
A MES SAGE FROM THE 
SEC RE TARY OF THE TREA SURY

Attached is the fiscal year 1998 Financial Report of the United States Government,
formerly known as the Consolidated Financial Statements of the U.S. Government.
The Administration initiated the development of this financial report in order to create 
what we believe will be a useful management tool for policy-makers and a source of
useful information for the public. Last year, for the first time, the United States
Government prepared comprehensive financial statements covering all of its myriad
activities and subjected them to audit. This year, for the second time, the
Administration presents the Financial Report of the United States Government,
including audited financial statements that cover the Executive Branch, as well as
parts of the Legislative and Judicial branches of the United States Government. 

The publication of this second annual financial report represents one component of
the Clinton Administration’s continuing efforts to improve the management and
efficiency of the United States Government. In 1994, the Administration supported
the Government Management Reform Act, which mandated the issuance of these
audited financial statements. The Administration has supported the Federal
Accounting Standards Advisory Board in creating the accounting standards that form
the basis for the financial statements included in this financial report.

These accounting standards generally are based on the accrual basis of accounting,
which differs from the cash basis of accounting used in the reporting of budget results. 
The principal differences between these two accounting methods pertain to the timing
of the measurement and recognition of revenues and expenses and the inclusion of a
presentation of assets and liabilities. Each method is a useful tool for looking at the
government’s operations for different purposes.

A great deal of work has been done, but the de vel op ment of this new method of re -
port ing is an im mense task and a great deal of ad di tional ef fort will be nec es sary to
cre ate and im ple ment an en tirely new sys tem of re port ing on the op er a tions of the
U.S. Gov ern ment. We are work ing hard to ward that goal to com ple ment our ex ist ing
bud get re port ing. The au dit re port from the Gen eral Ac count ing Of fice (GAO) dis -
cusses many ar eas in which the re li abil ity of the cur rent fi nan cial state ments must be
en hanced and im proved. As a re sult, the GAO was un able to ren der an opin ion on
these state ments. The Ad min is tra tion is com mit ted to con tin u ing its work with the
GAO, Fed eral agen cies, and other in ter ested par ties to achieve the Pres i dent’s goal of
re ceiv ing an un qual i fied opin ion from the GAO on the Fi nan cial Re port of the United
States Gov ern ment. We be lieve that the pub li ca tion of this fi nan cial re port is an im -
por tant step in pro vid ing the Amer i can pub lic with use ful in for ma tion about their gov -
ern ment’s as sets, li a bil i ties and op er a tions.

                                                                               

                                            Rob ert E. Ru bin
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No other en tity in the world com -
pares in size and scope to the U.S.
Gov ern ment, which has con tin u ing
re spon si bil i ties for the gen eral wel -
fare of its cit i zens and for na tional de -
fense. The U.S. Gov ern ment's com -
pre hen sive fi nan cial re port, pre pared
in ac cor dance with Fed eral ac count -
ing stan dards, in cludes all of its ac tiv -
i ties.

Ef fec tive man age ment of the U.S.
Gov ern ment has been ham pered by a
lack of com pre hen sive fi nan cial in -
for ma tion. The Ad min is tra tion re -
mains com mit ted to pro vid ing re li -
able in for ma tion about the fi nan cial
po si tion of the U.S. Gov ern ment, the
cost of its op er a tions, and the fi nanc -
ing sources used to fund op er a tions.
Such in for ma tion will ul ti mately
prove ex tremely help ful to pol -
icy-makers and the pub lic.

To im prove the qual ity of fi nan cial
in for ma tion, in 1990 the Of fice of
Man age ment and Bud get (OMB), 
Trea sury, and the U.S. Gen eral Ac -
count ing Of fice (GAO) es tab lished
the Fed eral Ac count ing Stan dards
Ad vi sory Board (FASAB) to de velop
ac count ing stan dards for the U.S.
Gov ern ment. In 1994, the Pres i dent
signed the Gov ern ment Man age ment

Re form Act, which re quires an nual
fi nan cial state ments for the 24 ma jor
agen cies and for the U.S. Gov ern -
ment as a whole.

The Ad min is tra tion ap pre ci ates the 
work of the GAO in sub ject ing these
fi nan cial state ments to au dit and
looks for ward to work ing with the
GAO, Fed eral agen cies and other in -
ter ested par ties in its con tin u ing ef fort 
to im prove the re li abil ity of Fed eral
fi nan cial in for ma tion. The ef fort to
pro duce a com pre hen sive and re li able 
set of fi nan cial state ments for the U.S. 

Gov ern ment, which be gan in 1997, is
on go ing and im prove ments  are
clearly nec es sary. Be cause of cur rent
lim i ta tions that are dis cussed in
GAO's Re port, the GAO is un able to
ren der an opin ion on these fi nan cial
state ments. The chal lenges in volved
in de vel op ing timely, re li able, and
com pre hen sive fi nan cial in for ma tion
should not, how ever, ob scure the
prog ress that has been made or the in -
sights pro vided by prep a ra tion and

au dit of these state ments. The  Ad -
min is tra tion's ac com plish ments are
pre sented later in this dis cus sion and
anal y sis.

 The Ad min is tra tion is com mit ted
to im prov ing the re li abil ity of the fi -
nan cial in for ma tion to achieve its
goal of an un qual i fied opin ion on the
fi nan cial state ments of in di vid ual
agen cies and the U.S. Gov ern ment.
The Ad min is tra tion's goals for in di -
vid ual agen cies are re flected in the
Fed eral Fi nan cial Man age ment Sta tus 
Re port and Five-Year Plan is sued by
the OMB and the Governmentwide
Chief Fi nan cial Of fi cers (CFOs)
Coun cil. That doc u ment re flects the
dates by which agen cies are ex pected
to achieve the Ad min is tra tion's ob jec -
tives.

The ac com pa ny ing Fi nan cial Re -
port is re quired by 31 United States
Code 331(e)(1) and con sists of Man -
age ment's Dis cus sion and Anal y sis
(MD&A), a State ment of Op er a tions
and Changes in Net Po si tion, a State -
ment of Net Cost, a Bal ance Sheet,
Stew ard ship In for ma tion, Notes to
the Financial State ments, and Sup ple -
men tal In for ma tion. Each sec tion is
pre ceded by a de scrip tion of the sec -
tion's con tents. The Sup ple men tal In -
for ma tion sec tion de scribes the ma jor 
func tions of the U.S. Gov ern ment.

Fi nan cial Report of the                            
United States Gov ern ment, Fis cal 1998

 Management’s Discussion and Analysis

Introduction

“The Administration is
committed to

improving the reliability 
of the financial

information . . .”
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Management’s Discussion and Analysis, cont. 

Coverage

The fi nan cial state ments cover the
ex ec u tive branch, as well as parts of
the leg is la tive and ju di cial branches
of the U.S. Gov ern ment. A list of the 
sig nif i cant en ti ties in cluded in these
fi nan cial state ments is in cluded in

the Ap pen dix. In for ma tion from the
leg is la tive and ju di cial branches is
lim ited be cause those en ti ties are not 
re quired to pre pare com pre hen sive
fi nan cial state ments. In ad di tion,
Gov ern ment-sponsored en ter prises
(such as Fed eral Home Loan Banks
and the Fed eral Na tional Mort gage

As so ci a tion) are ex cluded be cause 
they are pri vately owned. The Fed -
eral Re serve Sys tem is also ex -
cluded be cause mon e tary pol icy is
con ducted sep a rately from and in -
de pend ently of the other cen tral
Gov ern ment func tions.

The MD&A ex plains the Fed eral re port ing en tity, the ba sis of ac count ing
used to pre pare these fi nan cial state ments, and pres ents se lected fi nan cial
and eco nomic in for ma tion in tended to as sist read ers in their as sess ment of
the U.S. Gov ern ment's fi nan cial op er a tions and sta tus. It also sum ma rizes fi -
nan cial man age ment ini tia tives de signed to con tinue im prov ing the re li abil -
ity of the fi nan cial state ments and to ad dress the is sues iden ti fied in GAO's
re port on the U.S. Gov ern ment's 1998 fi nan cial state ments.

Reporting Entity
and Basis 
of Accounting

Accounting Standards

The ac count ing stan dards used in
the prep a ra tion of the ac com pa ny ing
fi nan cial state ments were de vel oped
by the Fed eral Ac count ing Stan dards
Ad vi sory Board (FASAB); ap proved 
by Trea sury, OMB and GAO as the
FASAB prin ci pals; and is sued by
OMB and GAO. The stan dards are
tai lored to the U.S. Gov ern ment’s
unique char ac ter is tics and spe cial
needs. For ex am ple, land not used in
U.S. Gov ern ment op er a tions (stew -
ard ship land) and  weapon sys tems
and sup port prop erty used in the per -
for mance of mil i tary mis sions and
ves sels held as part of the Na tional
De fense Re serve Fleet (na tional de -
fense as sets) are re ported in the Stew -
ard ship In for ma tion sec tion rather
than on the Bal ance Sheet.

The fi nan cial state ments of the
U.S. Gov ern ment are pre pared gen -
er ally on the ac crual ba sis of ac count -
ing. Un der the ac crual ba sis, trans ac -
tions are re ported when the events
giv ing rise to the trans ac tions oc cur,
rather than when cash is re ceived or

paid (cash ba sis). By con trast, Fed -
eral bud get ary re port ing is gen er ally
on the cash ba sis in ac cor dance with
ac cepted  bud get con cepts and pol i -
cies.

The most sig nif i cant dif fer ence be -
tween these two bases in volves the
tim ing of rec og ni tion and mea sure -
ment of rev e nues and costs. For ex -
am ple, Fed eral ac count ing stan dards
re quire rec og ni tion of li a bil i ties for
costs  re  lated to en vi  ron men tal
cleanup when the events re sult ing in
such costs oc cur. By con trast, bud get
con cepts and pol i cies re quire the rec -
og ni tion of such costs at the time
pay ment is made. The ef fects of these 
dif fer ences are re flected in the “Rec -
on cil i a tion of the Ex cess of Net Cost
Over Revenue to the Unified Bud get
Sur plus,” which is pre sented in the
Sup ple men tal In for ma tion sec tion of
this Fi nan cial Re port.

In fis cal 1998, there was a bud get
sur plus of $69.2 bil lion. The ex cess
of net cost over rev e nue fig ure con -
tained in these fi nan cial state ments
for fis cal 1998 is  $133.8 bil lion. This 
dif fer ence is at trib ut able to fac tors

dis cussed im me di ately above. The
pri mary com po nents of the dif fer -
ence that have been iden ti fied are in -
creases in  ac crued vet eran com pen -
sa tion ben e fi ts,  $109.4 bil  l ion;
in creases in ac tu ar ial ex penses for
Fed eral em ploy ees and mil i tary pen -
sions and health ben e fits, $39.8 bil -
lion; and  an in crease in en vi ron men -
tal li a bil i ties, $12.8 bil lion.

This Fi nan cial Re port does not in -
clude in for ma tion on nat u ral re -
sources (depletable re sources, such
as min eral de pos its and pe tro leum or
re new able re sources, such as tim ber)
be cause stan dards have not yet been
de vel oped for rec og niz ing and mea -
sur ing these as sets.

Finally, a thor ough as sess ment of
the U.S. Gov ern ment’s fi nan cial sta -
tus should rec og nize its sov er eign
pow ers to raise rev e nue and reg u late
com merce. These pow ers are not re -
flected in the ac com pa ny ing state -
ments, but should be con sid ered in a
com pre hen sive as sess ment of the
U.S. Gov ern ment’s over all fi nan cial
con di tion.
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Implementation of New
Accounting Standards

While the FASAB com pleted work 
on a ba sic set of ac count ing stan dards
in 1996, some stan dards did not be -
come ef fec tive un til fis cal 1998.
Stan dards be com ing ef fec tive in fis -
cal 1998 re quire that the value of na -
tional de fense as sets be re moved
from the Balance Sheet and that in -
for ma tion about these as sets be re -
ported in the Stew ard ship In for ma -
tion sec tion of the Financial Report.
These as sets were val ued at $655.2
bil lion when re ported on the fis cal
1997 Balance Sheet. FASAB has ini -
ti ated a pro ject to iden tify and re -

search user in for ma tion needs for
na tional de fense as sets. 

In ad di tion, stan dards ef fec tive for
the first time in 1998 re quire cur rent
ser vices as sess ment in for ma tion
show ing both the short-term and me -
dium-term di rec tion of cur rent pro -
grams. The cur rent ser vices as sess -
ment pres ents ac tual re ceipt and
out lay data for all pro grams for the
year for which the fi nan cial state -
ments are pre pared (the base year)
and es ti mates for 6 years sub se quent
to the base year. This as sess ment will
thus fa cil i tate eval u a tion of the suf fi -
ciency of fu ture re sources to sus tain
pub lic ser vices and to meet cur rent
and fu ture ob li ga tions as they be come 
due. 

Stan dards be com ing ef fec tive in
fu ture years re quire re port ing of an -
nual Fed eral ex penses for stew ard -
ship in vest ments, which in clude:

• Non-Federal phys i cal prop erty:
the Fed eral in vest ment in prop er -
ties owned by State and lo cal gov -
ern ments (e.g., high ways and
air ports).
• Hu man cap i tal: in vest ments in
ed u ca tion and train ing pro grams
fi nanced by the U.S. Gov ern ment
for the ben e fit of the pub lic.
• Re search and de vel op ment: the
U.S. Gov ern ment’s in vest ments in 
ba sic and ap plied re search and de -
vel op ment.
The an nual ex pense re lated to these 

in vest ments in cluded in the State -
ment of Net Cost will be sep a rately

Very strong eco nomic growth
con tin ued through fis cal 1998. The
Asian fi nan cial cri sis and weak ness
abroad had some neg a tive im pacts

on the U.S.  econ omy, chiefly
through ex ports and vol a til ity in fi -
nan cial mar kets, but the do mes tic
econ omy surged for ward. Job gains
were very solid over the year end ing
in Sep tem ber and the un em ploy -
ment rate held near 28-year lows. At
the same time, in fla tion was very

well con tained, with the rate of in -
fla tion drop ping to lev els not seen
since the mid-1960’s.  Strong
growth in in comes and a ris ing
stock mar ket led to a boost in Fed -
eral tax re ceipts in fis cal 1998, con -
trib ut ing to the first Fed eral uni fied
bud get sur plus in 29 years.

The Economy 
in Fiscal 1998

Real gross do mes t ic  prod uct
(GDP) grew by 3.5 per cent across the 
four quar ters of fis cal 1998 (which
en com passes the fourth quar ter of
cal en dar 1997 through the third quar -
ter of cal en dar 1998). Over the past 3
fis cal years, real growth av er aged a
ro bust 3.7 per cent.

The house hold sec tor ac counted
for much of the gain in 1998, with
con sumer spend ing and res i den tial
in vest ment grow ing very rap idly.
Con sumer pur chases swelled by 4.7
per cent over the fis cal year, the most
rapid rate of ad vance in 15 years. In -
vest ment in new hous ing jumped by
12 per cent and the home own er ship
rate hit an all-time high. The gains in
spend ing were fu eled by ris ing em -
ploy ment and in come and by the
wealth ef fects of the rapid in creases
in stock prices over the past few
years.

Partly off set ting strength in the do -
mes tic econ omy was a siz able de te ri -

Economic and           
Budgetary Results

Growth of Real GDP
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Budget Results
The uni fied Fed eral bud get was 

in sur plus by $69.2 bil lion in fis -
cal 1998, the first Fed eral sur plus
since 1969. This rep re sented 0.8

per cent of GDP, the high est share 
of GDP for a sur plus in more than 
40 years, and re sulted in a re duc -
tion in the level of Fed eral debt
held by the pub lic for the first
time in 29 years. Pas sage of def i -
cit re duc tion pro grams in con -
junc tion with strong eco nomic
growth placed the bud get on its
path to ward sur plus af ter the an -
nual def i cit reached an all-time
high of $290 bil lion in fis cal
1992.

The ex pand ing econ omy over
the course of the year brought a
surge in tax rev e nue in 1998,
which far out paced mod est gains
in Fed eral out lays. Re ceipts in -
creased by 9.0 per cent in fis cal
1998 to $1,722 bil lion, faster than
gains over the pre vi ous sev eral
years. Growth was led by a more
than 12 per cent in crease in in di -
vid ual in come tax pay ments, re -
flect ing rapid job and in come
growth as well as high lev els of
cap i tal gains from the ris ing stock
mar ket .  That was more  than
enough to off set a slow down in
cor po rate prof its tax re ceipts,
which grew by 3-1/2 per cent in
fis cal 1998 com pared with 6 per -
cent in the prior year. Cor po rate
prof its weak ened a bit over the
year pri mar ily due to the im pacts
of the global sit u a tion on earn ings, 
par tic u larly among man u fac tur ing 
firms.

Growth of out lays was held to
just 3.2 per cent in fis cal 1998,
with out lays ris ing to $1,653 bil -
lion. Out lays in re la tion to GDP
were the small est since 1974, dip -
ping to a 19.7 per cent share from
20.0 per cent in fis cal 1997. The
un der ly ing im prove ment over the
year was even greater than the

o ra tion in the for eign trade bal ance
due to weak en ing global fi nan cial and 
eco nomic con di tions. U.S. ex ports in
real terms fell by 2.3 per cent over the
fis cal year, while im ports grew by 8.3 
per cent. The wid en ing trade def i cit
acted as a con sid er able drag on real
GDP growth, par tic u larly in the first
half of cal en dar 1998 when it sub -
tracted more than 2 per cent age points
from growth. U.S. ag ri cul tural and
man u fac tur ing in dus tries were most
af fected by the loss of ex ports and
other con se quences of the global sit u -
a tion. Man u fac turing pro duc tion and
ca pac ity uti li za tion slowed over the
year, and fac tory em ploy ment de -
cl ined by 137,000 from March
through Sep tem ber.

Em ploy ment growth in other sec -
tors of the econ omy was very strong
in fis cal 1998, and la bor mar kets con -
tin ued to be very tight. About 3.1 mil -
lion jobs were added dur ing the year,
the same as in the pre vi ous fis cal
year. The un em ploy ment rate held
be tween 4.3 and 4.7 per cent through -
out the fis cal year, the low est read -
ings in 28 years. The share of the
work ing-age pop u la tion with a job
av er aged 64 per cent,  a new fis -
cal-year re cord, and long-term un em -
ploy ment fell. Workers en joyed an
ac cel er a tion in wage and sal ary
growth, which in creased by 4 per cent
over the fis cal year. This was con sid -
er ably faster than the rate of in fla tion
and re sulted in solid gains in real
wages and sal a ries. 

De spite strong eco nomic growth
and very low rates of un em ploy ment,
price pres sures did not build up dur -
ing the year. Falling prices for im -
ported goods, en ergy and food held
down growth in com mod ity prices
and the over all rate of in fla tion as
well. Con sumer prices edged up just
1.4 per cent over the fis cal year, the
small est  in fla tion rate since the
mid-1960's. Ex clud ing the food and
en ergy com po nents, the un der ly ing
"core" rate of con sumer price in fla -
tion was 2.4 per cent, up a bit from 2.2
per cent in the pre vi ous fis cal year,
which had been the low est core rate
since the mid-1960's.

Unified Federal Budget Moves 
from Deficit to Surplus

“The expanding
economy over the
course of the year
brought a surge in

tax revenue in 1998, 
which far outpaced

modest gains in
Federal outlays.” 
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sum mary fig ure sug gests, as out lays
in fis cal 1997 were held down by
large in flows to the de posit in sur ance
ac count which were not re peated in
fis  cal 1998. (These  in f lows are
treated as neg a tive out lays in bud get
ac count ing.)  Ex clud ing the de posit
in sur ance ac count and other sim i lar
fac tors, out lays in creased by less than 
2-1/2 per cent in fis cal 1998.

De fense spend ing dipped slightly
in fis cal year 1998 af ter in creas ing by
$4.8 bil lion in the prior year. That in -
crease fol lowed 4 years of re duc tions

in de fense spend ing. Out lays for in -
come sup port (ex clud ing Fed eral
re tire ment pay ments) were smaller
than a year ago, re flect ing the ex pan -
sion of em ploy ment and ris ing in -
come in 1998. Net in ter est pay ments
de clined by $0.7 bil lion. Growth in
Medicare slowed sharply com pared
with pre vi ous years due in part to
slower pro cess ing of pay ments, but
ex panded use of man aged care plans
and lower-than-expected pay ments
for in pa tient hos pi tal ser vices also
con trib uted.

The uni fied bud get in fis cal 1999 is
ex pected to post a slightly larger sur -
plus than the $69.2 bil lion re corded in 
fis cal 1998. New pro jec tions from the 
Fis cal Year 2000 Bud get show sur -
pluses grow ing through out the fore -
cast ho ri zon, ac cu mu lat ing to $2.4
tril lion over the pe riod 2000-2009.
These re sults are sim i lar to the fore -
casts of the Con gres sio nal Bud get
Of fice, which yield an even larger cu -
mu la tive sur plus of $2.6 tril lion over
that 10-year span. 

Revenue
Non-exchange rev e nue is the U.S.

Gov ern ment's pri mary source of rev e -
nue, and to taled $1,712.8 bil lion in
1998. More than 95 per cent of this to -
tal came from tax re ceipts, with the re -
main der com ing from cus toms du ties
and other mis cel la neous re ceipts.

Earned rev e nues are in flows of re -
sources that arise from ex change
trans ac tions. Ex change trans ac tions
oc cur when each party to the trans ac -
tion sac ri fices value and re ceives
value in re turn -- for ex am ple, when
the U.S. Gov ern ment sells goods or
ser vices to the pub lic. Dur ing 1998,
the U.S. Gov ern ment earned $168.9
bil lion in ex change rev e nue in clud ing
$2.8 bil lion from the sale of the Elk
Hills Na val Pe tro leum Re serve by the
De part ment of En ergy. Of these rev e -
nues, $161.5 billion are off set against
the gross cost of the re lated func tions
to ar rive at the func tion's net cost. The
U.S. Gov ern ment also earned $7.4 bil -
lion that was not off set against the cost 
of any func tion, e.g., roy al ties on the
Outer Con ti nen tal Shelf lands.

Revenue and Expense Summary

         Components of
Non-exchange Revenue

by Major Source

Detail may not add to totals due to rounding.

Budget, cont.
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Expenses by Function

The net cost of U.S. Gov ern ment op er -
a tions was $1,854 bil lion for 1998. Net 
cost rep re sents the gross cost of op er a -
tions less at trib ut able earned rev e nues. 
The State ment of Net Cost  re flects the
cost in curred to carry out the na tional
pri or i ties iden ti fied by the Pres i dent
and the Con gress and how the net cost
was fi  nanced. The func tions and
subfunctions used to ac cu mu late costs
as so ci ated with the na tional pri or i ties
are iden ti fied in the Pres i dent’s bud get
and de scribed in de tail in the Sup ple -
men tal In for ma tion sec tion of this re -
port. The ac com pa ny ing chart pres ents 
the per cent age of the net cost of U.S.
Gov ern ment op er a tions rep re sented by 
each of the U.S. Gov ern ment’s ma jor
func tions.

Asset and Liability Summary

Assets
The as sets of the U.S. Gov ern ment

are the re sources avail able to pay li a -
bil i ties or to sat isfy fu ture ser vice
needs. The ac com pa ny ing chart de -
picts the ma jor cat e go ries of re ported
as sets as of Sep tem ber 30, 1998 as a
per cent age of re ported to tal as sets.
De tailed in for ma tion about the com -
po nents of these as set cat e go ries can
be found in the notes to the fi nan cial
state ments. The as sets pre sented on
the Balance Sheet are not a com pre -
hen sive list of Fed eral re sources. For
ex am ple, the U.S. Gov ern ment's most
im por tant fi nan cial re source, its abil -
ity to tax and reg u late com merce, can -
not be quan ti fied and is not re flected.
Nat u ral re sources, stew ard ship land
(na tional parks, for ests and graz ing
lands), na tional de fense as sets and
her i tage as sets are other ex am ples of
re sources that are not in cluded in the
$852.8 bil lion of Fed eral as sets re -
ported on the Bal ance Sheet at the end
of fis cal 1998.

Major Categories
of Assets

Detail may not add to totals due to rounding.

Detail may not add to totals due to rounding.

Net Cost 
by Major Function
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Liabilities

At the end of fis cal 1998, the U.S.
Gov ern ment re ported li a bil i ties of
$6,987.2 bil lion. These li a bil i ties are
prob a ble and mea sur able fu ture out -
flows of re sources aris ing out of past
trans ac tions or events. The larg est
com po nent  of  these l i  a  bi l  i  t ies
($3,717.7 bil lion) is rep re sented by
Fed eral debt se cu ri ties held by the
pub lic. The next larg est com po nent
($2,685.1 bil lion) re lates to pen sion,
dis abil ity and health care costs for
vet er ans, and Fed eral ci vil ian and
mil i tary em ploy ees. In cluded in this
com po nent is a De part ment of Vet -
erans Af fairs pro gram whereby vet er -

ans or their de pend ents re ceive com -
pen sa tion ben e fits if the vet eran was
dis abled or died from mil i tary ser -
vice-connected causes. Changes in
the ac tu ar ial methodology and the in -
ter est rate as sump tion re sulted in a li -
a bil ity in crease of $381 bil lion. This
li a bil ity in crease cou pled with the re -
moval from the Balance Sheet of
$655.2 bil lion in na tional de fense as -
sets were the ma jor fac tors in caus ing
the net po si tion of the U.S. Gov ern -
ment to de crease by $1.1 tril lion in
fis cal 1998. The na tional de fense as -
sets were re moved from the Bal ance
Sheet as a re sult of im ple ment ing a
new ac count ing stan dard.

An other li a bil ity, which will likely
re quire sub stan tial fu ture bud get ary
re sources to liq ui date, is re lated to en -
vi ron men tal cleanup costs. As of Sep -
tem ber 30, 1998, the cost of clean ing
up en vi ron men tal con tam i na tion was
es ti mated to be $224.5 bil lion. The
ac com pa ny ing chart pres ents the per -
cent age of to tal Fed eral li a bil i ties rep -
re sented by each of the cat e go ries of
li a bil i ties re ported on the Bal ance
Sheet. Ad di tional de tails about the
U.S. Gov ern ment's re ported li a bil i ties 
can be found in the notes to the fi nan -
cial state ments.

Future Commitments

The U.S. Gov ern ment has sub stan tial fu ture com mit ments to
its cit i zens, in clud ing the pro vi sion of so cial in sur ance through
the So cial Se cu rity and Medicare pro grams. The FASAB con tin -
ues to dis cuss the con tent and for mat for  re port ing of these com -
mit ments.

Financial Condition 
of the Social Security Trust Funds

Two trust funds have been es -
tab lished by law to fi nance the So -
cial Se cu rity pro gram (OASDI): 
Fed eral Old-Age and Sur vi vors
In sur ance (OASI) and Fed eral
Dis abil ity In sur ance (DI). OASI
pays re tire ment and sur vi vors
ben e fits , and DI pays ben e fits af -
ter a worker be comes dis abled.
OASDI rev e nues con sist pri mar -
ily of taxes on earn ings that are
paid by em ploy ees, their em ploy -
ers ,  and the  self-employed.
OASDI also re ceives rev e nue
from tax a tion of part of So cial Se -
cu rity ben e fits. Rev e nues that are
not needed to pay cur rent ben e fits
or ad min is tra tive ex penses are in -
vested in Trea sury se cu ri ties to

earn in ter est for the trust funds.
The se cu ri ties is sued to the trust
funds are guar an teed as to both
prin ci pal and in ter est and backed

Major Categories 
of Liabilities

Detail may not add to totals due to rounding.

“The Administration 
intends to work

with Congress on a 
bipartisan basis to

enact long-term
Social Security
solvency and

reform in 1999.”

“Another liability,
which will likely

require substantial
future budgetary

resources to liquidate, 
is related to

environmental
cleanup costs.” 
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Two trust funds have been es -
tab lished to fi nance the Medicare
pro gram. The Medicare Part A
Hos pi tal In sur ance (HI) Trust
Fund is fi nanced by a 2.9 per cent
tax on wages and sal a ries re quired 
to be paid equally by em ploy ees
and em ploy ers. The Medicare Part 
B Sup ple men tary Med i cal In sur -
ance (SMI) Trust Fund re ceives
pre mium pay ments on be half of
Medicare ben e fi cia ries who have
elected cov er age. The Bal anced

Bud get Act of 1997 pro vides
that the SMI pre mium is set at
25 per cent of pro gram costs.
The re main der of the costs is
funded by Con gres sio nal ap pro -
pri a tions.

The 1998 trust ees' re port pro -
jects that the HI trust fund's as -
sets will be de pleted by 2008 us -
ing in ter  me di  ate or  "best
es ti mate" as sump tions.  Ad di -
tional in for ma tion about the
Medicare pro gram can be found
in the Stew ard ship In for ma tion
sec tion of this Fi nan cial Re port.

Financial  
Condition        
of the     
Medicare      
Trust Funds

by the full faith and credit of the U.S.
Gov ern ment. 

The Board of Trustees of the OASI
and DI Trust Funds pro vides the Pres -
i  dent  and the  Con gress  with
short-range (10 years) and long-range 
(75 years) ac tu ar ial es ti mates of each
trust fund. Be cause of the in her ent
un cer tainty in es ti mates for as long as
75 years into the fu ture, the So cial Se -
cu rity Trustees use three al ter na tive
sets of eco nomic and de mo graphic
as sump tions to show a range of pos si -
bi l  i  t ies .  Most an a lysts  use  the
Trustees' in ter me di ate or "best es ti -
mate" set of as sump tions to eval u ate
the fi nan cial con di tion of the So cial
Se cu rity pro gram.

The 75-year es ti mates as sume that
fu ture work ers (ex cept for those
work ing in types of em ploy ment not
mandatorily cov ered by the pro gram)
are cov ered by So cial Se cu rity once
they en ter the la bor force. The es ti -
mates re flect the im pact of the re tire -
ment of the baby boom ers, as well as
chang ing de mo graph ics (e.g., an in -

crease in life ex pec tancy and a de -
cline in the birth rate). For ex am ple,
in 1960, 5.1 work ers paid for ev ery
ben e fi ciary. To day, the ra tio of work -
ers to ben e fi ciary is 3.4 to 1 and 32
years from now, when all of the baby
boom gen er a tion has re tired, the ra tio
will drop to ap prox i mately 2 to 1. The 
re tire ment com po nent of the pro gram 
is f i  nanced largely on a
"pay-as-you-go" ba sis, i.e., cur rent
re tire ment ben e fits are largely fi -
nanced by cur rent pay roll con tri bu -
tions.

Un der cur rent leg is la tion and us ing 
in ter  me di  ate  as  sump t ions,  the
Trustees es ti mated in their 1998 re -
port that by 2013 cash dis burse ments
for the pro grams will ex ceed cash re -

ceipts and by 2032 the com bined trust 
fund as sets, pri mar ily in vest ments in
Trea sury se cu ri  t ies,  will be  ex -
hausted. With no change in the pro -
gram, in 2013 the trust funds are ex -
pected to be gin us ing in ter est on their
in vest ments to cover the cash short -
fall and to pay ben e fits. Starting in
2021, they would be gin re deem ing
their in vest ments in Trea sury se cu ri -
ties to pro vide the needed fund ing. In
2032 trust fund as sets would be ex -
hausted; at that time, ded i cated tax
rev e nues would be suf fi cient to pay
ap prox i mately 75 per cent of the ben -
e fits due.

The Ad min is tra tion in tends to
work with Con gress on a bi par ti san
ba sis to en act long-term So cial Se cu -
rity sol vency and re form in 1999.
Acting sooner rather than later to ad -
dress the long-term fi nanc ing needs
of the pro gram will make the re quired 
changes less se vere and dis rup tive
and en sure that So cial Se cu rity works 
as well for fu ture gen er a tions as it has
for past gen er a tions. Ad di tional in -
for ma tion about the So cial Se cu rity
pro gram can be found in the Stew ard -
ship In for ma tion sec tion of this Fi -
nan cial Re port.

“With no change in
the program, in 2013

the trust funds are
expected to begin

using interest on their
investments to cover
the cash shortfall and

to pay benefits.”

Social Security,
cont.
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Accomplishments and Actions Taken 
to Address Financial Reporting Issues

The Ad min is tra tion's Pri or ity
Man age ment Ob jec tives in cluded in
the fis cal 1999 and 2000 Bud gets of
the U.S. Gov ern ment in clude im -
prov ing f i  nan cial  man age ment
information as part of its plan for
strength en ing Governmentwide man -
age ment. Au dits of agency fi nan cial
state ments dis close that agen cies
have made sub stan tial prog ress in
cor rect ing fi nan cial man age ment de -
fi cien cies that im pede com pli ance
with Fed eral ac count ing stan dards
and, ac cord ingly, im proved fi nan cial
man age ment. The fol low ing ex hibit
il lus trates agency prog ress as mea -
sured by the in creas ing num ber of un -
qual i fied au dit opin ions on their fi -
nan cial state ments. (Au dits for all of
the 24 ma jor agen cies were not re -
quired un til fis cal 1996.)

While prog ress has been made, re -
cent au dits dis closed that ma jor agen -
cies con tinue to have se ri ous fi nan -
cial man age ment prob lems, which
pre clude com pli ance with nu mer ous
Fed eral ac count ing stan dards. These
agen cies must sat is fac to rily ad dress
these prob lems in or der to re ceive an
un qual i fied opin ion on their fi nan cial 
state ments and for the U.S. Gov ern -

ment to re ceive an un qual i fied opin -
ion on its fi nan cial state ments. The
ex hibit on the  fol low ing page cor re -
lates the most crit i cal prob lem ar eas
with the agen cies re spon si ble for tak -
ing cor rec tive ac tion. The ex hibit also 
high lights that the De part ment of De -

fense has se ri ous de fi cien cies in all
but one is sue area and all agen cies
have prob lems with ac count ing for
intragovernmental trans ac tions.

With re spect to intragovernmental
trans ac tions, the prob lem per tains to
iden ti fy ing and eliminating transac -

tions be tween agen cies. The au dit of
the U.S. Gov ern ment's fi nan cial
state ments for fis cal 1997 dis closed
that agen cies can not ef fec tively iden -
tify trans ac tions with other agen cies
so they can be el im i  nated for
governmentwide re port ing. If these
trans ac tions are not prop erly elim i -
nated, to tal U.S. Gov ern ment as sets,
li a bil i ties, rev e nues and ex penses
will be mis stated by the amount of
these trans ac tions.

The U.S.  Gov ern ment's abil ity to
cor rectly iden tify these items im -
proved in fis cal 1998. In ad di tion, the
Ad min is tra tion has or ga nized a task
force to ad dress the intragovernmental 
trans ac tions is sue. The task force ex -
pects to com plete its work in the near
fu ture.

In ad di tion to the fore go ing ob sta -
cles, be cause the U.S. Gov ern ment
cal cu lates the bud get sur plus on the
ba sis of cash re ceipts and dis burse -
ments and cal cu lates op er at ing re -
sults for fi nan cial state ment pur poses
on the ac crual ba sis of ac count ing,
Trea sury must, but cur rently can not,
rec on cile these two amounts in or der
to fully ex plain to read ers why the re -
ported amounts dif fer.

Number of Agencies with 
or Anticipating Unqualified Audit Opinions 
for the Fiscal Years Indicated

(Of 24 agencies covered)

1991 1993 1996 1997 1998* 1999* 2000*
1 1 6 11 13 20 23**

* An tic i pated re sults
** DOD does not an tic i pate an un qual i fied opin ion on its fi nan cial state ments be fore the year 2003.

“Audits of agency
financial statements 

disclose that agencies 
have made substantial 
progress in correcting 
financial management 

deficiencies . . .”
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Ob sta cles to an Un qual i fied Opin ion 
of the Fi nan cial State ments 
of the U.S. Gov ern ment

En tity                  

Prop erty,
Plant and
Equip ment In ven tory

Loans, 
Ac counts 
Re ceiv able
and Loan

Guar an tees

En vi ron-
men tal

 Li a bil i ties

Pen sion,
Health 

and Other
Li a bil i ties

Un rec on -
ciled Dis -

burse ments

In tragov ern -
men tal

Trans ac -
tions

USDA X X X

DOD X X X X X X

Education X X

HHS X X

HUD X X

Transportation
(FAA) X X

VA X X

OPM X

All other X

President’s Goal
and Direction 
to Agencies

Discussion
with Agency
Officials

Ongoing
Monitoring 
and Assistance
Activities

The Pres i dent's Bud get for fis cal
1999 set as a goal an un qual i fied
opin ion on the U.S. Gov ern ment's
fi nan cial state ments. The Pres i dent
is sued a Mem o ran dum to the Heads
of Fed eral Agencies on May 26,
1998, ad vis ing them of the Ad min -
is tra tion's goal and di rect ing them to 
de velop cor rec tive ac tion plans for
ad dress ing ob sta cles to achiev ing
the goal and to sub mit quar terly
prog ress re ports. All named agen -
cies sub mit ted the re quired plans
and prog ress re ports.

A team of se nior man ag ers from
the OMB,  the Trea sury, and the
GAO  met with se nior agency of fi -
cials to dis cuss agency plans and
pros pects for suc cess fully meet ing
planned goals. The con clu sion of the 
team is that, while prog ress has been
made since the March 1998 re lease
of the re port on au dit of the fis cal
1997 fi nan cial state ments of the U.S. 
Gov ern ment, much re mains to be
done in the ar eas pre sented in the
afore men tioned ex hibit.

The OMB, the Trea sury, and the
GAO are mon i tor ing agen cies’ prog -
ress by (1) re view ing quar terly prog -
ress re ports from all the agen cies
listed in the afore men tioned ex hibit
on their prog ress in meet ing the goals
and mile stones set out in the ac tion
plans re quired by the Pres i dent's May
26, 1998, Mem o ran dum; (2) meet ing
reg u larly with of fi cials of those agen -
cies with the most for mi da ble ob sta -
cles to their prog ress in achiev ing
planned goals; and, (3) pro vid ing nec -
es sary ad vice and as sis tance.
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Management Initiatives

Manage the Year 2000 (Y2K) Computer Problem

There is no more im me di ate man -
age ment chal lenge fac ing the U.S. 
Gov ern ment and in dus try world wide
than the im pend ing shift of dates from 
the year 1999 to the year 2000. The
Ad min is tra tion is com mit ted to en -
sur ing that Fed eral agen cies meet the
chal lenges posed by the Year 2000
(Y2K) com puter prob lem. Since No -
vem ber, the U.S. Gov ern ment has
made sub stan tial prog ress to ward fix -
ing the prob lem. As of Feb ru ary 12,
1999:

• Of the 6,399 mis sion crit i cal
sys tems, 79 per cent are now fully
com pli ant, up from 61 per cent in
De cem ber. These com pli ant sys -
tems in clude sys tems that have
been re paired or re placed as well

as those that were al ready com pli -
ant.
• Of the re main ing 1,354 mis sion 
crit i cal sys tems that are not yet
com pli ant, 966 (71 per cent) are
be ing re paired, 270 (20 per cent)
are be ing re placed, and 118 (9
per cent) will be re tired.
• Of the 4,130 mis sion crit i cal
sys tems be ing re paired, 96 per cent 
have com pleted ren o va tion, 87
per cent have com pleted val i da tion 
and 76 per cent have com pleted
im ple men ta tion and are fully
com pli ant.
OMB, in co op er a tion with the Pres -

i dent’s Coun cil on Year 2000 Con -
ver sion, con tin ues to work closely
with in di vid ual agen cies. Since De -
cem ber, most agen cies have made

sig nif i cant prog ress to ward meet ing
the governmentwide goals, al though
sev eral agen cies re main be hind
sched ule. As of Feb ru ary 12, 1999:

• Five agen cies (the En vi ron men -
tal Pro tec tion Agency, Na tional
Sci ence Foun da tion, Nu clear Reg -
u la tory Com mis sion, Small Busi -
ness Ad min is tra tion and So cial
Se cu rity Ad min is tra tion) re port
that their mis sion crit i cal sys tems
are now 100 per cent com pli ant. 
• Three agen cies (the U.S.
Agency for In ter na tional De vel op -
ment, De part ment of Health and
Hu man Ser vices and De part ment
of Trans por ta tion) are not mak ing
ad e quate prog ress and have been
rated in Tier I.

Year 2000 Status 
Mission Critical Systems

All Sys tems Sys tems Be ing Re paired

Agency Status
Y2K 

Com pli ant
As sess ment
Com plete

Ren o va tion
Com plete

Val i da tion
Complete

Im ple men ta tion
 Com plete

Tier III:
NASA, FEMA, Education,
OMB, HUD, Interior, GSA, VA,
SBA, EPA, NSF, NRC, SSA

96% 100% 100% 99% 96%

Tier II: 
Agriculture, Commerce,
Defense, Energy, Justice,
Labor, State, Treasury

77% 100% 94% 83% 74%

Tier I: 
U.S. Agency for International
Development, Health and
Human Services,
Transportation

63% 100% 98% 79% 42%

All agencies 79% 100% 96% 87% 76%



14 Dis cus sion and Analysis

Use Results 
to Improve Program Management

The Gov ern ment Per for mance and
Re sults Act (GPRA) makes U.S.
Gov ern ment agen cies more ac count -
able by fo cus ing man ag ers and pol icy 
mak ers on agency per for mance.
GPRA can fun da men tally change
how the U.S. Gov ern ment car ries out
its pro grams and makes fund ing de ci -
sions. GPRA re quires Fed eral agen -
cies to pe r i  od i  cal ly de velop
long-range stra te gic plans and an nu -
ally pre pare per for mance plans and
per for mance re ports. The an nual
plans set spe cific per for mance tar gets 
for an agency's pro grams and ac tiv i -
ties. The com bi na tion of GPRA plans
and re ports in tro duces an un prec e -
dented de gree of man a ge rial and in -
sti tu tional ac count abil ity for ac com -
plish ing pro gram goals.  Key to
achiev ing suc cess is mak ing the plans 

use ful to Con gress, the Pres i dent,
and agency man age ment. 

In fis cal 2000, agen cies will sub -
mit to Con gress and the Pres i dent the 
first of their an nual re ports on pro -
gram per for mance. These re ports,
cov er ing fis cal 1999, will com pare
ac tual per for mance to the per for -
mance tar get lev els in the an nual
plans for that year, and pro vide an
ex pla na tion for any goal not met.
With these re ports, the first phase of
GPRA im ple men ta tion will be com -
plete.

Dur ing fis cal 2000, agen cies will
also be re vis ing and up dat ing stra te -
gic plans for sub mis sion to Con gress 
and OMB by Sep tem ber 2000. All
GPRA plans and re ports are pub licly 
avail able, and can of ten be found on
in di vid ual agency web sites. 

Additional
Information

Ad di tional de tails about
the in for ma tion con tained in
these fi nan cial state ments can 
be found in the f i  nan cial
state ments of the in di vid ual
agen cies listed in the Ap pen -
dix. In ad di tion, re lated U.S.
Gov ern ment pub li ca tions
such as the "Bud get of the
United States Gov ern ment,"
the "Trea sury Bul le tin," the
"Monthly Trea sury State -
ment of Re ceipts and Out lays
of the United States Gov ern -
ment," the "Monthly State -
ment of the Pub lic Debt of the
United States," and the
Trustee's re ports for the So -
cial Se cu rity and Medicare
pro grams may be of in ter est.

Agencies now es ti mate that, from
Fis cal 1996 through Fis cal 2000, they
will spend $6.8 bil lion fix ing the
prob lem, an in crease from the Feb ru -
ary es ti mate of $6.4 bil lion. This in -
crease is not un ex pected, and OMB
and the Con gress con tinue to work
closely with the agen cies to en sure
that they have ad e quate fund ing
through al lo ca tions from the sup ple -
men tal con tin gent emer gency re -
serve.

While agencies ex pect that their
mis sion crit i cal sys tems will be ready
by De cem ber 31, they also are de vel -
op ing busi ness con ti nu ity and con tin -
gency plans (BCCPs) to en sure pro -
gram de liv ery in the event of a sys tem 
fail  ure or mal func tion, whether

within or out side the agency. Ad di -
tionally, those agen cies that are
be hind sched ule are em pha siz ing
com ple tion of their re main ing mis -
sion crit i cal sys tems.

As agen cies com plete work on fix -
ing their mis sion crit i cal sys tems,
they are now fo cus ing on dem on -
strat ing that pro grams and ser vices,
es pe cially those crit i cal to pub lic
safety, health and well-being, will be 
op er a tional. In ad di tion, new guid -
ance from OMB will di rect agen cies
to work with other Fed eral agen cies,
State and lo cal gov ern ments, the pri -
vate sec tor, and oth ers to as sure the
readi ness of 40 high-impact pub lic
pro grams.


