintenance of Facilities

DOI owns, builds, purchases, and contracts services for assets such as visitor centers,
schools, office buildings, roads, bridges, dams, irrigation systems, and reservoirs. These
assets include some deteriorating facilities that lack adequate funding for repair and
maintenance. According to the January 2003 Government Accountability Office (GAO)
report titled, Major Management Challenges and Program Risks, Department of the
Interior, DOI needs to more aggressively address the deferred maintenance backlog. The
report stated that the repair and maintenance on these assets has been postponed for years
due to budgetary constraints and that the deterioration of facilities can adversely impact
public health and safety, reduce employee morale and productivity, and increase the need
for costly major repairs or early replacement of structures and equipment.

This effort is still a challenge for the Department. For example, in the fiscal year 2004
Annual Report on Performance and Accountability, the Department reported that exact
estimates of deferred maintenance are difficult to determine due to the variety of assets
entrusted to the Department. The fiscal year 2004 estimates for DOI’s deferred
maintenance were between $8.9 billion and $15.3 billion. The lack of concrete data
makes it difficult to ascertain if the deferred maintenance backlog has even been reduced.
The Department also stated that buredu estimates of deferred maintenance were based on
data from a variety of systems, procedures, and data sources therefore the reliability of
these sources as a basis for deferred maintenance estimates is variable.

The Bureaus have mostly completed a full and comprehensive inventory and condition
assessments for all facilities. With this information a facility condition index has been
developed and used to make determinations as to whether facilities should be repaired,
replaced or relocated as well as determining priorities. Also, per Executive Order 13327,
dated February 4, 2004, an agency Senior Real Property Officer has been established
whose focus is to direct and oversee Department wide efforts to meet Interior’s asset
management goals and objectives.
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5. Responsibility to Indians and Insular Areas

DOI needs to address persistent management problems in programs for Indians and island
communities. DOI is responsible for administering the Federal government’s trust
responsibilities to Indian tribes and individual Indians, and it provides more than $750
million annually for basic tribal services, such as social services, tribal courts, and natural
resource management. Over the years, GAO and OIG have reported on DOI’s poor
management of Indian trust funds and programs. Despite DOI’s efforts, inadequate
accounting and information systems and internal controls, as well as other weaknesses,
prevent DOI from ensuring that trust and program funds are properly managed. The
single audit is the mechanism to ensure financial compliance with funding agreements;
however, during fiscal year 2005, 86 tribes were delinquent in submitting their audit
reports. We continue to be concerned about the deplorable conditions at the
BIA-operated and funded schools and detention facilities. In addition, DOI has various
responsibilities to seven island communities - four U.S. territories and three sovereign
island nations. The Insular Area governments have serious long-standing financial and
program management deficiencies.

6. Resource Protection and Restoration

DOI resource managers face the challenge of balancing the competing interests for use of
the nation’s natural resources. DOI manages 507 million acres, or about one-fifth, of the
land area of the United States and 700 million acres of subsurface minerals. Federal
lands account for 30 to 35 percent of energy produced in the United States. DOI has
jurisdiction over an additional 1.76 billion acres of the Outer Continental Shelf. In
addition, DOI protects thousands of wetlands, aquatic parcels and native plant and animal
species, including more than 1,260 with special status under the Endangered Species Act.

In a 2003 report, GAO identified DOI as having continuing issues related to its
ecosystem restoration efforts, specifically in the areas of: 1) wild land fire threats to
communities and resources, 2) restoring the South Florida ecosystem, and 3) controlling
and eradicating invasive species.

DOI has made progress in addressing-the nation's wild land fire threats by increasing
funding committed to addressing wildland fire problems, improving data and research on
wildland fire problems and developing fire management plans that identify actions for
addressing wildland fire threats at the local level. However, a recent GAO report,
Wildland Fire Management, Timely Identification of Long-Term Options and Funding
Needs is Critical, (GAO-05-923T, July 14, 2005) states that despite producing numerous
planning and strategy documents, DOI, in conjunction with the Forest Service, has “yet to
develop a cohesive strategy that explicitly identifies the long-term options and related
funding needed to reduce the excess vegetation that fuels fires in national forests and
rangelands”.

In addition, DOI has improved its planning for the South Florida ecosystem restoration
by refining the strategic plan and developing a land acquisition plan. However, the
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Department, through its South Florida Ecosystem Restoration Task Force, has not yet
completed action to develop a conflict resolution process and a science plan.

7. Revenue Collections

DOI revenue collected in FY 2004 was approximately $11.4 billion and includes revenue
from energy, minerals, grazing, timber, lands sales, and other revenue producing
activities. The highest revenue collector in DOI is by far the MMS. For fiscal year 2005,
MMS estimated that they will collect over $12 billion in mineral revenues alone,
representing a $2.8 billion increase in collections from fiscal year 2004. The revenues
are collected from companies with onshore and offshore Federal leases. Since 1982, the
MMS Minerals Revenue Management Program has collected and distributed
approximately $139 billion to Federal, state, and Indian accounts. The MMS also
conducts a comprehensive compliance effort to ensure that royalty payments from lessees
are on time and accurate.

Because of the amount of revenues collected by MMS can have a significant potential for
underpayments, OIG believes that revenue collections should continue as one of the top
management challenges for the Department.

8. Procurement, Contracts and Grants

DOI spends substantial resources each year in contracting for goods and services and in
providing Federal assistance to states and Indian organizations. Procurement has
historically been an area subject to fraud and waste government-wide, and managing
procurement activities is a continuing challenge requiring constant attention.

An OIG report Framework Needed to Promote Accountability in Interior’s Grants
Management (W-IN-MOA-0052-2004, August 2005) reported that Interior’s grants
management showed deficiencies including the lack of competition, training, reliable data
and assurance that federal funds were being spent appropriately. Consequently, the
grants program does not ensure that federal dollars are used as intended or promotes fair
treatment for both grant applicants and recipients.

A GAO report, Interagency Contracting, Problems with DOD’s and Interior’s Orders to
Support Military Operations (GAO-05-201, April 2005) found that to support DOD
military operations in Iraq, Interior issued 11 task orders, valued at over $66 million on
an existing contract. The report stated that numerous breakdowns occurred in the
issuance and administration of the orders for these services. GAO concluded that a lack
of effective management controls, especially insufficient management oversight and a
lack of adequate training, led to these breakdowns. For these reasons, this challenge
remains on the FY 2005 list.









Appendix A: Improper Payments Information Act

Improper Payments Information Act Reporting Details

Description of the Risk Assessment Process

Interior’s supplemental Management Control Guidance for FY 2005 issued November 22, 2004, required man-
agers to conduct risk assessments of all programs (meeting OMB’s definition of “program”) over $100 million
in planned annual outlays to determine if any of these programs were risk-susceptible for making significant
improper payments. In FY 2004, the first year under the Improper Payments Information Act, Interior’s efforts
were considerably more intense, i.e., all programs were reviewed and in addition to risk assessments, Depart-
mental Functional Reviews were conducted by various types of payments. Please refer to the FY 2004 Per-
formance and Accountability Report for additional information on last year’s review. As a result of the initial
reviews conducted in FY 2004, no programs were determined to be risk-susceptible for making significant
improper payments based on the threshold set by OMB. As a result, OMB permitted Interior to review those
programs in excess of $100 million for FY 2005.

Recovery Audits

Toward the end of FY 2003, the Department selected PRG Schultz to perform recovery audit services. PRG
Schultz started working with the Office of the Secretary and performed a pilot effort to set up its program. By
the end of FY 2004, all bureaus of the Department had issued a Task Order engaging PRG Schultz to perform
recovery auditing services. In FY 2005, all of the Department’s bureaus performed recovery audits. Table 4-1
summarizes Interior’s recovery audit activities since inception.

FY 2005 Recovery Audit Activities

TABLE 4-1

Amount Amount Found by
Amount of Deemed Not Amount Pending Found by Recovery Amount Earned
Payment Errors Recoverable Recovered Resolution | Internal Agency Auditor Agency Costs by Contractor
Not tracked but
$1,548,620 $1,169,309 $195,479 $183,834 Not tracked $195,479 very minimal $39,096
Conclusion

The result of the risk assessments performed in FY 2005 reaffirmed that none of the programs reviewed pose
a high-risk of making significant improper payments. (A summary of the programs reviewed can be found in
the Management Discussion and Analysis portion of this report.) Moreover, PRG Schultz has found that the
incidence of improper payments identified through its recovery audit efforts are far less at Interior than expe-
rienced through its work in the private sector. Interior’s rate of improper payments thus far is 0.0001% and
PRG’s experience with the private sector is between .05% to .10% of the audit basis. This evidence speaks well
for Interior’s internal controls over payment processes. Having said that, Interior will continue to use all cost
effective means to keep improper payments to a minimum and pursue recovery when an improper payment is

identified.
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FIGURE 4-1
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Glossary of Acronyms

A&B Administrative and Budget

AAC Annual Allowable Cut

ABC/M Activity Based Cost Management

ABC/PM Activity-Based Costing/Performance Management
ADMS Accessibility Data Management System
AFMSS Automated Fluid Mineral Support System
AHERA Asbestos Hazard Emergency Response Act
ALJ Administrative Law Judge

AMAR Administrative Management Assistance Review
AMCR Alternate Management Control Review

AML Abandoned Mine Land

AMLIS Abandoned Mine Land Inventory System

AMP Asset Management Plan

AMR Acquisition Management Review

ANCS Automated National Catalog System

APA American Planning Association

APD Applications for Permit to Dirill

ARIS Air Resources Information System

ARTF Aquatic Resources Trust Fund

ASG American Samoa Government

ASMIS Archeological Sites Management Information System
ATO Authority to Operate

BIA Bureau of Indian Affairs

BLM Bureau of Land Management

BOR Bureau of Reclamation

BPA Bonneville Power Administration

BPA Blanket Purchase Agreement

BPTL Business Process Transformation Lab

C&A Certification and Accreditation

CAA Clean Air Act

CERCLA Comprehensive Environmental Response, Compensation, and Liability Act
CFO Chief Financial Officer

CIO Chief Information Officer

CLI Cultural Landscapes Inventory

CMR Charles M Russell

COTS Commercial Off-the-Shelf Software

CPIC Capital Planning and Investment Control
CRPP Cultural Resource Preservation Program

CRV Current Replacement Value

CSRS Civil Service Retirement System

CUPCA Central Utah Project Completion Act

cuwcCDhD Central Utah Water Conservancy District

CWA Clean Water Act

DAA Designated Approving Authorities

DART Deep-Ocean Assessment and Reporting of Tsunami
DCIA Debt Collection Improvement Act

DEAR Department Enterprise Architecture Repository
DEIS Safety of Dams Decision Reports

DEQ Division of Environmental Qualify

DFR Departmental Functional Review

DHS Department of Homeland Security

DOD Department of Defense

DOE Department of Energy

DOL Department of Labor

DOT Department of Transportation
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EA Enterprise Architecture

ECL Environmental Cleanup Liability

EFC Environmental and Facility Compliance

EIA Energy Information Agency

EIRF Environmental Improvement and Restoration Fund
EPA Environmental Protection Agency

ESA Endangered Species Act

ESN Enterprise Services Network

ESP Environmental Studies Program

EVM Earned Value Management

FACE Family and Child Education

FAIMS Federal Assistance Information Management System
FAMS Facilities Asset Management System
FannieMae Federal National Mortgage Association

FAR Federal Acquisition Regulations

FASAB Federal Accounting Standards Advisory Board
FBMS Financial and Business Management System
FBU Funds Put to Better Use

FCI Facilities Condition Index

FECA Federal Employees Compensation Act

FEGLI Federal Employees Group Life Insurance
FERC Federal Energy Regulatory Commission
FERS Federal Employees Retirement System
FFMIA Federal Financial Management Improvement Act
FFS Federal Financial System

FIRES Fire Integrated Recruitment and Employment System
FISMA Federal Information Security Management Act
FMCIP Financial Management Career Intern Program
FMFIA Federal Managers’ Financial Integrity Act
FMIS Facilities Management Information System
FMS Facility Management System

FMSS Facility Management Software System

FRR Facilities Reliability Rating

FSM Federated States of Micronesia

FTE Full-Time Equivalent

FTM Fiduciary Trust Model

FWS Fish and Wildlife Service

FY Fiscal Year

GAAP Generally Accepted Accounting Principles
GAO General Accountability Office

GED General Equivalency Diploma

GMRA Government Management Reform Act

GPRA Government Performance and Results Act
GSA General Services Administration

HabITS Habitat Information Tracking System

HPF Historic Preservation Fund

ICS Incident Command System

IEA Interior's Enterprise Architecture

IFF Interior Franchise Fund

IGET Intra-Governmental Eliminations Taskforce
1IM Individual Indian Monies

IMARS Incident Management, Analysis, and Reporting System
IPIA Improper Payments Information Act

IRB Investment Review Board

IRR Indian Reservation and Roads

IRRBP Indian Reservation Roads Bridge Program
ISEP Indian School Equalization Program
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IT

JEMIP
JOM

LBA
LCS
LSA
LWCF

MAF
MBT
MCR
MIS
MITS
MMBF
MMS
MRE
MRM
MRMSS

NAPA
NAS
NBC
NEP
NEPA
NFHI
NFPORS
NFR
NIFC
NIGC
NIST
NOAA
NPS
NRDAR
NRPP
NSLRSDA
NWI

OCIo
0OCs
OCSLA
OFMC
OHA
OHTA
OIA
OIEP
OoIG
OMB
OMM
OPA
OPM
OSFR
OSHA
OSLTF
OSM
OSR
OST
OWFC

PAM
PAR

Information Technology

Joint Financial Management Improvement Program
Johnson-O’Malley

Lease Backlog Applications

List of Classified Structures
Litigation Support Accounting

Land and Water Conservation Fund

Million Acre Feet

Methodology for Business Transformation
Management Control Review

Management Information System

Management Initiatives Tracking System

Million Board Feet

Minerals Management Service
Meals-Ready-to-Eat

Minerals Revenue Management

Minerals Revenue Management Support System

National Academy of Public Administration

National Academy of Sciences

National Business Center

National Energy Policy

National Environmental Policy Act

National Fish Habitat Initiative

National Fire Plan Operations and Reporting System
Notice of Findings and Recommendations

National Interagency Fire Center

National Indian Gaming Commission

National Institute of Standards and Technology
National Oceanic and Atmospheric Administration
National Park Service

Natural Resource Damage Assessment and Restoration Fund
Natural Resource Preservation Program

National Satellite Land Remote Sensing Data Archive
National Wetlands Inventory

Office of the Chief Information Officer

Outer Continental Shelf

Outer Continental Shelf Lands Act

Office of Facility Management and Construction
Office of Hearings and Appeals

Office of Historical Trust Accounting

Office of Insular Affairs

Office of Indian Education Programs

Office of Inspector General

Office of Management and Budget

Onshore Minerals Management

Oil Pollution Act

Office of Personnel Management

Qil Spill Financial Responsibility

Office of Safety and Health Administration

Oil Spill Liability Trust Fund

Office of Surface Mining

Qil Spill Research

Office of the Special Trustee for American Indians
Office of WIildland Fire Coordination

Office of Acquisition and Property Management
Performance and Accountability Report
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PART
PFM
PI/LSI
PLE
PMA
PMD
PMDS
POA&M
PP&E

R&D
RAPP
RCRA
REA
RIK
RMIS
RSSI

SACAT
SAR
SFBPC
SBR
SDWA
SES
SFFAS
SFRA
SGL
SMIS
SNPLMA
SPR
STIGS
STORET

TAAMS
TBCC
TFAS
TSIS
TSU
UMWA CBF
USBM
USCERT
USGS
USPAP
USPP

V&V
VSP

WASC
Western
WSsU
Wul

Program Assessment Rating Tool

Office of Financial Management

Possessory Interest or Leasehold Surrender Interest
Office of Law Enforcement

President’'s Management Agenda

Performance Management Data

Performance Management Data System

Plan of Actions and Milestones

Property, Plant, and Equipment

Research and Development

Refuges Annual Performance Plan

Resource Conservation and Recovery Act
Recreation Enhancement Act

Royalty-in-Kind

Recreation Management Information System
Required Supplementary Stewardship Information

Standard Accounting Classification Advisory Team
Significant Activity Report

Sport Fishing and Boating Partnership Council
Statement of Budgetary Resources

Safe Drinking Water Act

Senior Executive Service

Statement of Federal Financial Accounting Standards
Sport Fish Restoration Account

Standard General Ledger

Safety Management Information System

Southern Nevada Public Land Management Act
Strategic Petroleum Reserve

Security Technical Implementation Guides
Storage and Retrieval

Trust Asset and Accounting Management System
Trust Beneficiary Call Center

Trust Funds Accounting System

Timber Sale Information System

Tribal Colleges and Universities

United Mine Workers of America Combined Benefit Fund
U.S. Bureau of Mines

U.S. Computer Emergency Readiness Team

U.S. Geological Survey

Uniform Standards for Professional Appraisal Practices
U.S. Park Police

Validation and Verification
Visitor Services Project

Western Administrative Service Center

Western Area Power Administration, AKA WAPA
Weighted Student Units

Wildland Urban Interface



WE’D LIKE TO HEAR FROM YOU

We'd like to hear from you about the FY 2005 Annual Report on Performance and Accountability.
Did it present the information in a way that you could use? What did you like best and least about
our report? How can we improve our report in the future?

You can send written comments to:

Department of the Interior

Office of Planning and Performance Management
Mail Stop 5258

1849 C Street N.W.

Washington, D.C. 20240

Or, if you prefer, visit www.doi.gov/ppp/feedback.html and submit your comments on-line. Let
us hear from you about how we can serve you better!

For Copies of this Report

An electronic version of this report and its companion executive summary are available at www.
doi.gov/pfm/deptrept.html. We also encourage you to visit www.doi.gov/about.html where you
will find links to other documents that describe the Department of the Interior’s mission and pro-
grams and our ongoing journey toward 21st Century Stewardship, including the Department of
the Interior’s 2003-2008 Strategic Plan.

To request additional copies of this report, please contact:

Department of the Interior
Office of Financial Management
Mail Stop 5412

1849 C Street, N.W.
Washington, D.C. 20240

(202) 208-6295
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