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Message From the Chief

A core value for the Forest Service is accountability. We owe it to the people we serve to do what we say
we will do. The USDA Forest Service 2005 Performance and Accountability Report helps us be
accountable to the American people. It evaluates our management and measures our performance in fiscal
year (FY) 2005 against the goals set forth in our strategic plan for fiscal years 2004—08. It also outlines our
financial situation and the challenges ahead, giving us a complete overview of where we stand as an
agency.

The results reported here show the dedication and passion of Forest Service employees working in
cooperation with partners, communities, and other stakeholders toward the successful accomplishment of
our mission to sustain the health, diversity, and productivity of the Nation’s forests and grasslands to meet
the needs of present and future generations.

Many Forest Service managers and executives contributed or reviewed the data used in this report. Except
where we point out and discuss specific limitations in the Management Discussion and Analysis,
Management Controls, Systems and Compliance with Laws, I offer assurance that the data are a valid,
reliable, and accurate measure of our performance. They tell us both where we have made real progress
and where we still have room for improvement.

So where do we stand? In my view, we are not yet where we want to be, but we are well on our way,
thanks in part to the considerable progress we made last year.

For one thing, we improved our management. We met requirements under the Government Performance
and Results Act, and we contributed to achieving the President’s Management Agenda, partly by
continuing to develop a strong performance accountability system. We took several steps to improve our
internal controls for performance accountability. For example, we established an interim policy on
implementing effective internal controls for performance data reporting, and we created a process for
reviewing and validating our performance measures for consistent performance reporting across the
Agency.

Our stewardship accomplishments also show progress. We made tangible contributions toward achieving
the goals of the Healthy Forests Initiative and Healthy Forests Restoration Act. At the same time, we made
progress in addressing the four greatest threats to the health of our Nation’s forests and grasslands: fire and
fuels, invasive species, loss of open space, and unmanaged outdoor recreation.

The 20042008 Strategic Plan addresses these threats by providing six goals with performance measures to
evaluate our success: (1) reduce the risk from catastrophic wildland fire, (2) reduce the impact from
invasive species, (3) provide outdoor recreational opportunities, (4) help meet energy resource needs,

(5) improve watershed condition, and (6) conduct mission-related work in addition to that which supports
the agency goals. As a subset of these long-term goals and their targets in the strategic plan, this

2005 Performance and Accountability Report addresses the agency’s executive priorities.

Here are just a few representative accomplishments detailed in this report:

e  We did an outstanding job of suppressing wildfires, and we gave our wildland fire managers new
incentives for reducing suppression costs while still safely managing fires.

e We treated a record number of acres for hazardous fuels and brought considerably more acreage into
stewardship contracts and partnership agreements.

e  We purchased conservation easements and key tracts of land to protect open space for future
generations.

e  We helped private landowners become better forest stewards.

e We caught up on some of the deferred maintenance of our recreation facilities.



e  We accelerated research and technology development to better understand and manage our Nation’s
forests and grasslands.

e  We carried out activities to celebrate our centennial—a hundred years of caring for the land and
serving people.

Our financial situation continues to improve. The independent auditor initially rendered a qualified opinion
as the FS was unable to provide sufficient evidential matter to substantiate the presentation of certain line
items within the FY 2005 Consolidated Statements of Financing. However, the agency provided sufficient
evidential matter to substantiate the fair presentation of these line items and the auditors subsequently
issued an unqualified opinion. The significant effort that has been directed toward improving our financial
accountability is paying off. Four consecutive unqualified opinions vastly improve our credibility as an
organization with both Congress and the Administration.

We also addressed a number of other issues related to our financial situation:

e Under the Federal Managers Financial Integrity Act, we strengthened our financial integrity by
centralizing financial operations and reengineering many of the associated processes to ensure that our
programs operate efficiently and effectively. We provided reasonable assurance that our systems of
internal accounting and administrative control are adequate. We thereby demonstrate our ability to
protect public funds and property and to manage them well.

e  We believe we have achieved substantial compliance with the Federal Financial Management
Improvement Act. We made significant progress toward resolving issues related to the general control
environment. As part of restructuring our organization for information technology, we are in the
process of reviewing and revising our policies and procedures for managing entitywide software and
hardware. We plan to complete this process in the second quarter of fiscal year 2006.

Despite our many successes, there are daunting challenges ahead. They range from risks associated with
wildfires, to ongoing drought in the West, to invasive species such as sudden oak death in California, to
accumulated woody biomass and the high costs of marketing it as a renewable source of energy, to the
growing maintenance backlog for our roads and facilities. Our leadership is looking ahead to these and
other challenges, including growing needs related to law enforcement and the need to develop metrics and
markets for ecosystem services. We also face growing threats to wildlife habitat because zoning
ordinances provide limited protection for open space.

I believe that we will rise to the challenge—and this report shows it. As we close another successful year
for the Forest Service, I am proud to report that we were able to accomplish our mission, thanks to the skill
and hard work of our employees. The results reported here reflect the dedication and passion of our
employees, and I am confident that they will continue to fulfill our mission. In collaboration with partners,
communities, and other stakeholders, we will continue to sustain the health, diversity, and productivity of
our Nation’s forests and grasslands to meet the needs of present and future generations.

S A N e

Dale N. Bosworth
Chief



FOREWORD

The 2005 Performance and Accountability Report has been prepared in accordance with the
Report Consolidation Act of 2000 and the Office of Management and Budget (OMB) Circular A-
136, Financial Reporting Requirements. As required by law, this document integrates the Forest
Service’s annual performance report with its annual consolidated financial statements as of
September 30, 2005. It also includes the resulting KPMG LLP (KPMG) report on the agency’s
financial statements, internal controls, and compliance with laws and regulations.

A summary of Forest Service accomplishments and plans for addressing major management
challenges and program risks, identified through Office of Inspector General (OIG) and
Government Accountability Office (GAO) reports, may be found in the Management’s Discussion
and Analysis section.

All comments regarding this report are welcome. To learn more about the Forest Service and to
download the electronic version of the performance and accountability report, visit
http://www.fs.fed.us.

Address comments to:

Forest Service, USDA

Strategic Planning and Resource Assessment Staff
Mail Stop 1129

1400 Independence Avenue, SW.

Washington, DC 20250-1129
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Management’'s Discussion and Analysis—-Unaudited

OVERVIEW

The Management’s Discussion and Analysis (MD&A) serves as a high-level overview of the U.S.
Department of Agriculture (USDA) Forest Service's performance in fiscal year (FY) 2005. This report is
designed for those individuals interested in the progress and status of the agency.

The MD&A also discusses the agency’s compliance with legal and regulatory requirements, including the
Federal Managers' Financial Integrity Act (FMFIA), the Federal Financial Management Improvement Act
{(FFMIA), Inspector General Act, and other key legal and regulatory requirements. This MD&A presents
financial and performance highlights and related information, as well as the agency’s progress on the
President’s Management Agenda (PMA).

Mission Statement

The Forest Service operates under the following mission:

Sustain the health, diversily, and productivity of the Nation's forests and grasslands to meet the
needs of present and future generations.

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

Organizational Structure

The Forest Service operates under the guidance of the USDA Under Secretary for Natural Resources
and Environment {NRE). Forest Service policy is implemented through nine regional offices, six research
offices, one State and Private Forestry (S&PF}) area office, the Forest Products Laboratory, the
International Institute of Tropical Forestry, with 868 administrative units (which include forest, districts,
and research labs) functioning in 46 States, Puerto Rico, and the Virgin Islands.

Reporting to the Chief are the deputy areas: Business Operations; Research and Development; National
Forest System (NFS); S&PF; and Frograms, Legislation, and Communication (PL&C). Please see the
Forest Service’s organizational chart in Appendix A for additional information.

In the later sections of this performance and accountability report pertaining to the financial statements
and notes, the discussion revolves around “responsibility segments,” rather than deputy areas. Deputy
areas are administrative groupings while responsibility segments are constructs used to assess net costs.

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

National Forests and Grasslands. This responsibility segment includes protection and management of an
estimated 193 million acres of NFS land, which includes 35 million acres of designated wilderness areas.
In addition, the Forest Service partners with other nations and organizations to foster global natural
resource conservation and sustainable development of the world’s forest resources.

Forest and Rangeland Research. This responsibility segment is responsible for research and
development of forestry and rangetand management practices to provide scientific and technical
knowledge for enhancing and protecting the economic productivity and environmental quality of the
estimated 1.6 billion acres of forests and associated rangelands in the United States.

State and Private Forestry. This responsibility segment uses cooperative agreements with State and local

governments, tribal governments, forest industries and private landowners to help protect and manage
non-Federal forests and associated rangeland and watershed areas.
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Management's Discussion and Analysis—Unaudited

Wildland Fire Management. This responsibility segment is responsible for protection of life, property, and
natural resources on an estimated 193 million of NFS lands and the estimated 20 million acres of
adjacent State and private lands.

Some of the responsibility segment names are the same as those used for deputy areas, but the terms
are not synonymous.



Management's Discussion and Analysis--Unaudited

FUTURE DEMANDS AND RISKS

In FY 2003, the Forest Service defined what it believed to be the four greatest threats to the health of the
Nation's forests and grasslands: fire and fuels, invasive species, loss of open space, and unmanaged
recreation. The agency recognized that successfully addressing these threats requires that all business
and financial practices meet the highest standards.

The FY 2004 Executive Priorities-—the Forest Service’s 2004 Key Performance Indicators—not only
maintained a focus on the uncertainty of wildland fires and invasive species, but also tracked the
agency’s performance in mitigating the effects of the foss of open space and unmanaged outdoor
recreation.

In FY 2005, the Forest Service focused even harder on reducing the risk of loss from catastrophic
wildland fire by treating hazardous fuels in fire-dependent ecosystems through a variety of programs.
The following factors challenge the Forest Service's ability to achieve the desired outcomes in the FY
2005 Executive Priorities and, therefore, the long-term goals of the Strategic Plan for 2004-2008:

*  Continuing regionwide drought in the Western United States and continuing local weather
patterns leading to stressed forest vegetation, increased insect and disease activity, and the
continued serious threat of catastrophic wildfires, especially near communities with a buildup of
hazardous fuels in the wildland-urban interface (WUI).

*  Continuing potential for transfers of funds appropriated for other purposes to the wildland fire
suppression account to pay for suppression costs. Numerous activities and projects designed to
acquire and manage forests and grasslands, conduct research, or help State or private
landowners manage their lands are disrupted or completely forgone because of these transfers.

Ll Increasing economic losses caused by the impacts to natural resources by invasive species, such
as the Sudden Oak Death epidemic in California.

» Increasing challenges to managing wildfire risks and wildlife habitat because State and local
planning and zoning ordinances provide limited protection for open space.

= Supporting innovative uses for woody biomass as sources of renewable energy and new
products white overcoming the costs of acquiring, transporting, and processing the raw material,

*» Challenge of developing metrics and markets for environmental services (clean water and air,
carbon sequestration, and beautiful, natural landscapes).

*  The infrastructure {roads, facilities} maintenance backlog which reduces the agency's capacity to
deliver on its mission and serve the public.

*  The unprecedented challenge to law enforcement resources of increasing security on national
forests in the face of increasing legitimate and illegal uses as well as the evolution of national
security after September 11, 2001.



Management’s Discussion and Analysis--Unaudited

FINANCIAL STATEMENT HIGHLIGHTS FOR 2005

The Forest Service produces a series of financial statements quarterly to summarize the activity and
associated financial position of the agency. The five principal statements are as follows:

Consolidated Balance Sheet

Consolidated Statement of Net Cost

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

In producing these statements, the agency seeks to provide relevant, reliable, and accurate financial
information related to Forest Service activities. Analysis of the agency’s September 30, 2005, financial
statements highlights the following key points. The exhibits below reflect the amounts for FY 2005 and
FY 2004.

Assets

The Forest Service reports $8.2 billion in assets at the end of September 30, 2005. This represents an
increase of 9 percent from FY 2004 amounts. This change is partially attributed to an increase in Fund
Balance with Treasury (FBwT). FBwT for the periods ending September 30, 2005 and 2004 increased
$681million or 20 percent due to the Forest Service receiving additional funding for our Wildland Fire
Management Fund. However, fire activity was not as severe in FY 2005, and less money was disbursed
compared with FY 2004, resulting in the overall increase in FBwWT. The three major asset categories are
shown in Exhibit 1.

Exhibit 1: Assets (in millions)

General Property, Plant, and Equipmentm ] $3695 $3,807 | m@f"ﬁfﬂ
Fund Balance with Treasury 4,187 . 3,506 681
Accounts Receivable, Intragovernmental, and
Non-Intragovernmental 269 163 106 65%
Total of Major Categories $8,151 | $7.476 $675 9%
Other Asset Cateqgories 20 14 6 43%
Grand Total Assets $8,171 | $7,490 $681 9%

General Property, Plant, and Equipment (General PP&E) consists primarily of forest road surface
improvements, culverts, bridges, campgrounds, administrative buildings, other structures, and equipment.

General PP&E also includes assets acquired by the Forest Service to be used for conducting business
activities, such as providing goods or services. General PP&E does not include the value of heritage
assets’ or stewardship assets®. Although heritage and stewardship assets may be considered priceless,
they do not have a readily identifiable financial value and are not recorded within the financial statements
of the Forest Service. A more indepth discussion of stewardship assets is presented in the Required
Supplementary Stewardship Information (RSSI) section.

' Heritage assets are assets that are historical or significant for their natural, cultural, aesthetic, or other important attributes that are
expected to be preserved indefinitely.

? Stewardship assets are primarily land held by the agency as part of the NFS and not acquired for, or in connection with, other
General PP&E.
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Management's Discussion and Analysis--Unaudited

FBwT consists primarily of funds derived from congressional appropriations and funds held in trust for
accomplishing purposes specified by faw. Accounts receivable consists of amounts due from other
Federal entities or the public as a result of the delivery of goods, services, and specific activities
performed by the Forest Service. FBwT is available to the agency to pay authorized expenses and to
finance purchase commitments based on apportionments by the Office of Management and Budget
(OMB).

Liabilities and Net Position

Liabilities

The Forest Service reported $2.0 billion in liabilities as of September 30, 2005, representing probable
future expenditures arising from past events. This amount represents an increase of 7 percent from
September 30, 2004. This change was partiaily due to an increase in Accounts Payable. For the periods
ending September 30, 2005 and 2004, the balance increased $88 million or 187 percent due to factors
including: asset balance increase as reflected in the previous table and agency support to Hurricane
Katrina relief efforts. The major liability amounts for accounts payable, unfunded leave, Federal
Employees’ Compensation Act (FECA) benefits, payments to States, and other liabilities appear in Exhibit
2.

Exhibit 2: Liabilities (in millions}

: Accounts Payable, Intragovernmental and Non-

_Intragovernmental ... 8135 %47 88  187%
Unfunded Leave and FECA Benefits 678 602  (24) ~ (4%)
PaymentstoStates 378  380. (2 . (%)
Other Liability Categories 935 859 76 - 9%
Grand Total Liabilities . %2026 . $1,888 $138 7%

Federal agencies, by law, cannot make any payments unless Congress has appropriated funds for such
payments and OMB has apportioned the funds. A portion of liabilities reported by the Forest Service on
September 30, 2005, however, is currently not funded by congressional appropriations. For example, the
unfunded amounts include employees’ annual leave {earned but not yet taken) and FECA benefits that
have accrued to cover liabilities associated with employees’ death, disability, medical, and other approved
costs that have not yet been appropriated.

A major program generating unfunded liablilities is the Payments to States. A portion of the Payments to
States program is funded with agency receipts and the balance is recorded as an unfunded liability for
which the Department of Treasury (Treasury) general receipts are apportioned in the following year when
the payments are made. The agency receipts are funds heid by the agency in special receipt accounts
pending transfer to the appropriate party for part of the Payments to States based on receipts collected
during that fiscal year, the remaining liability is funded by Treasury general receipts.

Net Position

A net position of $6.1 billion is reported for FY 2005. This represents an increase of 10 percent over FY
2004 amounts. The change is attributed to numerous factors, including a decrease in net cost of
operations. Net position represents unexpended appropriations consisting of undelivered orders (UDOs),
as well as unobligated funds and the cumulative results of operations, as shown in Exhibit 3.
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Unexpended appropriations reflect spending authority made available by congressional appropriation that
has not yet been used. Cumulative results of operations reflect the cumulative effect of financing in

excess of expenditures.

Exhibit 3: Net Position (in millions)

Bkt

nexpended Approp 19%
Cumulative Results of Operations 6%
Total Net Position $6,145 $5,602 $543 10%

Net Cost of Operations

The Forest Service's net cost of operations was $5 billion for the year ended September 30, 2005.

Earned revenue from the public includes such items as the sale of forest products (timber and firewood);

recreational opportunities (campgrounds); mineral resources; livestock grazing; and special and use fees
for power generation, resorts, and other business activities conducted on NFS lands. The Forest Service

also performs reimbursable activities, such as work completed mainly for other Federal agencies, in

accordance with the Economy Act.

The Forest Service distributes a portion of earned revenues to eligible States in accordance with existing
laws. These payments to the States, in accordance with the Secure Rural Schools and Community Self-
Determination Act of 2000, benefit public schools and roads in communities hosting national forests.

These payments also pay for local forest stewardship projects.

Expenses

Forest Service program costs for the year ended September 30, 2005, are $5.8 billion. This represents a
1 percent decrease from FY 2004. One reason for the decrease is that the agency spent less in grant

costs as a result of fewer agreements with the public.

Exhibit 4 illustrates program costs by responsibility segment for the years ended September 30, 2005,

and September 30, 2004.

Exhibit 4: Gross Expenses (in millions)

Program Costs

National Foresis and Grasslands $3,419 $3,444 ($25) {1%)
Forest and Rangeland Research 329 342 (13) {4%)
State and Private Forestry 389 418 (29) (7%)
Wildiand Fire Management 1,694 1,715 (21) 1%
Total Program Costs $5,831 $5,919 ($88) {1%)

Budgetary Resources

The Forest Service had budget authority of approximately $5.8 billion in FY 2005 and $5.9 biltion in FY
2004 . The funding received in FY 2005 represents a slight decrease (2 percent) under that received in FY

2004,
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PERFORMANCE GOALS AND RESULTS FOR 2005

Strategies and Resources

The Government Performance and Results Act (GPRA) provides a framework under which Federal
agencies prepare strategic plans, annual plans, and performance reports to set performance goals and
then report on the extent to which they are achieved. Within GPRA'’s framework, Forest Service's
executive leadership selected a set of key performance measures, the Executive Priorities, to measure
the agency’s effectiveness and results in the FY 2005 Performance and Accountability Report (P&ARY).
Several of these Executive Priorities are long-standing measures of performance for the agency and its
stakeholders. The remaining Executive Priorities were developed in collaboration with USDA and OMB in
PART? evaluations over the past 4 years.

PART is a systematic method to assess performance, focusing on a program contribution to achieving an
agency’s strategic and program performance goals. PART assessments have strengthened and
reinforced performance measurement within the Forest Service by encouraging outcomes and efficiency
measures in its performance reporting. For each program or goal that has been assessed, a minimum of
one efficiency measure has been developed and is tracked, although not as an Executive Priority for FY
2005.

Since 2002, the Forest Service has participated in nine PART assessments, although seven of the nine
have been completed as of September 30, 2005. Of the seven programs assessed, three have not
demonstrated effective results for the agency. Please see the Annual Performance Report section of the
P&AR for additional information on PART assessments.

Performance and Trends

The Forest Service uses 9-month actual and 3-month estimated or projected accomplishments for the
Executive Pricrities. The data sources for these measures are reported through various databases, but
consolidated for review by the Program and Budget Analysis (P&BA) Staff. Targets and projected
performance for FY 2005, actual performance for the Executive Priorities in FY 2004, and trends for FYs
200%-2005, if available, may be found in Exhibit 5. It is important to note that these achievements are
preliminary and may change when the 12 months of actual accomplishments are reporied to the
Washington Office in November 2005. The values in the Results column are defined as:

Exceeded Equal to or greater than 110 percent of the FY 2005 target
Met Within a 10 percent range below or above the FY 2005 target
Unmet Less than 80 percent of the FY 2005 target
Deferred  In process of determining a baseline for future reporting

* OMB's Program Assessment Rating Tool s commonly referred to as PART.
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Management’s Discussion and Analysis--Unaudited

Procedures over Performance Reporting

In FY 2005, USDA Office of Inspector General (OIG) found that the usefulness of performance measures
and the accuracy of reporting processes within the Forest Service are often flawed. This was attributed to
the agency's decentralized management structure and willingness to delegate broad authority without
having an adequate system of internal controls to ensure that policies established by top management
are followed. In response, an interim directive (February 2005) implemented the first annuai review by the
regions, stations, and area (RSAs) to verify the interpretation of the measures, adherence to standards
and reporting schedules, and that data quality or its limitations were recorded in supporting
documentation. Through these reviews, program managers across the agency identified inconsistencies
in the field's interpretation of management’s direction. The resulis of these reviews were certified by line
officers to assure the completeness and reliability of the agency’s performance reporting for the PRAR.

Exhibit 6 is management’s direction to the field for reporting accomplishments for the Executive Priorities.

Exhibit 6: Measures, Data Sources, and Accomplishment Reporting

The Forest Service tracked this Executive Priority using four measures
Total number of acres Within WU, with: )
of hazardous fuels " Hazardous Fuels Program funding (FN)
treated 1) in the WUI; = Other funding (FNOTH)
or 2} in Condition
Clas.ses 2or 3, in Fire Qutside WU but in Condition Classes 2 or 3 in Fire Regimes 1, 2, or 3, with:
Regimes 1,2, or 3 * Hazardous Fuels Program funding
and outside WUI s Other funding
NFPORS
The p‘;?f’: orf these Accomplishment data are entered by field units (districts or forests) when contracted
acres hal were ffor contracts) or carried out.
identified as “high
i)hrko%y"yas defined in High priority, as defined in the 10-Year Implementation Plan, means fo use as
| € | - e?rt. Pl appropriate, the USDA Forest Service and Department of the Interior’s Cohesive
mplementation Fian Strategf’" for alf fire management plans. Collaboration involves participants with direct
responsibility for management decisions affecting public and/or private land and
resources.
Accomplishment is always 100%.
This is the number of contract-awarded acres brought into stewardship contracts that
improve the heaith of NFS land having the greatest potential for catastrophic wildland
Acres brought into fire. For accomplishment reporting in FY 2004, the measure is equivalent to applicable
stewardship contract WorkPlan contract/agreement.
improvements
NEW: Number of acres brought into stewardship contracts based on either contract
awarded acres or executed agreement acres. This item is performance measure 1.1g.
Percent of Completed projects should meet the standard as identified in the NFP. The number of
r e . communities at risk will be published in the Federal Register.
communities at risk Washington
m‘:eﬁrggemd and Office Staff, The National Assoclation of State Foresters (NASF) and State Forestars are
management plans or NFPORS responsible for providing Community Wildfire Protection Plans {CWPP) performance
risk assEssMEnts information to Forest Service regional office contacts or NFPORS.
. The measure is the number of acres of nonFederal hazardous fuels treated through
Acres co\{ered by Washington partnership. State Foresters report accomplishrments to Forest Service regional office
partnership Office S&PF contacts or NFPORS directi
agreements Staff y.
Acres treated for This accomplishment is reported when the treatment of noxious weed infestations was
noxious weeds WorkPlan completed by the Forest Service. If contracted, report treated acres contracted. Work
treated plans or maps of project areas including project descriptions should document the

? Restoring Fire-Adapted Ecosystems: A Cehesive Strategy for Protecting People and Sustaining Natural Resources, in Draft.
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Management's Discussion and Analysis-—-Unaudited

treatments completed. Units report all acres actually treated by an acceptable method
for the specific objective of controiling noxious weed spread and/or reducing noxious
weed density and area of occupation.

For biolagical control methods in which a population of bioconirol agents was to be
established (e.g., insects, fungus, bacterium, etc.), units report 5 acres of
accomplishment for each release of a biocontrol agent. Separate 5-acre
accomplishments are reported for releases of biocontrol agents that are separated
from each other by at feast 1/4 of a mile. For biological control methods where a
population of biocontrol agents is to be established (e.g., insects, fungus, bacterium,
etc.), report 5 acres of accomplishment for each release of a biocontrol agent in the
year of release only. Natural expansions of the biocontrol agent’s poputation are not
considered additional accomplishments.

Treatment and retreatment of invasive plant (including noxious weeds) infestations is
reported here. Accomplishment is reparted when treatment has heen completed by the
Forest Service.

Acres treated for Gypsy moth, Hemlock woolly adelgid, White pine blister rust, and
invasive plants from FHP and NFS programs. Includes acres treated to maintain forest

‘::{:;;Lefﬁgsﬁg gf?iir;"!‘:?-:gnsmﬁ health, and reduce risk and damage from insects, diseases, and invasive plant
species treated and NFPORS species. Includes suppression, prevention and restoration projects/programs of native
P and nonnative insects, disease and invasive plants,
Miles of trails The Forest Service tracked miles of frails maintained to standard as identified in
receiving WorkPlan Meaningful Measures trails component in FY 2004, The FY 2005 accomplishment
maintenance should not be compared with FY 2004, nor should it be considered reliable.
WorkPlan

This accomplishment is reported in miles and percent and is the sum of the following:
Miles of high {12-month :
clearance and actual Miles of objective maintenance level 1 and 2 roads that are maintained in accordance
passenger roads performance with standards for the applicable maintenance level at year end.

maintained to
standard

reported in the
Reads
Accomplishment
Report)

Miles of objective maintenance level 3, 4, and 5 roads that are maintained in
accordance with standards for the applicable maintenance level at year end.

Number of facilities

Facilities to standard have a FCI rating of .10 or less, which is good and fair buildings
added together. Units assumed total number of facilities to be 40,100 to calculate

maintained to INFRA percent for SP. This accomplishment is reported as number of facilities and percent of
standard total.
The Forest Service tracks the total number of road and trail ROW easements acquired,
Number of ROW resolved through othe_r lands activities, or by coqperative effort. These activities .
acquired WorkPlan coincide with Categories |, H, and |1l on the existing annual Rights-of-Way Acquisition
Report {FS-5400-25 4/92).
The Forest Service tracks the percentage of acres of NFS land that is covered by
contemporary access and travel management decisions that address off-highway
vehicle management and are consistent with the revised forest plan direction. This
Percent of NFS lands accomplishment is reported by regional offices after compilation of what the field units
covered by travel WorkPlan reported in WorkPtan for acreage covered by travel management plans.
management
implementation plans Agres of NFS lands on administrative units or ranger districts for which a motor vehicie
use map has been published in conformance with new travel management regulation
in 36 CFR 212.56.
Number of special use applications processed within the projected timeline determined
Number of energy by the authorizing officer for electric fransmission fines, oii or gas pipeltines, and
- ot renewable energy generation facilities {use code 621-644).
facility appllcgtlpns WorkPlan
procesfie(; within (numerator} Note: Strategic Plan measure is percent, this value is the numerator, Percentage will
?i:::gg r: os be calculated using aceomplishments reported in this code and LM-SUP-APPL-FN.

This info will not be available in the Special Uses Database System this year.
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Percent of oil and gas
applications
processed in
prescribed
timeframes

orkPlan
(numerator);
denominator is
from the
National Energy
Plan (NEP)
Report

rocessing within prescribed tim eans 60 days for oil and gas |
nominations where land availability decisions are already made, 18 months for lease
nominations requiring land availabitity decision, 180 days for an application for a permit
to drilt (APD) requiring an EA, and 18 months for APDs requiring an Environmental
impact Statement. For purposes of reporting, if lease applications {(nominations) have
not been filed, assume each potential nomination will be for 1,600 acres.

Number of
watersheds in fully
functioning condition

WorkPlan

Forests will use information from coarse filter watershed analysis to assign fifth-level
hydrologic units into three condition classes. Forests will focus on watershed stability
and ability fo attain beneficial uses to report the number of hydrologic units determined
to be fully functional, functional but at risk, and nonfunctional. To roll up data, units
need to report both numerator and denominator.

Acres of terrestrial
wildlife habitat
restored or enhanced

WorkPlan

This accomplishment is the sum of acres of terrestrial habitat and acres of threatened
and endangered species (TES) terrestrial habitat.

Terrestrial habitat: Units report total number of acres restored or enhanced to achieve
desired future condition of habitat. Improvements were through application of a variety
of management technigues, such as prescribed burns, seeding to improve foraging
habitat for game and nongame species, or manipulating vegetation lo obtain desired
habitat condition for the benefit of wildiife. Units count an acre only once for the current
fiscal year and only if it achieved desired future condition.

TES terrestriat habitat: Unifs reported acres of TES terrestrial habitat that were
restored or enhanced using nonstructural improvements in the reporting year using
appropriated funds for the explicit purpose of improving TES habitat.

Accomplishments are reported when improvements are completed. If work was
contracted, units reported accomplishments when the project work was obligated.
Wark plans or maps of project areas, including project descriptions, should document
the improvements completed.

Miles of streams
restored or enhanced

WorkPlan

This accomplishment is the sum of miles of inland fish streams and anadromous fish
streams restored or enhanced.

Inland fish: Units report the miles of inland fish-bearing rivers and streams that were
restored or enhanced using structural or nonstructural improvements in the reporting
year {using infand fish appropriated funds). It is assumed that restoration/enhancement
activities addressed environmental features limiting the productive capability of the
particular river/stream. Units included the portion of streams that were measurably
improved through implementation of habitat improvement measures.

For example, if stabilization of an active slump may eliminate a major sediment source
impacting spawning and rearing habitat in a 3-mile stream reach, then units reported
the entire 3 miles of river with improved production capability.

Anadromous fish: Units report the mites of anadromous fish-bearing rivers and streams
that were restored or enhanced using structural or nonstructural improvements in the
reporting year (using appropriated funds used for the explicit purpose of improving fish
habitat). It is assumed that restoration/enhancement activities address environmental
features limiting the productive capability of the particular river/stream. Units included
the portion of streams that were measurably improved through implementation of
habitat improvement measures.

Accomplishments are reported when improvement are completed. If work is
contracted, units report the accomplishment when the project work is obligated. Work
plans or maps of project areas inclugding project descriptions should document the
improvements completed.

Acres of lakes
restored or enhanced

WorkPlan

This accomplishment is the sum of inland fish-bearing lakes, ponds, and reservoirs,
and anadromous fish-bearing lakes, ponds, and reservoirs,

Inland fish: Units report the surface acres of inland fish-bearing lakes, ponds, and
reservoirs that were enhanced with structural or nonstructural improvements in the
reporiing year. It is assumed that restoration/enhancement activities address
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Management's Discussion and Analysis--Unaudited

environmental features limiting the productive capability

of the particular water
The units include the portion of the waler bodies that were measurably improved
through implementation of habitat improvement measures. For example, if placement
of an aerator provides for over-winter survival in a 10-acre lake, then report the entire
10 acres of lake with improved production capability.

Y.

Anadromous fish: Units report the surface acres of anadromous fish-bearing lakes,
ponds, and reservoirs that were enhanced using structural or nonstructural
improvements in the reporting year with appropriated funds used for the explicit
purpose of improving anadromous fish habitat. it is assumed that
restorationfenhancement activities address environmental features limiting the
productive capabitity of the particular water body. Units include the portion of the water
bodies that were measurably improved, through implementation of habitat
improvement measures, For example, if placement of a fish weir provides accesstoa
10-acre lake, then report the entire 10 acres of lake with improved production
capability.

The accomplishment is reported when improvement are completed. If work is
contracted, units report accomplishment when the project work is obligated. Work
plans or maps of project areas including project descriptions should document the
improvements completed.

Acres of nonindustrial
private forest land
under approved
stewardship
management plans.

Performance
Measures
Accountability
System (PMAS)

NOQTE: FY 2005 data is not available from States untit November 2005. Acres reported
are for FY 2004.

This accomplishment is reported as the number of acres, in thousands, of land under
approved Forest Stewardship Plans in FY 2004.

Percent of the Nation

FlA data available to the public are quality assured and current, fess than 2 years old,

ifl?fro\:'r:l;t?oiig FIA Staff The accomplishment was reported in the FIA Report 9 and by FIA Staff.

accessible to external

customers
Accompiishments are reported when the documents of conveyance are recorded within
the fiscal year. Documentation consists of the official land status files. The
accomplishment is the sum of acres adjusted {exchanged), acres acquired, and acres
protected by purchase or conservation easement.
Acres adjusted: The total number of acres that are acquired and conveyed through

Acres of land land exchanges, transfers, interchanges anq conveyances, exc}udiqg Sisk Act _

adjustments to {December 4, 1967) acquisitions and excluding S&PF Legacy acquisitions. Partial

: . interests acquired through the previously mentioned adjustments are included in this

conserve the integrity | WorkPlan ) L . : ;
code and can include, but are not limited to, mineral interests, conservation

of undeveloped lands easements. ete

and habitat quality P
Acres acquired: The number of acres that are acguired through land purchase or
donation, including conservation easements or interest in fand, for NFS purposes.
Acres protected: The number of acres that are protected by purchase or by
conservation easements,

Number of Land This accomplishment is reported when a Record of Decision based on the Final EIS is
signed by the regional forester. A number larger than 1 is acceptable for a unit only

Management Plan WorkPlan when multiple land management plans exist for that administrative unit

{LMP) revisions/new '

plans completed
This accomplishment is reported when a NFS unit completes an "Annual Monitoring
and Evaluation Report” in accordance with respective plan requirements; regionat
direction; Forest Service Manual (FSM), Forest Service Handbook {(FSH), and planning

LMP monitoring and regulation guidance on what to monitor; and associated Washington Office policy

WorkPlan direction,

evaluation reports

Reports are based on monitoring data and information gathered during the previous
fiscal year; focus on evatuation of plan implementation: and provide an overview of
resource conditions and trends as they relate to indicators and criteria for sustainability,
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wi

o the effects of man gemen

Specilic atent 0g ¥
function.
Percent of Washington The accomplishment is the percent of RSAs providing certification forms that their
performance data are | Office PEBA unit's accomplishment data is current and complete.
current and complete | Staff
Proportion of data . A team is continuing to work through definitions and how the measurement may be
Washington

within information
systems that are
current to standard

Office Business
Operations Staff

operationalized.

Number of grazing
aliotments analyzed
(NEPA} and decisions
signed

INFRA

Units report grazing allotments that were analyzed and completed during the fiscal
year. Analysis and project-level decisions are issued in conformance with provisions of
NEPA. Accomplishments are reported once a decision was signed. One decision may
be prepared for several grazing allotments, so the reportable item was the number of
allotments for which analyses were completed and decisions signed.
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PRESIDENT'S MANAGEMENT AGENDA

The President's Management Agenda (PMA) is a strategy to improve the management and
performance of the Federa! Government in the following five areas:

= Strategic Management of Human Capital
= Competitive Sourcing

* Improved Financial Performance

»  Expanded Electronic Government

»  Budget and Performance Integration

The PMA includes three scores toward its standards for achievement: green, yellow, and red. The
Forest Service is “Getting to Green” when it successfully demonstrates achievement for OMB’s
green standards for success. The following discussion demonstrates the agency’s results.

Sirategic Management of Human Capital

Implemented a comprehensive Human Capital | Prior to the implementation of the PMA, the Forest Service

Plan, analyzed the results, and infegrated | daveloped and implemented a comprehensive Human Capital
them info decision making processes fo drive

contintous improvement. Managgment process in partnership with the National Academy
of Public Administration (NAPA).

Now, in its seventh year, this effort contributes directly to the
strategic management of human capital, providing the Forest
Service with more informed decisionmaking and continuous
improvement from the work of interdisciplinary teams of agency
leaders and staff specialists. Results include the agencywide
workforce plan, a 5-year recruitment strategy, a corporate
training strategy, and a five-tiered strategy for leadership
succession.

Several standing teams provide ongoing leadership to
continuous improvement of the Forest Service's Human Capital:

Chief's Workforce Advisory Group {an executive-ievel board).
National Recruitment Councit (field representation).

National Training Council {field representation).

Office of Leadership Success
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Analyzed and optimized existing
organizational structures from service and cost
perspectives, using redeployment and
defayering as necessary and integrating
competitive sourcing and E-Gov solutions; and
has process(es) in place lo address future
changes in business needs.

From FY 2003 through FY 2005, the Forest Service analyzed
the existing organization in three major studies designed to
optimize efficiencies and cost effectiveness in program delivery.
These studies—the information technology (1T} competitive
sourcing study (A-76), and the business process reengineering
(BPR) studies for financial management and human resource
management—recommended significant restructuring and
centralization for these business functions.

For the Information Technology Infrastructure Competitive
Sourcing Study, seven business units were studied:

1. Database Management

2.  Desktop Support

3. Infrastructure Design, integration, Testing, and Delivery
Management

Security

Server Support

Telecommunications

&0

From these studies, a Performance Work Statement was
developed and a Request for Proposals was solicited. The
Award Announcement was made on July 27, 2004, with the
selection of the Information Solutions Organization {ISO) as the
primary service provider. Remaining local units continue to
provide support for location-specific issues, such as printer and
onsite equipment maintenance calls, and cell phone support.
This is the Continuing Government Activity, or CGA. Both the
ISO and CGA provide IT Management for the agency.

The financial management BPR resuited in a centralized
restructuring of three functional areas, represented at the
Albuquerque Service Center (ASC) as Financial Operations,
Financial Reporting and Reconciliation, and Budget Execution.
The results of this consolidation will ensure an organizational
structure that provides efficient and cost effective service on a
sustainable basis, while providing substantial cost savings to the
agency. The ASC opened for limited business on February 22,
2005. As of September 2005, all functions have been
successfully migrated except Claims Management and Incident
Business Management, which will complete the migration plan in
second quarter of FY 2006.

The Human Resource (HR) BPR evaluated alternatives based
on criteria that included customer satisfaction, consistency
across the agency, linking technology systems, and cost
savings. In the reorganization, alt regicn, station, locat, and other
servicing HR units will be replaced by a new centralized HR
organization featuring the following:

® A Forest Service HR Service Center in Albuquerque;

* New technology featuring Web-based self-reliance tools and a call
center;

" HR Liaisons to support local Forest Service Leadership Teams;
= A Board of Custormers to monitor and provide feedback to the National
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Leadership Team; and

= Changing roles for managers, supervisors, MR employees, and all Forest
Service employees.

The transition will occur in the following stages through FY 2007:

Stage |—staffing, classification, Paycheck on the Web, HR
Liaisons.

Stage ll—pay and leave, benefits, performance measurement,
and employee development.

Stage lll—employee and labor management relations.

Succession strategies, including structured
executive development programs, result in a
leadership talent pool and continuously
updated fo achieve resulls.

In May 2003, the Office of Leadership Success integrated
succession planning with the agency workforce plan to develop
succession strategies. The Employee Development branch and
the Office of Leadership Success designed executive
development programs based on the five-tiered leadership
development strategy. At the field level, work began on the
development and implementation of leadership programs in the
other tiers of the five-tiered strategy.

To engage current Forest Service leaders in the [eadership
development process, a comprehensive Senior Leaders
Program for employees ranging in grade from G3-12 to G5-14
was designed. The first class in this 12-month experiential
learning program was held in October 2004 for 40 managers.

Has performance appraisal pfans and awards
programs for all SES and managers, and more
than 60% of the workforce, that effectively:

& | ink to agency mission, goals and
outcomes;

» Hold empioyees accountable for resuils
appropriate for their level of
responsibility

= Differentiate between various levels of
performance (i.e., multiple performance
levels with at least one summary rating
above Fully Successfull.; and

" Provide consegquences based on
performance. The agency is working to
include all agency employees under
such systems.

The Forest Service is in the initial stage of outlining an approach
to move from a pass/fail performance appraisal program to a
multilevel performance appraisal program. This work includes
benchmarking from other agencies, estimating costs of options,
developing a time table, determining if some processes can be
automated, recommending an alternative, and negotiating with
the union.

Performance appraisals for SES and supervisory GS-14s and
(3S-15s were linked to the Forest Service’s strategic goals and
objectives in FY 2004. This particular framework will be carried
forward into the multilevel plan, once a decision is made from
the process described above.

Consideration is being given to agency decisions for the HR
BPR effort and the implications and impact of those efforts for
performance management, therefore, the Forest Service’s final
plan is dependent upon the outcomes of this ongoing BPR
effort.

Reduced under representation, particularly in
mission-critical occupations and leadership
ranks, established processes to susfain
diversity.

The National Recruitment Council coordinates recruitment
efforts, develops planning and recruitment tools, and manages a
system of National Recruitment initiatives, based at 12 targeted
universities. A system of monitoring and accountability measure
Forest Service progress in addressing key workforce planning
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issues. A recent review of these measures indicates that in FY
2004, minority hiring had increased by an estimated 50% over
previous years, and the use of the Student Career Experience
Program hiring authority had more than doubled.

Significantly reduced skill gaps in mission
critical occupations and competencies,
integrated competitive sourcing and E-Gov
solutions into gap reduction strategy.

Since 1998, the Forest Service has implemented a systematic
approach o recruiting a highly skilled and diverse workforce
needed to carry out the agency's mission, now and into the
future. This system is currently based on a foundation of annual
workforce planning at the nationai and field levels.

Has made significant progress and
demonstrates continued improvement toward
meeting agreed-upon aggressive hiring
timeline goals.

Since FY 2003, a system of monitering and accountability has
been in place to measure progress in addressing key workforce
planning issues including hiring, diversity and use of all
authorities and incentives.

A recent review of these measures indicates that in FY 2004
minority hiring had increased by more than 50% over previous
years and the use of the Student Career Experience Program
hiring authority had more than doubled.

{ses outcome measures to make human
capital decisions, demonstrate results, make
key program and budget decisions, and drive

continuous improverent in the agency.

The Forest Service was a key member of the team that
developed USDA’s Human Capital Assessment and
Accountability Framework (HCAAF). The HCAAF provides a
self-assessment using critical success factors and performance
indicators. The HCAAF is a tool that prompts participants with
statements indicating the level of alignment to the agency’s
strategic ptan or human capital strategy, in a format similar to
OMB's PART.

As a part of this system, the Forest Service is using the USDA
Quarterly Accomplishment Report (QAR) and the Human
Capital Scorecard as an ongoing system to evaluate agency
human capital management programs, document results and
outcomes, and ensure continuous program improvement.
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Competitive Sourcing

Has an OMB approved “green” compefition
plan to compete commercial activities
available for competition.

The Forest Service’s FY 2004-08 Competitive Sourcing Green
Plan is awaiting approval at USDA {June 2004).

The revised Green Plan for FY 2005 through 2009 was
delivered to USDA by July 29, 2005.

Pubiicly announces standard compelitions in
accordance with the schedule ouflined in the
agency "green” competition plan.

The Forest Service had no planned or announced standard
studies in FY 2005, but on June 30, 2005, completed the
Communication Feasibility Study that was identified in the USDA
Green Plan.

Since January 2001, has completed at least
10 competitions (rno minimum number of
positions required per competition) or has
completed a sufficient number of large
compefitions fo demonstrate meaningful use
of competitive sourcing.

The Forest Service completed 171 studies and implemented 4,
involving 3,695 fulltime equivalents (FTEs) of in-house work.

Began implementing the results of the IT infrastructure standard
study in February 2005, with a projected average savings of $20
million per year over 5 years.

in the past four fiscal quarters, compleled 90%
of all standard competitions in a 12-month
timeframe or timeframe otherwise approved in
accordance with OMB Circular A-76.

Completed the IT Infrastructure in August 2004, on schedule.

In the past four fiscal quarters, completed 85%
of alf streamiined competitions in a 90-day
timeframe or timeframe otherwise approved in
accordance with OMB A-76.

The Forest Service has not announced or performed any
standard and streamlined competitions in the past four quarters.

In the past year, canceled fewer than 10% of
publicly announced standard and streamlined
competitions.

No publicly announced standard or streamlined competitions
were cancelled.

Has OMB reviewed written justifications for all
categories of commercial activifies determined
to be unsuitable for competition.

OMB reviewed and approved justifications for 2004 FAIR Act
inventory,

Revised and submitted enhanced justifications for FY 2005,
consistent with direction from OMB and USDA, and in
agreement with other natural resource agencies’ definition and
practice.

Structures competitions in a manner {0
encourage participation by both private and
public sectors as typically demonstrated by

receipt of multiple offers and/or by
documented market research, as appropriate.

The Forest Service intends to pursue national studies, in part to
solicit greater interest from private and public sectors.

The Forest Service will seek to conduct selected competitive
sourcing studies in accordance with an interagency Charter
between USDA Forest Service and the Department of the
Interior Bureau of Land Management. If warranted by the
findings of a feasibility study currently underway, the first joint
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study performed under that charter could be of the Remote

Automated Weather Stations. The agency intends to pursue

national studies, in part to solicit greater interest from private
and public sectors.

Conducted reviews for the two Region 5 (R5) standard
Reguiarly reviews work performed once competitive sourcing studies and made recommendations. R5 is

competitive sourcing studies are implemented implementing the recommendations
to determine if performance standards in ’

confract or agreement with agency provider . .
are met and takes corrective action when Developed an approach to monitor IRM performance and unit

provided services are deficient. has been established to monitor performance.

To maintain green status, agency:

Has positive anticipated net savings and/or X .
S,-g,,,-ﬁcam pe,fomg,,ce ,-mpm,emims wom | In February 2005, the agency began implementing the results of
competitions completed either in fast fiscal | the IT Infrastructure standard study, with projected average

year for which data has been officially reported | savings of $20 million per year over 5 years.
to Congress by OMB or in the past three

quarters, and

that savings to be achieved for the prior fiscal | not yet completed.
year were realized.
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Improved Financial Performance

Receives an unqualified audit opinion on its
annual financial statements.

Key objectives for the Forest Service in FY 2005 were to:

= Sustain the three, consecutive unqualified audit
opinions;

= Centralize the accounting functions at the ASC under
the Associate Deputy Chief/Chief Financial Officer
{CFQ} and one Center Director; and

*  Migrate most accounting functions from 153 dispersed
locations to the center in accordance with a defined plan
and schedule,

By meeting these objectives, the agency received an unquaiified
audit opinicn in FY 2005, included herein, after initially receiving
a "qualified” opinion related to the Consolidated Statement of
Financing.

Meets financial staterent reporting deadlines.

In FY 2005, the Forest Service met its reporting deadlines.

Reports in its audited annual financial
statements that its systems are in compliance
with the Federal Financial Management
Improvement Act.

Overall, the Forest Service achieved substantial compliance with
FFMIA.

However, an independent auditor noted instances where the
agency's financial management systermns did not comply with
Federal financial management system requirements, applicable
Federal accounting standards, or the U.S. Standard General
Ledger at the fransaction level.

Has no chronic or significant Anti- Deficiency
Act Vioiations.

The Forest Service has no known Anti-Deficiency Act violations
and is continuously improving processes related to funds control
and incident business to restrict obligations and expenditures to
amounts apportioned by OMB and/or amounts available for
obligation and expenditure.

Has no material auditor-reported internal
control weaknesses.

QIG Audit Reports No. 08401-3-FM and 08401-2-FM identified a
material weakness regarding the Forest Service Information
Technology General Controls Environment. Significant progress
has been made to resolve this material weakness., The agency
has developed policy and procedures to manage its general
confrots environment and is working to implement and monitor
compliance with the new policy.
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Has no material noncompliance with laws or
regulations; AND

Various instances of noncompliance were identified in the FY
2004 Financial Statements Audit report related to Federal
Accounting Standards. As of September 30, 2005, the Forest
Service has no material noncompliance with laws and
regulations. The Forest Service issued policy and procedures
for the proper accounting treatment of leases, the proper
accounting treatment of internal use software, and plans to
conduct associated training during October 2005. Monitoring of
these areas will be performed as part of the normal quality
assurance review process of agency programs.

Has no material weaknesses or non-
conformances reported under Section 2 and
Section 4 of the Federal Managers’ Financial
integrity Act that impact the agency’s internal

control over financial reporting or financial
systems.

Although the Forest Service completed the corrective actions
associated with the current material weaknesses, the FY 2005
financial statement audit reinstated the 5 material weaknesses
with new audit recommmendations for FY 2006.

is implementing a plan to confinuously expand
the scope of its routine data vse fo inform
management decision-making in additional
areas of operations.

. The implementation of the Government Performance and

Results Act, called Managing for Results {(M4R) in the Forest
Service, is progressing. The Performance Accountability System
(PAS) being developed will integrate budget, financial, and
performance data to support improved management
decisionmaking. WorkPlan 3.0, released in June 2005, will
provide timely and useful planning, financial, and
accomplishment information for managers at all agency levels.

Currently produces accurate and timely
financial information that is used by
management fo inform decision-making and
drive resulls in key areas of operations.

Development of PAS is moving forward. PAS will integrate
budget, financial, and performance data for improved
management decisionmaking. WorkPlan 3.0 (released in June
2005) will provide timely and useful planning, financial, and
accomplishment information for managers at all agency levels.
The agency has significantly improved financial data quality by
implementing multiple audit recommendations, consolidating
financial operations into one location, and improving training and
monitoring of compliance with financial policies and procedures.
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Expanded Electronic Government

Has an Enterprise Architecture linked to the
Federal Enterprise Architecture (FEA) rated
“effective” using OMB'’s EA Assessment tool.

FSM 6615.1—Forest Service Enterprise Architecture Technical
Reference Model {Forest Service policy).

The Forest Service's Enterprise Architecture (EA) defines and
manages Forest Service technology standards, policies, and
products and aligns them with the agency’'s mission, goals,
strategies, budgets, and business architecture. It is the
repository that provides a common blueprint to validate IT
investment decisionmaking and affords consistency across
applications and databases. The Forest Service EA is based on
the Federal Enterprise Architecture Framework (FEAF}, which is
a business and performance-based framework to support cross-
agency collaboration, transformation, and Governmentwide
improvement.

The agency will develop a baseline measurement of its EA
program maturity between July and December 2003,

Has acceptable business cases (security,
measures of success finked to the Enterprise
Architecture, program management, risk
management, and cost, schedule, and
performance goals) for all major systems
investmenis.

The Forest Service received acceptable scores on all OMB
Exhibit 300s (business case summaries) for each major system
in May 2005. Annual updates are made to the major systems’
business cases.

Currently, there are no agency investments on OMB’s watchlist.

Has demonstrated, using EVM or operational
analysis, cost and schedule overruns, and
performance shortfalls, that average less than
10% for alf major IT projects

In March 2005, USDA’s Office of the Chief Information Officer
{OCI10) drafted a Departmental Reguiation on earned value
management (EVM) activities and techniques. This regulation
summarizes the policies, responsibilities, and procedures for the
development, maintenance, and use of EVM for major IT
investments throughout USDA. Forest Service worked in
conjunction with the OCIO to draft the regulation. IT staff have
reviewed the draft, which is now in the process of being formally
approved by USDA.

Upon approval of this regulation, USDA will provide (1) an EVM
implementation guide, and (2) an EVM reference guide. In the
interim, all USDA agencies are required to use the EVM

reporting tool, WorkLenz for IT capital investments. The Forest
Service submits quarterly EVM updates to USDA in WorklLenz,

Submits quarterly stafus reports in remediating
1T security weaknesses

The Forest Service tracks IT security weaknesses and submits
quarterly status updates to USDA OCIO on remediation using
the Federal Information Security Management Act (FISMA) plan
of action and milestones (POA&M) database.

Inspector General verifies the effectiveness of
the Department-wide IT Security Remediation
Process

USDA OIG verifies the Forest Service IT Security Remediation
Process by doing the following:

1. Performing an independent validation and verification (IV&V) for
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completed Forest Service certifi
V&V started in February 2005.

2. Including in the annual financial audit {conducted by KPMG) a review
of IRM policies, procedures, and controls. This audit follows the
guidelines outlined in FISCAM?! and includes the following:

a. A review of progress accomplished in remediation of the
findings (NFRs) in the FY 2004 audit.

b. A review of the FISMA POA&M IT security weaknesses and
progress of remediation.

c. Testing IRM procedures to ensure remediation and controls
are effective.

cation and accreditations (C&As). This

Has 90% of ail IT systems properly secured
(certified and accredited);

More than 90% of all Forest Service IT systems have heen
certified and accredited.

Has implemented all of the appropriate E-Gov
initiatives rather than creating redundant or
agency unique IT projects.

USDA reviews all system capital investments exceeding
$250,000 a year to confirm that they do not duplicate
components of Federal or Departmental E-Gov systems.

The Forest Service has implemented Recreation One-Stop,
Geospatial One-Stop, and Electronic Management of NEPA
projects.

Proofs-of-concept are underway in the areas of Field Data
Automation, e-Grants, e-Authentication, e-l.earning, e-
Research, e-Permits, and the Forest Service Enterprise Portal.
In all of these projects, efforts have been made to use preducts
and approaches provided by Federal and USDA electronic
government initiatives. Agencywide implementations from these
proof-of-concept projects will occur during FYs 2006—2010.

# Federal Information System Controls Audit Manual,
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Budget and Performance Integration

Senior agency managers meet at least
quarterly to examine reports thal integrate
financial and performance information that

covers all major responsibilities of the

Department. Agency demonstrates
improvement in program performance and
efficiency in achieving resufs.

At the April 2005 National Leadership Team meeting, the Forest
Service implemented a new budget formulation process,
integrating budget and performance information in several
alternative scenarios, prior to preparing the FY 2007 agency
request.

For FY 2005 performance reporting, the Regicnal Foresters
submitted midyear review of financial and performance
inforration, providing Deputy Chiefs and Washington Office
Program Directors the opportunity for tactical corrections to
allocation decisions, based on available funding, performance,
and demonstrated need.

Strategic plans contain a fimited number of
outcome-criented goals and objectives.
Annual budget and performance documents
incorporate measures identified in the PART
and focus on the information used in the
senior management report described in the
first eriterion.

Currently the agency strategic plan contains only a limited set of
priority goals, objectives, and key performance measures.
These are incorporated into the agency's annual program
direction (performance budget) as are those measures resulting
from the PART process.

All PARTed Forest Service programs have resulied in at least
one efficiency measure. These efficiency measures justify
Forest Service funding requests to USDA, in the agency’s
budget justification and the Department’s estimate for the FY
2007 President’s Budget.

Has performance appraisal plans and awards
programs for all SES and managers, and more
than 80% of agency positions that effectively:

= Link to agency mission, goals and
outcomes;

" Hold employees accountabie for results
appropriate to their level of
responsibility;

= Differentiate between various levels of
performance;

® Provide consequences based on
performanee.

The agency is also working to include all
agency employees under such systems.

In FY 2004, the Forest Service’s Executive Priorities were
incorporated into the performance appraisal plans for Senior
Executives (SES) and GS-14 and GS-15 supervisors,
establishing the first linkage to the 2004-08 Strategic Plan.

In FY 2005, direction was sent to ali other employees to also tie
their performance to the agency's strategic goals and objectives.

When deployed, PAS will provide input to performance
accountability for SES and managers, which can then be
cascaded o all employees.

Reports the full cost of achisving performance
goals accurately in budget and performance
documents and can accurately estimate the

marginal cost {+/- 10%} of changing
performance goals.

The Forest Service budget is structured around programs, many
of which support multiple objectives. It currently does not have a
system that directly ties projects funded under varicus programs
to strategic plan goals and objectives. While it can provide
estimates of the costs of performance accomplishments, these
are based on several assumptions made at the national level
and cannot be tied back to individual, "on-the-ground” projects.
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Starting in FY 20086, the Forest Service will be using its
WorkPlan system to tie all Forest Service projects to its strategic
plan goals and objectives, along with planned performance
measures. This will provide a baseline of information showing
how much the Forest Service is spending by strategic goal and
objective at the forest, regional, and national level. This
information should allow it to accurately report on the costs for
each performance goal and objective, and provide a baseline for
accurately estimating the costs of changing these goals and
objectives starting in FY 2007.

Has at least one efficlency measure for all The Forest Service has one efficiency measure, at a minimum,
PARTed programs. for all PARTed programs. Efficiency measures by strategic goal
were submitted to USDA for the FY 2007 budget.

Uses PART evaluations to direct program " . Lo .
improvements, and PART ratings and The Forest Service uses PART information in the narratives of

performance information are used consistently the Agen.cy Request, Department Estimate, and the Budget
fo justify funding requests, management Justification,

actions, and fegisialive proposals.

Of the seven Forest Service programs or strategic goals that

Less than 10% of agency programs receive a | paye heen PARTed, three stand as Results Not Demonstrated
‘Results Not Demonstrated’ rating for more

than two years in a row. (RND)-
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MANAGEMENT CONTROLS, SYSTEMS, AND COMPLIANCE WITH LAWS

Federal Managers’ Financial Integrity Act

The Federal Managers’ Financial Integrity Act (FMFIA)? requires Federal agencies to conduct
ongoing evaluations of the adequacy of the systems of internal accounting and administrative
control and to annually report all material weaknesses found through these evaluations. Federal
agencies are required to provide reasonable assurance that the following objectives are being
met:

= Programs operate efficiently and effectively;

»  Obligations and costs comply with appticable laws and regulations;

»  Funds, property, and other assets are safeguarded against waste, loss, or
mismanagement; and

»  Revenues and expenditures are properly recorded and accounted for to permit the
preparation of reliable financial and statistical reports and to maintain accountability over
assets.

During FY 2005, the Forest Service took the steps necessary to ensure that evaluations of the
system of internal controls for the agency have been conducted in accordance with OMB
guidelines and comply with the standards prescribed by the Comptroller General (CG). The
Forest Service evaluations included assessments regarding whether the financial management
systems and internal accounting and administrative controls were in compliance with the
standards prescribed by the CG. The results of the assessment, conducted at al! levels
throughout the agency, indicate that the system of internal accounting and administrative control
in effect during FY 2005 complies with the requirement to provide reasonable assurance that the
above-mentioned objectives have been met.

In FY 2005, as a resuit of audits by GAOQ, OIG, and internat agency reviews, the Forest Service
reported the following OI1G audit-identified material weaknesses (MW) as part of the FMFIA
process:

] FS 04-01: Financial Management Internal Control Weaknesses

MW 1t: tmprove Financial Management and Accountability (OIG Audit # 08401-3-FM)
MW 2: implementation of the Forest Service Accrual Methodology Needs Strengthening
(O1G Audit # 08401-3-FM)

MW 3: Controls over PONTIUS and PRCH Data Access, Input, Reconciliation, Integrity,
and Segregation of Duties (OIG Audit # 08401-2-FM) and (Separate limited-distribution
report)

MW 4: Accountability for Undelivered Orders (UDO) (OIG Audit # 08401-4-FM)

=  FS$00-01: Generatl Control Environment (OIG Audit # 08401-2-FM) and (Separate
limited-distribution report)

Other OIG audit-identified material weaknesses {(not FMFiA-reported)
*  Performance Reporting Internal Control Weaknesses (OIG Audit # 08601-01-HY)
As of September 30, 2005, the Forest Service completed all corrective actions for FMFIA

reported material weakness FS 04-01 and requested OCFO remove this deficiency from the list
of agency material weaknesses.

2 This is also known as the Integrity Act.
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For FMFIA reported material weakness FS 00-01, the Forest Service has remaining corrective
actions related to system security issues that are part of the USDA reported material weakness.
The system security corrective action related to the development and implementation of policy
and procedures for entitywide software and hardware management, originally scheduled for
completion in the fourth quarter of FY 2005, has a revised completion date of second quarter of
FY 2008. This corrective action was delayed as a result of restructuring the IT organization within
the Forest Service. However, the Forest Service requested closure by OCFO of the FMFIA-
reported material weakness on information security because all significant actions that qualified
this finding as a material weakness have been completed. All “other” OIG material weaknesses
have been reassessed and downgraded, or closed.

The corrective actions taken by the Forest Service to eliminate the material weakness on
“performance reporting” was officially downgraded to a reportable condition by OIG. This decision
was based on OIG’s indepth review of the actions taken as of August 2005, in response to the
audit recommaendations. The Forest Service has completed all actions regarding the material
weakness on UDCOs and strengthening of the accrual methodology. Requests for closure of the
associated audit recommendations were forwarded to OCFO along with the request to close
these material weaknesses.

The results from the independent audit of the Forest Service financial statement reinstated the
following material weaknesses. The agency has until December 31, 2005, to prepare a corrective
action plan to address them in FY 2006.

The following tables contain justification, status of corrective actions, and explanation of
remaining steps required to close the material weaknesses, based on the FY 2005 corrective
action plans.

FMFIA Material Weakness Action Plans

MATERIAL WEAKNESS FS 04-01—FINANCIAL MANAGEMENT INTERNAL CONTROL WEAKNESSES
Description: Controls are inadequate to assure improvements in data quality
Reference: OIG Audit Report No. 08401-4-FM

Develop detaited future state process. Work with other
teams to develop roles and responsibilities, staffing ptan, Yes N/A N/A N/A
migration plan, customer service [T reguirements,
performance metrics, etc. (1st Qtr.).

Begin process to transition people and processes from Yes N/A N/A N/A
the field and WO into the ASC (2nd Qtr.).

Transition NE/NA staff and finance activities to the ASC to
address major financial management deficiencies (2nd
Qfr.).

Yes N/A N/A N/A

Build detailed future state processes {e.g., policies and Yas N/A N/A N/A
procedures, reports, etc.) (2nd Qtr.).
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Build training materials for transition (2nd Qtr.}. Yes NIA N/A N/A
Migrate managemaent, administrative support, and Yes N/A N/A N/A
customer service functions (3rd Qfr}.

Complete migration of the payments-grants and Yes N/A N/A N/A
agreements and payments-other teams (4th Qtr.}.

Migrate personal property, real property, and WCF teams Yes N/A N/A N/A

{4th Gtr.).
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MATERIAL WEAKNESS FS 00-01—USDA INFORMATION SECURITY WEAKNESS

Description: Weaknesses have been identified in the Department’s ability to protect its assets from fraud,

misuse, inappropriate disclosure and disruption

Reference: OIG Audit Report No. 08401-2-FM-IT; Summary Report of IT Findings, dated 12/18/05 (restricted

distribution)

Responsible Staff: Washington Office Information Resources Management

Require and confirm that all employees have an

authenticated address in the USDA's certified E-Gov Yes N/A N/A N/A
authentication solution {tst Qfr.).
Implement a memorandum of understanding with the
USDA OCFO/ACFO Financial System (2nd Qr.). Yes N/A N/A NIA
Revised: Implement 1SS for monitoring infrastructure to
detect enterprise-fevel vulnerabiliies and eliminate No 8/31/2005
unused or unauthorized applications (2nd Qtr.).
Finalize and formally implement the information security
risk assessment policy (3rd Qtr.). Yes NIA NIA N'A
implement entitywide policy and procedures on atcess
controls for segregation of duties (3rd Qtr.). Yes N/A N/A N/A
'(l:')etzf; the continuity of operations plan entitywide (4th Yes N/A N/A N/A
Implement the network perimeter policy in coordination
with the netwark router enhancements (4th Qir.). Yes N/A NIA NIA
Revise
Systems
Management
Handbook,
FSH 6609.11
(10/31/2005)
Overall .
revision of gggx;?_e
;gﬁt&rﬁtﬁrsﬁand Management
policy, FSM
management | gaon
Develop and implement entitywide software management No 3/31/2006 E:c:ﬁi'fes dlsas (12/31/2005)
policy and procedures (4th Qtr.). a result (’)f
Revise
agency Computer
restructuring Technology
of IT
organization ?;1;;; ig?:rg;m
(A-76) 6610
{12/3172005)
Revise
Application
Developers
Handbook,
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FSH 6609.13
(3/31/2006)

Federal Financial Management Improvement Act

The Federal Financial Management Improvement Act (FFMIA) of 1996 requires Federal agencies
to implement and maintain financial management systems that substantially comply with the
following:

1. Federal financial management system requirements;

2. Applicable Federal Accounting Standards;

3. The Standard General L.edger (SGL) at the transaction level; and
4. Information security policies, procedures and practices.

The Federal Information Security Management Act (FISMA) of 2002 added the fourth reporting
requirement for FFMIA. Under the FFMIA, agencies are required to annually report whether
financial management systems substantially comply with the FFMIA. If systems are found not in
compliance, a remediation plan is required to bring the agency’s financial management systems
into substantial compliance.

FY 2005 Results

For FY 2005, the Forest Service is in substantial compliance with the FFMIA, although the
financial statements audit report noted instances of noncompliance where the agency’s financial
management systems did not comply with Federal financial management system requirements,
applicable Federal accounting standards, or the U.S. Standard General Ledger at the transaction
tevel.

The Forest Service develeped a remediation plan to aggressively implement corrective actions to
resolve all Improvement Act and FISMA noncompliance issues. As of September 30, 2005, the
Forest Service completed significant corrective actions regarding its financial management
systems and made significant progress in resolving FISMA noncompliance issues. The agency
continues to make progress toward resolving one remaining issue within the general control
environment. The development and implementation of entitywide software and hardware
management policies and procedures will require complete review and revision as a result of
Forest Service organizational restructuring and is now targeted for completion in the second
quarter, FY 2006.

The results from the independent audit of the Forest Service financial statement reinstated the
following material weaknesses. The agency has until December 31, 2005, to prepare a corrective
action plan to address them in FY 2006.

The following tables contain justification, status of corrective actions, and explanation of

remaining steps required to achieve full compliance with the FFMIA, based on the FY 2005
corrective action plans.
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FFMIA Remediation Plans

SECTION 2—APPLICABLE FEDERAL ACCOUNTING STANDARDS
Agency Point of Contact: Director, ASC and Assistant Director, Financial Policy and Standards
References: OIG Audit No. 08401-4-FM
Improve
financial Conduct training on OMB Bulletin No.
statement 01-09 to ensure proper note
note disclosures to the financial 5/31/2005 5/25/2005 NIA N/A
disclosures statements.
Change cookbook certification reviews
Accounting ,t: a November, Febr!uary, May, 5/31/20056 5/31/2005
for Liabllities | August quarterly cyce.
of the Federal . . R . N/A NIA
Covemment Monitor compliance with the review
and certification requirements for 5/31/2005 5/31/2005
obligations and accruais.
Estabtish policy and procedures for
the proper accounting treatment of Training is
leases. scheduied for
5/31/2005 completion by
Proper Establish policy and procedures for October 31,
accounting the proper accounting treatment of 5/31/2005 2005. Target
for leases, internal use software. revised to
iternal use accommodate
software, and | Establish policy and procedures for resource
nonmonetary | the proper accounting treatment of 5/31/2008 512472005 adjustments
business nonmonetary business processes. required to
processes finalize the
Conduct training and implement financial
monitoring process for compliance 10/31/2005 statement
with established pclicy and audit.
procedures.
Accounting
for Revenue Issue memo and conduct training to
and Other reemphasize the proper recording of 6/31/2005 5/31/2005
Financing revenue fransactions.
Sources and
Reporting Implement department policy for the 5/31/2005 6/1/2005 N/A N/A
Correction of | review and recordation of prior period
Errors and adjustments.
Changes in
Accounting Conduct monthly Cumulative Results 5/31/2005 86/15/2005
Principles of Operations review and analysis.
Strategic Plan and Annual Performance Plan Goal and Objective to which the Corrective Actions apply, if applicable.

A-33




Management’s Discussion and Analysis—Unaudited

SECTION 4-INFORMATION SECURITY POLICIES, PROCEDURES, AND PRACTICES

Agency Point of Contact: Director, ASC and Assistant Director, Financial Policy and Standards
References: OIG Audit No. 08401-4-FM

Certify and accredit the Automated
Timber Sales Accounting System, 9/30/2004 10/29/2004
Travel, PAYCHECK, and INFRA.
Finalize and formally implement
the information security risk 4/1/2005
assessment policy.
Strengthen implement entitywide policy and
security and procedures on access controls for 4/1/2005
access segregation of duties.
controls .
Require and confirm that all
employees have an authenticated 12/31/2004
address in the USDA's certified E-
Gov authentication solution.
Implement the network perimeter
policy in coordination with the 71112005 12/31/2004
network router enhancements.
Revise
Replace IS8 with a suite of Overall Systems
commercial scanning tools and a revision of Management
comprehensive monitoring 8/31/2005 software/ handbook, FSH
infrastructure to detect enterprise hardware 65609.11
level vulnerabilities and eliminate management | (10/31/2005)
unused or unauthorized policies is
applications. required as a | Rewrite
3/31/2006 resuit of Software
Develop and implement entitywide Forest Management
software management policy and Service policy, FSM
procedures. organization | 6620
Improve restructuring | (12/31/2005)
software
management Revise
controls ‘ Computer
Technology
Management
policy, FSM
6610
(12/31/2005)
Revise
Application
Developers
Handbook,
FSH 6609.13
{3/31/2006)
Ensure Test the continuity of operations
computer- plan entitywide. 9/30/2005
dependent
operations Implement a memorandum of 5/26/2005
expetience understanding with the USDA 5/31/2005
no significant | OCFO/ACFQO-Financial System.
disruptions

Strategic Pian ang Annual Performance Plan Goal and Objective to which the Corrective Actions apply, if applicabie.
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Financial Management Systems

FY 2005 Results

The Forest Service is currently procuring travel services through one of the GSA eTravel systems
vendors, Electronic Data Systems. However, due to major system and interface challenges, this
contractor has not been able to implement an end-to-end travel system for our agency. The
Farest Service, under the direction of USDA, will begin the reprocurement process in October
2005, for a new end-to-end eTravel systems contractor.

Federal Information Security Management Act

The Federal Information Security Management Act (FISMA) provides the framework for securing
the Federal Government's information technology. Departments covered by the Paperwork
Reduction Act must implement the requirements of FISMA, reporting annualiy to OMB and
Congress on the effectiveness of the agency's security programs and independent OIG
evaluations. Security audit findings, security deficiencies identified in systems through the
Certification and Accreditation {C&A) process, and security deficiencies identified in self-
assessments are listed and tracked in the FISMA Plan of Actions and Milestenes (POAM), which
is updated monthly and reported to USDA quarterly for inclusion with its FISMA Report to OMB.

The Forest Service is aware of the vulnerability of its assets and financial data due {o error or
fraud and is in the process of correcting the information security controls material weakness.
Plans are in place to address this significant deficiency, as well as associated reportable
conditions, which were identified in the FY 2004 Annual FISMA Report,

FY 2005 Results

The majority of the corrective actions to address information security material weaknesses
identified in the FY 2004 financial statement audit (and alsc included in the FMFIA/FFMIA
reports) have been completed in FY 2005, including:

= Policies to address information security risk assessment, access controls for segregation
of duties, and network perimeter controls.

= C&A of general support systems and major applications, including financial applications.

] Infrastructure vulnerability scanning and monitoring.

» Implementation of Memoranda of Understanding (MOUs) for connection and use of
USDA financial systems.

The Forest Service will continue with plans to complete the correction of the information security
controls material weakness in FY 2006.

Inspector General Act Amendments of 1988

The Inspector General (IG) Act requires management to complete ali final actions on audit
recommendations within 1 year of the date of the IG’s final audit report. Within the Forest
Service, as of September 30, 2005, there were 13 audits pending final action for over 1 year.

Since 2002, the agency has increased efforts to reduce the number of unimplemented audits
pending final action. The audit inventory at the end of FY 2002 for audits over 1 year was 32; FY
2003 was 26; FY 2004 was 21; and FY 2005 was 14. The explanation for delays in implementing
recommendations includes the development and implementation of new/revised directives and
systems.

Per the 1G Act reporting requirements, agencies must report the management dollar value of

disatlowed costs and funds to be put to better use. A disallowed cost (DC) is a questioned cost
that management sustains or agrees is not chargeable to the Government. Funds to be put to
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better use (FTBU) are funds that OIG has recommended could be used more efficiently if
management took actions to implement and complete the recommendation. From the reporting
period of October 1, 2004, to September 30, 2005, come the following results.

FY 2005 Results
FTBU
Reports Value

Balance 9/30/2004 1 $46,002.9

New - 2 42 686.5

Total 1 140.5 8 88,680 .4

Closed G 0.0 3 46,5247

Balance 9/30/2005 1 $140.5 5 $42,164.7

Improper Payments Information Act

The Improper Payments Information Act®® of 2002 (IPIA) requires the Forest Service to identify

any of its programs that may be susceptible to significant improper payments (typically
overpayments), estimate the annual amount of these improper payments, and submit these
estimates to USDA. Any program deemed risk-susceptible for improper payments is reviewed to
assess the level of improper payments, using OMB criteria to determine the size of a random
statistical sample.

Improper Payments

The Wildland Fire Suppression (WFSU) Program is currently the Forest Service’s only risk-
susceptible program. This high profile program has made several payments outside the contract
environment, increasing the potential for improper payments as billing errors may be more difficult
to detect. Internal control standards may also be more difficult to meet. There were three basic
causes for improper payments in WFSU:

= Payment for services not authorized under contract;

» Invoices had wrong rate for services and error was not identified during Field Office review;
and

« Failures to take early-payment discount.

From the random sampling process, the outlay within WFSU and the respective percentage of
improper payments for FY 2004 and FY 2005 produced the targeted amount for recovery.

Exhibit 7: Improper Payment Sampling Resuits {in millions)

IP %

P$

Outlays Outlays P % PS5

$1,980 3.27% $65 $1,782 3.00% $53

3 1p1A was authorized in Public Law 107-300.
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Exhibit 8:

Improper Payment Reduction Outlook {in millions)

Est. Est. Est.
Outlays IP % IP$ Outlays P % IP$ Outlays P % iP$
$732 1 3.00% N/AV $700 | 2.90% N/AV $705 | 2.80% N/AV
EY 2005 Results

in FY 2005, the Forest Service completed a pilot recovery auditing project using an independent
recovery audit contractor. The primary objective of audit recovery is to identify inadvertent
overpayments to suppliers of services or goods, and then contact the suppliers to verify and
document the errors. Billings for collection are sent to the vendors, who remit refund checks to
the Forest Service. Cash deposits of amounts recovered are made into appropriate Forest
Service fund accounts. The contractor for the pitot identified $333,000 in improper payments and
recovered $189,000 as of September 2005, representing a dramatic improvement in findings and
collections from FY 2004.

There is an important distinction between the IP1A figures (above) and the recovery auditing
figures (below). IPIA figures are only for WFSU disbursements, while Recovery Audit figures are
for all nonpersonnel-related disbursements across the Forest Service.

Exhibit 9: FY 2005 Recovery Auditing Results (in miliions)

0.0137%

Mcre specific types of payment errors found during the course of the recovery audit process
include:

» Duplicate payments;
= Unposted credit memos resulting from retumed merchandise to vendors;

*+ Qverpayment of various contractual charges such as incorrect per diem rates;

= |mproper rates charged for meals provided during fire suppression; and

= General and administrative expense recovery not provided by contract.

Additionatl overpayment errors included the payment of sales tax on tangible personal property
purchased, and the payment of a previously voided invoice.

To ensure that Forest Service management holds itself accountable for reducing and recovering
improper payments, the agency has taken several steps:

* Hold accountable the entire ASC management team for compliance with [PIA through
performance metrics in their performance elements.

» issue specific policy guidance throughout the agency, emphasizing corrective actions to
mitigate the causes of improper payments.

» Consolidate payment processing at ASC for more consistency
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*» Reduce future improper payments by communicating all information related to the WFSU
improper payment recoveries and the underlying transactions to all Forest Service
employees.

These actions should help the Forest Service reduce improper payments in the future.

The Forest Service acknowledges it has the necessary information systems and other
infrastructure in place. There are no statutory or regulatory barriers o recovering improper
payments.

LIMITATIONS OF FINANCIAL STATEMENTS

The Forest Service has prepared its financial statements to report its financial position and results
of operations pursuant to the requirements of the Chief Financial Officers Act of 1990 and the
Government Management Reform Act of 1984.

The Forest Service statements have been prepared from its books and records in accordance
with the formats prescribed by OMB. The statements, however, are in addition to the financial
reports used to monitor and control budgetary resources, which are prepared from the same
books and records.

These statements should be read with the understanding that they are for a component of the
U.S. Government, a sovereign entity. Liabilities not covered by budgetary resources cannot be
liquidated without the enactment of an appropriation by Congress. The Federal Government can
abrogate the payment of all liabilities, other than for contracts.
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COMPONENTS OF THE ANNUAL PERFORMANCE REPORT

The Annual Performance Report section of the Performance and Accountability Report (P&AR) is
a requirement of the Government Performance and Results Act (GPRA)—a law that guides how
agencies prepare strategic plans, performance budgets, and performance reports that set goals
and report on achieving them. The FY 2005 Annual Performance Report will discuss the means
by which the Forest Service demonstrates performance accountability to stakeholders—the
Administration, Congress, and the American public.

Within the Annual Performance Report section of the P&AR, the reader will find by strategic goal:

= A strategic context for the Executive Priorities

= Accountability through Assessment—the PART assessments, with OMB'’s
recommendations, milestones, and Forest Service actions

=  Accountability to the Executive Priorities—the preliminary results for FY 2005

= Accountability to the Future—R&D’s contribution for future results

Outside the strategic context are the sections on status for USDA Office of Inspector General
(OIG) and Government Accountability Office (GAO) audits, and Forest Service’s Management
Challenges and Risks.

The “Accountability through Assessment” section for each strategic goal reports Forest Service
progress toward OMB'’s Program Assessment Rating Tool (PART) assessments. PART is a
method for assessing program performance and how the program achieves goals. Agencies
complete these assessments prior to budget formulation, so PARTSs identified as 2004 PART
assessments were actually completed for the FY 2004 budget formulation in calendar year 2002
(two years earlier).

PART builds on GPRA by encouraging agencies to integrate operational decisions with strategic
and performance planning. The PART can play an important role in improving performance
measurement when existing measures are not outcome-oriented or sufficiently ambitious. OMB
requires performance measures in GPRA plans and reports and those developed or revised
through the PART process to be consistent.

PART evaluates all factors that affect and reflect program performance, and then scores a
program on its effectiveness in each:

Program purpose and design

Performance measurement, evaluations, and strategic planning
Program management

Program results

Effectiveness ratings are based on a range of scores:

Rating Range
Effective 85 - 100
Moderately Effective 70-84
Adequate 50 - 69
Ineffective 0- 49

The four effectiveness ratings indicate there is evidence of a certain level of program
performance demonstrated in the assessment. The rating “Results Not Demonstrated” is given
when programs do not have agreed-upon performance measures or lack baselines and
performance data. This means that a program does not have sufficient performance
measurement or performance information to show results, and therefore it is not possible to
assess whether it has achieved its goals.
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The “Accountability to Executive Priorities” discussion reports the preliminary results the Forest
Service made toward its FY 2005 performance reporting. The results for performance reporting
are a 12-month preliminary result and are based on 9-month actual performance and a 3-month
estimate. The 2006 targets for each of the Executive Priorities were submitted in the FY 2006
Budget Justification (in FY 2005) and will be adjusted after final Congressional appropriation
action.

Discussions for the Executive Priorities include the corrective action taken by the agency to
improve agency performance reporting for FY 2005. In the March 2005 audit report, “Forest
Service Implementation of the Government Performance and Results Act,” OIG found
inconsistencies, errors, and omissions in the Forest Service’'s performance measure reporting.

OIG’s findings resulted in a national effort in FY 2005 to improve the completeness and reliability
of future performance reporting. On February 16, 2005, the Forest Service issued an internal
directive (ID-1410-2005-1) to improve internal controls over performance data reporting. The
directive clarified the roles and responsibilities of line officers and Forest Service staff positions,
including staff directors and program managers.

During FY 2005, every Regional office conducted two field reviews (at the Forest level) to assess
the quality of data reported by the field, using a sample of key performance measures—the
Executive Priorities. As part of this review, the agency identified several discrepancies in the
interpretation of these measures due to incomplete definitions or unclear data collection
protocols. Two additional internal control performance field reviews, on different units in each
Region, will be performed in FY 2006. Feedback from these field reviews has been incorporated
into the discussions of accomplishment reporting for the Executive Priorities.

Finally, the “Accountability to the Future” for each strategic goal highlights FY 2005 successes
from the Research and Development (R&D) Deputy Area.
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GOAL 1: REDUCE THE RISK OF CATASTROPHIC WILDFIRE
Reduced risk to communities and the environment from catastrophic wildland fire

In FY 2005, the Forest Service minimized the harmful effects of wildland fires to communities and
natural resources by reducing the flammability of hazardous fuels in forests, woodlands,
shrublands, and grasslands. To accomplish this, the agency sought landscape scale
improvements in hazardous fuels by prioritizing vegetative treatments across national forests for
Condition Classes 2 and 3 in Priority Fire Regimes (1, 2, and 3). Two types of treatments are
prescribed fires, conducted primarily in the spring with additional activity in the late fall, and
mechanical thinning throughout the field season.

In addition to hazardous fuels reduction, these treatments may have also included:

= Invasive species mitigation

= Insect and disease prevention or control
=  Watershed improvement

=  Fish and wildlife enhancement

=  Range betterment

=  Stand density management

For information on condition classes and fire regimes, or on approaches to reducing risk from
wildland fire, refer to: A Collaborative Approach for Reducing Wildland Fire Risks to Communities
and the Environment: 10-Year Comprehensive Wildland Fire Strategy (Department of the Interior
and Department of Agriculture, 2001).

Accountability through Assessment

Wildland Fire Management

The Wildland Fire Management Program consists of five major activities: fire preparedness, fire
suppression; hazardous fuels reduction, burned area rehabilitation, and State and community fire
assistance.

This program underwent a PART assessment in 2002, as part of the Forest Service's FY 2004
budget formulation process, with and overall rating of “Results Not Demonstrated.” Specifically,
while the program had a clear purpose and design, it contained deficiencies in strategic planning,
financial management, and performance evaluation. OMB recommendations, milestones, and
Forest Service actions follow.

Recommendation 1.0—Develop a new fire preparedness model that focuses on efficient allocation of
available resources.

FY 2005 Milestones and Results

The Initial Response Preparedness Model was deployed, with major
refinements scheduled for completion Fall 2005. All fire planning units are
scheduled to complete an analysis by late winter 2006.

Continue deployment of the
Initial Response Module

B-3




Annual Performance Report--Unaudited

Recommendation 3.0—Establish project selection criteria that are consistent with the 10-year Implementation
Strategy to ensure that hazardous fuels reduction funds are targeted as effectively as possible to reduce risks
to communities in the wildland-urban interface.

FY 2005 Milestones and Results

Develop joint project selection
criteria to prioritize hazardous
fuel projects based on the 10-
year Implementation Strategy.

Refine the joint project selection
criteria that prioritize the
hazardous fuels projects for the
FY 2006 Budget.

Initiate nine pilot areas to
develop and test Integrated
Landscape Design to Maximize
Fuel Treatment Effectiveness at
the landscape scale.

Evaluate and analyze progress
from the pilot areas to develop
the Strategic Placement of
Treatments (SPOTS) process to
maximize treatment
effectiveness at the landscape
scale.

Prior to FY 2005, Forest Service and DOI developed joint project selection
criteria to prioritize hazardous fuel projects based on the 10-year
Implementation Strategy and related performance measures.

The Chief signed a letter to the field on joint project selection criteria for the
hazardous fuels projects on 3/24/05.

The Forest Service and DOI are developing a standard, interagency
protocol to strategically place fuel reduction treatments at the landscape
scale to maximize the agencies’ effectiveness in problem fire behavior and
effects.

In October 2005, participants in the pilot efforts will meet to develop
standard methodologies, suggest an integrated suite of analysis software,
and define an outcome based performance measure. The anticipated
completion date for these products is early January 2006.

Recommendation 4.0—Improve accountability for firefighting costs and ensuring that States are paying their

fair share of such costs.

FY 2005 Milestones and Results

Assign accountability for fire
suppression costs to line
officers.

FAM will continue to conduct
national cost reviews on
selected incidents.

Analyze options that were
developed to implement the
methods of supply analysis.

Evaluate results and
recommendations from the
national cost reviews and the
methods of supply analysis,
initiate changes as appropriate.

Develop options to require
States to have completed cost-
share agreements with the
Federal Government.

Fire and Aviation Management Staff (FAM) issued the annual Operating
Action Plan assigning accountability for suppression costs to line officers.

National cost reviews will occur as necessary based on individual fire costs.
OIG conducted cost reviews of previous fires and large fires in 2005. Final
report expected in January 2006.

Forest Service completed an initial review of options for the methods of
supply analysis, which resulted in a different approach for the future. The
agency will undertake a thorough review of the current state of incident
acquisition operations, (rather than small, specific projects) and use current
state information to make broad changes to incident acquisitions.

After compiling more than 100 recommendations, which will be prioritized
based on the potential for savings, an implementation plan will be
developed.

The National Wildfire Coordinating Group (NWCG) Incident Business
Management Handbook directs the Forest Service and States to deal with
costs for large multi-jurisdictional fires on an incident-by-incident basis.
Forest Service has existing cooperative fire agreements to cover
apportionment and reimbursement of costs in or with a majority of States,
and with is in ongoing discussions with other States.
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Accountability to Executive Priorities

Strategic Objective: Improve the health of National Forest System (NFS) lands that have the
greatest potential for catastrophic wildland fire

Executive Priority: Number of high-priority acres treated with Direct Hazardous Fuels dollars

. 2006
Result Target Projected Target
In the wildland-urban interface (WUI) 134% 846,352 1,130,906 1,383,000
Outside WUI—in Condition Classes 2 or 3 in
Fire Regimes 1, 2, or 3 93% 421,746 393,508 417,000

Total with Direct Hazardous Fuels dollars (FN)  120% 1,268,098 1,524,414 1,800,000

Executive Priority: Number of high-priority acres treated with other dollars

. 2006
Result Target Projected Target
In WUI NA NA* 179,446 NA
Outside WUI—in Condition Classes 2 or 3 in NA
Fire Regimes 1, 2, or 3 NA NA 217,293
Total with Other dollars (FNOTH) 57% 700,000 396,739 870,000

Executive Priority: Percent of acres of hazardous fuels treated that were identified as high-
priority through collaboration that is consistent with the National Fire Plan (NFP)
10-Year Comprehensive Strategy and Implementation Plan

: 2006
Result Target Projected Target
Percent of acres identified as high-priority  100% 100% 100% 100%

Feedback from the field in the Performance Measures Review and Validation (ID-1410-2005-1)
informed program managers that resource staff did not adequately understand “high priority” in
this measure. High priority, as defined in the 10-Year Implementation Plan, means to use as
appropriate, the methods in Restoring Fire-Adapted Ecosystems: A Cohesive Strategy for
Protecting People and Sustaining Natural Resources (in Draft) for all fire management plans.

Collaboration is defined in the strategy as “involving participants with direct responsibility for
management decisions affecting public and/or private land and resources, fire protection
responsibilities, or good working knowledge and interest in local resources. Participants could
include Tribal representatives, local representatives from Federal and State agencies, local
governments, landowners and other stakeholders, and community-based groups with a
demonstrated commitment to achieving the strategy’s four goals.”

1 NA, or not applicable, as targets were set for the total amount, but not at this level of detail.

B-5




Annual Performance Report--Unaudited

Executive Priority: Number of acres brought into stewardship contracts

. 2006
Result Target Projected Target
Acres brought into stewardship contracts Deferred Baseline? 22,368 No target

The Forest Service measured the number of acres brought into stewardship contracting as the
number of contract or agreement-awarded acres. This measure gauges how effective the Forest
Service has been in meeting the agency’s goal of reducing the risk from catastrophic wildland fire
by improving the health of the Nation’s forests and grasslands.

Stewardship contracting is a relatively new tool within the Forest Service and, as such, does not
have assigned targets for the field. FY 2005 is only the second year for which the agency tracked
performance for this measure.

Strategic Objective: Assist 2,500 communities and those non-NFS lands most at risk with
developing and implementing hazardous fuels reduction and fire prevention plans and programs

Executive Priority: Percent of communities at risk with completed and current fire management
plans

. 2006
Result Target Projected Target
Percent of communities at risk Deferred Baseline 21.5% 23%

States coordinate the “communities at risk” measure, so the information is reported to the Forest
Service at the end of their fiscal year, which falls on December 31, 2005. The National Association
of State Foresters (NASF) provided a baseline in FY 2004, but no national commitment or specific
measurement protocol have been established within the Forest Service.

Executive Priority: Number of acres covered by partnership agreements

: 2006
Result Target Projected Target
Acres covered by partnership agreements Deferred  Baseline 145,979 152,750

States coordinate the “Number of acres covered by partnership agreements” measure, so the
information is reported to the Forest Service at the end of their fiscal year, which falls on
December 31, 2005. The National Association of State Foresters (NASF) provided a baseline in
FY 2004, but no national commitment or specific measurement protocol have been established
within the Forest Service.

Accountability for the Future

The Forest Service’s social science research is now available to assist communities, citizens
groups, and local, State, and Federal agencies in a collaborative effort to improve land use
planning and management. The research has been synthesized from a comprehensive body of
knowledge and is available online for fire managers and fuels planners as: managers’ briefing
papers with factual information on developing personal responsibility for fuels reduction,
communicating about fire hazard, and guidelines for community education. The more
comprehensive research is also available, if needed.

% Baseline data are being collected to assess measure and allow targets to be established in future years; therefore no
target was assigned.
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R&D developed Comparative Risk Assessment Framework and Tools (CRAFT)—a risk-based,
Web-based framework for making complex fire and fuel related decisions. CRAFT incorporates
commonly used models in fire, successional, and habitat modeling and provides a framework that
leads to greater transparency among interdisciplinary specialists, stakeholders and decision
makers. Fire and fuel managers can meaningfully compare and communicate the tradeoffs
between long and short-term risks and local and broad-scale goals using CRAFT’s comparative
risk assessment approach.

Researchers developed, tested, and applied predictive tools to aid fire and air-quality
management in the north central and northeastern U.S. Efforts included:

= Implementing BlueSky—a smoke modeling framework for prescribed fires in the region

= Identifying atmospheric precursors and processes important for fire-weather evolution

= Developing a 3-layer atmospheric model to improve fire-behavior predictions

=  Validating the MM5 atmospheric mesoscale modeling system for fire-weather predictions

= Delivering predictive tools to the user community via the Eastern Area Modeling
Consortium and Eastern Area Coordination Center Web sites

R&D provided comprehensive, real-time, high-resolution fire weather intelligence and smoke
forecasts for the interior western States. R&D also conducted research to enhance firefighting
capacity and preparedness by developing technologies that measure and provide information on
fire danger, fire behavior, and smoke dispersion. Products were specifically tailored to meet
operational needs of fire managers, incident commanders, and air-resource smoke specialists
during periods of intense firefighting and prescribed burning. All products were delivered 24/7
through the World Wide Web via a seamless, intuitive and user-friendly interface at
http://fireweather.info.

Scientists in the Blue Mountains of eastern Oregon and Washington, and in Arizona, found forest
thinning followed with prescribed fire treatments significantly reduced the ecological components
directly linked to recovery after fire of the above-ground ecosystem: duff levels, the diversity of
mycorrhizal fungi, and live fine-root biomass. Thinning without burning, however, increased fuel
loads and fire risk. In Arizona fires changed the size of microbial biomass and its functional
composition. These results demonstrate the resilience of below ground communities to survive
and function after fire. Managers can use information on how fuel treatments affect soil and life
underground to balance all management objectives, including reduction of fire risk, restoration of
forest health, and maintenance of soil processes, which are critical for long-term productivity.
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GOAL 2: REDUCE THE IMPACTS FROM INVASIVE SPECIES
Fewer impacts from invasive species due to healthier forests and grasslands

Invasive species—particularly insects, pathogens, plants, and aquatic pests—pose a long-term
risk to the health of the Nation’s forests and grasslands by interfering with natural and managed
ecosystems, degrading wildlife habitat, reducing the sustainable production of natural resource-
based goods and services, and increasing the susceptibility of ecosystems to other disturbances,
such as fire and flood.

But invasives know no boundaries! An important component of the Forest Service invasive
species program is to interrupt the increasing trend not only on NFS lands, but State and private
lands, too. The work of the Forest Service is intended to reduce the impacts and spread of
invasive species across all forests and rangelands.

To address the invasive species threat to native ecosystems, the economy, and human health,
the agency developed a National Strategy and Implementation Plan for Invasive Species
Management. The framework for the strategy is four program elements: prevention, early
detection and rapid response, control and management, and rehabilitation and restoration.

Accountability through Assessment

Invasive Species Strateqy

In FY 2004, OMB conducted a PART on the Forest Service’s Invasive Species Strategy across
three deputy areas—S&PF R&D, and NFS. OMB'’s findings for this assessment were rated as
"Results Not Demonstrated” for this newly created strategy. OMB recommendations, remaining
milestones, and Forest Service FY 2005 actions follow.

Recommendation 1.0—Refine outcome-based performance measures for selected species; develop

appropriate efficiency measures; and articulate the scientific or policy basis to demonstrate how those selected
species measured represent a valid method to measure the total invasive species population and their impacts.

FY 2005 Milestones and Results

Refine new S&PF strategic ~ Outcome: Percent of highest priority acres protected
outcome and efficiency Efficiency: Cost per highest priority acre protected
measures

Refine new R&D strategic Outcome: Percent of R&D customers surveyed reporting satisfaction with

outcome and efficiency accessibility, relevance, outcome and cost effectiveness of tools developed and

measures delivered
Efficiency: Cost per R&D tool developed and delivered

Refine new NFS strategic Outcome: Percent of priority acres successfully restored against targeted
outcome and efficiency invasive species
measures Efficiency: Cost per priority acre successfully restored

In FY 2005, specific program guidance for invasive species management on the NFS Lands was in the

program direction to the field. Guidance included the prioritization of management activities and use of funding

to achieve the goal defined in the National Strategy and Implementation Plan for Invasive Species
Management.

The Forest Service is establishing baselines and will report accomplishment for all invasives (plants,
vertebrates, invertebrates, and pathogens), and not just selected species.
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Recommendation 2.0—Include within the selected species members of the plant kingdom, particularly
Division Magnoliophyta.

FY 2005 Milestones and Results

Baseline data collection for invasive species management projects (plants, vertebrates, invertebrates, and
pathogens), rather than just selected species, continues in existing projects, and is being undertaken in all new
projects.

Recommendation 3.0—Provide for measurement of the environmental and economic effects of treatments. |

FY 2005 Milestones and Results

The Forest Service has ongoing pesticide environmental risk assessments for:
1. Imidoclorprid insecticide to control Hemlock wooly adelgid, with a peer-reviewed draft completed by
the end of October 2005.
2. Herbicides hexazinone and oxyfluorfen for invasive weeds. Peer review for Hexazinone is completed.
Peer review of the assessment on oxyfluorfen will begin by mid-November 2005.
3. Disparlure (gypsy moth pheromone) will be completed in early 2006.

Recommendation 4.0—Improve use of forest health risk maps in agency decisionmaking and allocation of
resources, particularly within NFS.

FY 2005 Milestones and Results

A periodic assessment of the risk of forest infestations from insects and pathogens is produced by the agency
(Insect and Disease Map) to help prioritize treatments. The next periodic assessment is expected to be
completed in 2006.

The Forest Service recently developed map for infestations of Emerald Ash Borer, and continues to map three
other species.

Accountability to Executive Priorities

Strategic Objective: Improve the effectiveness of treating selected invasive species on the
Nation’s forests and grasslands

There are two Executive Priorities that address invasive species. S&PF Forest Health Protection
(FHP) Staff is responsible for the number of acres treated for selected invasive species (gypsy
moth and white pine blister rust) on all forested lands, including NFS and cooperative lands. NFS
Vegetation and Watershed Management is responsible for acres treated for noxious weeds on
NFS lands.

Executive Priority: Number of acres treated for noxious weeds

2006
Target
Acres treated 118% 75,456 88,688 -

Result Target Projected

FHP has implemented comprehensive, collaborative plans to manage gypsy moth, hemlock
wooly adelgid, and invasive plants. These strategies include activities to prevent, eradicate, and
suppress spread of the pests, as well as projects to restore damaged forest lands.
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Executive Priority: Number of acres treated for selected invasives species

. 2006
Result Target Projected Target
Acres treated 7% 918,000 703,697 530,800°

The Forest Service uses pesticide risk assessments to provide an estimate of the potential
exposure and chance of resulting injury (considering human health and impact on other nontarget
species) from a proposed pesticide use. This permits an informed, scientifically defensible basis
for decisionmaking as to which chemical control to select, as well as the most favorable
conditions of use.

Prior to FY 2005, FHP planned two risk assessments for pesticide toxicology: one for
Imidoclorprid insecticide (to control Hemlock wooly adelgid) and the other for herbicide
oxyfluorfen (or invasive weeds). Both assessments were completed and are out for peer review
with an expected completion date in 2006.

Accountability for the Future

Approximately half of all world trade moves on wood material, representing a major pathway for
invasives plants and animals. Forest Service scientists and university partners developed heat-
treatment protocols to kill the Asian Long-horned Beetle, Emerald Ash Borer, and other non-
native invasive insect species on wooden packing materials, preventing further dissemination of
these highly destructive insects. Preventing their introduction is one of the most effective steps in
the Forest Service’s infestation control strategy.

Forest Service scientists developed a pheromone-based early warning system for Douglas-fir
tussock moth, a severe defoliator of Douglas-fir and true firs in the Pacific Northwest and western
States. The early warning system successfully identifies areas where moth populations are
increasing, as much as 1 to 3 years in advance of major outbreaks, giving managers the time
needed to develop treatment options.

Researchers and cooperators revised a set of guidelines for controlling eastern dwarf mistletoe
after finding that its management differs from that of the mistletoe species in the western United
States. Effective management of mistletoe-infested black spruce in the eastern forests requires
complete eradication of this parasite because it kills host trees more quickly than western
mistletoes. Leaving infected trees after harvest or treatment allows large future losses.

® This 2006 target is for both invasive species and the noxious weeds Executive Priorities.
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GOAL 3: PROVIDE OUTDOOR RECREATIONAL OPPORTUNITIES
High-quality outdoor recreational opportunities exist on the National Forests and Grasslands

The Forest Service provides high-quality recreational experiences for the American public,
especially in the national forests near the growing urban centers. To provide benefits for all
recreation users, the Forest Service maintains public access to its facilities, roads, and trails, and
acquires new rights-of-way (ROW) for public access to NFS lands.

Accountability through Assessment

Recreation, Heritage and Wilderness Resource Program

Major operational components of the Recreation, Heritage and Wilderness Resource Program
(RHWR) include the administration and management of the recreation facilities, roads, and trails
infrastructure (including acquisition of rights-of-way (ROW) easements); wildlife opportunities;
wilderness and heritage resources; partnerships and tourism; interpretive services; recreation
special uses; congressionally designated areas; and national forest scenic by-ways.

In FY 2005, the Recreation, Heritage and Wilderness Resource Program was evaluated for the
FY 2007 budget cycle. OMB scores, findings and recommendations will be finalized by the end of
2005. The Forest Service will then develop milestones for implementation and tracking.

National Forest Capital Improvement and Maintenance

The Capital Improvement and Maintenance (CI&M) program improves, maintains, and operates
facilities, roads, trails, and infrastructures to facilitate recreation, research, fire, administrative and
other uses on Forest Service lands. In FY 2002, OMB assessed the CI&M program and
highlighted a number of obstacles the program faced in 2002 in meeting its long-term goals.

OMB found CI&M had a significant deferred maintenance backlog on its physical assets,
estimated at $13 billion. Deferred maintenance (DM) may be considered critical or noncritical
maintenance on a physical asset. Critical maintenance is defined as a serious threat to public
health or safety, a natural resource, or the ability to carry out the mission of the organization.
Noncritical maintenance is defined as a potential risk to the public or employee safety or health
(e.g., compliance with codes, standards, or regulations), and potential adverse consequences to
natural resources or mission accomplishment. This backlog impeded the Forest Service in
maintaining safe access for the public to its facilities, roads, trails, and ROW to NFS lands.

Forest Service also had difficulty collecting timely, reliable, and complete financial data on its
physical assets. Finally, OMB found the agency’s performance measures did not adequately link
management’s initiatives to address the maintenance backlog and improve or maintain
infrastructure where it was most needed.

Forest Service management’s response to OMB'’s findings dramatically changed the agency’s
tactical approach to resolve these problems. As of September 30, 2005, DM costs have been
halved to less than $6 billion and were reported one week after the end of the fiscal year by the
Cl&M program. See the exhibit Deferred Maintenance Totals by Asset Class as of September 30,
2005 in the RSI section of the P&AR for a breakdown of costs by asset class.

OMB provided the Forest Service an incentive for correcting the third finding in FY 2002. No
funding specifically for DM was provided for the backlog, requiring managers to prioritize among
projects and use roads, facilities, and trails accounts and recreation fee receipts instead. OMB
encouraged the use of decommissioning for more of the agency’s obsolete and underutilized
infrastructure.
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In FY 2004, OMB reassessed the CI&M program, rating it “Adequate.” The change from “Results
not Demonstrated” in the FY 2002 assessment, demonstrates the efforts taken by the Forest
Service to improve management of the agency’s capital assets. OMB’s recommendations,
milestones, and Forest Service actions taken in FY 2005 are below.

Recommendation 1.0—Target $10 million for deferred maintenance, focusing on the projects that have the
highest priority as measured by the improvement in the Facility Condition Index (FCI).

FY 2005 Milestones and Results

Target $10 million for An additional $9,725,000 was again targeted and requested in the FY 2006
deferred maintenance, President’'s Budget. Program emphases and project specific reporting

focusing on the projects requirements to the field will be specified through the annual program direction.
that have highest priority as

measured by the Congress provided additional funding in the FY 2006 appropriations that was
improvement in the FCI. earmarked for fish passage improvements.

Recommendation 2.0—Continue to improve the maintenance prioritization process and increase incentives
aimed at decommissioning obsolete and underutilized infrastructure.

FY 2005 Milestones and Results

Select FY 2005 pilot In April 2005, Forest Service submitted a legislative proposal to Congress for
conveyance projects if adoption of permanent conveyance authority and use of receipts for capital
authorization for pilot improvement and maintenance backlog needs. This proposal included authority
program is continued. to establish a working capital fund (WCF) for facility maintenance. The WCF

assessment will be an incentive to program managers to optimize space and

Submit a legislative eliminate facilities not used or needed.

proposal for permanent
conveyance authority and
authority to establish a
working capital fund (WCF)
for facility maintenance

Congress partially adopted the proposal by authorizing conveyance authority for
projects initiated by FY 2008 (not permanent) and by authorizing a facility
maintenance collection account in FY 2006, in lieu of WCF.

Develop a national criteria In January 2005, preliminary direction for FY 2006 facility CIP prioritization and
set and screening process budget requests was sent to RSAs to focus on deferred maintenance backlog
for Capital Improvement reduction and health and safety remediation. The preliminary direction will be
Projects (CIP) prioritization  revised to be consistent with USDA Asset Management Plan and other national
and requests. priorities, and then issued as direction for the FY 2007 Facilities CIP included in

the FY 2007 Budget Justification.

Accountability to Executive Priorities

Strategic Objective: Improve public access to NFS land and water and provide opportunities for
outdoor health enhancing activities

Executive Priority: Miles of trail receiving maintenance

. 2006
Result Target Projected Target
Miles of trail 111% 20,610 22,894* 20,132

This measure had been “maintained to standard” for FYs 2004 and 2003, but was changed in the
program direction to the field this fiscal year.

4 Executive Priority should have included “to standard” as in past years. This projected performance and trend may not be
considered reliable.
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Feedback from the field in the Performance Measures Review and Validation (ID-1410-2005-1)
informed program managers that eliminating the standards associated with trail maintenance
targets also removed the guidance to the field to know when their maintenance is sufficient.
These standards were derived from the Meaningful Measures, which identified critical standards
of public health and safety that have to be met. “Receiving maintenance” is not specific enough.
FY 2006 program direction to the field was adjusted and lists this measure as “maintained to
standard.”

The Forest Service reported over $108 million in deferred maintenance for trails and trail bridges,
of which approximately $37 million is considered critical maintenance.

Executive Priority: Number of facilities maintained to standard

. 2006
Result Target Projected Target
Number of facilities  152% 15,802 24,036 15,802

Facilities “maintained to standard” have a Facility Condition Index (FCI) rating of .10 or less,
which equates to buildings that would be considered in “good” or “fair” condition. Of the over
40,100 facilities maintained by the Forest Service, 24,036 or approximately 60% are maintained
to this FCI standard.

Forest Service reported $438 million in deferred maintenance for facilities, of which $118 million
is critical maintenance, and $321 million is noncritical maintenance. Deferred maintenance
causes deterioration of facility performance, increased repair costs, and a decrease in facility
value.

Feedback from the field in the Performance Measures Review and Validation (ID-1410-2005-1)
informed program managers that there is a need for national protocols for the condition surveys.
Field managers believe protocols would lessen the subjectivity in the surveys.

Executive Priority: Number of ROW acquired to provide public access

: 2006
Result Target Projected Target
Number of ROW  80% 250 199 172

Legal and secure ROW acquired in timely manner:

=  Support effective public service by providing appropriate access to NFS lands for the
public’s use and enjoyment

=  Enable needed maintenance and improvements to the road and trail system to address
health and safety, resource degradation, and fire issues.

=  Enhance the agency’s ability to improve and protect watersheds and habitat, sustaining
viable populations of desired species.

= Is a primary objective for successful management of NFS lands.

Executive Priority: Miles of road maintained to standard for high-clearance and passenger

. 2006
Result Target Projected Target
Miles of road  93% 87,400 82,104 66,008

This measure is “miles of road maintained” in the FY 2006 program direction to the field.




Annual Performance Report--Unaudited

The National Forest Road System is one of the foundations for the achievement of the agency’s
strategic plan and goals. The road system provides access for public use, management activities,
and protection of NFS lands. The Forest Service Manual (FSM) provides direction for
maintenance planning and responsibilities, requiring development of comprehensive annual
maintenance plans using available resources for the highest priorities.

Servicewide appropriations for road maintenance have been less than annual maintenance
needs for many years. On a year-to-year basis, deferred maintenance backlogs have increased
while the amount of roads maintained in accordance with applicable standards has decreased. As
expected, these trends continued in FY 2005. Consequently, much of the road system is in poor
condition and continues to deteriorate, affecting resources, resource programs, and public
recreation. Forest Service reported $4,571 million in deferred maintenance for roads, with $712
million in critical maintenance and $3,859 million in noncritical maintenance.

Strategic Objective: Improve the management of OHV use to protect natural resources, promote
safety of all users, and minimize conflicts among various uses through the collaborative
development and implementation of locally based travel management plans

Executive Priority: Percent of NFS lands covered by travel management implementation plans

. 2006
Result Target Projected Target
Percent of NFS lands Deferred -- -- No target

As of September 30, 2005, the new national OHV policy had not been published, nor the
protocols for a motor vehicle use map. These were two critical pieces to attaining this Executive
Priority. Consequently, the national forests reported zero for accomplishments in FY 2005.

On November 2, 2005, the Forest Service announced release of the final travel management rule
(36 CFR parts 212, 251, 261, and 295), governing use of motor vehicles, including OHV vehicles,
on NFS lands. Accomplishment for this Executive Priority in FY 2006 depends on the agency’s
progress toward designating the roads, trails, and areas open to motor vehicle use based on the
OHYV policy.

Accountability for the Future

The Forest Service published several research reports in FY 2005 that inform OHV management
decisions for the Forest Service, the National Park Service, States such as Minnesota, Florida,
Utah, California, and partnership groups. Research topics included the characteristics of OHV
users, management of OHVs on forested lands, and communication guidance.

Scientists contributed to the defensible management of recreation on national forests in a study of
the effects of recreation activities on elk and mule deer in northeastern Oregon. This research
found that all-terrain vehicles (ATVs), mountain biking, hiking, horse riding, and hunting disrupted
the elk, with ATVs and mountain biking being most disruptive. Mule deer were found to increase
their movement rates in response to these recreational activities, but did not flee as elk did. In the
Black Hills National Forest of South Dakota, a study of the effects of roads and hunting on elk
confirmed that they require increased foraging time after disturbances.

Forest Service and its partners published the National Survey on Recreation and the Environment
(NSRE), based on feedback from over 80,000 households. Products developed from the NSRE
findings include: a report for the national OHV Policy Implementation Team; demand analyses for
Statewide Comprehensive Outdoor Recreation Plans (SCORPS) for Connecticut, Georgia,
Missouri, Pennsylvania, and Wisconsin; and a national data base providing estimates of 80
outdoor recreation activities participation for 30 demographic strata across all U.S. counties.
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Scientists assessed the social and environmental impacts of tourism on the Alaska region,
including economic impacts, competition between residents and tourists at local fishing grounds,
and tourist presence in areas culturally significant to Native Alaskans. The findings are used by:

=  Community leaders who work to encourage tourism, while minimizing its negative
impacts

=  Agency managers in their work with guides, outfitters, and communities to find
environmentally sound and socially just opportunities; and

=  Tourism companies, working to have mutually beneficial operations in small communities.
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GOAL 4: HELP MEET ENERGY RESOURCE NEEDS

Consider opportunities for energy development and the supporting infrastructure on forests and
grasslands to help meet the Nation’s energy needs

Accountability through Assessment

Minerals and Geology Program

In support of the National Energy Policy (NEP), the energy component of the Minerals and
Geology Program is focused on increasing opportunities for development and supply, particularly
with respect to eliminating backlogs of oil and gas lease nominations and applications for permits
to drill (APDSs). In conjunction with the implementation of the Healthy Forests Restoration Act
(HFRA) of 2003, the geology component of the program evaluates groundwater resources to
provide information needed for watershed protection, and provides resource data and support for
improved implementation and monitoring of best management practices.

In 2005, the Energy Program was evaluated for the FY 2007 budget cycle. OMB scores, findings
and recommendations will be finalized by the end of 2005. The Forest Service will then develop
milestones for implementation and tracking.

Accountability to Executive Priorities

Strategic Objective: Work with other agencies to identify and designate corridors for energy
facilities, improve the efficiency of processing permit applications, and establish appropriate land
tenure (including transferability clauses) in easements and other authorizations to provide for long
term project viability

Executive Priority: Percent of energy facility and corridor APDs approved within prescribed
timeframes

. 2006
Result Target Projected Target
Percent of APDs 170% 45% 76% 45%

Executive Priority: Percent of oil and gas applications APDs within prescribed timeframes

. 2006
Result Target Projected Target
Percent of APDs  58% 45% 26% 45%

Accountability for the Future

Strategic Objective: Stimulate commercial use of small-diameter trees from NFS lands for
biomass energy

Forest Service scientists recognize that the key in forest management for making fire-prone
forests economical is by making use of the valuable biomass material produced during the
thinning process. One large volume use for small-diameter trees and underutilized tree species is
in pulp and paper production. Scientists demonstrated that suppressed-growth small diameter
trees from overstocked and overcrowded fire-prone forests are superior to normal growth trees
for mechanical pulp (TMP) production because of the uniformity in their cell radial geometry, thin
cell walls, and more mature wood content. The thin tracheid cell walls of the suppressed growth
trees require less refining intensity or perhaps reduced energy to produce good quality pulp.
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GOAL 5: IMPROVE WATERSHED CONDITION

Fully functional and productive watersheds

Accountability through Assessment

Forest Service anticipates a PART assessment for Watershed in FY 2006.

Accountability to Executive Priorities

Strategic Objective: Assess and restore high priority watersheds and maintain riparian habitat in
these watersheds

Executive Priority: Percent of inventoried forest and grassland watersheds in fully function
condition as a percent of all watersheds

. 2006
Result Target Projected Target
Percent of watersheds 110% 30% 33% 40%

Executive Priority: Acres of nonindustrial private forest (NIPF) land under approved stewardship
management plans

2006
Target
Acres of NIPF land  97% 1,500,000 1,449,890 1,575,000

Result Target Projected

The Forest Stewardship Program (FSP) provides technical, educational, and planning assistance
through State forestry agency partners to NIPF owners to encourage and enable the active long-
term forest management of important private forest resource areas.

The primary focus of the FSP is the development of comprehensive, multiresource management
plans that provide landowners with the information they need to manage their forests for a variety
of products and services.

The FSP is shifting from its historic delivery of assistance to landowners on a first-come, first-
served basis to a more strategic or focused approach that directs assistance to affect targeted
forest resource areas. The program is also investing in the development of spatial assessment
tools to enable partner forest agencies to track accomplishments in terms of forest resource
outcomes through time, and to strategically focus program assistance in the future.

This performance information reflects actual results due to the States’ June 30 — July 1 fiscal
year.

Strategic Objective: Restore and maintain native and desired nonnative plant and animal
species diversity in terrestrial and aquatic ecosystems and reduce the rate of species
endangerment by contributing to species recovery

Executive Priority: Acres of terrestrial habitat enhanced to achieve desired ecological conditions
2006
Target
Acres of habitat  119% 184,716 220,112 194,530

Result Target Projected
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The enhancement of terrestrial habitat includes actions to restore, recover, and maintain habitat
and ecosystem conditions necessary for healthy populations of wildlife. Providing appropriate
ecological conditions for these species is integral to meeting the agency mission and its legal
requirements to provide for plant and animal community diversity, species recovery, and to avoid
new listings of threatened or sensitive species. Improvements include, but are not limited to,
maintaining early successional habitats, regenerating aspen and oaks, seeding to improve forage
conditions, and developing water sources for wildlife in arid habitats.

A significant portion of these acres also contributed to improved forest health conditions and
reduced risks of catastrophic wildfires. With better integration of wildlife specialists into the
analysis of hazardous fuels, the Forest Service can now also meet wildlife objectives during those
treatments. Also benefiting wildlife objectives are the partnerships that form an integral part of this
program.

Feedback from the field in the Performance Measures Review and Validation (ID-1410-2005-1)

informed program managers of the need for a national conversion methodology to convert from

“treatment” or “structure” to “acres enhanced or restored” for habitat. This could reduce potential
errors in judgment as resource staffs compile the acres affected by a treatment or structure.

Executive Priority: Miles of stream habitat enhanced to achieve desired ecological conditions

. 2006
Result Target Projected Target
Miles of stream  104% 1,604 1,661 1,674

Stream habitat was restored or enhanced to desired ecological condition by taking the following
actions:

=  Connecting fragmented habitats at human-made barriers.

= Restoring habitat parameters and functional processes to a normal range of variability for
the channel type using watershed restoration techniques.

= Reducing sediment input and streambank erosion through structural and nonstructural in-
stream, riparian, and upland treatments.

=  Restoring riparian habitat functions for natural recruitment of large wood.

=  Creating pools within streams to provide hiding cover and increased spawning gravel for
fish.

Feedback from the field in the Performance Measures Review and Validation (ID-1410-2005-1)
requested that program managers ensure the national forests and grasslands are reporting
actions that are benefits to fisheries by using the standardized reporting developed and agreed to
by Regional Program Managers.

Executive Priority: Acres of lake habitat enhanced to achieve desired ecological conditions

: 2006
Result Target Projected Target
Acres of habitat  121% 12,824 15,528 13,295

Lake habitat was restored or enhanced to desired ecological condition by taking the following
actions:

=  Adding spawning gravel, structural habitat, liming, and fertilization to improve and
maintain productivity for both warmwater fish (e.g., bass and bluegill) and coldwater fish
(e.g., trout and salmon).
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=  Attracting the interest and support of many small rural communities located near national
forest lakes, resulting in the support of volunteer efforts and matching funds from local
angling groups, nearby communities, and businesses.

Accountability for the Future

Monitoring over the past decade in the Pacific Northwest reveals a slight improvement to the
condition of watersheds and streams primarily due to two objectives of the Northwest Forest
Plan—increasing the number of large trees in riparian areas, and decreasing clearcut harvesting.
The Plan’s aguatic conservation strategy established a comprehensive, science-based approach
for managers of aquatic and riparian resources on all federal lands in the Pacific Northwest. With
the results validating the Plan’s aquatic conservation strategy, Federal land management
agencies are adjusting their management practices to meet its objectives.

In cooperation with the U.S. Environmental Protection Agency (EPA) and scientists from the
European Union, Forest Service scientists developed methods for assessing critical loads and
levels of pollutants in forested ecosystems. Critical loads are defined as ‘the quantitative estimate
of an exposure to one or more pollutants below which significant harmful effects on specified
sensitive elements of the environment do not occur according to present knowledge.” Scientists
have developed a critical loads map for the State of Vermont, using an approach adopted and
applied in northeastern Canada. EPA and Forest Service scientists held a national coordination
meeting in Riverside, CA to discuss critical loads and levels (for ozone) to protect watershed
ecosystems. This meeting resulted in development of on-going partnerships for the establishment
of field plots, modeling, and mapping of critical loads.

Since its eruption in 1980, Forest Service scientists have now synthesized 25 years of research
on the ecological recovery at Mount St. Helens yielding major findings on how watersheds and
ecosystems recover from multiple, large, severe disturbances. Key lessons include the critical
role of biological legacies in ecological recovery, the complexity of ecological succession, and the
role of chance and timing in disturbances. Managers are applying these insights in the restoration
of burned areas, flood- and landslide-damaged areas, and reclamation of mining areas. More
information is at www.fs.fed.us/pnw/mtsthelens.

Sulfates are deposited across the landscape as a result of burning fossil fuels. Mercury is a highly
toxic element that is found both naturally and as an introduced contaminant in the environment.
Researchers discovered that the bioaccumulative form of mercury (methylmercury) increases
with increased sulfate deposition due to the bacteria that occur in wetland soils. Mercury
contamination in fish concerns citizens who catch fish, those who eat them, public health officials,
ecologists, and natural resource managers. This new knowledge advances the state-of-the-art in
finding ways to mitigate mercury contamination.

Scientists developed a wetland assessment guidebook that establishes science-based criteria for
evaluating wetlands rapidly in temperate, coastal Alaska. The guidebook’s rating system is being
used by Sealaska Corporation, the borough of Juneau, and other government agencies and
corporations to evaluate changes and mitigation measures for wetlands, and to determine
mitigation credit scores.
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GOAL 6: CONDUCT MISSION-RELATED WORK TO SUPPORT THE AGENCY’S GOALS
Productive and efficient agency programs support the mission of the Forest Service

The Forest Service provides direction for natural resource stewardship through direct land
management practices, indirect management under partnership agreements, and research and
development programs. The agency also provides many goods and services— such as
recreational opportunities, clean water, and wood products—to the American people. The agency
consistently strives to maintain the organizational structure and capacity to deliver the necessary
mission-related work.

Accountability through Assessment

Forest Legacy Program

The Forest Legacy Program (FLP) was designed to identify and protect environmentally important
private forestlands that are threatened by conversion to nonforest uses. Land is acquired to
protect important scenic, cultural, fish, wildlife and recreation resources, riparian areas and other
ecological values using conservation easements and full fee purchase. Both purchase and
donation are used to acquire forestland meeting FLP purposes from willing sellers or donors only.

FLP underwent a PART reassessment during FY 2004. All changes proposed to the program
were accepted by OMB, particularly the new efficiency measures, resulting in an improved score
to “Moderately Effective.” OMB recommendations, milestones, and Forest Service actions taken
in FY 2005 are below.

Recommendation 1.0—To continue improvements to performance, the program will target the maintenance of
working forests and use of appraisals, signed options, and monitoring protocols in making project selections.

FY 2005 Milestones and Results

The FLP 5-Year Strategic Direction was completed on July 29, 2005. This was a delay from the target date, but
allowed additional time for input from States and partners. The focus of the strategy was:

= Strategic application of the program

= Protection of specific public benefits emphasis

= Addressing issues of conversion and parcelization

= Continuous improvement for business practices such as appraisals and monitoring.

Priorities have specified actions and performance measures to track improvement. The document will be
posted on the Forest Service web site and will be printed and available soon for distribution.

FLP Field Handbook Currently, Forest Service is developing a field handbook to assist new FLP
managers to initiate and maintain the program in their States. The handbook will
provide practical guidance for baseline documentation development, monitoring
protocols, and information on appraisals and standard option contracts and
execution.

Land Acquisition Program

The Land Acquisition Program is commonly implemented through partnerships between the
Forest Service and other governments, private landowners and nongovernmental organizations.
Guidance in the Forest Service’s Manual (FSM) and Forest Service Handbooks (FSH) reflect
preference for projects that are characterized by local support and input from other resource
areas within the agency. The Land Acquisition Program was first assessed in 2003 for the FY
2005 budget. In the reassessment, OMB rated the Land Acquisition Program “Results not
Demonstrated” but the findings and recommendations will not be finalized until the end of 2005.
From the first assessment come the following OMB recommendations, milestones, and Forest
Service actions taken in FY 2005.
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Recommendation 1.0—Prioritize areas that provide public benefits by optimally targeting land acquisition
through analyses of integrated spatial data.

FY 2005 Milestones and Results

The agency has jointly published its National Land Acquisition Plan (NLAP) with DOI. It provides a planning
framework for land acquisition decisions in considering the priority and future needs of the program.

Recommendation 2.0—Establish annual performance measures that indicate how land acquisitions advance
in a measurable way agency strategic plan milestones.

FY 2005 Milestones and Results

Output measure: Number of This measure identifies one of two agency priorities in the land acquisition
priority acres acquired or program to meet strategic plan milestones.

donated that provide public

access for high-quality outdoor Developed in FY 2005, this measure will be reported on the Land Purchase

recreational opportunities on Digest Forms (FS-5400-9) in FY 2006.

NFS Lands

Output measure: Number of This measure identifies one of two agency priorities in the land acquisition
priority acres acquired or program to meet strategic plan milestones. For this measure, critical
donated that reduce the species means federally listed and candidate species, species of concern,
conversion of forests, and species of interest.

grasslands, and aquatic or

riparian ecosystems to Developed in FY 2005, this measure will be reported on the Land Purchase
incompatible uses in order to Digest Forms (FS-5400-9) in FY 2006.

improve and maintain ecological
conditions for critical species

Recommendation 3.0—Establish relevant and meaningful efficiency measures.

FY 2005 Milestones and Results

Efficiency measure: percent of This efficiency measure will be used to report administrative efficiencies
total acquisition cost per acre associated with third party and private landowner contributions to the
attributed to third party and program.

private landowner participation

Efficiency measure: percent of Developed in FY 2005, this efficiency measure will report the timely
acquisition cases completed processing of cases. The prescribed timeframe represents cases completed
within a prescribed timeframe within 18 months® of receiving appropriations for the project.

(18 months)

Recommendation 4.0—Measure Federal administrative efficiencies associated with third parties purchasing
nonFederal lands and placing them in trust prior to Federal purchase.

FY 2005 Milestones and Results

Efficiency measure: the percent  Developed in FY 2005 in the NLAP, this measure will report third party and
of total acquisition cost per acre  private landowner administrative efficiencies.

attributed to third party and

private landowner participation

® The 18-month timeframe is more suited than the 12-month timeframe imposed in the Executive Priorities, as it often
takes more than a year to process a case from start to finish.
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Accountability to Executive Priorities

Strategic Objective: Provide current resource data monitoring and research information in a
timely manner

Executive Priority: Percent of the Nation for which Forest Inventory and Analysis (FIA)
information is accessible to external customers

: 2006
Result Target Projected Target
Percent of Nation  100% 76% 76% No target

In FY 2005, the annual forest inventory data was made available through FIA web site for 38
States comprising 76 percent of the nation’s forests. FIA information has also been loaded into
the Natural Resource Information System (NRIS) of the USDA Forest Service, National Forest
Systems branch, in order to make data readily available to national forest managers.

In addition, the FIA was fully implemented in 45 States representing 77 percent of the forests of
the U.S., including Puerto Rico, Virgin Islands and Pacific Trust territories.

Each year, the FIA program addresses accountability by publishing a Business Report that
describes basic information about the business side of FIA, which includes current year’'s
accomplishments, performance measures, budget and staffing data, program changes, and
future direction. This report is distributed to all interested customers and partners, and made
available on the Web site at http://www.fia.fs.fed.us/library/bus-org-documents/default.asp

Strategic Objective: Meet Federal financial management standards and integrate budget with
performance

Executive Priority: Extent to which performance data are current and complete

: 2006
Result Target Projected Target
Deferred  Baseline 96% No target

This measure is the percent of RSAs providing certification forms to the Program and Budget
Analysis Staff, certifying that their unit's accomplishment data is current and complete. For FY
2005, accomplishment for this performance measure was 96 percent and will contribute to the
baseline number.

Certification of all performance reporting for the Executive Priorities is required by the regional
forester before submission. This certification has stated in previous years, “Information as
reported has been validated and supporting documentation is available upon request.”

Feedback from the field in the Performance Measures Review and Validation (ID-1410-2005-1)

requested more control for the certifications because they relate to line officer certifications. The
simple certifying statement used since 2003 is not sufficient.
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Strategic Objective: Maintain the environmental social and economic benefits of forests and
grasslands by reducing their conversion to other uses

Executive Priority: Acres acquired to conserve the integrity of undeveloped lands and habitat
quality

: 2006
Result Target Projected Target
Acres acquired 107% 52,775 56,469 37,345

Executive Priority: Acres adjusted to conserve the integrity of undeveloped lands and habitat
quality

. 2006
Result Target Projected Target
Acres adjusted  1640% 20,654 338,752 20,851

Land consolidation through acquisition or exchange enables the Forest Service to better manage
Federal lands within, or adjacent to, NFS administrative boundaries. Securing land through
acquisition or exchange helps reduce future management costs; responds to urban and
community needs; addresses fragmentation; promotes conservation; and improves aquatic,
forest, and rangeland ecosystems.

Many areas within or immediately adjacent to existing national forests contain important
resources that, if acquired, will help the agency meet critical objectives related to public outdoor
recreation opportunities, critical wildlife habitat, and wilderness or other congressionally
designated areas. Acquisition of inholdings can substantially reduce boundary management costs
and reduce the impacts associated with converting use of adjacent lands, such as trespass and
resource degradation or fragmentation.

Acquisitions are based on a project-selection process that uses national criteria to assess critical
resource values, development threats, unique environmental features, traditional forest uses,
potential leverage of non-Federal funds, and the history of ongoing efforts.

The reason for the significant increase in "Acres adjusted (exchanged)" for FY 2005 was due to
the completion of the State of Florida Land Exchange. The Forest Service originally estimated
that it would be completed in FY 2004; however, due to delays the case was not completed until
this fiscal year.

Executive Priority: Acres protected by the Forest Legacy Program (FLP) to conserve the integrity
of undeveloped lands and habitat quality

. 2006
Result Target Projected Target
Acres protected 20% 224,000 44,600 135,000

On State and private lands, the Forest Service’s FLP conserves environmentally important forests
threatened by conversion to nonforest uses through the acquisition of land or interests in land.
The program operates on a willing buyer—willing seller basis and is a nonregulatory, incentive-
based private forest land conservation program. This ensures that both traditional uses of private
lands and the public values of America’s forest resources are protected for future generations.
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In the acquisition process, there may be a lag of 18 to 24 months between FLP project selection
and successful acquisition, making reporting difficult to calculate against a planned number of
acres. This lag is caused not only by the usual real estate transaction process, but also an
average 12-month delay between project selection (through the agency and State process) and
the confirmation of funding through the appropriations cycle.

For this reason, FLP accomplishment targets are based on a formula that tracks past
performance and applies those results to predict the next year’s target. In addition, due to the
willing buyer—willing seller nature of FLP projects, a transaction may not be accomplished.

The FLP has emphasized a readiness factor to increase the due diligence that a project
Undergoes before it is proposed for Federal funding, and thus reduce uncertainty, but some
landowner circumstances and decisions are beyond the agency’s control and can result in
expected accomplishments failing to come to fruition.

Strategic Objective: Develop and maintain the processes and systems to provide and analyze
scientific and technical information to address agency priorities

Executive Priority: Number of LMP revisions completed

. 2006
Result Target Projected Target
Revisions completed  69% 16 11 24

The National Forest Management Act (NFMA) requires that each unit of the NFS have

a LMP that may be amended, as appropriate, but formally revised every 10 to 15 years to
address changing conditions related to natural resources, management goals, and public use.
Designed to improve the agency’s knowledge base, LMPs document the results of forestwide
analyses and decisionmaking.

Results are accomplished when a revision is completed, based on the Chief's National LMP
Revision Schedule. This schedule identifies a timetable for the revision of all existing national
forest, grassland, prairie, and other NFS unit LMPs.

Feedback from the field in the Performance Measures Review and Validation (ID-1410-2005-1)
suggested to program managers that “posted to Web” be included in the accomplishment
reporting for this measure. This would provide better access for the public.

Executive Priority: Proportion of data within information systems that are current to standard
Result Target Projected 2006
Target

Protocol in Protocol in

Proportion of data Deferred development development No target

No national commitment and no specific measurement protocol for this performance measure
were established for FY 2005. A team is continuing to work through definitions and how this
measure may be operationalized in the future.

Executive Priority: Number of forest plan monitoring and evaluation reports completed

: 2006
Result Target Projected Target
Reports completed  96% 118 113 119
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The Forest Service’s monitoring and evaluation activities sustain viable populations of fish,
wildlife, and plant species by restoring forest and grassland ecosystems and improving watershed
conditions. The program focuses on identifying changing conditions over time and monitoring the
implementation, effectiveness, and validity of forest plans.

Feedback from the field in the Performance Measures Review and Validation (ID-1410-2005-1)
suggested to program managers that this measure and definition focus more on monitoring and
not enough on evaluation. The field would like more of a focus on evaluation in this measure.

Accountability for the Future

Researchers and cooperators developed a revised red pine manager’s handbook for the
changing needs of forest landowners. The handbook provides stakeholders with management
options that include traditional red pine timber approaches, as well as options that balance timber
production with sustainability of other ecosystem goods and services by better emulation of
natural stand development processes and patterns. Targeted for the NIPF landowner, the guide
includes a large section on general management and ecological principles and practices with
nested levels of detail for use by both technical and non-technical readers. The revision also
provides sufficient details on pests to help the manager/landowner anticipate potential problems
at all stages of stand development.

R&D published a Landowners Guide to Wildlife Habitat that provides practical information to
private owners of northeastern forests. It explains management strategies that contribute to
wildlife diversity, how to set goals and work with professional foresters to meet these goals, and
how managed lands will look in the future.

In cooperation with the Forest Products Society, R&D published a new Wood and Timber
Condition Assessment Manual for inspection professionals. The manual reviews the various
techniques to assess wood and timber in-service; discusses structures that are subjected to
biological deterioration; and includes a chapter on post-fire assessment of structural wood
members.

R&D signed a memorandum of understanding (MOU) to develop and apply a refined multiparty
adaptive management and project monitoring system that would be consistent with the Sierra
Nevada Forest Plan Amendment. The MOU included USDA, DOI Fish and Wildlife Service
Pacific Region, and the State of California’s Resource Agency. Published in Forest Science (June
2005) were eight different peer-reviewed articles on the collaborative and integrated research
program at the Teakettle Experimental Forest. Results provide insights that can guide efforts to
restore forest function and structure response by combining mechanical thinning and prescribed
fire treatments to reduce fuels hazards.
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EXTERNAL AUDITS AND REVIEWS
FY 2005 OIG Audits

The Inspector General (IG) Act (Public Law 95-452) requires the OIG to independently and

objectively:

=  Perform audits and investigations of USDA'’s programs and operations;

=  Work with USDA’s management team in activities that promote economy, efficiency, and
effectiveness or that prevent and detect fraud and abuse in programs and operations,
both within USDA and in non Federal entities that receive USDA assistance; and

=  Report OIG activities to the Secretary and the U.S. Congress semiannually as of March
31, and September 30 each year.

Current OIG Audits (Audits less than 1 year old)

During FY 2005, the OIG began or concluded various audits on the Forest Service programs and
activities. These audits are considered “current;” they are less than 1 year old as determined by
the management decision date. The following is a list of these audits and their status as of
September 30, 2005.

Exhibit 1:  Status of Current OIG Audits as of September 30, 2005 °
Audit Number Audit Title RELIT Audit Status
Issued?
08001-01-AT Forest Service Capital Improvement No Audit in progress
Program
Audit report issued with 9
08401-04-FM FY 2004 Financial Statement Audit Yes audit recommendations
(ECD: 12/31/2005)
Audit report issued with 9
08601-01-HY Forest Service Implementation of GPRA Yes audit recommendations
(ECD: 11/30/2005)
Followup on Recommendations Made on .
BiEloOln02oh Forest Service’s Maintenance Backlog M PRI (IEEEss
. . Audit report issued with 3
08601-02-TE E%Letféliemce Survey of Timber Theft Yes audit recommendations
(ECD: 2/28/2006)
Audit of Forest Service’s Implementation of -
BEBRI-EEAT the Healthy Forest Initiative A HUENL [27DETEES
. . . Audit report issued with 9
08601-38-SF g?;ﬁ(sj;rsdesrwce Compliance to Fire Safety Yes audit recommendations
(ECD: 1/01/2006)
Forest Service Emergency Equipment AL o [EEL S BT 117
08601-40-SF Rental Aareements Yes audit recommendations
9 (ECD: 6/30/2006)
Forest Service Collaborative Ventures and -
08601-41-SF Partnerships with Non-Federal Entities No Auditin progress
08601-42-SF Forest Service Firefighting Contract Crews No Audit in progress
08601-44-SF Large Fire Suppression Costs No Audit in progress
08601-45-SF FoIIowgp Forest Service Security over NoO Audit in progress
Explosives

OIG Audits Officially Closed in FY 2005

The following is a listing of the audits where the implementation of all audit recommendations
associated with the audit was completed by the responsible staff(s). Documentation to
demonstrate the implementation of the recommendations were submitted to the USDA Office of

® Copies of the issued reports can be obtained at http://www.usda.gov/oig/releaseandreport.htm
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the Chief Financial Officer (OCFO) for official closure during FY 2005, and subsequently
approved.

Exhibit 2:  Audits Officially Closed as of September 30, 2005
Deputy Report
Audit Number Audit Title Area/ Issue A FTiETS
RSA Date 9
Valuation of Lands Acquired in Closed
08002-02-SF Congressional Designated Areas NFS 11/28/2000 4.4 4/25/2005
. Closed
08017-10-KC MATCOM Claim RMRS 11/14/2001 3.9 8/31/2005
Omni Development Corporation . Closed
08017-11-KC  Cjaim to Department of Agriculture ~ <e9'0N 4 7/11/2002 2.9 g/q5505
. . Closed
08099-42-AT FY 1992 Financial Statements BO 11/16/1993 11 11/30/2004
. . Closed
08401-04-AT FY 1995 Financial Statements BO 1/09/1996 9.4 5/20/2005
. . Closed
08401-07-AT FY 1997 Financial Statements BO 7/13/1998 6.9 5/20/2005
. . Closed
08401-11-AT FY 2000 Financial Statements BO 5/04/2001 3.8 3/9/2005
. . Closed
08401-12-AT FY 2001 Financial Statements BO 2/26/2002 3.3 6/20/2005
Management of Hazardous Waste Closed
08601-01-AT 5t Active and Abandoned Mines NFS 3/2911996 ® /972005
National Land Ownership Closed
08601-27-SF Adjustment Team NFS 3/28/2002 3.1 4/25/2005
Forest Service Procurement of Closed
08601-37-SF Firefighting Lead Planes S&PF 3/26/2004 L3 7/18/2005
Closed
08801-03-AT Real and Personal Property BO 5/14/1996 8.6 11/30/2004
Land Adjustment Program San Closed
08801-06-SF Bernadine NF and South Zone NFS 1/19/2000 >3 5/14/2005
Oversight and Security of Biological Closed
50099-13-AT Agents at Laboratories Operated R&D 3/2920/03 2.3 5/1/2005
by USDA

Outstanding OIG Audits (Audits over 1 year old)

An OIG audit is considered “outstanding” if it is over 1 year old and final actions to close the audit
are incomplete. The IG Act requires management to complete all final actions on audit
recommendations within 1 year of the date of the OIG’s final audit report.

In FY 2005, the Forest Service continued to make progress towards closing its outstanding OIG
audits; however, multiple audits remain open. The agency’s outstanding audit inventory, as of
September 30, 2005, is as follows.

Exhibit 3:  Outstanding Audit Inventory, as of September 30, 2005
FY 2005 Beginning inventory (October 1, 2004) 21
Number of audits added to the inventory 6
Number of audits submitted for official closure (16)
Number of audits awaiting official closure 2
FY 2005 Ending balance (September 30, 2005) 13
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Outstanding OIG Audits — Scheduled for Closure in FY 2006

The following table lists the remaining “outstanding” audits that are scheduled for closure during
FY 2006. The audits are grouped according to the reason the audit has not closed.

Exhibit 4: Explanations for OIG Audits without Final Action

Explanations for OIG Audits without Final Action

Responsible Estimated
Audit - Deputy Date Completion
Number Audit Title Area/ RSA Issued Date
Pending receipt and/or processing of final action documentation
08001-1-HQ Forest Service’s Implementation of the Government
Performance Results Act (GPRA) BO 6/28/2000 11/30/2005
08003-2-SF Humboldt-Toiyabe National Forest Land Adjustment NES 8/5/1998 12/30/2005
Program
08003-5-SF Land Acquisition and Urban Lot Management R’;‘g']:ics)n/S 12/15/2000  12/30/2005
08016-01-SF Fpllow-up Review of FS Security Over Aircraft & S&PE 0/30/2003 12/30/2005
Aircraft Facilities
08401-1-FM FY 2002 Financial Statement Audit BO 1/9/2003 3/31/2006
Pending systems development, implementation, or enhancement
08099-6-SF Security Over USDA IT Resources BO 3/27/2001 9/30/2006
08401-2-EM FY 2002 Financial Statement Audit — Information BO 2/28/2003 9/30/2006
Technology
Pending issuance of policy/guidance
08001-02-HQ E:c\:/illﬁ\i,és()f FS Security over Aircraft and Aircraft S&PF 3/29/2002 12/30/2005
08601-02-TE Survey of Timber Theft LEI 9/27/2004 2/28/2006
08601-18-SF Research Cooperative and Cost Reimbursable BO 3/31/1997 3/31/2006
Agreements
08601-30-SF REVIeW of Security Oye_r Explosives/Munitions NES 3/31/2003 3/31/2006
Magazines located within the NFS
08801-2-TE Forest S_erwce As&_stance Agreements with BO 0/24/1998 3/31/2006
Nonprofit Organizations
Pending results of request for change in management decision
08601-25-SF Working Capital Fund Enterprise Program Region 5 6/22/20011  12/30/2005

FY 2005 GAO Audits

The U.S. Government Accountability Office (GAQ) is an independent, nonpartisan agency that
works for Congress. GAO gathers information to help Congress determine how well executive
branch agencies are doing their jobs. GAO’s work routinely answers such basic questions as
whether government programs are meeting their objectives or providing good service to the
public. Ultimately, GAO ensures that government is accountable to the American people. To that
end, GAO provides Senators and Representatives with the best information available to help
them arrive at informed policy decisions—information that is accurate, timely, and balanced.

GAO supports congressional oversight by:

=  evaluating how well government policies and programs are working;

= auditing agency operations to determine whether federal funds are being spent efficiently,
effectively, and appropriately;

=  investigating allegations of illegal and improper activities; and

=  issuing legal decisions and opinions.

The following table lists the GAO audits conducted on the Forest Service during FY 2005. Many
of the audits are still in progress. Some of these audits were issued with recommendations. In
these cases, the Forest Service, via the USDA Secretary, responded to the appropriate
congressional staff with its corrective action plan to implement the recommendation within the
mandated 60 days.
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GAO Audits Closed During FY 2005

Exhibit 5: GAO Audits Closed During FY 2005’
. Responsible  Report
JOFl;eNngﬁlirr/nﬁ:?It Audit Title Deputy Issued Audit Status
P Area/RSA ?
. . _ Closed —
130404 / GAO-06-114 Engineers, Mathematicians, and Scientists R&D Y .
No recommendations
Closed 3/7/05
250184 /| GAO-05-265R Federal Insurance Programs BO Y )
No recommendations
i i Closed 8/2005
250191 / GAO-05-719 Federal Asgstance to Rural Alaska Native Civil Rights v .
Communities No recommendations
e Security Issues in Federal Implementation Closed 5/31/2005
BILLEAT [ SADREEEL of Radio Frequency Identification Systems = \ No recommendations
QOil and Gas Development: Challenges to Closed 1/3/2005
360406 / GAO-05-124 Agency Decisions and Opportunities for NFS Y )
BLM to Standardize Data Collection No recommendations
i i Closed 5/3/2005
360415 / GAO-05-379 National Energy Policy (formerly Federal NES Y '
Energy Programs) No recommendations
: i Closed 2/9/2005
360448 | GAO-05-253 Freshwa?er Programs: Federal Agencies NES v -
Funding in the US and Abroad No recommendations
Technology Assessment: Protecting Closed 4/26/2005
360474 | GAO-05-380 Structures and Improving Communications F&AM Y )
during Wildland Fires No recommendations
ilabili i Closed 9/26/2005
360476 / GAO-05-376 sz_allablllty of Data to Support Economic R&D v -
Indicators No recommendations
GAO closed audit with
360570 USDA Budget Justification Review BO N a briefing to Congress
on 7/5/2005
. . Closed (not on GAO
Border Security: Better coordinate agency .
440214 | GAO-04-590 ) ) LEI N website as of
strategies and operations on federal lands 10/17/2005)
I . Closed 9/27/05
450336 / GAO-06-15 Coordination of Federal Agencies S&PF Y )
No recommendations

" GAO reports may be found at http://www.gao.gov/docsearch/
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GAO Audits in Progress

Exhibit 6:

GAO Audits in Progress®

Number

360464 /
GAO-05-185

360466 /
GAO-05-147

360482 /
GAO-05-374

360487 /
GAO-05-869

360489 /
GAO-05-373

360524
360532

360583

360586

360587

360589

360596

360620

360623

440366

450370

Job Number/
Audit Report

Audit Title

Non-agricultural Noxious Weed and
Invasive Species Management

Wildland Fire Management: Important
Progress Has Been Made, But
Challenges Remain to Completing a
Cohesive Strategy (formerly Wildfire
Testimony)

Forest Service: Better Data Are Needed
to Identify and Prioritize Reforestation
and Timber Stand Improvement Needs

Grazing Costs on Public Lands

Uses of Woody Biomass

Chesapeake Bay Restoration

Federal Wood Utilization Research and
Development

Invasive Forest Insects and Diseases
Wildland Fire Cost Containment

Key Factors in Woody Biomass Use
Restoration of Burned Lands
Recreation Fees

Endangered Species Habitat Review

Categorical Exclusions (Vegetative
Removal)

Public Service Announcements

Agencies’ Use of Voluntary Separation
Incentive Payments (VSIP) & Voluntary
Early Retirement Authority (VERA)

Responsible
Deputy
Area/ RSA

NFS

S&PF
NFS, S&PF
NFS

NFS

S&PF

FS FPL, R&D
S&PF
S&PF, BO
S&PF, NFS
R&D

R&D, NFS
NFS

NFS

NFS, S&PF
PL&C

BO

Report
Issued?

Y

Audit Status

Implementation of the audit
recommendations are in
progress

Implementation of the audit
recommendations are in
progress

Implementation of the audit
recommendations are in
progress

Awaiting final audit report

Implementation of the audit
recommendations are in
progress

Awaiting final audit report

Audit in progress. Estimated
completion date is 12/31/2005

Audit in progress. Estimated
completion date is 12/16/2005

Audit in progress. Estimated
completion date is 3/31/2006

Audit in progress. Estimated
completion date 3/27/2006

Audit in progress. Estimated
completion date is 3/31/2006

Audit in progress. Estimated
completion date 3/31/2006

Awaiting official draft audit
report

Audit in progress. Estimated
completion date TBD

Awaiting draft audit report

Audit in progress. Estimated
completion date is TBD

8 GAO reports may be found at http://www.gao.gov/docsearch/
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MAJOR MANAGEMENT CHALLENGES

Annually, the OIG prepares a report to the Secretary on the most serious management
challenges and program risks faced by USDA, as a result of FY 2005 OIG and GAO audits,
reviews, and investigations. In response to the report identifying the management challenges, the
Forest Service prepares a corrective action plan to address the challenges.

Exhibit 7 lists Forest Service’s major management challenges as identified by the OIG in August
2004 and the corrective actions completed during FY 2005. Exhibit 8 lists the OIG management
challenges identified in August 2005 and the corrective action plan for addressing those
challenges during FY 2006. Note that actions not completed in FY 2005 carryover into the
following fiscal year(s).

Exhibit 7:  FY 2005 Management Challenges — Accomplishments

Management Challenge:
Financial Management — Improvements Made but Additional Actions Still Needed

. . Actual
Planned Corrective Action Completion Date
Eliminate material weaknesses/reportable conditions and obtain an unqualified

opinion on the FY 2004 Financial Statements 11/01/2004

Initiate Financial Management Improvement Process (FMIP) to standardize and

centralize the Forest Service's Budget and Finance (B&F) processes through a
. . ; 8/04/2004

business process reengineering (BPR).

Migrate the redesigned B&F processes to the centralized Albuquerque Service

Center (ASC) in Albuquerque, NM beginning January 2005. 2/22/2005

Publish all remaining financial management policy and procedures updates by

June 30, 2005 (Highest priority policies and procedures were published in FY 9/30/2005
2005)

Continue focus on data quality improvement, the resolution of abnormal balances,

and verification of general ledger account relationships at the Treasury Symbol 9/07/2005
level.

Management Challenge:
A Strong Internal Control Structure is Paramount to the Delivery of Forest Service Programs

. . Actual
Planned Corrective Action Completion Date
Develop and implement a national schedule of internal program reviews for FY

2005 and 2006 that ensures high priority agency-wide issues are addressed.

(FSM 1410 revised, but not issued) InEEmpl e
Conduct comprehensive risk assessment for FS programs and develop plans to
address identified risks. (FSM 1410 revised, but not yet issued) Incomplete
Provide consolidated report of review findings to Forest Service management by
July 31, 2005 and 2006 and develop process to monitor actions to address Incomplete

significant review findings. (FSM 1410 revised but not issued)
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Conduct annual reviews/analyses to ensure funding is spent as intended for
higher-priority agency programs (e.g. National Fire Plan, fire rehabilitation 5/18/2005
program)

Continue making progress towards implementing the agencywide,
comprehensive, Performance and Accountability System (PAS); thereby,
improving implementation of GPRA in the Forest Service. Incomplete
(Estimated completion is FY 2007)

Develop procedures within the existing acquisition management review process
to readily address new, higher-priority issues identified via internal and external 6/30/2005
reviews/audits in the “Procurement” and “Grants and Agreements” arena.

Exhibit 8: FY 2006 Management Challenges — Plan

Management Challenge:
Implementation of Strong, Integrated Management Control (Internal Control) Systems
Still Needed —

Improve Forest Service internal controls and management accountability in order to
effectively manage its resources, measure its progress towards goals and objectives, and
accurately report its accomplishments.

FY 2006
Estimated
Completion by
Quarter

Planned Corrective Action

Establish accountability for performance measure reporting accuracy throughout
the Forest Service. 15t quarter
Ref. OIG Audit No. 08601-1-HY/#3

Direct Forest Service line officers to implement GPRA by implementing

management controls necessary to ensure adequate, reliable, verifiable, and

useful information. Hold managers accountable. 1% quarter
Ref. OIG Audit No. 08601-1-HY/#4

Ensure targets and goals not met are identified in the PAR and plans/schedules
to meet the unmet goals are included in the FY 2006 Program Direction. 5 T
Ref. OIG Audit No. 08601-1-HY/#9 q
Resolve the three key issues regarding further implementation of the performance

accountability system (PAS) by:

1) Determining an official set of performance measures;
2) Developing guidance for the nationally required elements of a strategic

business planning process; and 1* quarter
3) Developing the business rules and requirements for a management

information system to provide data on performance measures and other

management information.

- e 0 - -
Obtain official closure on 50% of audits under 1 year old (Quantity 4). ond quarter

Implement new requirements of OMB Circular A-123, Appendix A. ond quarter

Prepare assurance statement to assert to the effectiveness of internal control “as
of June 30.” 3" quarter

Continue the implementation of performance accountability by developing a
working proof-of-concept of PAS in Region 10. 3 quarter
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Obtain official closure on 70% of outstanding audits over 1 year old.
(Quantity of 14 as of 9/30/2005) 4" quarter

Conduct comprehensive risk assessment for Forest Service programs and
develop plans to address identified risks. 4" quarter

Provide consolidated report of review findings to Forest Service management by

May 31, 2006 and develop process to monitor actions to address “significant” th
) e 47 quarter

review findings.

Install additional security features needed to meet the minimum security

standards at aviation facilities. (Ref. OIG Audit No. 08001-2-HQ, Rec. #6) 4™ quarter

Develop site specific security plans at each Forest Service operated aviation
facility. AN e
(Ref. OIG Audit No. 08016-1-SF, Rec. #3) q
Improve oversight of national firefighting contract crews by implementing
corrective actions in response to the OIG audit report. 4™ quarter
(Ref. OIG Audit No. 08601-42-SF) q
Complete the actions necessary to obtain official closure on the two outstanding
OIG IT audits.

th
(Ref. OIG Audit No. 08099-6-SF and No. 08401-2-FM) g

Obtain FY 2006 reduction target of 2.9% for improper payments and/or recovery
target of $150,000. 4™ quarter
(Ref. Forest Service ASC FY 2005 Corrective Action Plan)

Management Challenge:
Continuing Improvements Needed in Information Technology (IT) Security

FY 2006
Estimated
Completion by
Quarter

Planned Corrective Action

Complete the actions necessary to obtain official closure on the two outstanding
OIG IT audits. 4™ quarter
(Ref. OIG Audit No. 08099-6-SF and No. 08401-2-FM)

Management Challenge:
Reducing Improper Payments Continues to be a Priority of Congress and the
Administration

FY 2006
Estimated
Completion by
Quarter

Planned Corrective Action

Obtain FY 2006 reduction target of 2.9% for improper payments and/or recovery
target of $150,000. 4" quarter
(Ref. Forest Service ASC FY 2005 Corrective Action Plan)
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Message from the Chief Financial Officer

As the Chief Financial Officer of U.S. Department of Agriculture (USDA) Forest Service, |
present the consolidated financial statements of the USDA Forest Service for fiscal year
(FY) 2005. For three consecutive years beginning in FY 2002, our independent auditor
rendered an unqualified, “clean”, opinion on our financial statements. For FY 2005, after
initially receiving a “qualified” opinion related to the Consolidated Statements of Financing,
the Forest Service subsequently provided sufficient evidential matter to substantiate
certain line items, and a revised unqualified opinion resulted. This unqualified opinion
attests to the fact that the Forest Service financial statements are fairly presented and
demonstrate discipline and accountability in the execution of our responsibilities as
stewards of the American taxpayers’ dollars.

The Forest Service continued agencywide improvement efforts to effectively and
efficiently manage public funds and property through “Sustainable Financial Management
activities.” Strategic goals for financial management continue to be focused on creating
an effective, efficient, and economic financial management organization; establishing
financial management performance accountability; sustaining financial management
improvements; resolving open audit recommendations and material weaknesses; and
integrating financial processes and systems.

During FY 2005, the Forest Service implemented business process reforms within its
Budget and Finance and Information Resources Management Staffs to ensure that the
financial position of the agency remains solid over the long term. In the midst of this
reorganization, the Forest Service obtained official closure on 14 of 21 outstanding audits
- these audits contained over 200 separate recommendations that were successfully
implemented. At the end of FY 2005, our outstanding audit recommendations that are
one year old or older were 14. For the remaining open audits, we have developed
corrective action plans and established target dates for all open recommendations. We
anticipate a further reduction in outstanding open audits by the end of FY 2006.

For FY 2005, the Forest Service provided reasonable assurance that our systems of
internal accounting and administrative control and reporting of material deficiencies are in
substantial compliance with the Federal Managers' Financial Integrity Act of 1982
(FMFIA). The Forest Service completed significant corrective actions regarding its
financial management systems and made significant progress in resolving Federal
Information Security Management Act (FISMA) noncompliance issues. The agency
continues to make progress toward resolving one remaining issue within the general
control environment. The development and implementation of entitywide software and
hardware management policies and procedures require complete review and revision as a
result of organizational restructuring and is targeted for completion in the second quarter
of FY 2006.

For FY 2006, the Forest Service commitment to effective and efficient management of its
resources continues. Our goals will center on maintaining an unqualified audit opinion,
eliminating material weaknesses, ensuring our financial systems and reporting meet
Federal requirements, and implementing new initiatives. We continue to focus efforts on
improving our ability to provide timely, accurate, and useful financial information with the
effort and teamwork of program, business, financial management, and audit staff. | want
to extend my appreciation to all individuals and organizations whose dedication and
resolve made the FY 2005 unqualified opinion possible. | anticipate another productive
year in FY 2006 and continuous improvement in the level of financial services evidenced
in our past success

ESSE L. KING .
Chief Financial Officer
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USDA

ﬁ UNITED STATES DEPARTMENT OF AGRICULTURE
OFFICE OF INSPECTOR GENERAL

Washington D.C. 20250

DEC 2 1 2005

REPLY TO
ATTN OF:  08401-6-FM

TO: Dale Bosworth
Chief
Forest Service

ATTN: Sandy Coleman
Agency Liaison Officer

Forest Service .

FROM: Robert W. Young
Assistant Inspector General &) M

for Audit

SUBJECT: Forest Service’ s Financial Statements for Fiscal Years 2005 and 2004

This report presents the auditors’ opinion on the Forest Service’s (FS) principal financial
statements for the fiscal years ending September 30, 2005, and 2004. The report also includes an
assessment of FS’ internal control structure and compliance with laws and regulations.

KPMG LLP, an independent certified public accounting firm, conducted the audits. KPMG 1s
responsible for the auditors’ report dated December 19, 2005. We monitored the progress of the
audit at all key points, reviewed KPMG’s report, reviewed selected working papers, and
performed other procedures, as we deemed necessary. We determined the audits were conducted
in accordance with generally accepted auditing standards, Government Auditing Standards
(issued by the Comptroller General of the United States), and the Office of Management and
Budget Bulletin No. 01-02, “ Audit Requirements for Federal Financial Statements.”

In its report dated November 10, 2005, KPMG expressed a qualified opinion on the FS’ financial
statements as of and for the year ended September 30, 2005, as the FS was not able to timely
provide sufficient evidential matter to substantiate the presentation of certain line items within
the fiscal year 2005 Consolidated Statement of Financing. Subsequently, the FS provided
sufficient evidential matter to substantiate the fatr presentation of these line items. Accordingly,
KPMG’ s opinion on the fiscal year 2005 financial statements as presented herein, 1s different
from that expressed in KPMG’s previous report. It is now the opinion of KPMG, that the
financial statements present fairly, in all material respects, the FS’ financial position as of
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September 30, 2005, and 2004; and its net costs, changes in net position, budgetary resources,
‘and reconciliation of net cost to budgetary obligations for the years then ended, in conformity
with accounting principles generally accepted in the United States of America.

KPMG’ s report on FS’ internal control structure over financial reporting identified five material
internal control weaknesses. Specifically, KPMG identified material weaknesses in FS” :

» Financial management and reporting process (repeat material weakness);
o accountability for undelivered orders (repeat material weakness);
¢ vyearend accrual methodology (repeat material weakness);

e controls in its purchasing applications over data access, input, integrity, and segregation
of duties (repeat material weakness); and

s general controls environment (repeat material weakness).

KPMG’s report on FS’ laws and regulations contains instances of noncomphance with

appropriations law and instances of noncompliance with the Federal Financial Management
Improvement Act of 1996.

As discussed in exhibit I of KPMG’ s report, the FS centralized and consolidated its financial
operations in Albuquerque, New Mexico, implemented several new information systems, and
reorganized its Information Resources Management Division.  Simultaneous with this
centralization and consolidation, the FS began a comprehensive reengineering and redesign of its
key business processes which is still ongoing. These parallel projects that were initiated in fiscal
year 2005, presented an extreme challenge during the fiscal year and had a negative impact on
the overall internal control environment. However, these efforts should result in positive
improvements over the longer term.

Please note that the recommendations contained herein have not changed from KPMG’ s report
dated November 10, 2005. Therefore, a reply is still due within 60 days of KPMG’ s previous
report describing the corrective actions taken or planned, including the timeframes, on the
recommendations in that report.
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INDEPENDENT AUDITORS’ REPORT



M KPMG LLP

2001 M Street, NW
Washington, DC 20036

Independent Auditors’ Report

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

We have audited the accompanying consolidated balance sheets of the United States Department of
Agriculture (USDA) Forest Service as of September 30, 2005 and 2004 and the related consolidated
statements of net costs, changes in net position, and financing, and combined statements of budgetary
resources for the years then ended, hereinafter referred to as the “financial statements.” The objective of
our audits was to express an opinion on the fair presentation of these financial statements. In connection
with our audits, we also considered the USDA Forest Service’s internal control over financial reporting and
tested the USDA Forest Service’s compliance with certain provisions of applicable laws, regulations,
contracts, and grant agreements that could have a direct and material effect on these financial statements.

SUMMARY

In our report dated November 10, 2005, we expressed a qualified opinion on the USDA Forest Service’s
financial statements as of and for the year ended September 30, 2005, as the USDA Forest Service was not
able to timely provide sufficient evidential matter to substantiate the fair presentation of certain line items
within the Consolidated Statement of Financing (SOF). Subsequently, the USDA Forest Service provided
sufficient evidential matter to substantiate the fair presentation of these line items, after certain
reclassifications described in Note 16. Accordingly, our opinion on the fiscal year (FY) 2005 financial
statements, as presented herein, is different from that expressed in our previous report. We conclude that
the USDA Forest Service’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.

Our consideration of internal control over financial reporting resulted in the following conditions being

identified as reportable conditions. The first five are considered material weaknesses.

m The USDA Forest Service Needs to Continue to Improve its Financial Management and Reporting
Process (Repeat Condition)

m  Accountability for Undelivered Orders (UDOs) is Lacking (Repeat Condition)

m Implementation of the USDA Forest Service Accrual Methodology Needs Strengthening (Repeat
Condition)

m Controls Over the Purchase Order Normal Tracking and Inventory System (PONTIUS) and the
Purchase Order System (PRCH) Data Access, Input, Integrity, and Segregation of Duties Need
Improvement (Repeat Condition)



The USDA Forest Service Needs to Improve Its General Controls Environment (Repeat Condition)
Controls Related to Physical Inventories of Capital Assets Need Improvement

A Segregation of Duties Policy related to Electronic Data Processing Must be Fully Implemented
(Repeat Condition)

The Compilation of Performance Measures Needs Improvement

The Review of Purchase Card Transactions and Monitoring of the Program Needs Improvement
(Repeat Condition)

The Internal Controls Related to Recording, Classification and Accounting for Information Related to
Leases Need Improvement (Repeat Condition)

The Design and/or Implementation of Controls Related to the Accurate Recording of Revenue-Related
Transactions Need Improvement (Repeat Condition)

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

The Design and/or Implementation of Controls Related to the Accurate Recording of Personal Property
Transactions Need Improvement (Repeat Condition)

The Posting of Certain Transactions Needs to Contain the Proper Reference Data to Link Related
Transactions (Repeat Condition)

The Compilation of the USDA Forest Service’s Required Supplementary Information and Required
Supplementary Stewardship Information Needs Improvement (Repeat Condition)

The USDA Forest Service Application System Controls Need Improvement (Repeat Condition)

The results of our tests of 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 herein under Government Auditing Standards, issued by the Comptroller General of the United
States, and Office of Management and Budget (OMB) Bulletin No. 01-02, Audit Requirements for Federal
Financial Statements:

The USDA Forest Service Does Not Obligate all Transactions Required by Appropriations Law
(Repeat Instance)

The USDA Forest Service May Not be in Compliance with 31 USC 1517

The USDA Forest Service’s Systems Do Not Comply with the Federal Financial Management
Improvement Act (FFMIA) (Repeat Instance)

The following sections discuss our opinion on the USDA Forest Service’s financial statements, our
consideration of the USDA Forest Service’s internal control over financial reporting, our tests of the
USDA Forest Service’s compliance with certain provisions of applicable laws, 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 USDA Forest Service as of
September 30, 2005 and 2004 and the related consolidated statements of net costs, changes in net position,
and financing, and combined statements of budgetary resources for the years then ended.

In our report dated November 10, 2005, we expressed a qualified opinion on the USDA Forest Service’s
financial statements as of and for the year ended September 30, 2005 as the USDA Forest Service was not
able to timely provide sufficient evidential matter to substantiate the fair presentation of the line items
entitled Budgetary Offsetting Collections and Receipts that do not Affect Net Cost of Operations, Other
Resources or Adjustments to Net Obligated Resources that do not Affect Net Cost of Operations and
Allocation of Transfers and Other stated at ($65,000,000), $202,000,000 and $93,000,000, respectively,
within the FY 2005 SOF. OMB required that federal agencies submit audited financial statements by
November 15, 2005. It was not practicable to extend our auditing procedures sufficiently to satisfy
ourselves as to the fair presentation of these line items. Subsequently, the USDA Forest Service provided
sufficient evidential matter to substantiate the fair presentation of these line items, after certain
reclassifications described in Note 16. Accordingly, our opinion on the FY 2005 financial statements, as
presented herein, is different from that expressed in our previous report.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the USDA Forest Service as of September 30, 2005 and 2004, and its net costs,
changes in net position, budgetary resources, and reconciliation of net costs to budgetary obligations for
the years then ended, in conformity with accounting principles generally accepted in the United States of
America.

The information in the Management Discussion and Analysis, Required Supplementary Stewardship
Information, and Required Supplementary Information sections is not a required part of the financial
statements, but is supplementary information required by accounting principles generally accepted in the
United States of America or OMB Circular No. A-136, Financial Reporting Requirements. We did not
audit this information and accordingly, express no opinion on it. However, we have applied certain limited
procedures, which consisted principally of inquiries of management regarding methods of measurement
and presentation of the supplementary information. As a result of such limited procedures, we believe that
the Required Supplementary Stewardship Information related to heritage assets and stewardship land and
the Required Supplementary Information related to deferred maintenance may not be consistent since
preparation and completeness controls have not been effectively designed to ensure the accuracy,
completeness, and timeliness of the reported information.

INTERNAL CONTROL OVER FINANCIAL REPORTING

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

Material weaknesses are reportable conditions in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements, in
amounts that would be material in relation to the financial statements being audited, may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions.
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In our fiscal year 2005 audit, we noted certain matters, described in Exhibits | and Il, involving internal
control over financial reporting and its operation that we consider to be reportable conditions. We believe
that the 5 reportable conditions presented in Exhibit | are material weaknesses. Exhibit 11 presents the other
reportable conditions.

In its FY 2005 Federal Managers Financial Integrity Act of 1982 report, the USDA Forest Service
reported no material weaknesses.

A summary of the status of prior year reportable conditions, including those open conditions on which we
are making no further recommendations in this report, is included as Exhibit I11.

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

INTERNAL CONTROL OVER REQUIRED SUPPLEMENTARY STEWARDSHIP INFORMAT-
ION AND PERFORMANCE MEASURES

We noted certain significant deficiencies in internal control over Required Supplementary Stewardship
Information that, in our judgment, could adversely affect the USDA Forest Service’s ability to collect,
process, record, and summarize Required Supplementary Stewardship Information. Specifically, controls
have not been effectively designed to ensure the accuracy, completeness, and timeliness of heritage assets
and stewardship land.

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 the Management Discussion
and Analysis section, we noted certain significant deficiencies, discussed in Exhibit Il, in internal control
over reported performance measures that, in our judgment, could adversely affect the USDA Forest
Service’s ability to collect, process, record, summarize, and report performance measures in accordance
with management’s criteria.

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 Federal
Financial Management Improvement Act of 1996 (FFMIA), disclosed instances of noncompliance with
appropriation law and an instance of potential noncompliance with 31 USC 1517, described in Exhibit 1V,
that are required to be reported under Government Auditing Standards and OMB Bulletin No. 01-02.

The results of our tests of FFMIA disclosed instances, described in Exhibit 1V, where the USDA Forest
Service’s financial management systems did not substantially comply with Federal financial management
systems requirements, applicable Federal accounting standards, or the United States Standard General
Ledger at the transaction level.

RESPONSIBILITIES

Management’s Responsibilities

The Government Management Reform Act of 1994 (GMRA) requires each agency to report annually to
Congress on its financial status and any other information needed to fairly present its financial position and
results of operations. GMRA also authorizes the Office of Management and Budget to identify additional
agencies to prepare financial statements. To meet the GMRA reporting requirements, the USDA Forest
Service prepares and submits annual financial statements in accordance with Part A of OMB Circular A-
136.



Management is responsible for the financial statements, including:

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

m  Preparing the Management Discussion and Analysis (including the performance measures), Required
Supplementary Information, and Required Supplementary Stewardship Information;

m  Establishing and maintaining internal controls over financial reporting; and

m  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 the
USDA Forest Service based on our audits. We conducted our audits in accordance with auditing standards
generally accepted in the United States of America, the standards applicable to financial audits contained in
Government Auditing Standards, and OMB Bulletin No. 01-02. Those standards and OMB Bulletin No.
01-02 require that we plan and perform the 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 the USDA Forest Service’s internal
control over financial reporting. Accordingly, we express no such opinion.

An audit also includes:

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

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

m  Evaluating the overall financial statement presentation.

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

In planning and performing our fiscal year 2005 audit, we considered the USDA Forest Service’s internal
control over financial reporting by obtaining an understanding of the USDA Forest Service’s internal
control, determining whether internal controls had been placed in operation, assessing control risk, and
performing tests of controls in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements. We limited our internal control testing to those controls necessary to
achieve the objectives described in 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 USDA Forest
Service’s internal control over financial reporting. Consequently, we do not provide an opinion thereon.

OMB Bulletin No. 01-02 requires us to consider the USDA Forest Service’s internal control over Required
Supplementary Stewardship Information by obtaining an understanding of the USDA Forest Service’s
internal control, determining whether these internal controls had been placed in operation, assessing
control risk, and performing tests of controls. We did not perform these procedures over the Required
Supplementary Stewardship Information because preparation controls have not been effectively designed
to ensure the completeness, accuracy and timeliness of the reported information.
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As further required by OMB Bulletin No. 01-02, in our fiscal year 2005 audit, with respect to internal
control related to performance measures determined by management to be key and reported in the
Management Discussion and Analysis section, we obtained an understanding of the design of significant
internal controls relating to the existence and completeness assertions. Our procedures were not designed
to provide assurance on internal control over performance measures and, accordingly, we do not provide an
opinion thereon.

As part of obtaining reasonable assurance about whether the USDA Forest Service’s fiscal year 2005
financial statements are free of material misstatement, we performed tests of the USDA Forest Service’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 the USDA Forest Service. 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 the USDA Forest Service’s
financial management systems substantially comply with (1) Federal financial management systems
requirements, (2) applicable Federal accounting standards, and (3) the United States Government Standard
General Ledger at the transaction level. To meet this requirement, we performed tests of compliance with
FFMIA Section 803(a) requirements.

DISTRIBUTION

This report is intended for the information and use of USDA Forest Service’s management, USDA Office
of the 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.

KPMe LLP

December 19, 2005



Exhibit I
INTRODUCTION

In FY 2004, the USDA Forest Service began a major transformation of business operations throughout the
agency, beginning with two business functions. The first involved its Information Resources Management
organization for which some segments were offered for competitive bid under Office of Management and Budget
(OMB) Circular No. A-76, Performance of Commercial Activities. Government employees in the USDA Forest
Service were the successful bidders which resulted in a realignment of both organization and operations. The
second was the effort to consolidate its finance and accounting operations from 153 accounting centers to the
Albuquerque Service Center (ASC) in New Mexico.

Significant work was accomplished in FY 2004 and 2005 to design and staff the new organization, re-engineer
finance and accounting business processes, and migrate work from field locations. The USDA Forest Service
believes that the long-term benefits of improved financial management, strengthened internal controls, and
consistency of operations outweighs the short-term impacts of the disruption to operations during migration of
both work and people to the ASC and that these changes should result in positive improvements over the longer
term.

Although the USDA Forest Service has made some progress in correcting several prior year noted weaknesses,
many of the organizational changes and new system implementations were not in place during a significant
portion of the year or resulted in new internal control weaknesses. As a result, many of the prior year weaknesses
continued to exist.

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

Exhibits I and Il provide an update to prior year material weaknesses and reportable conditions, respectively, as of
and for the year ended September 30, 2005, and include applicable new recommendations. Exhibit Il summarizes
the status of prior year recommendations. Exhibit IV provides an update of those instances of noncompliance with
laws and regulations and other matters and applicable new instances of noncompliance. Exhibit V summarizes the
status of prior year recommendations for noncompliance with laws and regulations. USDA Forest Service
management’s response is presented in Exhibit VI.
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Exhibit I

MATERIAL WEAKNESSES

Number 1: The USDA Forest Service Needs to Continue to Improve its Financial Management and
Reporting Process (Repeat Condition)

Prior to FY 2005, the USDA Forest Service made extensive use of journal vouchers (JVs), which usually did not
conform to Department of Treasury standard posting models, to correct general ledger (GL) account balances due
to prior-period and posting logic errors and to facilitate the year-end closing and financial reporting process.
During FYs 2003 and 2004, USDA Forest Service processed approximately 900 and 450 JVs, respectively. Often,
personnel responsible for preparing and approving these JVs did not fully understand their impact. Therefore, the
JVs often did not correct the errors and in fact created additional errors. As a result, the preparation of financial
statements was not fully effective, often contained errors, and took a long period of time. In FY 2003 and 2004,
USDA Forest Service had to restate prior period financial statements in part due to the processing of incorrect
JVs.

During FY 2005 the USDA Office of the Chief Financial Officer (OCFO) instructed its agencies, including the
USDA Forest Service, that JVs could no longer be processed. Instead, USDA agencies had to request that new

accounting entry 1Ds (ACCTEIDs)l be established generally based on specific standard Treasury posting logic
models. The USDA OCFO generally establishes these ACCTEIDs as standard vouchers (SVs) as SVs are
generally used to correct errors, abnormal balances, and out-of-balance conditions.

Through the elimination of JVs and the consolidation effort discussed in the introduction section, the USDA
Forest Service continues to make progress in improving its financial management and reporting activities.
However, weaknesses continue to exist in the USDA Forest Service’s ability to produce accurate and timely
financial information. Specifically:

B The USDA Forest Service did not perform timely research to determine the reasons for abnormal general
ledger account balances and out-of-balance conditions for certain GL account relationships (i.e., budgetary
receivables and payables should equal the respective proprietary receivables and payables) and make
corresponding corrections. The USDA Forest Service did not start processing correcting adjustments until
June 2005 and most adjustments were not processed until September and October 2005. In total there were
177 adjustments made with an absolute value of about $1.9 billion. Only 17 adjustments, totaling about $112
million, were made in June and July 2005. Seventy-one adjustments, totaling $1.0 billion, were made in
September 2005 and the remaining 89 adjustments, totaling about $813 million, were made in periods 13 and
14. Timely research and correction of abnormal balances and out-of-balance conditions is essential to meeting
the required accelerated financial statement reporting deadlines.

B The USDA Forest Service’s internal control related to preparing and approving routine transactions and
adjustments continued to be not fully effective. Specifically, not all personnel responsible for initiating or
approving transactions have detailed knowledge of the various business processes and/or the standard
Treasury posting models. As a result, transactions are either incorrectly processed or are processed two or
more times. For example, USDA Forest Service personnel incorrectly recorded transactions to reflect about

1The USDA Forest Service uses the Foundation Financial Information System (FFIS) as its core accounting system. The
USDA OCFO is the owner of FFIS and is responsible for operating and maintaining it. The USDA OCFO establishes
ACCTEIDs to identify the various posting models used to process accounting transactions. The ACCTEIDs specify the
general ledger accounts that are posted.
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$215 million as “unavailable” budget authority on the Combined Statement of Budgetary Resources when the
funds were available as of September 30, 2005.

B The USDA Forest Service did not timely identify posting logic errors. Of the approximately 450 ACCTEIDs
that USDA Forest Service used during FYs 2004 and 2005, at least 40 did not relate to a standard Treasury
posting model. In certain instances, such as a unique USDA Forest Service process, there may be a valid
reason a standard Treasury posting model does not exist. The creation and use of non-standard Treasury
posting models should be fully documented.

B In response to a prior-year material weakness issued to the USDA OCFO by the Office of Inspector General,
the USDA OCFO revised its methodology in FY 2005 for compiling the Consolidated Statement of Financing
(SOF). Although the USDA OCFO and Forest Service performed extensive research and analysis, sufficient
evidential matter was not presented timely to substantiate the fair presentation of the line items noted in our
opinion.

B The USDA Forest Service uses GL account 2190, Other Accrued Liabilities, to record both funded and
unfunded other accrued liabilities. As a result, the USDA Forest Service has difficulty in properly identifying
the total amount of Liabilities not Covered by Budgetary Resources for disclosure in its financial statements.

B The USDA Forest Service continues to have an ineffective process to timely identify, assess, and implement
financial management and reporting changes that are mandated by authoritative accounting literature. During
FY 2005, USDA Forest Service did not timely recognize financial management and reporting changes
required by OMB Circular No. A-136, Financial Reporting Requirements and Interpretation Number 6,
Accounting for Imputed Intra-departmental Costs: An Interpretation of SFFAS No. 4. OMB Circular No. A-
136 contains significant changes for FY 2006, especially related to the identification and reporting for
Earmarked Funds. Timely identification, assessment, and implementation of mandated financial management
and reporting changes are a critical element of timely and effective preparation and issuance of financial
statements and to provide management with accurate financial data in a timely manner.

B During FY 2005 the USDA Forest Service planned to change its business practice by depositing its receipts
from timber sales into a specific Treasury appropriation fund symbol instead of the general budget clearing
account. However, the USDA Forest Service did not fully implement this change during FY 2005.

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

Recommendation Number 1:

In addition to the prior recommendations 1, 3, 8, 11 of Audit Report No. 08401-3-FM, we recommend that the
USDA Forest Service:

B In conjunction with the USDA OCFO, complete the existing project for producing the SOF on a transactional
basis. Document the propriety of all ACCTEIDs that constitute valid and logical reconciling items in the SOF.
Obtain training for personnel involved in financial statement preparation regarding the relationship of the SOF
to the statements of budgetary resources and net cost. Perform a comprehensive technical review of the SOF
to ensure it is accurately prepared.
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B Establish a separate general ledger sub-account within GL 2190 to separately record unfunded liabilities or
otherwise segregate funded and unfunded liabilities.

Number 2: Accountability for Undelivered Orders (UDOs) is Lacking (Repeat Condition)

As reported in our FY 2004 report, the USDA Forest Service experienced sporadic lack of compliance with its
policies and procedures to review and certify the accuracy of UDOs. During FY 2005, the USDA Forest Service
experienced a worsening of this condition.

Review and Certification of UDOs Continues to Need Improvement

An internal control sample of UDOs was selected from the USDA Forest Service’s May 31, 2005 UDO
certification report at each of the 10 field sites reviewed during the audit. Of the 80 samples items that were
tested, 19 items result in invalid UDOs as of May 31, 2005 and 7 items were not de-obligated within 30 days
after the UDO certification was completed by the field office.

Because of the poor operating effectiveness of the internal controls over UDOs, the September 30, 2005 UDO
extract was reviewed in detail. The testwork results disclosed 28 of 146 routine UDO transactions as exceptions.

USDA Forest Service Directive 6509.11k-2005-8 states, “For the months ending May 31 and August 31, [USDA
Forest Service personnel must] certify that ALL un-liquidated obligations are reviewed for accuracy, including
any accruals associated with these obligations...... Invalid UDOs must be de-obligated [by USDA Forest Service
personnel] within 30 days of the certification.”

Review of Non-routine Period-end Accrual Transactions Needs to be Performed

During FY 2005, the USDA Forest Service established a new policy to mass enter into the general ledger, via a
standard voucher, delivered orders and undelivered orders that were not recorded into the various sub-systems due
to the early year-end cutoff. This policy was designed to ensure completeness of data in the general ledger. As
part of the consolidation of finance and accounting functions at the ASC, field personnel no longer have entry
access to the general ledger. This action has significantly reduced the number of people entering transactions in
the general ledger. In order to accommodate the volume of both undelivered and delivered orders to be entered,
summary documents with detailed information were used to enter transactions.

As part of our non-routine sample, 65 transactions were selected as of September 30, 2005. Of this sample the
following errors were noted:

B 38 of the 65 transactions failed the management review control, and
B 24 of the 38 transactions were not recorded properly in the general ledger.

The USDA Forest Service has two over-arching internal control policies and procedures that should ensure the
accuracy of the data entered into the general ledger. Those policies and procedures are as follows:

1.  The USDA Forest Service’s general ledger contains security profiles that require two separate employees to
enter and approve SV transactions.
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2. In addition, CFO Bulletin 2002-010 SV Documentation Policy states “SV documents require approval by an
approving official and will process similar to balance vouchers, internal vouchers, working capital fund
vouchers and journal vouchers in that one individual will create the SV and another (approving official)
will approve the document before it is accepted in FFIS. Approving the SV document means the approving
official has reviewed the supporting documentation and agrees that the SV transaction is appropriate, is
adequately documented and should be made in the current accounting period.”

Although the USDA Forest Service does have these internal controls in place, they are not operating effectively
based on the errors cited above.

As a result of the lack of adherence to the USDA Forest Service’s policies and procedures for reviewing the
validity of UDOs and reviewing and approving period-end accrual standard vouchers, erroneous UDO
transactions existed. The condition resulted in an audit adjustment to decrease the UDO balance by $122 million
as of September 30, 2005.

Recommendation Number 2:
In addition to the prior year recommendation 1 of Audit Report No. 08401-4-FM, we recommend that the USDA

Forest Service develop a plan to improve the operating effectiveness of its review and approval of all period-end
accrual adjustments.

Number 3: Implementation of the USDA Forest Service Accrual Methodology Needs Strengthening
(Repeat Condition)

As reported in prior year reports, the USDA Forest Service developed an accrual methodology during fiscal year
2003. However, the USDA Forest Service continues to have implementation weaknesses related to the
compliance with its methodology.

Implementation Deficiencies of Accrual Methodology Existed

Although the USDA Forest Service made significant progress in developing an auditable accrual methodology, a
review of the June 30, 2005 accruals disclosed discrepancies in the application of the methodology by various
field offices. A statistical sample of 163 transactions was selected; however testwork was not completed due to
the late delivery of the sample supporting documentation from the field offices. Although testwork was not
completed, several weaknesses were noted in the limited testwork that was performed. Specifically, it was noted
that the USDA Forest Service did not comply with its accrual procedures since approximately 55% of its accounts
payable estimates were based on third party estimates, 16% of its accounts payable estimates were based on
program managers and 29% was based on straight line calculations. In addition, a higher than acceptable level of
exceptions were noted for those sample items tested.

A statistical sample of 129 accounts payable was selected as of September 30, 2005. Although FS did make some
improvements in its accrual process from June 30, 2005, weaknesses continue to exist in its accrual methodology.

Specifically:

B 36 of 129 sample items contained errors in the calculations of the accrual amount.
B 3 of the 36 related to old accruals that were no longer valid.
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B Approximately 46% of its accrual estimates were obtained from third-party confirmations, 51% were based on
program manager estimates, and 3% were based on straight-line estimates

On March 24, 2004, FS issued CFO Bulletin No 2004-006, Consolidated Methodology for Accruing Liabilities
for Incidents, Grants, Agreements, Contracts, Purchase Orders and Straight Payments. The bulletin provides the
guidance for accruing liabilities for both incident and non-incident business transactions including grants,
agreements, contracts, certain purchase orders, and straight payments such as temporary duty travel and purchase
card purchases. In addition, the following sources for accrual estimates are noted and the acceptable percentages
of accruals obtained from each of the categories:

B 80% of total recorded accrual dollars is derived from information submitted by trading partners, the source of
the most reliable accrual data.

No more than 15% of recorded accrual dollars are FS developed and documented knowledge-based estimates.

B No more than 5% of recorded accrual dollars are estimated using the straight-line spreadsheet. This is the least
preferred accrual determination method and must be supported by documented efforts to obtain accrual
information from the trading partners and from the Forest Service-developed knowledge-based estimate.

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

The non conformance with the established accrual methodology resulted in an adjustment to increase the accrual
by approximately $17 million.

We continue to recognize the need for the USDA Forest Service to adequately train field personnel on the USDA
Forest Service’s accrual methodology to ensure all locations fully comply with the review and certification
requirements and ensure that the Albuquerque Service Center (ASC) develop an adequate monitoring program for
quarterly review of its methodology as reported in the prior recommendations 14 and 15 of Audit Report No.
8401-3-FM.

Periodic Reviews of Fire and Other Incident Accruals Need to be Performed

During our review of accruals at June 30, 2005 and September 30, 2005, it was noted that the USDA Forest
Service had fire and other incident-related accruals from prior fiscal years that were no longer considered valid as
the accruals could not be supported or there was little or no payment activity in FY 2005.

The USDA Forest Service’s Guide for Recording Incident Accruals and Payments states that monitoring incident
accruals is a key activity to ensure agency liabilities are better reflected. Delegated incident units should
implement regular quarterly and fiscal year-end procedures to ensure accruals are accurately stated.

Without performing periodic reviews on the recorded accrual balance related to fire and other incidents, the

USDA Forest Service increases its risk of having invalid accounts payable and is not in compliance with its policy
on recording incident accruals.
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Recommendation Number 3:

We recommend that the USDA Forest Service modify its accrual methodology to require responsible USDA
Forest Service officials to take additional/alternate steps to obtain additional information when vendors cannot
provide the necessary information to determine an accurate estimate, or when the USDA Forest Service is aware
that the information provided is inaccurate.

Recommendation Number 4:
We recommend that the USDA Forest Service improve its quarterly monitoring function to ensure that reviews of

fire and other incident accruals are performed accurately and completely and that such recorded accrual amounts
are valid.

Number 4: Controls Over the Purchase Order Normal Tracking and Inventory System (PONTIUS) and
Purchase Order System (PRCH) Data Access, Input, Integrity, and Segregation of Duties Need
Improvement (Repeat Condition)

The Purchase Order Normal Tracking and Inventory System (PONTIUS) is the front-end to the Purchase Order
System (PRCH). Controls over data access, input, integrity, and segregation of duties play a crucial role ensuring
the accuracy and integrity of data stored in these systems. Internal control weaknesses were noted in both systems.

During FY 2005, the USDA Forest Service began implementation of a new procurement system entitled the
Integrated Acquisition System (IAS) however, a significant number of expenditure transactions were still
processed through the PONTIUS and PRCH systems. PONTIUS and PRCH are scheduled to cease operations in
November 2005.

OMB Circular No. A-127, Financial Management Systems, prescribes policies and standards for executive
departments and agencies to follow in developing, operating, evaluating, and reporting on financial management
systems. In particular, OMB Circular No. A-127 specifies the need for integrated financial systems and to account
for financial data using the USSGL at the transaction level.

Since the implementation of 1AS occurred during FY 2005, no further recommendations will be made for this
weakness.

Number 5: The USDA Forest Service Needs to Improve its General Controls Environment (Repeat
Condition)

In response to previously reported weaknesses in this area, the USDA Forest Service has undertaken initiatives to
improve its information technology functions. Specifically, as part of the business operations reorganization and
consolidation, USDA Forest Service recently established a contract-like relationship with Federal employees! to
manage the USDA Forest Service IT infrastructure functions and processes. As a result of the reorganization, the
USDA Forest Service IT infrastructure functions and processes are currently being centralized and updated.

1 The “contract-like relationship with Federal employees” resulted from an OMB Circular No. A-76 outsourcing study that
was performed and awarded to government employees.
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While we commend USDA Forest Service efforts to centralize and improve its IT infrastructure functions, more
actions are necessary to fully address the general controls weaknesses identified in prior years as well as to ensure
an appropriate level of confidentiality, integrity and availability of sensitive and crucial information systems and
resources. Specifically, six of eight prior general control recommendations remain open. We have also included
three new issues in this overall weakness. A description of the nine issues comprising this material weakness
follows. Furthermore, at the USDA level, the OIG has identified a security weakness related to IT general
controls. Actions to resolve the USDA issue are incumbent upon resolution of the USDA Forest Service general
control material weakness.

The material weakness that follows was based on the guidance in the Federal Information Security Management
Act (FISMA), passed as part of the Electronic Government Act of 2002, which mandates that Federal entities
maintain IT security programs in accordance with OMB and National Institute of Standards and Technology
(NIST) guidance. OMB Circular No. A-130, Management of Federal Information Resources, and various NIST
guidelines describe specific essential criteria for maintaining effective general IT controls.

The Entity-Wide Process for Assessing Information Technology Risks Has Not Been Fully Implemented
(Repeated Condition)

We previously reported that the USDA Forest Service did not have formal risk assessment policies, procedures, or
guidance for conducting and preparing appropriate and complete risk assessments. The USDA Forest Service
published a risk assessment policy and conducted risk assessments (RAs) in fiscal year 2005. We reviewed the
RAs for the USDA Forest Service Computer Base (FSCB), which is the USDA Forest Service General Support
System (GSS), Paycheck?, Infrastructure (INFRA), Automated Timber Sale Accounting (ATSA), and Travel. We
noted the following weaknesses:

Risk Assessment (RA) Conditions Application

The RAs were missing analyses in the following areas:
control analysis, likelihood determination, risk
determination, and control recommendation.

ATSA; FSCB; Paycheck?7;
Travel

RA did not address regional or data center threats. In

addition, the ASC was not incorporated in the RA. FSCB

The RAs were missing Attachment A: Risk Evaluation
Report checklists, as mandated by National Institute of
Standards and Technology (NIST) SP 800-26,
Security Self-Assessment Guide for Information
Technology Systems.

INFRA; ATSA; Paycheck7
Travel

The vulnerability lists did not classify risk levels for
AlX, Oracle, Windows 2000/XP, and Microsoft
Office.

ATSA; FSCB; Paycheck?
Travel

We continue to recognize the need for the USDA Forest Service to ensure that controls are established to facilitate
adherence to the Forest Service’s risk assessment policies and procedures as reported in prior recommendation 20
of Audit Report No. 08401-3-FM.
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System Security Plans Are Incomplete (Repeated Condition)

We previously reported that the USDA Forest Service did not have policies to govern the development of system
security plans. In FY 2005, the USDA Forest Service published a security management policy. We reviewed the
System Security Plans (SSPs) for FSCB, Paycheck?7, INFRA, ATSA, and Travel and noted the following
weaknesses:

System Security Plan (SSP) Conditions Application

The SSP was not updated as a result of the reorganization and

transition to the Information Solution Organization (1SO). FSCB

System interconnection and information sharing rules of behavior
were in draft for the Department of Interior (DOI) — Bureau of Land
Management (BLM);

DOI — National Business Center (NBC); USDA — National Finance
Center (NFC); and USDA — National Information Technology Center
(NITC).

The SSP was out of date, per USDA Forest Service requirements for

review and update annually. ConnectHR/Paycheck?

The SSP was missing analysis in the following areas, based on NIST
SP 800-18 guidance for Major Applications: Security awareness and
training, documentation, identification and authentication, and
personnel security.

The SSP did not discuss the security software which protects the

system and information. INFRA

We continue to recognize the need for the USDA Forest Service management to establish controls to facilitate
adherence to Forest Service system security plans as reported in prior recommendation 21 of Audit Report No.
08401-3-FM.

Internet Access Controls Need Improvement (Repeated Condition)

We previously reported through vulnerability assessment of the USDA Forest Service that several File Transfer
Protocol (FTP) servers did not disable write access to a public directory for anonymous users. As a result, the
servers allow the user functional access to the system and to additional system services. In fiscal year 2005, many
of the same access conditions continue to exist, including our identification of servers with default FTP accounts
and hosts with default user names and passwords. We received the approved USDA Forest Service Manual 6680-
2005-4 “Security of Information, Information Systems, and Information Technology” on September 27, 2005.
This manual was not included in our review as it would not have impacted Internet access controls for FY 2005.

We continue to recognize the need for the USDA Forest Service management to develop and implement

enterprise-wide system architecture standard for Internet-facing services as reported in prior recommendation 22
of Audit Report No. 8401-3-FM.
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Patch Management and Configuration Guidance Are Incomplete (Repeated Condition)

We previously reported several findings in the area of system software, change control, and service continuity
related to the operating system software. Specifically, these weaknesses were:

B Formal policies related to access restriction and monitoring usage of system software have not been
documented;

Periodic review of access capabilities of system programmers is not performed;

System software related documentation is not maintained or updated,;

Normal change control policies or procedures do not exist;

A formalized System Development Lifecycle (SLDC) methodology has not been developed for operating
system software; and

B Emergency change procedures have not been documented.

During our FY 2005 audit, we noted that many of the same conditions continued to exist and can be attributed to a
lack of formal policies. The FSM 6600, Systems Management, subsection 6683.6, Hardware Systems and
Software Maintenance, and the Configuration Management Board (CMB) Charter are currently in draft form. No
formal policy exists related to access restrictions over software code, change control, emergency change
procedures, library management policies, or library access controls. Additionally, we discovered that not all
servers are ‘hardened’ - users are not required to login with their user name before gaining root access.

We also previously reported the following issues related to system software:

B OQutdated software;

B Missing critical patches on various services and/or software;
B Improperly configured services or software; or
[ |

Outdated or unnecessary services and/or software installed.

During our FY 2005 external and internal vulnerability assessment of the Washington Office (WO); WO
Detached in Fort Collins, Colorado; and the ASC, a significant number of issues of the four types described above
were again identified. This included 27 instances of outdated web server components; 56 Microsoft, 21 Oracle,
and 1 Dell OpenManage web server not being up to date; 19 X Server and 18 RPC services improperly
configured; and, 3 Active Directory components, 11 legacy Echo and Chargen services, 20 RPC services, 1
MyAdmin service and 8 CGI scripts were running unnecessarily.

We continue to recognize the need for the USDA Forest Service management to develop and implement
enterprise-wide policies and procedures regarding software management and change control as reported in prior
recommendation 23 of Audit Report No. 8401-3-FM.

Continuity of Operations Plans and Contingency Plans Need Improvement (Repeated Condition)

We previously reported service continuity control weaknesses at the USDA Forest Service indicating that criteria
for data classification and sensitivity of critical data operations information had not been established; data backup
and recovery procedures were weak and inconsistent across the regions; preventive maintenance policies and
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procedures did not exist; and continuity of operations plans and disaster recovery plans were not adequate and
inconsistent across the regions.

In our FY 2005 audit, we inspected USDA Forest Service’s continuity of operation plans (COOP) and disaster
recovery documentation. COOPs provide procedures and capabilities to sustain an organization’s essential,
strategic functions at an alternate site. IT contingency plans provide procedures for recovering an application. We
noted that, while improvements had been made over last year, the following weaknesses were identified:

Policies and procedures — Policies and procedures did not exist for IT contingency and disaster planning,
sensitive information protection and classification, and the logging of removal and return of storage media to
and from the tape library. USDA Forest Service Manual 6600 — Systems Management, which documents
backup and recovery procedures, was in draft form.

Emergency procedures — At the WO, Fort Collins, CO — WO Detached, and Region 3 (supporting the ASC
data centers) were not documented, periodically tested and employees had not received training on emergency
procedures.

Data Center Continuity of Operations Plans — A business impact analysis had not been performed for the Fort
Collins, CO — WO Detached or the ASC locations. The Rocky Mountain Research Station’s, which supports
the Fort Collins — WO Detached office, COOP was outdated and incomplete. Specifically, it had not
addressed the concepts of operations for WO Detached Acquisition Management and Financial Management
systems units; it did not effectively document the steps to be taken by IT personnel to restore operations; the
leadership contacts had not been updated; and the plan had not been tested. Regional COOPs had not been
updated nor had regional employees received COOP training. The WO COOP after-action reports did not
document deficiencies and corrective actions specific to the WO COOP.

Application Contingency Plans — ConnectHR/Paycheck?7 contingency plan did not exist. The general support
system contingency plan was in draft.

Application Documentation — System and application documentation was not maintained offsite for WO and
Fort Collins, CO — WO Detached locations.

Data Center Facility — Fire extinguishers were not available at the WO data center and the Region 3 data
center, which supports the ASC.

Procedures and agreements — Procedures and agreements regarding regional office backup site facilities had
not been developed for instances where one region is the backup site for another region. Regional offices had
not established service agreements for emergency telecommunication services.

Recommendation Number 5:

We recommend that USDA Forest Service:

Complete, approve, communicate, and document the enforcement of policies and procedures addressing 1T
contingency and disaster planning and protection of sensitive information and classification. These policies
and procedures should include the removal and return of storage media and physical and environmental
security.

Additionally, USDA Forest Service should conduct a Business Impact Analysis at the WO, Fort Collins, CO -
WO Detached, and Region 3 (supporting the ASC) data centers to assist in identifying the criticality and
sensitivity of FS information, systems, and facilities. The COOP for the Regional headquarters, WO and Fort
Collins — WO Detached need to be enhanced. Also, the contingency plan for ConnectHR/Paycheck7 needs to
be enhanced. USDA Forest Service should establish controls to certify all COOP and contingency plans are
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tested annually and updated based on test results. Regional service level agreements or contracts with all
backup site facilities and telecommunication services should be developed.

B Finally, we recommend that the USDA Forest Service develop materials and provide employees identified as
occupying emergency roles with disaster recover and continuity of operations training.

The Certification and Accreditation (C&A) Process Needs Improvement (Repeat Condition)

In response to our previous reportable conditions, the USDA Forest Service conducted certification and
accreditation activities and accredited the systems. In our FY 2005 audit, we examined Certification and
Accreditation (C&A) packages for the USDA Forest Service network, Paycheck?, INFRA, ATSA, and Travel.
We noted that while all of these financially significant applications were certified and accredited, but the
following areas require improvement:

B C&A process — USDA Forest Service did not have a C&A policy and the USDA policy was in draft; the
certifying agent’s position did not provide for an appropriate level of independence within the organization;
and, procedures for continuous monitoring of the systems and performing annual self-assessments were
informal.

B [ncomplete C&As —-FSCB, Paycheck?, INFRA, ATSA, and Travel were certified and accredited with
incomplete C&A packages; and, the PONTIUS did not undergo C&A.

B FISCAM Plan of Action and Milestones (POA&M) — Responses to previous year findings were not reported
timely in the IRM Audit Action Plan POA&M; and, there were no policies or procedures for updating and
reviewing the POA&M.

We continue to recognize the need for the USDA Forest Service to develop and implement a Certification &
Accreditation (C&A) policy based on NIST Special Publication as reported in prior recommendation 19 of Audit
Report No. 8401-3-FM.

Access Controls at Data Processing Facilities Need Improvement

In our prior management letters, we reported that there were weak access controls across the USDA Forest
Service entity-wide. Specifically, management had not periodically reviewed individual logical access privileges
or unauthorized access attempts and audit logs. Many USDA Forest Service facilities had weak physical access
controls. Additionally, standard forms were not used to document the approval of data sharing, archiving, and
deletion.

In our FY 2005 audit, we noted that improvements had been made to access controls. However, we also noted that
the following weaknesses still existed at the WO, ASC, and Fort Collins:

B No standard logical access controls for gaining access to the USDA Forest Service network — USDA Forest
Service has established Interim Directive 6680-2005-3, Technical Controls, which addresses access controls.
However, the process for obtaining and authorizing access to the USDA Forest Service network was not
included in this policy and had not been standardized, documented, and communicated to users. At the ASC,
management approval for the creation of new network and Lotus Notes accounts and changes to existing user
accounts had not been documented. Additionally, a policy and procedure for granting and removing
temporary or emergency access had not been established. Finally, USDA Forest Service had not established
policy or procedure for periodically reviewing access listings for appropriateness, identifying and disabling
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inactive user accounts, and removing network access for separated employees. Separated employees were
found to have network access at several locations across the USDA Forest Service.

Weak logical access controls over system software, sensitive utilities, and database management utilities —
USDA Forest Service had not documented access restrictions over system software. Currently, access to
system software, sensitive utilities, and database management utilities was controlled through root server
access. The root access passwords are stored in an Oracle “password application.” Access to the password
application was not formally authorized or documented.

Weak logical access controls over servers - Users could gain root server access anonymously and actions
could not be tracked to individual users.

No maintenance or review of audit trails — Audit trails of successful and unsuccessful logins attempts and user
activity on the USDA Forest Service network were not maintained. Suspicious activity on the USDA Forest
Service network was not consistently investigated and regional personnel were unaware of how security
violations and activities were to be reported. While successful and unsuccessful login attempts for servers,
system software, and sensitive utilities were recorded, they were not periodically reviewed by management for
suspicious activity. Additionally, audit trails of server operator activities were not maintained. Regarding
remote access, logs were maintained of successful and unsuccessful logins, but management did not
periodically review the logs for suspicious activity. USDA Forest Service had not established a process for
management review of audit logs and monitoring of computer operator activities.

Inadequate physical access controls over USDA Forest Service facilities and restricted space — The USDA
Forest Service Manual 6683.2, “Physical and Environmental Security,” was in draft. As such, physical and
environmental security requirements had not been established and communicated for USDA Forest Service
facilities and all restricted space. Specifically, visitor logs were not used in the WO data center and were
inconsistently used throughout the WO and other regional facilities. At the WO detached facilities in Fort
Collins, locked doors were routinely propped open and security guards were not present to monitor access to
facilities. At the WO data center, authorized ID request forms could not be provided for all employees with
access to the data center and computer lab. Changes in physical access privileges were inconsistently
authorized and documented. Additionally, separated and transferred employee access was not consistently
removed from the system. Finally, management at the WO, Fort Collins, and ASC did not periodically review
physical access listings for appropriateness.

Unidentified access paths — No tools or diagrams were used to track logical access paths for the USDA Forest
Service network and servers.

No use of standard forms to document approvals for archiving, deleting, and sharing of data — Standard forms
were not used to document approvals for archiving, deleting, and sharing data for the ATSA system or
PONTIUS. Data was regularly shared with outside entities such as the U.S. Congress or the Freedom of
Information Act Office.

Recommendation Number 6:

We recommend that USDA Forest Service management develop, communicate, and establish controls to facilitate
adherence to entity-wide policies and procedures on access controls to address access key controls, including:

B A standardized process for requesting access to the USDA Forest Service network. Include procedures for

changes to existing user accounts and requesting, granting and removing temporary and emergency access;
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B Periodic management review of network account access listings for appropriateness; identifying and disabling
inactive user accounts, and removing network access for separated employees;

B Requesting, granting, and removing access to system software, sensitive utilities, and database management
utilities;
B Periodic review of network, server operator, and remote access audit logs as required by USDA Forest Service

Interim Directive 6680-2005-3, “Technical Controls.” Include procedures and requirements for investigating
suspicious user activity and reporting security violations;

Management approval for archiving, deleting, and sharing ATSA and PONTIUS data;

Finalize the USDA Forest Service Manual 6683.2, “Physical and Environmental Security,” and communicate
requirements to FS personnel. Establish controls to facilitate adherence to policy; and

B Additionally, the USDA Forest Service needs to modify server settings on all USDA Forest Service servers to
ensure that users cannot gain root server access anonymously. USDA Forest Service network audit functions
must be configured to maintain a history of successful and unsuccessful login attempts and user activity for
the USDA Forest Service network as required by USDA Forest Service Interim Directive 6680-2005-3,
“Technical Controls.” USDA Forest Service management should identify and document all access paths for
the USDA Forest Service network and servers. Finally, USDA Forest Service needs to develop and implement
a user access review policy and procedure for the Department of Health and Human Service’s Payment
Management System application.

Network Account Management Needs Improvement

In our prior management letters, we reported that the USDA Forest Service had not established a formal password
policy. Additionally, we noted many insufficient password parameters and login information across the USDA
Forest Service organization.

In FY 2005, USDA Forest Service issued password requirements on August 26, 2005, in Interim Directive 6680-
2005-3, Technical Controls. However, the policy does not require users to change their password every 60 days as
required by the USDA Departmental Manual (DM) 3535-000, “C2 Controlled Access Protection.” Additionally,
the password requirements have not been communicated and consistently followed across the USDA Forest
Service. Weak password parameters were found on the USDA Forest Service network (Windows and Advanced
Integrated eXecutive (AlX) accounts.) Also, screen saver passwords can be disabled by users and network
accounts are not locked after several unsuccessful login attempts.

During the FY 2005 internal vulnerability assessment of the WO, WO Detached in Ft. Collins, CO, and the ASC;
we noted that weak password controls exist on a significant number of hosts within the USDA Forest Service
information technology infrastructure. Specifically, several hosts were identified with weak administrator and
other powerful account passwords, including blank passwords.

Recommendation Number 7:

We recommend that USDA Forest Service management:

B Update the USDA Forest Service Interim Directive 6680-2005-3 to include the USDA requirement that users
change their password every 60 days and 30 days for system administrators;

B Establish controls to facilitate entity-wide adherence to the USDA Forest Service Interim Directive 6680-
2005-3; including the application of strong passwords to all user accounts identified as having a weak
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password during the vulnerability assessment and the removal or disabling of all default, temporary, and guest
user accounts; and

Continue with the USDA Forest Service implementation of Microsoft Active Directory in order to enforce
screen saver passwords, account lock-out after three invalid login attempts, and the minimum password
requirements documented in the USDA Forest Service Interim Directive 6680-2005-3 for all FS network
users.

Implementation of the New Business Operations Organization Needs to be Stabilized

During the general controls review of the ASC and the Network Operations Center (NOC), we noted that various
policies and procedures had not been documented. Specifically, the USDA Forest Service has not established
policies and procedures related to the following areas:

NOC

Granting and removing external access to the network, including terms of agreement for when the NOC
assumed networking responsibilities;

Standards for network software, links and service configuration;

Software used by the NOC;

Network Configuration Management Guidelines;

Managing firewalls;

Incident Detection System (IDS) configuration, alerts and network incident response; and
Daily Operations Guide (DOG) for the NOC.

ASC

Specific methods of protecting confidential data are not included in USDA Forest Service agreements;

Access request forms for the Foundation Financial Information System (FFIS) and the National Finance
Center (NFC) users are missing; and

The ASC has not developed a COOP.

Additionally, we noted that reviews had not been performed for the following:

Personnel with access to sensitive facilities;
Appropriateness of the FFIS and the NFC access authorizations; and

Network security status.
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Recommendation Number 8:

We recommend that USDA Forest Service system owners, in cooperation with the USDA OCIO, and in
compliance with USDA and USDA Forest Service information security requirements:

B Complete, approve, communicate and document the enforcement of policies and procedures, specifically
addressing the conditions resulting from the new business operations organization;

B Develop and implement a policy to include review of personnel with access to sensitive facilities, the
appropriateness of FFIS and NFC access authorizations, and the network security status;

B Install the latest software versions, service packs, and security patches (and remove out-dated versions);

Develop and implement software configuration standards for Windows, UNIX and all other USDA Forest
Service platforms with defined images that specify what software applications should be in use and on what
kinds of machines these applications should be installed on; and

B Use automated tools to detect and eliminate unused or unauthorized applications including the use of 1SS
Internet Scanner in accordance with USDA Cyber Security Policy CS-007.
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REPORTABLE CONDITIONS

Number 1: Controls Related to Physical Inventories of Capital Assets Need Improvement

The USDA Forest Service provides capitalized asset written physical inventory instructions to its reporting units.
We reviewed the instructions and believe they are effectively designed.

For economy and efficiency, the USDA Forest Service performs a physical inventory of personal property on a
two-year cycle preferably in the even years. The last inventory was performed in FY 2004.

Real property inventory procedures were changed in FY 2002 to require inventories on a rolling basis every five
years starting in FY 2003.

In our FY 2005 audit, we noted four types of deficiencies:

Lack of Signatures and or Dates on Inventory Reports_- Inventory reports were either not available or were
not properly signed and dated by the inventory taker for eight out of the ten units. Unsigned and undated
physical inventory lists could result in a misstatement of assets because the physical existence of assets is not
verified and/or properly recorded. This condition is caused by a lack of compliance by field units with the
USDA Forest Service’s written inventory instructions.

Lack of Evidence of Segregation of Duties - Inventory reports were annotated only by the inventory taker, or
that the accountable officer and reviewer was the same person. This deficiency existed at five of the ten
reporting units. Lack of proper oversight of inventory can result in the misappropriation or misstatement of
assets. This condition is caused by a lack of compliance by field units with the USDA Forest Service’s written
inventory instructions.

Lost or Found Items Discovered during Physical Inventories were not Properly Documented and/or
Corrected in the Property Systems — Non-reconciling items discovered during the physical inventory were not
corrected in the property systems. This deficiency existed at five of the ten reporting units. The effect is a
misstatement of assets because assets were not properly recorded in the property subsidiary ledgers. This
condition is caused by a lack of compliance by field units with the USDA Forest Service’s written inventory
instructions.

Lack of Inventory of Level 1 and 2 Roads — Level 1 and 2 roads were not inventoried in FY 2005 and at the
current rate of their inventorying; they would not have a complete 100% physical inventory within five years.
Level 1 roads are not in service and level 2 roads are unimproved vehicle trails/roadbeds.

Recommendation Number 9:

We recommend that the USDA Forest Service increase their monitoring of reporting units for compliance with
the USDA Forest Service written physical inventory instructions and implement an appropriate inventory
methodology for level 1 and 2 roads.
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Number 2: A Segregation of Duties Policy related to Electronic Data Processing (EDP) Must be Fully
Implemented (Repeat Condition)

We previously reported that, although a number of the controls around segregation of duties related to IT were in
place, at least one of the following conditions was noted at the field sites reviewed:

No segregation of duties policy;

No clearly defined operating procedures for data center operations;

The same individual may perform distinct systems support functions;

No segregation of duties training;

No active management review of staff functions; and

No controls in place to ensure financial management reporting data accuracy.

Although USDA Forest Service had an interim directive in place, no formal enterprise-wide policy or procedures
had been developed or implemented. During our FY 2005 audit, we noted that USDA Forest Service developed
and published a segregation of duties policy. While the new segregation of duties policy controls have been
approved, the following weaknesses still exist:

B Management does not periodically review segregation of duties controls;

B Staff is unaware of a segregation of duties policy at all sites except the WO; and

W Segregation of duties training has not been created or disseminated to USDA Forest Service employees.

OMB Circular No. A-130 describes specific essential criteria for maintaining effective controls. Without proper

controls or segregation of duties in place, unauthorized personnel can have the ability to access, edit or delete
critical data or files, thus compromising data integrity and accuracy.

Recommendation Number 10:
We recommend that USDA Forest Service:
B Establish controls to facilitate adherence to the segregation of duties policy and supporting procedures as well

as develop, implement and document training so that employees are aware of the policy and their
responsibilities.

B Modify, approve, and communicate a policy to address periodic management review of segregation of duties.

Number 3: The Compilation of Performance Measures Needs Improvement

The USDA Office of Inspector General (OIG) identified, in a March 2005 report entitled Forest Service
Implementation of the Government Performance and Results Act, certain significant deficiencies in internal
control over reported performance measures that, in our judgment, could adversely affect the USDA Forest
Service’s ability to collect, process, record, summarize, and report performance measures in accordance with
management’s criteria. Specifically, the OIG reported the USDA Forest Service had not effectively implemented
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a comprehensive strategy for collecting and reporting performance data. The OIG report identified several
examples of inconsistencies, errors and omissions in measuring performance and that the standards used to define
performance varied between regions and forests and even among the districts in a forest. The report further stated
that definitions of performance measures were often vague and open to varied interpretation and were not always
timely distributed to the field.

The OIG is continuing to monitor the USDA Forest Service’s processes in this area.

Number 4: The Review of Purchase Card Transactions and Monitoring of the Program Needs
Improvement (Repeat Condition)

During testwork over quarterly supervisory reviews of purchase card transactions, the following exceptions were
noted in a sample of 19 transactions:

B Nine quarterly supervisory reviews were not completed and one quarterly supervisory review was signed and
dated the day our field site review began.

B The ASC was not able to identify its purchase card holders in the Purchase Card Management System
(PCMS).

In addition, during testwork over the authorization for use of PCMS Purchase Cards and completion of PCMS
training, the following exceptions were noted in a sample of 104 cardholders:

B Three cardholders did not have their Micro-Purchase & PCMS System Training Certificate Request forms
signed by the Local Agency Program Coordinator (LAPC).

B One cardholder did not have a copy of their (approved) Micro-Purchase & PCMS Training Certificate form
on file.

B One cardholder was both Contracting Officer (CO) and PCMS purchase cardholder. The CO had an
authorized warrant level of $25,000 only, but with a purchase limit of $100,000 for the PCMS purchase card.

B One cardholder made an unauthorized purchase since the cardholder was removed from the PCMS system as
an authorized PCMS purchase card cardholder.

USDA Departmental Regulation 5013-6 requires that supervisors of purchase card holders monitor the purchasing
activity of card holders in their units. On April 19, 2004, the Director of Acquisition Management reminded the
various FS activities of the emphasis placed on the supervisor’s review of purchase card holders. A supervisory
review checklist was provided to document the reviews starting with the second quarter review (January — March
2004). Documentation of these reviews should be maintained for three years.

On April 28, 2005 the WO sent a letter reminding all purchase cardholders and their supervisors of their
responsibilities associated with the management of the purchase cards and convenience checks. This action was
taken as a result of a prior finding that quarterly supervisory reviews had not been accomplished as required.

The USDA Forest Service Handbook (FSH) 6309.32, Federal Acquisition Regulation, part 4G13.301,
Government wide commercial purchase card, states that non-warranted cardholders are limited to the micro-
purchase thresholds of $2,500 for supplies and/or services and $2,000 for construction. Warranted cardholders
may conduct transactions (ii) within their warrant authority and the single and monthly limits established for their
cards or $2,000,000, whichever is less.
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In addition, on June 30, 2003 the WO sent a letter to USDA Forest Service activities to have all USDA Forest
Service cardholders authorized in writing by December 31, 2003.

Without effective quarterly supervisory reviews of PCMS transactions, the USDA Forest Service increases its
risks for inaccurate and inappropriate purchase card transactions. In addition, without complete and accurate
cardholder information in PCMS and adequate authorization/training records for PCMS cardholders, FS
management can not effectively monitor purchase card holders and transactions incurred by its cardholders.

We continue to recognize the need for the USDA Forest Service management to reinforce its policies in this area
and incorporate procedures to test reviews of purchase card transactions in its Acquisition Management reviews
as reported in prior year recommendation 4 of Audit Report No. 8401-4-FM.

Number 5: The Internal Controls Related to the Recording, Classification, Accounting for Information
Related to Leases Need Improvement (Repeat Condition)

As noted in our prior year audit, the USDA Forest Service has not implemented automatic posting models for the
routine recording of capitalized leases in the general ledger. The requirement for lease reporting and disclosure in
the financial statements is accomplished by periodically compiling information from the regions based on data
calls and then entered into general ledger once a year at fiscal year closing. This non-routine method is prone to
errors. The USDA Forest Service intended to, but did not implement the planned programming changes and new
procedures in FY 2005.

During our FY 2005 audit we sampled 114 real and personal property capital and operating leases and we
identified the following errors:

13 leases had insufficient supporting documentation to classify them,

6 leases were classified as capital that should have been operating,

4 leases were classified as operating that should have been capital,

1 lease was expired, and

1 lease was a duplicate.

We also tested the mathematical accuracy of certain calculations to determine if assets under capital leases and the
accumulated amortization has been correctly recorded and determined that accumulated amortization was
overstated by at least $3 million and assets under capital leases were overstated by $0.5 million at
September 30, 2005.

These errors could cause an overstatement or an understatement of asset values. These errors can be attributed to
the of lack of policy and procedures, lack of training and/or lack of monitoring of reporting units for compliance
with USDA Forest Service lease transaction recording policies.

We continue to recognize the need for the USDA Forest Service management to establish policies and procedures
for the accurate recording of leases as reported in prior year recommendation 5 of Audit Report 8401-4-FM.

26 (Continued)



Exhibit 11

Number 6: The Design and/or Implementation of Controls Related to the Accurate Recording of Revenue-
Related Transactions Need Improvement (Repeat Condition)

During our prior year audit, we noted that revenue transactions were not recognized in the correct month and/or
year, were not sufficiently documented, or had values that were not supported by the documentation. We also
noted for accounts receivable that unbilled receivables were not reduced upon the issuance of actual billings, and
incorrect balances were caused by system linking problems.

During our FY 2005 audit, we tested 323 timber revenue samples, 542 general revenue samples, and 212 accounts
receivable samples and noted errors as follows:

Revenue

W 13 timber samples did not have sufficient documentation,

B 4 timber samples had permits issued and executed in prior fiscal years but were recorded as revenue in FY
2005

3 timber samples were not sufficiently documented,

12 general samples were not recognized as revenue in the correct year,

6 general samples were not received,

4 general samples had values that were different from the documentation that was provided, and

1 general sample had a permit issued and executed in a prior year but recorded as revenue in FY 2005.

Accounts Receivables

16 samples were abnormal due to the misuse of posting models,

10 samples did not have sufficient documentation,

9 samples were abnormal due to an over-collection of a receivable or an over advance liquidation,
4 samples were not received,

3 samples were overstated because they had been previously collected, and

2 samples were abnormal due to job code errors.

OMB Circular No. A-123, Management Accountability and Control, states that transactions should be promptly
recorded, properly classified and accounted for in order to prepare timely accounts and reliable financial and other
reports. The documentation for transactions, management controls, and other significant events must be clear and
readily available for examination. This condition can be attributed to a lack of policies or procedures and/or lack
of trained personnel and/or lack of monitoring of reporting units for compliance with the policies and procedures.

The effect of these deficiencies results in an over or understatement of revenue.

We continue to recognize the need for the USDA Forest Service management to review and update its policies
and procedures for accurate recording of revenue as reported in prior year recommendation 6 of Audit Report No
8401-4-FM.
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Number 7: The USDA Forest Service Needs to Continue to Improve its Internal Controls over its
Reconciliation and Management of Fund Balance with Treasury (Repeat Condition)

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

The Management of the Budget Clearing Accounts Needs to be Improved

The USDA Forest Service maintains budget clearing accounts (i.e., Treasury Appropriation Fund symbols
accounts 12F3875 and 12F3885) as part of its FBWT. USDA Forest Service uses these accounts to temporarily
record cash collections, as well as, revenue and expense transactions that have not been researched and resolved
for final disposition in its general ledger. Transactions recorded in these FBWT budget clearing accounts have an
offsetting amount recorded in a liability account (i.e., general ledger account 24XX). Depending on the nature of
the recorded transaction, amounts should not legitimately reside in the budget clearing account and the
corresponding liability account at fiscal year-end.

During our prior audit we noted that the USDA Forest Service was analyzing the composition of its budget
clearing accounts and generally making proper disposition at least on a quarterly basis.

During our FY 2005 audit we noted that the Forest Service had planned to change its business practice and
deposit timber cash in 12X6500, Advances Without Orders from Non-Federal Sources, instead of 12F3875. The
USDA Forest Service does not have a receipt account for timber sales so its business practice had historically
been to deposit the timber cash in the general budget clearing account, which is not the purpose of the account.
However, the USDA Forest Service did not fully implement this planned change in FY 2005.

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

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

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

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

We continue to recognize the need for the USDA Forest Service management to establish a separate receipt and
expenditure Treasury symbol as reported in prior recommendation 6 of Audit Report No. 8401-3-FM.

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

During our FY 2005 control tests of the FMS 6653/6654/6655 reports reconciliation process, we noted that all 53
sample items were adequately supported. However, 24 sample items were not corrected timely. This demonstrates
improvement in the FBWT reconciliation process over the work for the prior fiscal year.

28 (Continued)



Exhibit 11

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

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

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

We continue to recognize the need for the USDA Forest Service management to perform complete and timely
resolution of non-reconciling items as reported in prior recommendation 27 of Audit Report 8401-3-FM.

Number 8: The Design and/or Implementation of Controls Related to the Accurate Recording of Personal
Property Transactions Need Improvement (Repeat Condition)

The USDA Forest Service has improved its property internal controls during fiscal year 2005, including monthly
general ledger to property subsidiary ledger reconciliations and other corrective actions. The implementation of
WO compensating controls, to include the search for assets recorded below the capitalization threshold, further
illustrates the continuing commitment by the USDA Forest Service to improving the control environment
necessary for accurate financial reporting of personal property.

While the overall USDA Forest Service control structure has improved, controls at reporting units remain weak.
Tests of both controls and substantive transactions revealed that data input by reporting units remains poor, as
numerous data quality errors were identified.

During our prior-year testing of internal controls, we identified errors where the recorded data did not agree with
the supporting documentation. These errors included:

m items recorded below the capitalization threshold

m lack of sufficient supporting documentation

m prior events being recorded in current year

m unauthorized adjustments to recorded assets

m lack of supervisory review for property transfers

During our prior substantive testing we also identified errors where the recorded data did not agree with the
supporting documentation. These errors included:

m  prior events being recorded in current fiscal year
m items recorded below the capitalization threshold
m recorded cost not agreeing to the actual cost

m capitalizable items being recorded with an incorrect budget object code
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m capitalization of costs that should be recorded as expenses

m improper asset write off

m use of wrong posting model, causing a duplicate capitalization of a previously capitalized asset

m recording of a pre-payment as a capitalized asset

m improper removal of a properly capitalized component cost

FY 2005 substantive testing, we identified errors where the recorded data did not agree with the supporting
documentation. These errors were associated with 27 of 339 personal property transactions tested. These errors
included:

m 12 samples were for FY 2004 or prior events that were recorded in FY 2005

m 8 samples had insufficient support

m 7 samples had recorded cost that did not agree to the actual cost

These errors did not result in material misstatement of asset values. These errors can be attributed to a lack of
trained personnel as well as a lack of supervisory review of the data input for these transactions.

We continue to recognize the need for the USDA Forest Service to increase its monitoring of compliance with
property recording policy as reported in prior recommendation 30 of Audit Report No. 8401-3-FM.

Number 9: The Posting of Certain Transactions Needs to Contain the Proper Reference Data to Link
Related Transactions (Repeat Condition)

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

During our review of data extracts as of September 30, 2005 from the general ledger for accounts for 4801 and
2190, we noted that trans-codes DG, DH, BG, Z7, and CE remained open and unlinked in our extract. The
following trans-codes and the respective balances were identified in each of the extracts:

General Ledger| General Ledger
Transcode Acct. 2190 Acct. 48XX
BG ($2,622.87) $3,988,665.69
CE 0 35,067.72
Z7 0 94,126.22
DG (12,892,985.08) | (5,253,685.78)
DH (3,799.31) 32,707.57
Total  |$(12,899,407.26)| $(1,103,118.58)

Individual document transactions relating to undelivered orders and accruals are overstated as of June 30, 2005.
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We continue to recognize the need for the USDA Forest Service to ensure adequate linking of its transactions as
reported in prior recommendations 34, 35, and 36 of Audit Report No. 8401-3-FM.

Number 10: The Compilation of the USDA Forest Service’s Required Supplementary Information (RSI)
and Required Supplementary Stewardship Information (RSSI) Needs Improvement (Repeat Condition)

We noted that the USDA Forest Service does not have adequately designed controls to ensure the consistency of
information compiled and reported in its RSI (Deferred Maintenance) and RSSI (Stewardship Land and Heritage
Assets) Sections of the financial statements.

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

We continue to recognize the need for the USDA Forest Service to revise its current control structure for data
collecting of RSI and RSSI as reported in prior recommendation 37 of Audit Report No. 8401-3-FM.

Number 11: The USDA Forest Service Application Systems Controls Need Improvement (Repeat
Condition)

During prior years the Automated Timber Sale Accounting (ATSA) system lacked key security documentation
including a risk assessment, security plan, and administrator’s guide. Additionally, duplicate transactions were
validly permitted in ATSA, but the transactions were not uniquely identified in the system. Finally, periodic
reviews of ATSA activity audit logs were not performed by management.

In FY 2005, we noted that USDA Forest Service had made improvements to the ATSA system security
documentation. The USDA Forest Service had created a duplicate transactions report and completed the ATSA
administrator’s guide. However, other weaknesses remain open and have not been sufficiently addressed.

The ATSA system security plan was completed in 2004; however, the plan does not require periodic audit log
reviews by management. Currently, the security plan identifies that ATSA audit trails only record the user ID and
time and date of system use. Also, these audit trails are only reviewed by IT staff following exceptional events.
Additionally, the ATSA risk assessment, dated September 2004, is incomplete.

The USDA Forest Service management indicated that periodic review of audit trails is not a priority. Management
believes that reviewing audit logs only after exceptional events is sufficient.

Reviewing system and application logs is crucial to the timely identification of anomalies and incidents, as well as
to ensure proper functioning of system hardware and software. Without periodic management review of audit
trails, the potential exists for security related incidents to go unnoticed and uninvestigated thus allowing potential
unauthorized users to access system resources and compromise the confidentiality, integrity, and availability of
ATSA data.
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Without a detailed, qualitative risk assessment the full extent of threats, risks and vulnerabilities to ATSA may not
be understood. Additionally, without an evaluation of the controls in place, the appropriate controls may not be
implemented to address the risks to the system. By not documenting a strategy to mitigate risks and implement

controls, controls are not prioritized and responsibility is not assigned to ensure the necessary controls are
implemented to mitigate risks in a timely manner.

We continue to recognize the need for the USDA Forest Service to update the ATSA system security plan and to
increase audit trail requirements as reported in prior recommendation 38 of Audit Report No. 8401-3-FM.
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STATUS OF PRIOR YEAR’S REPORTABLE CONDITIONS/MATERIAL WEAKNESSES

As required by Government Auditing Standards and OMB Bulletin No. 01-02, Audit Requirements for Federal
Financial Statements, we have reviewed the status of the prior years’ reportable conditions. The following table
summarizes these issues and provides our assessment of the progress USDA Forest Service made in correcting
these reported conditions. We have also provided the OIG report where the issue is monitored for audit follow-up.
This table contains only those reports that are open.

All Reported Conditions In this Table are Referenced
USDA OIG Audit Report No. 08401-4-FM November 2004

Reported Condition Recommendation Status

Accountability for 1. We recommend that USDA Forest Service management:

Undelivered Orders is Lacking | m  Require all locations to fully comply with review
and certification requirements and follow up to Open

(2005 Material Weakness; resolve questionable items.

2004 Material Weakness) Work with USDA to begin performing quarterly
reviews and certifications as of November,
February, May, and August to both save the
resources needed to perform the monthly
certifications and help ensure that the UDO
balances are properly adjusted in time for the
quarterly and annual reporting deadlines.

Closed

2. We recommend that USDA Forest Service management:

B Require the use of only referencing SV documents
to accrue or modify UDO balances.

B Review its entire UDO transaction population to

ensure that all improper SV accruals are removed
and all abnormal balances are corrected. Closed

A Segregation of Duties Policy | 3. We recommend that USDA Forest Service management
related to Electronic Data develop and implement a formal enterprise-wide Closed
Processing (EDP) must be segregation of duties policy that encompasses the
Developed and Implemented weaknesses identified above.

(2004 Reportable Condition)

The Review of Purchase Card | 4. We recommend that USDA Forest Service management
Transactions Needs reinforce its policies in this area and incorporate procedures
Improvement to test the reviews of purchased transactions in its
Acquisition Management reviews.

(2005 Reportable Condition;
2004 Reportable Condition)
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All Reported Conditions In this Table are Referenced
USDA OIG Audit Report No. 08401-4-FM November 2004

Reported Condition

Recommendation

Status

The Internal Controls Related
to Recording, Classification
and Accounting for
Information Related to Leases
Need Improvement

(2005 Reportable Condition;
2004 Reportable Condition)

5. We recommend that USDA Forest Service management
establish policies and procedures for the accurate recording
of leases, appropriately train reporting unit personnel on
such policies and procedures, and monitor reporting units
for compliance with its policies and procedures.

Open

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

(2005 Reportable Condition;
2004 Reportable Condition)

6. We recommend that USDA Forest Service management
review and update its policies and procedures for the
accurate recording of revenue, appropriately train reporting
unit personnel on such policies and procedures, and
monitor reporting units for compliance with its policies and
procedures.

7. This number was not used.

All Reported Conditions In this Table are Referenced

USDA OIG Audit Report No. 08401-3-FM January 2004

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

(2005 Material Weakness,
2004 Material Weakness, 2003
Material Weakness)

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

2. Previously closed.

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

4. Previously closed.

5. Previously closed.
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All Reported Conditions In this Table are Referenced

USDA OIG Audit Report No. 08401-3-FM January 2004

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

7. Previously closed.

8. We recommend that the USDA Forest Service
follow its procedures in order to perform monthly
review, identification, research and correction of all
abnormal balances and report the status of all abnormal
balances of $5 million or more to the USDA Office of
the Chief Financial Officer.

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

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

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

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

Implementation of the USDA | 13.  Previously closed.
Forest Service Accrual
Methodology Needs 14.  We recommend that the USDA Forest Service
Strengthening WO  Office of Finance provide adequate
communication and/or training of the accrual
(2005 Material Weakness; methodology, as well as, a summary of lessons learned
2004 Material Weakness; from the fiscal year 2003 [including 2004 and 2005]
2003 Material Weakness) audit to all of the USDA Forest Service reporting units.
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USDA OIG Audit Report No. 08401-3-FM January 2004

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

16.  Previously closed.

17. We recommend that the USDA Forest Service WO
Office of Finance and the USDA Forest Service
reporting units perform a comprehensive review of its
accrual implementation efforts during the second
quarter of fiscal year 2004 [including 2005] to identify
and resolve any additional deficiencies in the accrual
methodology.

Closed

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

(2005 Material Weakness;
2004 Material Weakness;
2003 Material Weakness)

18. USDA Forest Service management has
acknowledged the weakness of the PONTIUS and
PRCH system, and the USDA plans to migrate to a new
department-wide Integrated Acquisition System (IAS).
We recommend that USDA Forest Service work with
the USDA to implement an appropriate information
technology capital planning strategy and acquire IAS in
a timely manner. In planning for the acquisition, USDA
Forest Service and USDA should take steps to ensure
the information technology architecture that will
replace the PONTIUS and PRCH system remedies
these control weaknesses. Until completion of the IAS
acquisition and migration away from legacy
applications, USDA Forest Service management should
take steps to ensure the existence and operating
effectiveness of compensatory controls to mitigate the
effects of noted application control weaknesses.

Closed

The USDA Forest Service
Needs to Improve Its General
Controls Environment

(2005 Material Weakness;
2004 Material Weakness;
2003 Material Weakness)

19. We recommend that USDA Forest Service develop
and implement a C&A policy based on the NIST
Special Publication 800-37, “Guide for Certification
and Accreditation of Federal Information Systems.”
Once the policy has been developed, it is recommended
that FS management immediately reevaluate all major
information system C&A packages to determine
completeness based on the Forest Service policy.
Additionally, we recommend that USDA Forest Service
verify that each application’s Plan of Action and
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All Reported Conditions In this Table are Referenced

USDA OIG Audit Report No. 08401-3-FM January 2004

Milestone (POA&M) report includes the accurate status
of all findings.

20. We recommend that USDA Forest Service
management establish controls to facilitate adherence to
the Forest Service Risk Assessment policies and
procedures. All risk assessments should be developed in
accordance with agency, USDA, and federal guidelines.
Additionally, USDA Forest Service should revise any
existing risk assessments to align with the NIST Special
Publication 800-30.

21. We recommend that USDA Forest Service
management establish controls to facilitate adherence to
the USDA Forest Service’s SSP policies and
procedures and document SSPs in accordance with
agency, USDA, and federal guidelines. All SSPs should
be revised to align with NIST Special Publication 800-
18. Additionally, USDA Forest Service should
complete, approve, communicate, and establish controls
to facilitate adherence to Forest Service Computer
Incident Response Team (CIRT) policies and
procedures, and provide guidance so personnel are
aware of the guidelines and their roles.

22. USDA Forest Service management should develop
and implement enterprise-wide system architecture
standards for Internet-facing services. These standards
should ensure agency compliance with USDA
regulations and should address firewall configuration,
proper use of de-militarized zones, and limiting the use
of unsecured services to ensure protection of internet-
accessible data. USDA Forest Service management
should also eliminate access to all unnecessary services
from the Internet and implement strong authenticated
access control to those services that are necessary.

23. It is recommended that management develop and
implement enterprise-wide policies and procedures
regarding software management and change control.
These policies and procedures should address:

Access restrictions over system software code
and program libraries;

Emergency change procedures;
FSM 6600, subsection 6683.6, ‘Hardware and
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All Reported Conditions In this Table are Referenced

USDA OIG Audit Report No. 08401-3-FM January 2004
Systems Software Maintenance’;

Configuration Management Board (CMB)
Charter;

Approval process for changes that fall below the
CMB watermark;

Installation of the Ilatest software versions,
service packs, and security patches (and removal
of out-dated versions);

Software configuration standards (with defined
images that specify what software applications
should be in use and on what kinds of machines
these applications should be installed on); and

Use of automated tools to detect and eliminate
unused or unauthorized applications (including
the use of ISS Internet Scanner in accordance
with USDA Cyber Security Policy CS-007).

Additionally, USDA Forest Service management
should review all systems for the presence of outdated
software or services, missing critical patches and/or
updates, and improperly configured servers or systems.
Forest Service should then proceed to update or delete
any identified outdated software, test and install
applicable patches or updates, configure servers and
systems in accordance with Forest Service technical
bulletins and federal criteria, and remove any unneeded
services.

24, It is recommended USDA Forest Service
management develop and implement enterprise-wide
policies and procedures for contingency planning,
business resumption, and disaster recovery and ensure
that all data processing support facilities:

B Identify the criticality and sensitivity of USDA
Forest Service information, systems, and facilities
B Implement consistent backup and recovery
procedures (including off site storage of key
documentation and frequent offsite data rotation
based on the criticality of data being stored on
backup media)
Implement mandatory training on and periodic
testing of recovery procedures
Implement adequate controls at key data
processing support facilities, e.g., automated alert

Closed
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All Reported Conditions In this Table are Referenced

USDA OIG Audit Report No. 08401-3-FM January 2004

systems to notify data center employees about
system and environmental control failures

Have documented and executed service level
agreements with a backup data center(s)

Develop, test and maintain comprehensive
continuity of operations and Critical Infrastructure
Protection Plans for its critical information system
operations

Periodically review and update all related
procedures and documentation at each site

Closed
25. USDA Forest Service management must sign a
memorandum of understanding (MOU) with USDA to
address the service levels and controls to be provided
by NITC.

26. USDA Forest Service management must sign a
MOU with USDA to address the service levels and
controls to be provided by NFC.

The USDA Forest Service 27. We recommend that the USDA Forest Service
Needs to Continue to Improve | perform complete and timely resolution of reconciling Open
its Internal Controls over its items for all FBWT accounts within 60 days of report
Reconciliation and receipt.

Management of Fund Balance
with Treasury 28. We recommend that the USDA Forest Service Closed

. establish a system of controls to accurately and timely
(2005 Reportable Condition; | record Treasury warrants.
2004 Reportable Condition;

2003Reportable Condition)

The Design and/or 29. We recommend that the USDA Forest Service
Implementation of Controls continue to train reporting unit personnel on accurate
Related to the Accurate property transaction recording.

Recording of Personal
Property Transactions Need 30. We recommend that the USDA Forest Service WO
Improvement improve its monitoring of reporting units for
compliance with the USDA Forest Service property

(2005 Reportable Condition; | transaction recording policies.
2004 Reportable Condition;

2003 Reportable Condition) 31. Previously closed
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All Reported Conditions In this Table are Referenced
USDA OIG Audit Report No. 08401-3-FM January 2004

Controls Related to Physical
Inventories of Capitalized
Assets Need Improvement

(2003 Reportable Condition)

32. Previously closed.

33. Previously closed.

Postings of Certain

Transactions Needs to Contain

the Proper Reference Data to
Link Related Transactions

(2005 Reportable Condition;
2004 Reportable Condition;
2003 Reportable Condition)

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

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

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

Open

Open

Open

Compilation of the USDA
Forest Service’s Required
Supplementary Information
(RSI) and Required
Supplementary Stewardship
Information (RSSI) Needs
Improvement

(2005 Reportable Condition;
2004 Reportable Condition;
2003 Reportable Condition)

37. We recommend that the USDA Forest Service revise
its current control structure for data collection and
reporting of RSI and RSSI to ensure the timeliness and
completeness of the reported information.

Open
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All Reported Conditions In this Table are Referenced

USDA OIG Audit Report No. 08401-3-FM January 2004

The USDA Forest Service
ATSA Application Controls
Need Improvement

(2005 Reportable Condition;
2004 Reportable Condition;
2003 Reportable Condition)

38. We recommend that USDA Forest Service
management update the SSP for the ATSA system. SSP
should be based on the ATSA Risk Assessment results;
and be approved by management and reviewed and
updated at least annually to reflect any changes to the
current environment and the risks associated with those
changes. USDA Forest Service management should
incorporate in the ATSA SSP required management
review of activity logs. Currently, the Security Plan
identifies that audit trails exist but does not indicate the
frequency with which they should be reviewed and who
should review them. These reviews should be
performed on a consistent basis regardless of whether
potential unusual activity is detected. USDA Forest
Service should also take steps to ensure required
management reviews of ATSA activity logs are carried
out and according to the updated security plan.
Additionally, USDA Forest Service should modify the
ATSA front end application to capture user activities.
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Exhibit IV
COMPLIANCE AND OTHER MATTERS

The USDA Forest Service Does Not Obligate all Transactions Required by Appropriations Law

Obligation testwork performed over approximately 132 transactions disclosed that 26 transactions were not
obligated as required by appropriation law prior to payment. The transactions that were not obligated included
temporary travel, GSA automobile leases, and probable contingent liability type transactions.

It is USDA Forest Service policy not to obligate for temporary travel related transactions because of limitations
within USDA'’s travel system. For all other transactions not obligated, several USDA Forest Service offices did
not obligate for GSA automobile leases and utility type transactions because of the variability in determining the
estimated cost for these types of transactions.

The Government Accountability Office (GAO), publication GAO/OGC-92-13, Appropriations Law, defines an
obligation in very general terms as, “an action that creates a liability or definite commitment on the part of the
government to make a disbursement at some later time. The obligation takes place when the definite commitment
is made, even though the actual payment may not take place until the following fiscal year.” Furthermore, GAO’s
Appropriations Law cites 9 criteria for recording obligations. When one criterion is met, the agency not only may,
but also must record that transaction as an obligation. Criterion 7 addresses travel expenses. With regard to the
timing, Appropriation Law states that, “the obligation is not incurred until the travel is actually performed or until
the ticket is purchased.” While the precise amount of the liability should be recorded, the precise amount is not
always known immediately. When this takes place, “the obligation should be recorded on the basis of the
agency’s best estimate.”

Without obligating all required transactions, obligations are understated at any one point in time. Also as existing
obligations are used in determining accruals, these types of unobligated transactions are not considered in the
accrual determination process.

We continue to recognize the need for the USDA Forest Service to obligate all transactions as reported in prior
year recommendation 8 of Audit Report No. 8401-4-FM.

The USDA Forest Service May Not be in Compliance with 31 USC 1517

To maintain administrative control of funds, the USDA Forest Service makes sub-allocations to its organizational
components. At the end of FY 2005, we understand that the USDA Forest Service’s Region 5 had obligated funds
in excess of its sub-allocation by approximately $4.0 million although USDA Forest Service, at the agency level,
did not obligate in excess of either its apportionment or appropriation. However, 31 USC 1517 states that an
officer or an employee of the United States Government may not make or authorize an expenditure or obligation
exceeding an apportionment or an amount permitted by the applicable administrative control regulations as
specified by 31 USC 1514. Therefore, we believe the USDA Forest Service may not be in compliance with this
statute.

Recommendation Number 11:

We recommend that the USDA Forest Service fully investigate the circumstances surrounding this issue and
obtain appropriate legal advice from the USDA Office of the General Counsel.
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Exhibit IV

The USDA Forest Service’s Systems Do Not Comply with the Federal Financial Management Improvement
Act (FFMIA)

Federal Accounting Standards

Instances of FFMIA non-compliance relating to compliance with applicable Federal accounting standards were
identified during the fiscal year 2005 audit.

The following table lists those Statements of Federal Financial Accounting Concepts (SFFAC) and Statements of
Federal Financial Accounting Standards (SFFAS) that the USDA Forest Service did not comply with during the
audit period.

FFMIA Non-compliance with Federal Accounting Standards
SR PAEIARAC Accounting Deficiencies Noted
Number
SFFAC 2 m  Unliquidated Obligation errors
m  Problems with preparing proper note disclosures (e.g., dedicated
collections, custodial revenue, SBR to Presidents Budget
reconciliation, and restatement)
m Not assessing the impact of remaining abnormal balances
SFFAS 5 m Incorrect accruals
SFFAS 6 m Improper accounting for leases
SFFAS 7 m  Errors with recording timber and non-timber revenue
SFFAS 8 m Improper stewardship reporting

Although the USDA Forest Service continues to improve its accounting operations, deficiencies still exist in the
processing of various transactions. The deficiencies noted in the above table resulted in additional time and effort
of the USDA Forest Service to research and resolve the deficiency.

We continue to recognize the need for the USDA Forest Service to identify business process causes for non-
compliance with accounting standards as reported in prior year recommendation 9 of Audit Report No. 8401-4-
FM. In addition, we also recognize the need for the USDA Forest Service to develop a remediation plan as
reported in prior year recommendation 10 of Audit Report No. 8401-4-FM.

Financial Management Systems

As noted in our material weakness on the general controls environment, although the USDA Forest Service has
completed certification and accreditations, they do not fully comply with the requirements of OMB Circular No.
A-130, Management of Federal Information Resources. The USDA Forest Service systems that are impacted are
Travel, Connect HR, INFRA, ATSA, and Paycheck 7 applications and their general support environment. A
certification and accreditation that is fully compliant with OMB Circular A-130 is a requirement for systems to
comply with FFMIA.
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We continue to recognize the need for the USDA Forest Service to perform complete certification and
accreditations on its systems as reported in prior recommendation 1 of Audit Report No. 8401-3-FM.

Compliance with the United States Standard General Ledger

As noted in our material weakness over financial reporting, the USDA Forest Service has at least 40 ACCTEIDs
of its approximately 450 ACCTEIDs within its general ledger that did not relate to a standard Treasury posting
models. In certain instances, such as a unique USDA Forest Service process, there may be a valid reason for such
a deviation from the U.S. Standard General Ledger posting models. However, USDA Forest Service has not
researched all of the posting models and concluded on the validity of those transactions.

In addition to the posting models noted above:

The Equipment Management Information System (EMIS) is used to manage working capital fund equipment
which consists of computer hardware and vehicles. The system does not record depreciation at the equipment
transaction level using the USSGL. It records depreciation by unit monthly at the summary level in the USDA
Forest Service general ledger.

USDA Forest Service capitalized lease and internal use software work in process transactions are not recorded in
the general ledger at all. Instead, they are maintained in off-line spreadsheets and then recoded in the general
ledger only at year-end closing.

Recommendation Number 12:

We recommend that the USDA Forest Service comply with recommendation 1 of this report as well as develop
systems and methodologies that comply with the Standard General Ledger at the transactional level.
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Exhibit V
STATUS OF PRIOR YEAR’S NONCOMPLIANCE FINDINGS AND OTHER MATTERS

All Reported Conditions In this Table are Referenced

USDA OIG Audit Report No. 08401-3-FM January 2004
Recommendation

Reported Condition Status

The USDA Forest
Service Systems are
Not Compliant with
Federal Financial

1. We recommend that the USDA Forest Service,
working with the NFC, as necessary, take steps to
certify and accredit the ATSA, and Paycheck 7
systems and their general support environment or

Open

Management System
Requirements

(2005 non-
compliance; 2003
non-compliance.

replace these legacy systems.

All Reported Conditions In this Table are Referenced

USDA OIG Audit Report No. 08401-4-FM November 2004

Reported Condition

Recommendation

Status

The USDA Forest Service
Does not Obligate All
Transactions as Required
by Appropriation Law

(2005 non-compliance;
2004 non-compliance)

8. We recommend that the USDA Forest Service
management develop policy and procedures to
obligate funds for transactions as required by
Appropriations Law.

Open

Instances of Non-
Compliance with FFMIA
were ldentified Related to
Federal Accounting
Standards

(2005 non-compliance;
2004 non-compliance)

9. We recommend that the USDA Forest Service
management identify the business process causes for
the noted instances of non-compliance, develop
adequate policies and procedures, and if necessary,
modify existing policies and procedures to ensure
that transactions are processed and reported in
accordance with Federal accounting standards.

10. We recommend that the USDA Forest Service
management develop a remediation plan within the
required time frames that includes extensive training
of personnel specifically addressing the deficiencies
noted above.
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United States Forest Washington Office 1400 Independence Avenue, SW

Department of Service , Washington, DC 20250
Agriculture

File Code: 6500
Date:  DEC 2 1 2005

KPMG LLP

Mr. Patrick Boyce,

Senior Partner

2001 M. Street, NW, Suite 9134
Washington, DC 20036

Dear Mr. Boycee,

We have reviewed KPMG’s Independent Auditor’s Report dated December 19, 2005, and
generally agree with its contents with the exception of the auditors finding of noncompliance
with 31 USC 1517. We believe the auditors have made an overly strict interpretation of 31 USC

1517 which does not conform to our interpretation of and our understanding of the intent of the
statute.

USDA Forest Service will develop an implementation plan to address the findings and
recommendations identified during the audit. As we consider the required corrective actions, we
will continue to work with KPMG and the Office of the Inspector General in identifying the
specific actions that will assist us in successfully addressing the recommendations.

If you have any question or require additional information, please contact Jesse L. King at (202)

205-1321.

SSE L. KING
Associate Deputy Chief for Business Operations/Chief Financial Officer

Sincerely,

Cc: Wanda Philippi, Regional Inspector General, Office of the Inspector General

Caring for the Land and Serving People Printed on Recycled Paper
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U.S. Department of Agriculture
Forest Service
Consolidated Balance Sheet
As of September 30, 2005 and 2004
{in millions)

2005 2004
Assets (Note 2}
Intragovernmental:
Fund Balance with Treasury (Note 3) 4,187 3,506
Investments 5 4
Accounts Receivable (Note 4) 181 62
Total Intragovernmental 4,373 3,572
Cash and Other Monetary Assets 2 -
Accounts Receivable, Net (Note 4) 88 101
General Property, Plant, and Equipment, Net (Note 5) 3,695 3,807
Advances 13 10
Total Assets 8,171 7,490
Liabilities:
Intragovernmental
Federal Employee Benefits (Note 8) 65 65
Other Liabilities (Note 7) 279 302
Total Intragovernmental 344 367
Accounts Payable 134 47
Federal Employee Benefits (Note 8) 341 343
Envirenmental and Dispesal Liabilities 17 8
Other Liabilities (Note 7} 1,190 1,123
Total Liabilities (Note &) 2,026 1,888
Commitments and Contingencies (Note?7 and 9)
Net Position:
Unexpended Appropriaticns 1,792 1,511
Cumulative Results of Operations 4,353 4,091
Total Net Position 6,145 5,602
Total Liabilities and Net Position 8,171 7,490

The accompanying notes are an integral part of the consolidated financial statements.
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U.S. Department of Agriculture
Forest Service
Consolidated Statements of Net Cost
For the years ended September 30, 2005 and 2004
{in miHions)

2005 2004
Program Costs
Intragovernmentatl Gross Costs
Benefit Program Costs $ 364 $ 350
Imputed Costs 247 244
Reimbursable Costs 318 613
Total Intragovernmental Gross Costs 929 1,207
Less: Intragovernmental Earned Revenues 274 121
Intragovernmental Net Costs 655 1,086
Gross Costs With the Public:
Grants and Indemnities 607 887
Stewardship Land Acquisition {(Note 11) 71 87
Other:
Operating Costs 3,734 3,212
Depreciation Expense 268 286
Reimbursable Costs 222 240
Total Other 4,224 3,738
Total Gross Costs with the Public 4,902 4,712
Less: Earned Revenues from the Public 515 538
Net Costs with the Public 4,387 4,174
Net Cost of Operations (Note 10) $ 5,042 $ 5,260

C-2

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

Forest Service

Combined Statements of Budgetary Resources

For the years ended September 30, 2005 and 2004
(in millions)

Budgetary Resources:

Budget Authority:
Appropriations Received
Net Transfers
Unobligated Balance:
Beginning of period
Net Transfers
Spending Authority from Offsetting Collections:
Earned:
Collected
Receivable from Federal Sources
Change in Unfilled Customer Orders:
Advances Received
Without Advance from Federal Sources
Previously Unavailable
Subtotal
Recoveries of Prior Year Obligations
Temporarily/Permanently not available Pursuant to Public Law
Total Budgetary Resources ( Note 14)

Status of Budgetary Resources:

Obligations Incurred: (Note 12)
Direct
Reimbursable
Subtotal
Unobligated Balance:
Apportioned
Unobligated Balances not Available
Total Status of Budgetary Resources (Notel4d)

Relation of Obligations to Cutlays:

Obligated Balance, Net, Beginning of Period
Obligations Incurred
lLess:
Recoveries of Prior Year Obligations
Change from Federal Sources
Obligated Balance, Net, End of Period:
Accounts Receivable
Unfilled Customer Crders from Federal Sources
tIndelivered Orders
Accounts Payable
Subtotal Obligated Balance, Net, End of Period
Qutlays:
Disbursements
Collections
Subtotal
Less: Distributed Offsetting Receipts
Net Qutlays

2005 2004
5,812 % 5,923
50 (12)
1,738 1,256
1 4
448 428
12 (13
3 (10)
71 20
2 -
536 425
169 ¥
(67) (54)
8,239 3 7,639
5,545 $ 5,632
265 269
5,810 5,901
1,804 1,262
625 476
8,239 3 7,639
1,493 $ 1,597
5,810 5,901
169 a7
84 8
(226) {213)
(192) (120)
1,226 1,232
753 594
1,561 1,493
5,489 5,900
(451) (418)
5,038 5,482
426 384
4,612 [ 5 098

The accompanying notes are an integral part of the consolidated financial statements.
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U.S. Department of Agriculture
Forest Service
Consolidated Statements of Financing
For the years ended September 30, 2005 and 2004
{in millions)

2005 2004
Resources Used to Finance Activities:
Budgetary Resources Obiigated:
Obligations Incusred $ 5,810 $ 5,901
Less: Spending Authority from Offsetting Collections and Reccveries 705 522
Obligations Net of Offsetting Collections and Recoveries 5,105 5.379
Less Offsetting Receipts 426 384
Net Obligations 4,679 4,955
Other Resources:
Donations and Forfeitures of Property 31 4
Transfers in/out without reimbursement - 4
Imputed Financing from Costs Abscrbed by Others 247 244
Other 8 -
Net Other Resources Used to Finance Activities 286 252
Total Resources Used to Finance Activities $ 4,965 H 5,247
Resources Used to Finance Items not Part of the Net Cost of Operations:
Change in Budgetary Resources Obligated for Goods,

Services and Benefits Crdered but not yet Provided 7y 13t
Resources that Fund Expenses Recognized in Prior Periods 29 244
Budgetary Offsetting Collections and Receipts that do not Affect

Net Cost of Operations (65) E
Resources that Finance the Acquisition of Assets 164 214
Trust Fund Repayment (Note 16) 149 -
Other resources or adjustments to net cbligated resources that do
not affect net cost of operations 53 -
Total Rescurces Used te Finance Items nat Part of the

Net Cost of Operations 323 589
Total Resources Used to Finance the Net Cost of Operations $ 4,642 $ 4,658

Components of the Net Cost of Operations that will not Require or Generate

Resources in the Current Period:

Components Requiring or Generating Resources in Future Periods (Note 15):
Increase in Annual Leave Liability - 16
Increase in Environmentat and Disposal Liability 16 -
Decrease {Increase) in Exchange Revenue Receivable frem the Public - 10
Increase in Accrued Liability for Payments to States - G2
Gther 29 70
Total Components of Net Cost of Operations that will Require or

Generate Resources in Future Periads 39 188

Components net Requiring or Generating Resources:
Depreciation and Amortization 268 286
Revaluation of Assets or Liabilities - {6}
Aliocation of Transfers (Note 16) 111 115
Bad Debt Expense and Other (1B) 19
Total Components of Net Cost of Operations that will not Require or

Generate Resources 361 414
Total components of Net Cost of Operations that will not Require or

Generate Resources in the Current Period 400 602
Net Cost of Operations $ 5,042 $ 5,260

C-5

The accompanying notes are an integral part of the consolidated financial statements.
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U. S. Department of Agriculture
Forest Service
Notes to the Financial Statements
For the Years Ended September 30, 2005 and 2004

NOTE 1. SIGNIFICANT ACCOUNTING POLICIES
A. REPORTING ENTITY

The USDA Forest Service was established on February 1, 1905, as an agency of the United States
Federal Government within the U.S. Department of Agriculture (USDA), for the purpose of
maintaining and managing the Nation's forest reserves. It operates under the guidance of the Under
Secretary for Natural Resources and Environment. The USDA Forest Service’s policy is implemented
through nine regional offices, six research offices, one State and Private Forestry area office, the
Forest Products Laboratory and the International Institute of Tropical Forestry, with 868
administrative units functioning in 46 states, Puerto Rico, and the Virgin Islands.

The USDA Forest Service's mission includes the four major segments described below.

e National Forests and Grasslands - Protection and management of approximately 192.5 million
acres (unaudited) of National Forest System (NFS) land that includes 34.8 million acres
(unaudited) of designated wilderness areas. In addition, the USDA Forest Service partners
with other nations and organmzations to foster global natural resource conservation and
sustainable development of the world’s forest resources;

¢ Forest and Rangeland Research - Research and development of forest and rangeland
management practices to provide scientific and technical knowledge for enhancing and
protecting the economic productivity and environmental quality of the 1.6 billion acres
(unaundited) of forests and associated rangelands in the United States;

o State and Private Forestry — Cooperation with and assistance to state and local governments,
tribal governments, forest industries, and private landowners to help protect and manage non-
Federal forests and associated rangeland and watershed areas; and

* Wildland Fire Management — Protection of life, property, and natural resources on the 192.5
million acres (unaudited) of NFS lands, and extending to an additional 20 million acres

(unaudited) of adjacent state and private lands.

The accompanying financial statements of the USDA Forest Service account for all funds under the
USDA Forest Service's control.
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U. S. Department of Agricultare
Forest Service
Notes to the Financial Statements
For the Years Ended September 30, 2005 and 2004

B. BASIS OF PRESENTATION AND ACCOUNTING

The financial statements were prepared to report the financial position, net costs, changes in net
position, budgetary resources, and reconciliation of net costs to budgetary obligations of the USDA
Forest Service. The financial statements have been prepared from the books and records of the USDA
Forest Service in accordance with accounting principles generally accepted in the United States of
America and 1n accordance with the Office of Management and Budget (OMB) Circular A-136,
Financial Reporting Requirements, revised August 23, 2005. All material intra-agency transactions
and balances have been eliminated for presentation on a consolidated basis. However, the Statement
of Budgetary Resources is presented on a4 combined basis in accordance with OMB Circular A-136.

These financial statements present proprietary and budgetary information. 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 eamed, 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.

The USDA Forest Service recognizes budgetary resources as assets when cash (funds held by
Treasury) is made available through the U.S. Department of Treasury General Fund warrants and other
transfers. In addition to appropriated funds, the USDA Forest Service is authorized by law to retain
specific earned revenues primarily from sales of forest products and services and to spend these
monies on resource management activities identified in the governing legislation. Some examples of
the USDA Forest Service’s earned revenues are monies collected from timber sales or recreation use
fees. The USDA Forest Service, pursuant to OMB directives, prepares additional financial reports that
are used to monitor and control the USDA Forest Service’s use of budgetary resources.

C. FUND BALANCE WITH THE U.S. TREASURY

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

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

related goods and services are received.
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U. S. Department of Agriculture
Forest Service
Notes to the Financial Statements
For the Years Ended September 30, 2005 and 2004

Earmarked funds for which the USDA Forest Service has investment authority are invested only in
marketable securities of the United States Federal Government. Maturity periods are selected based
on current cash flow requirements of each specific fund.

E. GENERAL PROPERTY, PLANT AND EQUIPMENT

General property, plant, and equipment (PP&E) includes real and personal property used in normal
business operations. Real and personal property is recorded at cost or estimated fair value and must
have an estimated useful life of 2 years or more. The USDA Forest Service capitalization threshold
for acquisition of real property is $25 thousand or more. The capitalization threshold for personal
property is $25 thousand or more. Internal use software is capitalized in accordance with Statement of
Federal Financial Accounting Standard (SFFAS) No. 10, Accounting for Internal Use Software, if the
fair value meets or exceeds $100 thousand. USDA Forest Service reports the liability at lease
inception, present value or fair market value, for capital leases in accordance with SFFAS No. 6,
Accounting for Property, Plant, and Equipment.

F. LIABILITIES

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

G. ENVIRONMENTAL AND DISPOSAL LIABILITIES

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

H. COMMITMENTS AND CONTINGENCIES

The USDA Forest Service is a party in various administrative proceedings, legal actions,
environmental lawsutts, and claims. In the opinion of the USDA Forest Service management and its
legal counsel, the ultimate resolution of most of these proceedings is currently indeterminable. Where
determinable, the full value of probable amounts related to unsettled litigation and other claims against
the USDA Forest Service is recognized as a liability and expense. Expected amounts related to
litigation and other claims include amounts to be paid by the Department of the Treasury on behalf of
the USDA Forest Service from a permanent appropriation for judgments and from other
appropriations.
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U. S. Department of Agriculture
Forest Service
Notes to the Financial Statements
For the Years Ended September 30, 2005 and 2004

L. WORKERS’ COMPENSATION LIABILITY

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

J. EMPLOYEE ANNUAL, SICK, AND OTHER LEAVE

Annual and other vested leave such as compensatory, credit hours, and restored leave is accrued as it
1s earned, and the accrual is reduced as leave 1s taken. Each quarter, the balance in the accrued annual
leave account is adjusted to reflect the latest pay rates and unused hours of leave. Sick leave is
generally nonvested. Funding will be obtained from future financing sources to the extent that current
or prior year appropriations are not available to fund annual and other types of vested leave eamed but
not taken. Sick leave and other types of nonvested leave are expensed when used.

K. PENSION AND OTHER RETIREMENT BENEFITS

USDA Forest Service employees participate in either the Civil Service Retirement System (CSRS) or
the Federal Employees Retirement System (FERS). The employees who participate in CSRS are
beneficiaries of the USDA Forest Service’s matching contribution, equal to seven percent of pay,
distributed to their annuity account in the Civil Service Retirement and Disability Fund.

FERS went into effect on January 1, 1987, pursuant to Public Law 99-335. FERS and Social Security
automatically cover most employees hired after December 31, 1983. Employees hired prior to January
1, 1984 could elect to jotn FERS and Social Security, or to remain in CSRS. FERS offers a savings
plan to which the USDA Forest Service automatically contributes one percent of pay and matches any
employee contribution up to an additional four percent of pay.

For FERS participants, the USDA Forest Service also contributes the employer’s matching share for
Social Security.

"The USDA Forest Service recognizes the imputed cost of pension and other health and life insurance
retirement benefits during the employees’ active years of service. Office of Personnel Management
(OPM) actuaries determine pension cost factors by calculating the value of pension benefits expected
to be paid in the future and communicate these factors and information regarding the full cost of health

and life insurance benefits to the USDA Forest Service for current period expense reporting.
c-9
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U. S. Department of Agricnlture
Forest Service
Notes to the Financial Statements
For the Years Ended September 30, 2005 and 2004

L. REVENUES AND OTHER FINANCING SOURCES

The USDA Forest Service 1s funded principally through Congressional appropriations and other
authorizations in the Budget of the United States. The USDA Forest Service receives annual, multi-
year and no year appropriations that are used, within statutory limits, for operating and capital
expenditures. Other funding sources are derived through reimbursements for services performed for
other Federal and non-federal entities, sale of goods to the public, gifts from donors, cost-share
contributions and interest on invested amounts.

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

In accordance with Federal government accounting guidance, the USDA Forest Service classifies
revenue as either “exchange revenue” or “non-exchange revenue.” Exchange revenue arises from
transactions that occur when each party to the transaction sacrifices value and receives value in return.
An example of exchange revenue 1s the income from the sale of forest products. In some cases, the
USDA Forest Service is required to remit exchange revenue receipts to the U.S. Department of the
Treasury. In other instances the UUSDA Forest Service is authorized to use all or a portion of its
exchange revenues for specific purposes. Non-exchange revenue is revenue the Federal government is
able to demand or receive because of its sovereign powers. An example of non-exchange revenue is
the cash donations recetved from private citizens and organizations.

The UUSDA Forest Service reports the full cost of products and services generated from the
consumption of resources. Full cost is the total amount of resources used to produce a product or
provide a service unless otherwise noted. In accordance with SFFAS No.7, Accounting for Revenue
and Other Financing Sources, the USDA Forest Service’s pricing policies are set to recover full cost
except where mandated by law or for the public good such as in the case of grazing fees. Also, costs
and exchange revenue are classified on the Consolidated Statement of Net Cost as intragovernmental
or with the public based on the related source or customer, respectively.

M. IMPUTED FINANCING

The USDA Forest Service recognizes as imputed financing the amount of accrued pension and post-
retirement benefit expenses for current employees. The assets and liabilities associated with such
benefits are the responsibility of the administering agency, the OPM. Amounts paid from the Treasury
Judgment Fund i settlement of claims or court assessments against the USDA Forest Service are also
recognized as imputed financing. Imputed financing for the years ended September 30, 2005 and 2004
was $247 million and $244 million, respectively.
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U. S. Department of Agriculture
Forest Service
Notes to the Financial Statements
For the Years Ended September 30, 2005 and 2004

N. COMBINED STATEMENTS OF BUDGETARY RESOURCES

The USDA Forest Service receives two transfer allocations from appropriations of other agencies - the
DOL Job Corps Civilian Conservation, and the Department of Transportation Federal Aid to
Highways. Job Corps Civilian Conservation 1s a DOL residential training program for unemployed
and under-employed young people. The training programs are conducted on campuses on National
Forest land and supervised by USDA Forest Service employees. Federal Aid to Highways provides
emergency funding for the repair of National Forest system roads damaged by natural disaster. In
accordance with OMB Circular A-136, Financial Reporting Requirements, the USDA Forest Service
does not include these allocation transfers in its Combined Statement of Budgetary Resources.
However, as the transfer allocations are considered matenal, the financial activity is reported in the
Consolidated Statements of Net Cost and as a reconciling item in the Consolidated Statement of
Financing.

O. USE OF ESTIMATES

Management has made certain estimates and assumptions when reporting assets, liabilities, revenue,
and expenses. Actual results could differ from these estimates. Significant estimates underlying the
accompanying financial statements include the majority of accrued liabilities, environmental and
disposal liabilities, and Federal Employee Benefits liabilities.

P. RECLASSIFICATIONS
Certain reclassifications were made to the fiscal year 2004 statements to conform to the current year’s

presentation. Certain reclassifications were also made to the previously reported fiscal year 2005
Consolidated Statement of Financing as discussed in Note 16.
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NOTE 2. NON-ENTITY ASSETS

Total assets consist of both entity and non-entity. Non-entity assets are those assets not available for
use in the operations of the USDA Forest Service and consist primarily of accounts receivable,
amounts held for others in the Fund Balance with Treasury suspense accounts and fines and penalties
recorded as General Fund Proprietary Receipts that will be transferred to the U.S. Treasury at fiscal
year-end. These business transactions occur primarily from the USDA Forest Service’s timber
operations and its law enforcement activities. As of September 30, 2005 and 2004, total non-entity
assets consisted of:

{in millions)

Intragovernmental: 2005 2004
Fund Balance with Treasury:

a) Balance in Receipt Accounts $99 F168

b) Balance in Clearing Accounts 10 61
Total Intragovernmental 109 229
Accounts Receivable 24 10
Total Non-Entity Assets 133 239
Total Entity Assets 8,038 7,251
Total Assets $8,171 $7,490
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NOTE 3. FUND BALANCE WITH TREASURY

Funds with the U.S. Department of the Treasury are primarily appropriated (general and special funds)
and trust funds that are available to pay current liabilities and finance authorized purchase
commitments. The category of other fund types includes deposit and clearing accounts. Fund
balances with the U.S. Department of the Treasury include both entity and non-entity fund balances. It
1s the USDA Forest Service’s policy to ensure the Fund Balance with Treasury reported on the
Consolidated Balance Sheets are consistent with the records of the U.S. Department of the Treasury.

Fund Balance with Treasury as of September 30, 2005 and 2004 consisted of the following:

{in millions)

A. Fund Balances: 2005 2004
(1) Trust Funds $676 $533
(2) Revolving Funds 128 139
(3) Appropriated Funds 3,342 2,757
{4) Other Fund Types 41 77
Total 34,187 $3,500

B. Status of Funds:
(1} Unobligated Balance

(a) Available $1,804 $1,262

(b) Unavailable 625 476

(2) Obligated Balance not yet Disbursed 1,561 1,493

(3) Other Balances 197 275
Total $4,187 $3,506
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NOTE 4. ACCOUNTS RECEIVABLE, NET

Intragovernmental accounts receivable represent amounts due under reimbursable and cooperative
agreements with Federal entities for services provided by the USDA Forest Service. An allowance for
receivables deemed uncollectible is not established for these amounts because monies due from other
Federal entities are considered fully collectible. As of September 30, 2005 and 2004, the
intragovernmental accounts receivable balances were $181 million and $62 million, respectively.

Non-intragovernmental accounts receivable are comprised primarily of timber harvest and
reimbursements and refunds owed to the USDA Forest Service for fire prevention and suppression
activities. An allowance for receivables deemed uncollectible is established at 20 percent or 80
percent, depending upon the age of the receivable. The allowance for receivables referred to an
outside agency for collection (e.g., Department of Justice, Department of the Treasury, etc.) is
established at 100%. Non-intragovernmental accounts receivable as of September 30, 2005 and 2004

consisted of the following:

(in millions)

2005 2004
Accounts Recetvable $158 5212
Allowance for Doubtful Accounts {70} (111)
Accounts Receivable, Net $88 101
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NOTE 5. GENERAL PROPERTY, PLANT AND EQUIPMENT, NET

Depreciation of PP&E for the USDA Forest Service is recorded on the straight-line method based on
the estimated useful lives listed below. Capitalization thresholds are provided in Note 1, Section E.

As of September 30, 2005 and 2004 the USDA Forest Service’s PP&E consisted of the following;

September 306, 2005
(in millions)
Estimated
Useful
Life Accumulated
Property Class (Years) Cost Depreciation  Book Value

Personal Property 4-20 $960 ($696) $264
Real Property 10-50 7,589 (4.158) 3,431
Total $8,549 (34,854) $3,695

September 30, 2004
(in millions)
Estimated
Useful
Life Accumulated
Property Class (Years) Cost Depreciation  Book Value

Personal Property 4.20 $974 (3673) $301
Real Property 10-50 7,474 (3,968) 3,506
Total $8,448 ($4,641) 33,807

C-15


sonjabeavers
Rectangle


U. S. Department of Agriculture
Forest Service
Notes to the Financial Statements
For the Years Ended September 30, 2005 and 2004

NOTE 6. LIABILITIES NOT COVERED BY BUDGETARY RESOURCES

Liabilities not covered by budgetary resources as of September 30, 2005 and 2004 consisted of the
following:

(in millions)

2005 2004

Intragovernmental:

Treasury Judgment Fund 39 87

Federal Employee Benefits (Note 8) 65 63
Total Intragovernmental 74 72
Federal Employee Benefits (Note 8) 341 343
Annual Leave Liability 173 194
Contingent Liabilities 28 1
Accrued Liability for Payments to States 378 380
Environmental and Disposal Liabilities 17 8
Total Liabilities Not Covered by Budgetary Resources 1,011 998
Total Liabilities Covered by Budgetary Resources 1,015 890

Total Liabilities $2,026 $1,888
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NOTE 7. OTHER LIABILITIES

(in mitlions)

2005 2004

Non-Current Current Total Non-Current Curreat Total
Intragevernmental
Accrued Liabilities $- 3101 $101 $- $118 $118
Deposit Liabilities - 87 87 - 90 90
Custodial Liabilities - 57 57 - 58 58
Other 9 15 34 7 29 36
Total Intragovernmenial 59 §270 $279 §7 $295 $362
Other
Accrued Liabilities - 575 575 - 479 47%
Accrued Liability for Payments to States (Note 6) - 378 378 - 380 380
Annual Leave Liability - 173 173 18 176 194
Contingent Liabilities 28 - 28 1 - i
Capital Leases (Note 9) 21 2 23 21 2 23
Other - 13 13 - 46 46
Teotal Other and Intragovernmental Liabilities $58 $1,411 $1,469 $47 $1,378 $1,425

As of September 30, 2005 and 2004, the USDA Forest Service’s major components of other liabilities

are as follows:

Accrued Liabilities: Intragovernmental accrued habilities consist primarily of accruals for payroll and

for receipt of goods and services.

Deposit Liabilities: Deposit liabilities consist primarily of collections deposited in deposit funds and
clearing accounts, including suspense accounts, awaiting disposition or reclassification.

Custodial Liabilities: Custodial liabilities consist of amounts held in special receipt accounts that

belong to non-USDA Forest Service entities.

Accrued Liability for Payments to States: The Act of May 23, 1908, as amended (16 U.S.C. 500),
avthorized the Payments to States, National Forest Fund program. This program requires revenue
generated by the sale of goods and services on the national forests to be shared with the states for
public schools and public roads 1n the county or counties in which the national forests are located.

C-17


sonjabeavers
Rectangle


U. S. Department of Agriculture
Forest Service
Notes to the Financial Statements
For the Years Ended September 30, 2005 and 2004

Contingent Liabilities: As of September 30, 2005, the USDA Forest Service had several legal actions
pending. Based on information provided by legal counsel, management believes some adverse
decisions are probable and approximately $28 million, related to such actions, has been accrued. The
USDA Forest Service has a potential liability for approximately $74 million, related to claims where
the amount or probability of judgment is uncertain. There are no estimated obligations related to
cancelled appropniations for which there 1s a contractual commitment for payment. In addition, there
are no contractual arrangements which may require future financial obligations.


sonjabeavers
Rectangle


U. 8. Department of Agriculture
Forest Service
Notes to the Financial Statements
For the Years Ended September 36, 2005 and 2004

NOTE 8. FEDERAL EMPLOYEE BENEFITS

Federal Employees’ Compensation Act Liabilities: Liabilities under the Federal Employees’
Compensation Act (FECA) are incurred as a result of workers’ compensation benefits that have
accrued to employees but have not yet been paid by the USDA Forest Service.

Workers' compensation benefits include the current and expected future liability for death, disability,
medical, and other approved costs. The U.S. Department of Labor (DOL) actuarially determines the
expected future liability for the U.S. Department of Agriculture as a whole, including the USDA
Forest Service. The USDA Forest Service is billed annually as its claims are paid by the DOL.
Payments to the DOL are deferred for two years so that the bills may be funded through the budget.
Payments to the DOL are also recognized as an expense when billed and recorded in the Statement of
Net Cost. The amounts of unpaid FECA billings constitute the accrued FECA payable.

The total components of accrued FECA payable as of September 30, 2005 and 2004 consisted of the
following:

(in millions)

2005 2004
Intragovermmental Liability for FECA (Note 6) 365 $65
Expected Future Liability for FECA (Note 6) 3141 343
Total $406 $408
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NOTE 9. LEASE LIABILITIES

‘The USDA Forest Service enters into leasing agreements through the General Service Administration
(GSA) and through leasing authority delegated by GSA for general facilities (buildings and office
space), equipment and land. Leases may include renewal options for periods of one or more years.
Most leases are subject to cancellation upon certain funding conditions. The USDA Forest Service’s
assets under capital leases as of September 30, 2005 and 2004 and future capital and operating lease
agreement payments as of September 30, 2005, consisted of the following:

(in millions)

Capital Leases: 2005 2004
Summary of Assets Under Capital {eases
1and, Building Machinery, & Equipment $40 340
Accumulated Amortization (1N {17
Totai $23 $23

Future Payments Due:

Fiscal Year

Land & Buildings

2006 $il

2007 11

2008 il

2009 11

2010 1

After 5 Years 88

Total Future Lease Payments 142
Less: Imputed Interest (38)
Less: Executory Costs 48)
Subtotal 36
Less: Lease Renewal Options (33
Net Capital Lease Liability, covered by Budgetary Resources $23

Operating Leases: {in millions)
Future Payments Due:
Land & Buildings, Machinery
Fiscal Year & Equipment

2006 367

2007 62

2008 37

2009 50

2010 45

After 5 Years 257

Total Future l.ease Payments $538
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NOTE 10. SUBORGANIZATION PROGRAM COSTS/PROGRAM COSTS BY SEGMENT
The USDA Forest Service reflects costs through four primary responsibility segments: National

Forests and Grasslands, Forest and Rangeland Research, State and Private Forestry, and Wildland Fire
Management.

The following tables illustrate program costs by segment for the years ended September 30, 2005 and
2004,
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Program Costs by Segment

For the year ended Sepiember 30, 2005

Intragovernmental Gross Costs:
Benefit Program Costs
Imputed Costs
Reimbursable Costs

Total Intragovermmental Gross Costs

Less: Infragovernmental Earned Revenue

Intragovernmental Net Costs
Gross Costs With the Public:
Grants and Indenmities
Stewardship Land Acquisition
Other:
Operating Costs
Depreciation Expense
Reimbursable Costs
Total Other
Total Gross Costs with the Public
Less: Earned Revenues from the Public
Net Costs with the Public
Net Cost of Operations

(in millions)

National TForestand State and
Forests and Rangeland  Private  Wildland Fire
Grasslands Research  Forestry Management Total
$364 - - - 3364
247 - - - 247
126 20 46 126 318
737 20 46 126 929
125 29 12 108 274
612 9 34 18 655
377 2 212 16 607
71 - - - 71
1,879 276 118 1,461 3,734
240 3 - 25 268
115 28 13 66 222
2,234 307 131 1,552 4,224
2,682 309 343 1,568 4,902
477 3 - 35 515
2,205 306 . 339 1,533 4,387
$2,817 $297 $373 $1,551 £5,042
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Program Costs by Segment
For the year ended September 30, 2004

(in millions)

National Forest and State and
Forests and  Rangeland Private  Wildland Fire

Grasslands Research Forestry ~ Management Total
Intragovernmental Gross Costs:

Benefit Program Costs $338 51 $- $11 $350
Imputed Costs 244 - - - 244
Reimbursable Costs 308 35 121 149 613
Total Intragovernmental Gross Costs 890 36 121 160 1,207
Less: Intragovernmental Farned Revenue 30 24 7 10 121
Intragovernmental Net Costs 810 12 i14 150 1,086

Gross Costs With the Public:
Grants and Indenmities 699 2 169 17 887
Stewardship Land Acquisition 87 - - - 87

Other:

Operating Costs 1,401 274 126 1,411 3212
Depreciation Expense 255 4 i 26 286
Reimbursable Costs 112 26 1 101 240
Total Other 1,768 304 128 1,538 3,738
Total Gross Costs with the Public 2,554 306 297 1,555 4,712
Less: Earned Revenues from the Public 458 5 1 74 538
Net Costs with the Public 2,096 301 206 1,481 4,174
Net Cost of Operations $2,906 $313 3410 51,631 $5,260
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NOTE 11. COST OF STEWARDSHIP PP&E

Stewardship assets acquired through purchase in fiscal years 2005 and 2004 amounted to $71 and $87
million, respectively, and consisted of land, easements, and rights-of-way. Stewardship land is all
land that is not general-purpose land (i.e., land that does not have a general purpose building on it).
Stewardship land costs include purchase costs and any salary costs, survey costs, title costs, closing
costs, restoration costs, and any other expenses necessary to prepare the land for its intended use.
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NOTE 12. APPORTIONMENT CATEGORIES OF OBLIGATIONS INCURRED

The OMB usually distributes budgetary resources in an account or fund by specific time periods,
activities, projects, objects or a combination of these categories by a process called apportionments.
Apportionments by fiscal quarters are classified as category A and all other apportionments are
classified as category B. Presented below i1s the amount of direct and reimbursable obligations
incurred by apportionment category for fiscal year 2005 and 2004.

For the year ended September 30, 2005
(in millions)

Apportionment Apportionment

Category A Category B Total
Obligations Incurred - Direct $3,189 32,356 $5,545
Obligations Incurred - Reimbursable 167 98 265
Total Obligations Incurred $3,356 $2.454 $5,810

For the year ended September 30, 2004
{in millions)

Apportionment Apportionment

Category A Category B Total
Obligations Incurred - Direct $3.431 $2.201 $5,632
Obligations Incurred - Reimbursable 210 59 269
Total Obligations Incurred $3,641 $2.260 $5,901
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NOTE 13. PERMANENT INDEFINITE APPROPRIATIONS

The USDA Forest Service has permanent indefinite appropriations, authorized by specific legislative
acts, to fund Recreation Fee Collection Costs, Brush Disposal, License Programs for Smokey Bear and
Woodsy Owl, Restoration of Forest Lands and Improvements, Roads and Trails for States, National
Forest Fund, Timber Roads Purchaser Elections, Timber Salvage Sale Operations, and Maintenance of

Quarters. Each of these permanent indefinite appropriations is funded by receipts made available by
law, and is available until expended.
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NOTE 14. EXPLANATION OF DIFFERENCES BETWEEN THE STATEMENT OF
BUDGETARY RESOURCES AND THE BUDGET OF THE UNITED STATES
GOVERNMENT

The differences between the fiscal 2004 Statement of Budgetary Resources (SBR) and the fiscal 2004
actual numbers presented in the fiscal 2006 Budget of United States Government (Budget) are
summarized in the table below. The material differences are explained in Note (a) below the table.

(in millions)
SBR  Budget Dollar Percentage

SBR Line Description Amount Amount Variance Variance Note
Total Budgetary Resources/Status of Resources $7,639  $7,631 $8 0%
New Budget Authority 5,923 5,914 9 0%
Net transfers, current year authority {12) ) (5) 71%
Offsetting Collecttons - Earned 415 419 (4 -1%
Change in Unfilled Customer Orders 10 8 2 25%
Unobligated Balance-Beginning of Year 1,256 1,257 (1) 0%
Net transfers, prior year balances, actual 4 - 4 NA
Recoveries of Prior Year Obligations 97 94 3 3%
Permanently not Available (54) (54) 0 0%
Total New Obligations 5,90t 6,056 (155) -3% (a)
Unobligated Balance-End of Year 1,738 1,575 163 10% (a)
Obligated Balance-Beginning of Year 1,597 1,588 9 1%
Obligated Balance-End of Year 1,493 1,488 5 0%
Outlays 5,482 5,632 (150) -3% (a)

Note: (a.) Subsequent to the completion of the Fiscal Year 2004 Statement of Budgetary Resources
and for the purpose of the presentation in the Fiscal Year 2006 budget, OMB requested the USDA
Forest Service to retroactively record $154 million of a transfer between the Wildland Fire Fund and

the CWKV-Knutsen Vandenburg Fund as a current year appropriation instead of an expenditure
transfer.
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NOTE 15. EXPLANATION OF DIFFERENCES BETWEEN LIABILITIES NOT COVERED
BY BUDGETARY RESOURCES AND COMPONENTS REQUIRING OR GENERATING
RESOURCES IN FUTURE PERIODS.

Components requiring or generating resources in future periods on the Consolidated Statement of
Financing result primarily from net increases in liabilities not covered by budgetary resources (See
Note 6). The components of the Consolidated Statements of Net Cost that will require or generate
resources in the future are as follows:

(in millions)

2005 2004

{ncrease in Annuat Leave Liability 58 - 316
Increase in Environmental and Disposal Liabitity 10 -
Decrease (Increase) in Exchange Revenue Receivable from the Public - 10
Increase in Accrued Liability for Payments to States - 92
Other 29 70
Total Components of Net Cost of Operations that will

Require or Generate Resources in Future Periods $39 $1R8
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NOTE 16. OTHER STATEMENT OF FINANCING DISCLOSURES

The Consolidated Statement of Financing for the year ended September 30, 2005 presented herein
includes reclassifications of certain previously reported amounts. The reclassifications, summarized in
the table below, primarily reflect the disaggregation of amounts previously reported as “other.”

{in millions)
As Previously
Reported As Reclassified

Other resources or adjustments to net obligated resources that do not

affect net cost of operations $202 $53
Trust Fund Repayment - 149
Allocation of Transfers and Other 93 -
Alloeation of Transfers - 11
Bad Debt Expense and Other - {18)

The Consolidated Statement of Financing for the year ended September 30, 2004 has also been
reclassified to conform to the current presentation.

The USDA Forest Service has allocation transfers that are reconciling items on the Consolidated
Statement of Financing as explained in Note 1N.

In the event that funds appropriated to the Wildland Fire Management Fund are insufficient for current
year operations related to fire suppression, the USDA Forest Service is permitted to borrow monies
from other funds, which must be repaid in subsequent years. The FY05 Consolidated Statement of
Financing includes such a repayment of $149 million to the Cooperative Work Trust Fund as
resources used to finance items not part of the net cost of operations. This transaction represents a
budgetary obligation for the Wildland Fire Management Fund in the Combined Statement of
Budgetary Resources but it does not represent an operating expense in the Consolidated Statement of
Net Cost. This conforms to Treasury guidance for making expenditure transfers from general fund
expenditure accounts (Federal Funds Group) to trust funds (Trust Fund Group).
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NOTE 17. DEDICATED COLLECTIONS

The USDA Forest Service administers certain dedicated collection funds. These funds finance the
enhancement and maintenance of National Forest System lands including reforestation. Donations are
handled on the cash basis and all other collections are accounted for on the accrual basis. Financial
information for the ten largest dedicated collection funds, identified by total asset value in regards to
cach fiscal year, is shown below. Following the financial information is the related descriptive
narrative for each of the significant dedicated collection funds.
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U. S, Department of Agriculture
Forest Service
Notes to the Financial Statements
For the Years Ended September 30, 2005 and 2004

Cooperative Work

Cooperative contributions are deposited into Treasury account 12X8028, for disbursement in
compliance with the terms and provisions of the agreement between the cooperator and the USDA
Forest Service. Cooperators include timber purchasers, not-for-profit organizations, and local hunting
and fishing clubs. The governing authorities are the Act of June 30, 1914 (16 U.S.C. 498) and the
Knutson-Vandenberg Act.

Payments to States National Forest Fund

The Payments to States National Forest Fund, Treasury account 12X5201, reccives amounts from
receipt account 125008, the National Forest Fund. These monies are generated by the sale of goods
and services on the national forests. Annually, revenue-sharing payments are made to the States in
which the national forests are located, for public schools and public roads in the county or counties in
which the national forests are situated. The Act of May 23, 1908, as amended (16 U.S.C. 500),
authorized the Payments to States, National Forest Fund program.

Recreation Fee Demonstration Program

The Recreation Fee Demonstration Program, Treasury account 12X5268, receives deposits of
recreation fees collected from projects that are part of the Recreation Fee Demonstration program.
These monies are retained and wsed for backlog repair and maintenance of recreation areas, sites or
projects. These funds are also used for interpretation, signage, habitat or facility enhancement,
resource preservation, annual operation, maintenance, and law enforcement related to public use of

recreation areas and sites. The Recreation Fee Demonstration Program is authorized by 16 U.S.C.
4601-6a.

Land Acquisition

Each fiscal year the USDA Forest Service’s Treasury account 12X5004, receives a transfer of
recreation user fees from the Department of the Interior’s Land and Water Conservation Fund, to be
used for the acquisition of land or waters, or interest therein, including administrative expenses, to
carry out the provisions of the Land and Water Conservation Fund Act of 1965, as amended (16
U.S.C. 4601-4-11), pertaining to the preservation of watersheds. The Land Acquisition program is
anthorized by the Interior and Related Agencies Appropriations Act of December 30, 1982 (96 Stat.
1983, Public Law 97-394).

Timber Salvage Sales

The Salvage Sale Fund, Treasury account 12X5204, was established to facilitate the timely removal of
timber damaged by fire, wind, insects, diseases, or other events. Amounts collected from the sale of
salvaged timber are used on other qualifying salvage sales to cover the cost of preparing and
administering the sales. The Timber Salvage Sales program is authorized by 16 USC 472(a).

State, Private, and Int’l Forestry, Land and Water Conservation Fund

The Fiscal Year 2004 Department of Interior and Related Agencies Appropriation Act (Public Law
108-108) authorizes the Forest Service to receive a transfer of receipts from Department of Interior’s
Land and Water Conservation Fund to finance the existing Forest Legacy Program, funded previously
by State and Private Forestry, Treasury Account 12X1105.
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U. 8. Department of Agriculture
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Notes to the Financial Statements
For the Years Ended September 30, 2005 and 2004

To accommodate the new financing arrangement and at OMB’s request, the Department of Treasury
established a new special fund, 12X5367, “State, Private and International Forestry Land and Water
Conservation Fund”. The program expenditures inclade grants and an occasional land purchase but
not real property will be procured or constructed.

Timber Roads, Purchaser Election

The Timber Roads, Purchaser Election, Treasury account 12X5202, receives deposits from small
business timber purchasers who elect to pay the USDA Forest Service to construct or reconstruct any
road or bridge required by their respective timber sale. These collections are used to finance only
those forest development roads constructed or reconstructed under the terms and conditions of the
timber sale contract(s) involved, and only to a standard necessary to harvest and remove the timber
and other products covered by the particular sale(s). The Timber Roads, Purchaser Election program
is authonized by 16 USC 472(1) (2).

Payments to Counties, National Grasslands

The Payments to Counties, National Grasslands account 125896, are credit receipts from Title III,
Bankhead-Jones Farm Tenant Act, lands designated as either national grasslands or land utilization
projects, to a special account (sec. 60.1, para. 3). When the status of such lands is changed to that of a
national forest, credit such receipts to the National Forest Fund (125008). At the end of each calendar
year, 25 percent of the net revenues from each national grassland or land utilization project are paid to
the counties in which such lands are located. These payments are not payments in lieu of taxes
(PILT); instead, they are national grassland or land utilization project receipts to be shared through
grants with local governments for the purposes stated in the Act.

FExpenses, Brush Disposal

Deposits from timber purchasers are recorded in Treasury account 12X5206, and used to cover the
cost required to dispose of slash, brush, and other debris resulting from timber cutting operations and
for supplemental protection of the cutover areas in lieu of actual disposal. The Expenses, Brush
Disposal program is authorized by 16 USC 490-498.

Roads and Trails for States National Forest Fund

The Roads and Trails for States National Forest Fund, Treasury account 12X5203, receives annual
deposits equal to ten percent of all revenues from receipt account 125008, the National Forest Fund.
These amounts are then paid to the States, without regard to the State in which the amounts were
derived, to repair or reconstruct roads, bridges, and trails on National Forest System lands or to carry
out and administer projects to improve forest health conditions, which may include the repair or
reconstruction of roads, bridges, and trails on National Forest System lands in the wildland-
community interface where there is an abnormally high risk of fire. The Roads and Trails for States,
National Forest Fund is authorized by the Act of March 4, 1913, as amended (16 USC 501).

Fees, Operations and Maintenance of Recreation Facilities

This Treasury receipt account, 125072, accumulates a portion of deposits derived from fees authorized
by the Land and Water Conservation Fund Act and is available for expenditure by the USDA Forest
Service only upon appropriation by Congress. Funds deposited are not appropriated under this
heading because Congressional intent 1s to not use the deposits for activities over and above those
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amounts already provided in the National Forest System appropriation. The Land and Water
Conservation Act (16 U.S.C. 4601 et. seq.) authorized the establishment of this special fund and
regulates admission and special recreation user fees at certain recreational areas.

Reforestation Trust Fund

The Reforestation Trust Fund account 12X8046 receives periodic transfers of funds from the .S,
Treasury of tariffs collected from exported timber. Such deposits may not exceed $30 million dollars
in a fiscal year. Amounts are mvested and reinvested by the Washington Office, Financial Accounting
and Operations Staff in United States Treasury interest-bearing (Government securities. The interest
income is added to the balance in the stand improvement activities. The Act of October 14, 1980, as
amended (16 U.S.C. 1606 a(d)) established the Reforestation Trust Fund.
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NOTE 18. SEIZED PROPERTY

A seizure 1s the act of taking possession of goods in consequence of a violation of public law. Seized
property may consist of monetary instruments, real property, tangible personal property and evidence.
Until judicially or admimstratively forfeited, the USDA Forest Service does not legally own such
property. Seized evidence includes cash, weapons, illegal drugs and non-monetary valuables.
Pursuant to Federal Financial Accounting and Auditing Techmcal Release No. 4, Reporting on Non-
Valued Seized and Forfeited Property (Release No. 4), seized property with no legal resale market in
the United States (e.g., weapons, chemicals, drug paraphernalia, gambling devices) is not included on
the consolidated balance sheet. Also, the USDA Forest Service has not included seized financial and
personal property in its consolidated balance sheets due to immateriality.

The USDA Forest Service has custody of illegal drugs and weapons seized as evidence for legal
proceedings. Illegal drugs and weapons have no saleable value to the Federal government and are
destroyed upon resolution of legal proceedings. Marijuana represents the major significant seized
drug for the USDA Forest Service. As of September 30, 2005 and 2004, the amount of marijuana on
hand was 35,579(kg) and 35,784(kg), respectively. Since the amount of seized property is deemed to
be immaterial, a schedule of brought forward balances, additions, deletions and adjustments is not
presented.
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REQUIRED SUPPLEMENTARY INFORMATION

DEFERRED MAINTENANCE

Overview

Deferred maintenance is maintenance that was scheduled to be performed but was delayed until a future
period. Deferred maintenance represents a cost that the Federal government has elected not to fund and,
therefore, the costs are not reflected in the financial statements.

Maintenance is defined to include preventive maintenance, normat repairs, replacement of parts and
structural components, and other activities needed to preserve the asset so that it continues to provide
acceplable service and achieve its expected life. Maintenance excludes activities aimed at expanding the
capacity of an asset or otherwise upgrading it to service needs different from, or significantly greater than,
those originally intended.

Deferred maintenance is reported for general Property, Plant, and Equipment (PP&E), heritage assets,
and stewardship assets. It is also reported separately for critical and noncritical amounts of maintenance
needed to return each class of asset to its acceptable operating condition. Critical maintenance is
defined as a serious threat to public health or safety, a natural resource, or the ability to carry out the
mission of the organization. Nongcritical maintenance is defined as a potential risk to the public or
employee safety or health (e.g., compliance with codes, standards, or reguiations), and potential adverse
consequences to natural resources or mission accomplishment.

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

Currently, no comprehensive national assessment of Forest Service property exists. Deferred

maintenance estimates for all assets are based on condition surveys performed on a 5-year maximum
revolving schedule, with the exception of bridges which are on a 2-year maximum revolving schedule,
Condition surveys were performed on a statistical sample of closed and very low traffic volume roads.

The overall agency indirect cost for managing the program is 17.8 percent, which is not included in the
figures in Exhibit 1.

Exhibit 1: Deferred Maintenance Totals by Asset Class as of September 30, 2005

Bridge Varies $115,248,805 $25,386,409 $89,862,396
Building Varies 438,900,147 117,769,176 321,130,971
Dam Varies 26,299,657 9,329,549 16,970,108
?&Yﬁé?pggnss‘ttriction Features) Varies 88,758,470 i 88,758,470
Fence Varies 437,319,863 436,970,013 349,850
Handling facility Varies 24,158,047 24145512 12,535
Heritage Varies 32,623,192 8,148,122 24 475,070
Road Varies 4.571,518,198 712,104,630 3,859,413,568
Trail bridge Varies 9,432,803 3,969,179 5,463,624
Wastewater Varies 31,081,129 18,509,528 12,571,601
Water Varies 81,249,446 46,274,742 34,974,704
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Wildlife, Fish, TES 6420634 | 4453138 1,967,496
Trail (FY 2001) 98,927 407 33,471,650 65,455,757
General Forest Area (FY 2001) 4,750,598 1,469,064 3,281,534
TOTALS $5,066,688,396 $1,442,000,712 $4,524,687,684

The overall condition of major asset classes range from poor to good depending on the location, age, and
type of property. The standards for acceptable operating condition for various classes of general PP&E,
stewardship, and heritage assets are as follows.

Conditions of roads and bridges within the NFS road system are measured by various standards:

1. Federal Highway Administration regulations for the Federal Highway Safety Act;

2. Best management practices (BMP) for the nonpoint source provisions of the Clean Water Act
from EPA and States;

Road management objectives developed through the NFMA forest pfanning process;

Forest Service Directives—FSM 7730, Operation and Maintenance (January 2003 amendment
was superseded with August 25, 2005, revision); FSH 7709.56a, Road Preconstruction, and FSH
7709.56b, Transportation Structures Handbook.

bl

Dams shall be managed according to FSM 7500, Water Storage and Transmission, and FSH 7509.11,
Dams Management Handbook, as determined by condition surveys. The overall condition of dams is
helow acceptable. The condition of a dam is acceptable when the dam meets current design standards
and does not have any deficiencies that threaten the safety of the structure or public. For dams to be
rated as in acceptable condition, the agency needs to restore the dams to the original functional purpose,
correct unsightly conditions, or prevent more costly repairs.

Buildings shal!l comply with the National Life Safety Code, the Forest Service Health and Safety
Handbook, and the Occupational Safety Health Administration {OSHA) as determined by condition
surveys. These requirements are found in FSM 7310, Buildings and Related Facilities, revised November
19, 2004. The condition of administrative facilities ranges from poor to good. Approximately half of these
buildings are obsolete or in poor condition, needing major repairs or renovation. Approximately a quarter
of these buildings are in fair condition, and the remaining facilities are in good condition.

Recreation facilities include developed recreation sites, general forest areas, campgrounds, traitheads,
trails, water and wastewater systems, interpretive facilities, and visitor centers. All developed sites are
managed in accordance with Federal laws and regutations (CFR 36). Detailed management guidelines
are contained in FSM 2330, Publicly Managed Recreation Opportunities, and forest- and regional-level
user guides. Quality standards for developed recreation sites were established as Meaningful Measures
for health and cleanliness, settings, safety and security, responsiveness, and the condition of the facility

The condition assessment for range structures (fences and stock handling facilities) is based on (1) a
determination by knowledgeable range specialists or other district personnel of whether the structure
would perform the originally intended function, and (2) a determination through the use of a protocol
systern to assess conditions hased on age. A longstanding range methodology is used to gather this
data.

Heritage assets include archaeological sites that require determinations of National Register of Historic
Places status, National Histeric Landmarks, and significant historic properties. Some heritage assets may
have historical significance, but their primary function in the agency is as visitation or recreation sites and,
therefore, may not falt under the management responsibility of the heritage program.
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Trails (and trail bridges) are managed according to Federal law and regulations (CFR 36). More specific

direction is contained in FSM 2350, Trail, River, and Simifar Recreation Opportunities, and the FSH
2308.18, Trails Management Handbook.

Deferred maintenance of structures for wildlife, fish, and TES species is determined by field biologists
using their professional judgment. The deferred maintenance is considered critical if resource damage or
species endangerment would likely occur if maintenance were deferred much longer.
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Working Capital Fund

The USDA Forest Service manages a Working Capital Fund (WCF) to provide orderly, efficient financial
management of certain service and supply functions. Specifically, management of the WCF seeks to:

» Determine equitable rates and prices for goods and services of specified programs so that they
operate on a self-supporting basis with enough funds to cover expenditures and an adequate
reserve for emergencies, without great variations in the rates from year to year; and

» Preserve current capital investment by providing for the recovery of increase costs due to inflation.

Once a property item becomes part of the WCF program, use rates and replacement rates are charged to

appropriate funds each month and are maintained in the WCF account to cover maintenance costs and
future replacement.
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Part E

REQUIRED SUPPLEMENTARY
STEWARDSHIP INFORMATION
(Unaudited)



Required Supplementary Stewardship information—Unaudited
For the Years Ended September 30, 2005 and 2004

REQUIRED SUPPLEMENTARY STEWARDSHIP INFORMATION

The stewardship objective of Federal financial reporting requires the Forest Service to report on its
stewardship over certain resources entrusted to it, and certain responsibilities assumed by it, that cannot
be measured in traditicnal financial reports.

These resources and responsibilities do not meet the criteria for assets and liabilities that are reported in
the financial statements, but are important for understanding the operations and financial condition of the
Forest Service at the date of the financial statements, and in subsequent periods.

Stewardship resources invoive substantial investment by the Forest Service for long term benefits for the
American public. By treating stewardship resources as expenses in the year the costs are incurred, the
Forest Service demonsirates our accountability for them, Depending on the nature of the resources,
stewardship reporting could consist of financial or nonfinancial data.

To achieve the objectives of required supplementary stewardship information (RSSI) reporting, resources
and responsibilities for which the Forest Service has stewardship accountability have been categorized
into two distinct groups—Stewardship Property, Plant, and Equipment (PP&E) and Stewardship
Investments.

STEWARDSHIP—PROPERTY, PLANT, AND EQUIPMENT

Stewardship PP&E consists of assets whose physical properties resembile those of the general PP&E
traditionally in financial statements. However, due to the nature of these assets, valuation would be
difficult and matching costs within a given reporting period would not be meaningful. One category of
stewardship PP&E is heritage assets, which are historically or culturally significant property, memorials,
and Federal monuments. A second category is stewardship land, which is land other than that acquired
for, or in connection with, general PP&E.

Heritage Assets

The Forest Service estimates that more than 320,000 heritage assets' are on land that it manages. Some
of these assets are listed on the National Register of Historic Places, and some are designated as
National Historic Landmarks. Collection assets held at museums and universities are managed by those
entities, and not the Forest Service.

The historic structures are works consciously created to serve some human purpose, such as buildings,
monuments, [ogging and mining camps, and ruins.

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

Heritage assets listed in the National Register of Historic Places include properties, buildings, and
structures that are significant in U.S. history, architecture, and archaeology, and in the cultural foundation
of the Nation. Sites formally determined as eligible for the National Register by the Keeper of the
National Register, or documented through consultation with State Historic Preservation Offices, are
considered potentially eligible for the National Register.

The Forest Service heritage resource specialists on the 155 national forests maintain separate
inventories of heritage assets. Most assets not used for administrative or public purposes receive no
annual maintenance. A long-term methodology to better assess the extent and condition of these assets
is being formulated to comply with Executive Order 13287, Preserve America. The real property

! This information is estimated from the nine Forest Service regions and from the annual Department of Interior report to Congress.

E-1


sonjabeavers
Rectangle


Required Supplementary Stewardship Information—Unaudited
For the Years Ended September 30, 2005 and 2004

management module in INFRA was implemented to manage heritage assets. The Healthy Forests
Initiative and competing budget priorities, however, have prevented full population of the database.

Acquisition and Withdrawal of Herilage Assels

The Forest Service generally does not construct heritage assets, although in some circumstances
important site-structural components may be rehabilitated or reconstructed into viable historic properties
to provide forest visitors with use and interpretation. Heritage assets can be acquired through the
procurement process, but this rarely occurs. Normally, heritage assets are part of the land acquisition and
inventory process. Withdrawal occurs through land exchange or natural disasters. Most additions occur
through inventory activities, where previcusly undocumented sites are discovered and added to the total.
Although not technically additions—they already existed on NFS lands—they do represent an increased
management responsibility commensurate with the spirit of “additions.”

Exhibit 4 shows the major heritage assets by category and condition for FY 20047,

Exhibit 4:

Major Heritage Assets by Category and Condition, FY 2004

00 no
Total heritage assets 318,259 Poor to fair
Eligible for the National Register of Historic Places 57,925 Poor to fair
Listed on the National Register 3,397 Fair

Sites with structures listed on the National Register 1,874  Poor to fair
National Historic Landmarks 19 Fair to good

STEWARDSHIP LAND

National Forest System
The Forest Service manages more than 192 million acres of public land, most of which are classified as
stewardship assets. These stewardship assets are valued for the foliowing reasons:

Environmental resources;

Recreational and scenic values;

Cultural and paleontological resources;

Vast open spaces; and

Resource commodities and revenue they provide to the Federal Government, States, and
counties.

L.and needed to protect critical wildlife habitat and cultural and historic values, to support the purposes of
congressional designation, and for recreation and conservation purposes is acquired through purchase or
exchange.

National Forests

The national forests are formally established and permanently set aside and reserved for national forest
purposes. The following categories of NFS fands have been set aside for specific purposes in designated
areas:

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

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

? Data totaled through fiscal year (FY) 2004. FY 2005 data is gathered in the first half of FY 2006.
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Required Supplementary Stewardship Information-—Unaudited
For the Years Ended September 30, 2005 and 2004

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

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

» National Scenic Research Areas. Areas established by Congress fo provide use and enjoyment of
certain ocean headlands and to ensure protection and encourage the study of the areas for
research and scientific purposes.

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

» National Monument Areas. Areas including historic landmarks, historic and prehistoric structures,
and other objects for historic or scientific interest, declared by Presidential proclamation or
Congress.

National Grasslands
National Grasslands are designated by the Secretary of Agriculture and permanently held by the USDA
under Title I of the Bankhead-Jones Farm Tenant Act.

Purchase Units

Purchase units are land designated by the Secretary of Agricuiture or previously approved by the National
Forest Reservation Commission for purposes of Weeks Law acquisition. The law authorizes the Federal
Government to purchase lands for stream flow protection and maintain the acquired lands as national
forests.

Land Utilization Projects
Land utilization projects are reserved and dedicated by the Secretary of Agriculture for forest and range
research and experimentation.

Research and Experimental Areas
Research and experimental areas are reserved and dedicated by the Secretary for forest and range
research experimentation,

Other Areas
There are areas administered by the Forest Service that are not included in one of the above groups.

Exhibit 5 shows the net change in acres between FY 2004 and FY 2005 on NFS lands by various
pUrposes.

Exhibit 5: Net Change® in Acres In National Forests by Various Purposes (FY 2004 to FY
2005)

NFS Land (in acres).
National Forests 144,076,791 383,523 144,460,314
National Forest Wilderness Areas 34,953,370 3,708 34,957,078
National Forest Primitive Areas 173,762 0 173,762
National Wild and Scenic River Areas 950,906 (20,273) 930,633
National Recreation Areas 2,911,239 (92,971) 2,818,268
National Scenic Areas 130,493 160 130,653
National Scenic—Research Areas 6,637 0 6,637
National Game Refuges and Wildlife 1,198,089 0 1,198,099

3 As of October 20, 2005, final verifications have not been done, and numbers are stilt subject to change.
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Preserve Areas
National Monument Areas 3,659,974 100 3,660,074
National Monument Volcanic Areas 167,427 0 167,427
National Historic Areas 6,540 0 6,540
National Grasslands 3,839,543 (1,377) 3,838,166
Purchase Units 370,026 5 370,031
Land Utilization Projects 1,876 o 1,876
Research and Experiment Areas 64,871 (9) 64,862
Qther Areas 296,050 59,229 355,279
Total NFS Land (in acres) 192,897,320 332,095 193,229,415

Condition of NFS Lands

The condition of NFS lands varies by purpose and location. The Forest Service monitors the condition of
NFS lands based on information compiled by two national inventory and monitoring programs—FIA and
Forest Health Monitoring (FHM). Annual inventories of forest status and trends are conducted by the FIA
program in 45 States covering 77 percent of the forested land of the United States.

Active throughout 50 States, FHM provides surveys and evaluations of forest health conditions and
trends. Although most of the 193 million acres of NFS forest lands continue to produce valuable benefits
(i.e., clean air, clean water, habitat for wildlife, and products for human use), significant portions are at
risk to pest outbreaks or catastrophic fires.

About 33 million acres of NFS forest land are at risk to future mortaiitg from insects and diseases, based
on the current Insect and Disease Risk Map®. Nearly 73 million acres’ of NFS forest land are prone to
catastrophic fire based on current condition and departure from historic fire regimes (Fire Regimes 1, 2,
and 3 and Condition Classes 2 and 3). Approximately 9.5 million acres are at risk to both pest-caused
mortality and fire. Invasive species of insects, diseases, and plants continue to impact our native
ecosystems by causing mortality to, or displacement of, native vegetation.

The National Fire Plan has enhanced our efforts to prevent and suppress future fires adequately and
restore acres that are at risk. Risk to fire was reduced by treating fuels on 1,524,414 acres with Direct
Hazardous Fuels dollars in the wildland-urban interface {(WUI)}, or cutside WU but in Fire Regimes 1, 2,
and 3 and Condition Classes 2 and 3.

Another 396, 739 acres, hoth in WUI and outside WUI, were treated to reduce risk from fire but also
improve wildlife habitat, prevent insect outbreaks, and meet other resource values, for a total of 1,921,153
acres of fuel hazard treatments on NFS lands.

Insect and disease prevention and suppression treatments were completed on 686,000 acres in FY 2005.

STEWARDSHIP INVESTMENTS

Stewardship investments are expenses and investments incurred for education and training of the public
that is intended to increase national economic productive capacity (investment in human capital), and
research and development intended to produce future bensfits.

Human Capital—Job Corps Civilian Conservation Center
FY 2005 Net Cost of Operations: $112.4 Million

* The Insect and Disease Map is currently being updated and will be available in 2006 (calendar year).

5 The most recent information to measure trends in potential catastrophic fire was the 1999 mid-scale assessment of fire regime and
condition class produced at the Missoula Fire Science Lab. The trend will be reevaluated in the near future using LANDFIRE, a tool
that will produce a national wall-to-wall mapping of fuels and fire regimes.
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The Forest Service’s Job Corps Civilian Conservation (Job Corps) Centers, in coordination with the
Department of Interior (DOI) National Park Service, Fish and Wildlife Service, and Bureau of Reclamation,
continued “Empowering Youth and Enhancing Communities and Natural Resources.”

In partnership with the U.S. Department of Labor (DOL), the Forest Service operates 18 Job Corps
Centers. Job Corps is the only Federal residential employment and education training program for
economically challenged young people ages 16 to 24. The purpose of the program is to provide young
adults with the skills necessary to become employable, independent, and productive citizens. The
program is administered in a structured, coeducational, residential environment that provides education,
vocational and life skills training, counseling, medical care, work experience, placement assistance and
followup, recreational opportunities, and biweekly monetary stipends. Job Corps students choose from a
wide variety of careers, such as urban forestry, heavy equipment operations and maintenance, business,
cierical, carpentry, culinary arts, painting, cement and brick masonry, welding, auto mechanics, health
services, building and apartment maintenance, warehousing, and plastering.

Job Corps is funded from DOL annually on a program year, the fiscal year is July 1 to June 30, During
Job Corps’ FY 2005, accomplishments included the following:

»  8,889participants received 4,441 placements with an average starting hourly wage of $.43 more
than the DOL national average.

= Approximately 1,500 female students received training in nontraditionat vocations.

= 482 students received high schoo! diplomas, and 1,934 students obtained general equivalency
diplomas.

= Approximately 1,112 Job Corps students and staff assisted the agency in its firefighting efforts.

= Students accomplished conservation work appraised at $20.3 million on NFS lands.

Since 1964, the Forest Service’s Job Corps Centers have trained and educated more than 300,000
young men and women. On January 10, 2005, the agency successfully transferred the Mingo Job Corps
Center from the DOI Fish and Wildlife Service to the USDA Forest Service.

Research and Development—Forest and Rangeland Research
FY 2005 Net Cost of Operations: $296 Miltion

Of the $296 miltion, $274 million was an investment of Research and Development funding (FRRE), and
$22 million was an investment of National Fire Plan funding (FRF2).

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

= Vegetation management and protection

= \Wildiife, fish, watershed, and air

» Resource valuation and use research

» Forest resources inventory and monitoring

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

A representative summary of FY 2005 accomplishments using Forest Service appropriated funds include
the foliowing:

63 new interagency agreements and contracts;
93 interagency agreements and contracts continued,
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1,320 articles published in journals;
1,779 articles published in all other publications;
1 patent granted; and
16 rights to inventions established.
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APPENDIX A

USDA FOREST SERVICE
ORGANIZATIONAL CHART



U.S. Department of Agriculture
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Acronym and Abbreviations

Explanation

ADR

Alternative Dispute Resolution

ALP Automated Lands Program

AML abandoned mine lands

APD Application for permit drilling

B&F Budget and Finance

BPR business process reengineering

BFES Budget Formulation and Execution System

CFO Chief Financial Officer

CFR Code of Federal Regulations

CGA Continuing government activity

CIP Continuous Improvement Process

CRIA Civil Rights Impact Analysis

CSRS Civil Service Retirement System

CWAG Chief's Workforce Advisory Group

DC disallowed cost

DOI Department of the Interior

DOL U.S. Department of Labor

EAP Economic Action Programs

ECAP Environmental Compliance and Protection

ECD Estimated completion date

EEO Equal Employment Opportunity

EEOCMD Equal Employment Opportunity Commission Management Directive
EIP Early Intervention Program

ELT Executive Leadership Team

EMC Ecosystem Management Coordination

EPA Environmental Protection Agency

EVM Earned value management

FBWT Fund balance with treasury

FCI Facility Condition Index

FECA Federal Employees’ Compensation Act

FERS Federal Employees’ Retirement System

FFIS Foundation Financial Information System

FFEMIA Federal Financial Management Improvement Act
FHP Forest Health Protection

FIA Forest Inventory & Analysis

FISMA Federal Information Security Management Act

FLP Forest Legacy Program

FMFIA Federal Managers’ Financial Integrity Act

FPL Forest Products Laboratory

FRCC Fire Regimen Condition Class

FS Forest Service

FSH Forest Service Handbook

FSM Forest Service Manual

FSNRA Forest Service Natural Resource Applications

FSP Forest Stewardship Program

FTBU funds to be put to better use

FTE full-time equivalent

FY fiscal year

GIS geographic information system

GAO Government Accountability Office

GPRA Government Performance and Results Act

GS General Schedule (pay plan)

GSA General Services Administration

HCAAF Human capital assessment and accounting framework
HRM Human Resources Management

IMPROVE Interagency Monitoring of Protected Visual Environments
INFRA Infrastructure Application, one of the FSNRA corporate applications
P International Programs (Program Staff)

IPIA Improper Payment Information Act

IRM Information Resources Management (Program Staff)
IT information technology

K-V Knutson-Vandenberg, a trust fund for timber sale area improvements
KM knowledge management

KPMG an independent auditor

LEI Law Enforcement and Investigations (Program Staff)




LMP

Land Management Plan

M4R Managing for Results

MAR Management Attainment Reporting

MD&A Management’s Discussion and Analysis

MOU Memorandum of Understanding

NASF National Association of State Foresters

NEP National Energy Plan

NFC National Finance Center

NEMA National Forest Management Act

NEPA National Environmental Policy Act

NFP National Fire Plan

NFPORS National Fire Plan Operations and Reporting System
NFR Notice of finding and recommendation

NFS National Forest System (Deputy Area)

NIPF non-industrial private forest

NRE USDA Natural Resources and Environment

NRIS Natural Resource Information System, one of the FSNRA corporate applications
OHV off-highway vehicles (interchangeable with ORV)
OIG Office of Inspector General (USDA)

OMB Office of Management and Budget

ORV off-road vehicles (interchangeable with OHV)
P&BA Program and Budget Analysis

P&AR Performance and Accountability Report

PART Program Assessment Rating Tool

PAS Performance Accountability System

PCA Project Cost Accounting

PL&C Programs, Legislation, and Communication (Deputy Area)
PAOT persons at one time

PAS Performance Accountability System

PMA President’'s Management Agenda

PMAS Performance Measures Accountability System
POA&M Plan of actions and milestones

PONTIUS Purchase Order Normal Tracking and Inventory System
PP&E Property, Plant, and Equipment

PRCH Purchase Order System

PWS Performance work statement

QAR USDA quarterly accomplishment report

R&D Research and Development (Deputy Area)

RAR Roads Accomplishment Report

RBAIS Research Budget Attainment Information System
RFP Request for proposals

RHWR Recreation, Heritage, and Wilderness Resources (Program Staff)
RND Results not demonstrated

ROW rights-of-way

RSA regions, stations, and areas

RSI Required Supplementary Information

RSSI Required Supplementary Stewardship Information
S&PF State and Private Forestry (Deputy Area)

SCEP Student career experience program

SES Senior Executive Service

SFA State Fire Assistance (Program Staff)

SFFAS Statements of Federal Financial Accounting Standards
SOD Sudden Oak Death

STARS Sales Tracking and Reporting System

SUA Special Use Authorizations

SUDS Special Uses Database System

TES Threatened and endangered species

TIM timber information management

TMDL total maximum daily load

TRACS Timber Activity Control System

TSA Timber Sale Accounting system

TSA Transportation Security Administration

TSP Thrift Savings Plan

U&CF Urban and Community Forestry (Program Staff)
ubo Undelivered order

U.S.C. United States Code




USDA United States Department of Agriculture
VFA Volunteer Fire Assistance (Program Staff)
WCF working capital fund

WFWAR Wildlife, Fish, Water, and Air Research
WO Washington Office

WUI

wildland-urban Interface




APPENDIX C

ENABLING LEGISLATION



Founding Legislation and History of the Forest Service’s Traditional
Role

A century ago, the idea of conservation of Federal forests culminated with Congress’ passing the
Forest Reserve Act of 1891, creating forest reserves from public domain land. Six years later,
Congress passed the 1897 Organic Act (part of the Sundry Civil Appropriations Act), giving the
U.S. Department of the Interior General Land Office and the U.S. Geological Survey (USGS)
three management goals for those forest reserves: (1) improve and protect the public forests; (2)
secure favorable water flows; and (3) provide a continuous supply of timber, under regulation. In
1905, these responsibilities were transferred to the U.S. Department of Agriculture to a newly
created bureau, the Forest Service, and in 1907 the forest reserves were renamed as national
forests. In those early days, the Forest Service was responsible for the conservation and the
protection of the forests.

The Weeks Law of 1911 enabled the Federal Government to purchase forest lands in the East
that had been previously harvested. Those purchased lands were then transferred to the Forest
Service. Throughout the agency’s early history, the Forest Service’s primary activities, in addition
to conservation and protection, included developing trails, ranger stations, and a pool of expert
natural resource managers.

The Great Depression was incentive for a massive youth employment program—the Civilian
Conservation Corps (CCC)—with some 3 million enrollees over a 9-yearperiod. The CCC’s focus
was in developing recreation and fire protection on the national forests, as well as on other
Federal and State lands.

After World War 11, the Forest Service worked with Congress to provide lumber for the rapidly
growing home market. During the 1950s, timber management became an area of emphasis for
the agency. Timber production increased through the 1960s and 1970s. In 1960, Congress
passed the Multiple-Use Sustained-Yield Act. This act gave recreation, fish, wildlife, water,
wilderness, and grazing priority, along with timber management, conservation and protection, and
Forest Service resource planning.

The passage of the Wilderness Act of 1964 provided additional protection for a national system of
wildernesses in the national forests and applied to the missions of the other Federal land
management agencies as well. Additional legislation throughout the 1970s addressed the
management of roadless areas on national forests.

The National Forest Management Act (NFMA) of 1976 brought 10-year forest management plans
to the Forest Service. From this period throughout the 1990s, the Forest Service saw increased
public debate and public involvement in the management of natural resources, especially from
environmental, timber industry, and other interest groups and stakeholders.

This keen and proactive public involvement resulted in many of the Forest Service’s large-scale
assessments: the Interior Columbia Basin Ecosystem Management Project in the Pacific
Northwest; the Southern Forest Resource Assessment for the southeastern portion of the
country; and the Sierra Nevada Framework for Conservation and Collaboration covering the
Sierra Nevada Mountains of California.
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