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EXECUTIVE SUMMARY

Purpose

Results in
Brief

The Chief Financial Officers (CFO) Act of 1990,
requires the annual preparation and audit of Federal
financial statements. The purpose of the audit is to
determine whether the Statement of Financial Position
and Statement of Operations and Changes in Net
Position (Financial Statements) present fairly, in

all material respects, the financial position of the
Forest Service in accordance with applicable
accounting standards. In conjunction with the audit

of financial statements, we are required to consider
Forest Service’s internal control structure to assess
whether the agency’s plan of organization and adopted
methods and procedures were sufficient to ensure that
(1) reliable financial information was obtained,
maintained, and fairly disclosed in Forest Service's
reports and (2) resources were sufficiently
safeguarded against waste, loss, and misuse. We are
also required to test Forest Service’'s compliance
with laws and regulations which could directly affect

the financial statements.

Due to significant limitations on the scope of our
examination, we were unable to express an opinion on
the  Statement of Financial Position as  of
September 30, 1997, and the related Statement of
Operations and Changes in Net Position for the period
then ended. The absence of an integrated general
ledger and supporting subsidiary records along with
significant financial systems weaknesses prevented us
from performing sufficient tests to obtain assurances

that amounts reported in the fiscal year (FY) 1997
financial statements were fairly presented.

Our examination of Forest Service's internal control
structure disclosed that (1) continuing financial
management deficiencies prevented Forest Service from
preparing complete, reliable, timely, and consistent
financial statements, (2) the lack of an integrated
accounting system and material weaknesses within the
current system resulted in inaccurate and unreliable
financial data, and (3) internal controls were not
sufficient to safeguard assets or to ensure that
field level financial records were accurate.

On April 28, 1998, the Secretary of Agriculture and
the Forest Service Chief issued press releases
announcing major actions to address serious
accountability and financial management problems to
include

e establishing an  organization with  “clear
accountability for both program and management
objectives,"

. making sure that Forest Service has sufficient
resources to address management problems, and

o filling key leadership positions.
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Our examination of Forest Service's compliance with
laws and regulations disclosed that Forest Service'’s
financial management systems were not in compliance
with the Federal Financial Management Improvement Act
of 1996 (FFMIA). The financial management systems
did not have (1) standard data classifications for
recording financial events, (2) common processes for
processing similar transactions (e.qg. , two different
ledger accounts were used to compute amounts for
financing sources from reimbursements), (3) adequate
internal controls over data entry, transaction
processing, and reporting, and (4) single source data
entry (e.q. , purchaser road credits, obtained from
Automated Timber Sale Accounting (ATSA), are manually
input into property ledgers). Also, Forest Service

was significantly behind schedule in addressing its
Year 2000 conversion project. We also identified
deficiencies in the exchange of Federal lands which
could result in material losses to the Government.
These deficiencies included noncompliance with
provisions of the Federal Land Exchange Facilitation
Act of 1988, and the Uniform Appraisal Standards for
Federal Land Acquisitions.

Key In our report on Forest Service's internal control
Recommendations structure, we recommended that Forest Service

« ensure that sufficient, full-time staff is
assigned to compile and complete the financial
statements in a timely manner for FY 1998,

e ensure that regions and units adopt and adhere to
the agencywide accounting policies and

procedures,

e complete the timber revenue reconciliation
process,

* ensure timely implementation of the

Infrastructure (INFRA) system,

» determine if two different reimbursement revenue
accounts are necessary in the general ledger,
and, if needed, perform reconciliations to
determine why they differ,

. work with the Office of the Chief Financial
Officer's National Finance Center (OCFO/NFC) to
reconcile fund balances between the general
ledger and Treasury records, and fully document
the nature of differences,

. implement recommendations in the Coopers &
Lybrand study to modify the current management
code structure to reduce the risk  of
noncompliance with "charged as worked"
initiatives,

. implement measures to improve  supervisory
oversight of data input and data cleanup efforts
to ensure reliable data is in the accounting
system, and
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Agency Response

e« ensure that property inventories are completed
and amounts are properly supported and
capitalized in accordance with the $5,000
capitalization level.

In our report on compliance with laws and
regulations, we recommended that Forest Service work
with the OCFO/NFC to ensure that financial management
systems comply with the FFMIA.

On June 23, 1998, we discussed the issues presented
in our reports with agency officials. They generally
agreed with the related findings and recommendations.
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REPORT OF THE
OFFICE OF INSPECTOR GENERAL
DISCLAIMER OF OPINION

TO: Mike Dombeck
Chief
Forest Service

In accordance with the CFO Act of 1990, we were engaged to audit the accompanying
Statement of Financial Position of the Forest Service as of September 30, 1997,

and the related Statement of Operations and Changes in Net Position for the
fiscal year then ended. These Financial Statements are the responsibility of
Forest Service’s management.

Material Scope The absence of an integrated general ledger 1 and

Limitations supporting subsidiary records along with significant
financial systems weaknesses prevented us from
performing sufficient tests to obtain assurances that
amounts reported in the FY 1997 financial statements
were fairly presented in accordance with Federal
accounting standards. Our audit efforts were further
hampered because of the difficulties in tracing
transactions through Forest Service's vast and
complex management code system into the central
accounting system (CAS) and the general ledger.

Conditions Impairing The following conditions related to Forest Service's
the Scope of Our assets, liabilities, net equity, revenue, expenses,
Audit and changes in net position materially impaired the

scope of our review.
ASSETS

For FY 1997, Forest Service reported approximately
$2.9 billion in funds held in 144 different accounts

at the U.S. Treasury Department. However, we could
not verify fund balances with Treasury because of the
numerous adjustments necessary to make agencies’
records agree with Treasury records. For FY 1997,
OCFO/NFC manually adjusted the U.S. Department of
Agriculture’s (USDA) agencywide Fund balances with
Treasury account by a net of almost $1 billion to
agree with Treasury records without fully researching

and reconciling the differences. We could not
readily determine the amount of adjustments directly
related to Forest Service.

Forest Service does not have reliable account
balances for its real property (land, buildings, and
roads) which comprises 94.3 percent of the reported
$8.69 billion of property, plant, and equipment.
Physical inventories and valuations have not been
completed for real property. Forest Service plans to
complete the real property inventories and valuations

by July 31, 1998.

Additionally, Forest Service made significant changes
to and then deviated significantly from its planned
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methodology for determining the FY 1997 balance for
Property, Plant, and Equipment. On November 13,
1997, the Forest Service informed the Acting Chief
Financial Officer that it adopted the Department's
new $100,000 capitalization threshold to be used in
reporting the value of real property. However,
neither the OCFO nor Forest Service officials had
obtained sufficient evidence to justify the change in

the capitalization threshold or show that the
proposed increase in capitalization level would not
materially effect the financial statements. We
presented an issue paper to Forest Service and OCFO
on December 8, 1997, to express our concerns about
the change. On February 6, 1998, representatives
from the General Accounting Office (GAO), the Forest
Service, the OCFO, and the Office of Inspector
General (OIG) met to discuss the issue. At that
meeting, it was decided that Forest Service would
record real property assets using the original $5,000
capitalization threshold until the OCFO or Forest
Service could support a change in the threshold.

On October 17, 1997, Forest Service transmitted to
OCFO/NFC a significant number of adjustments to
accounts receivable. The adjustments reflected
debits and credits with an aggregate total of
$166.3 million. A Forest Service official stated

that Forest Service units were allowed to make the
adjustments to correct erroneous yearend balances.
Forest Service provided us a universe file prior to

the adjustments, and we were not made aware of the
adjustments until February 1998 while following up on
discrepancies  during our accounts receivable
confirmation testing and our review of accounts
receivable line-items. We attempted to obtain a copy

of the Forest Service data file transmission, but
found that the file had been overwritten and no
longer existed. Because of the significant amount of
time which would be necessary to verify the accuracy
of the adjustments and the effect on accounts
receivable, we did not attempt to perform detailed
testing.

LIABILITIES

Forest Service’s non-Federal Trust and Deposit
liability account balance of approximately
$300 million included amounts of advances due from
timber purchasers when the advances were billed.
However, the liability should only have included
advances that were actually collected. We were
unable to perform sufficient testing to determine the
amount of an adjusting entry for this liability.

NET EQUITY

Forest Service did not prepare financial statements

for FY 1996, and we did not audit FY 1996
transactions. Therefore, we have no basis for
reliance on the beginning balances for Net Equity.

Net Equity represents the amount of assets less
liabilities. Therefore, the scope limitations
described above for the asset and liability
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categories also impacted our reliance on the equity
balance. Therefore, we were unable to perform
sufficient testing to verify the amount reported as
Total Net Equity in the Statement of Financial
Position.

REVENUE AND FINANCING SOURCES

The October 17, 1997, adjustments of accounts
receivable, as discussed in the asset section above,
resulted in $79.9 million of aggregate adjustments to
revenue and reimbursements. We were unable to
perform  sufficient testing of the  material
adjustments to revenue.

EXPENSES

The general ledger trial balance generated by
OCFOI/NFC showed a negative balance of $769 million in
depreciation and amortization expense. Forest
Service made adjustments to increase the expense
account by a total of $886 million resulting in a
positive balance of approximately $117 million. Even
after these adjustments to correct the erroneous
postings, negative balances remained in 40 of
75 treasury symbols comprising depreciation and
amortization expense. The existence of credit
balances in individual treasury symbols demonstrates
that all needed adjustments were not made. We were
unable to determine the cause of the negative
balances. Forest Service was also unable to research
and resolve the negative balances prior to completing

the financial statements.

CHANGES IN NET POSITION

There was an unexplained decrease of over
$1.6 billion from the ending balance in net position

of $9 bilion as of September 30, 1995, and the
reported beginning balance of $7.4 for FY 1997.
Since Forest Service did not prepare financial
statements for FY 1996, and we did not perform an
audit of such statements, we could not rely on the
beginning balances in the Statement of Changes in Net
Position.

In addition, Forest Service’s methodology in
determining nonoperating changes did not conform with
Office of Management and Budget (OMB) Bulletin
No. 94-01 which defines this line-item as the net
amount of nonoperating changes during the fiscal
year. This methodology was developed by OCFO/NFC
personnel after reviewing OMB guidance for Standard
General Ledger accounts. Note 23 shows $26.4 billion

in gross adjustments ($14.3 billion of other
increases and $12.1 bilion of other decreases).
These adjustments inappropriately consisted of the
total balances of various operating, equity, and
budgetary accounts. Forest Service officials were
unable to develop the appropriate methodology since
differences exist in the Standard General Ledger
accounts and the general ledger used by Forest
Service. This deficiency was reported in our FY 1995
financial statement audit and remains unresolved.
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OMB Bulletin  No. 94-01 also requires detailed
disclosure of material amounts reported in Notes to
the Financial Statements. The designation of
$26.2 billion as "other increases and decreases" is
not informative and does not fulfill the disclosure
requirement.
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Disclaimer
of Opinion

ROGER C. VIADERO
Inspector General

July 13, 1998

Due to the significance of the limitations cited
above on the scope of our examination, we were unable
to express an opinion on the Statement of Financial
Position of the Forest Service as of September 30,
1997, and the related Statement of Operations and
Changes in Net Position for the period then ended.
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REPORT OF THE
OFFICE OF INSPECTOR GENERAL
ON INTERNAL CONTROL STRUCTURE

Purpose for
Review of Forest
Service'’s

Internal Control
Structure

In planning our audit of the Financial Statements of

the Forest Service as of September 30, 1997, we
considered Forest  Service's internal control
structure to determine whether the agency’s plan of
organization and adopted methods and procedures were
sufficient to ensure that (1) reliable financial
information was obtained, maintained, and fairly
disclosed in Forest Service's reports, (2) resources

were sufficiently safeguarded against waste, loss,

and misuse, and (3) the wuse of resources was
consistent with laws, regulations, and policies. Our
review included obtaining an understanding of the
internal  control policies and procedures and
assessing the level of control risk relevant to all
significant cycles, classes of transactions, or
accounting balances and, for those significant
control policies that have been properly designed and
placed in operation, performing sufficient tests to
provide reasonable assurance that the controls are
effective and working as designed.

In making our risk assessment, we considered Forest
Service’s Federal Managers’ Financial Integrity Act
(FMFIA) reports as well as our prior and current
audit reports on financial matters and internal
accounting control policies and procedures. We noted
certain matters involving the internal control
structure and its operations that we consider
reportable conditions under standards established by
the  American Institute  of  Certified  Public
Accountants and OMB Bulletin No. 93-06. Reportable
conditions involve matters coming to our attention
relating to significant deficiencies in the design or
operation of the internal control structure that, in

our judgment, could adversely affect the
organization’s ability to ensure that obligations and

costs are in compliance with applicable laws; funds,
property, and other assets are safeguarded against
waste, loss, unauthorized use, or misappropriation;
and revenue and expenditures applicable to agency
operations are properly recorded and accounted for to
permit the preparation of accounts and reliable
financial and statistical reports in accordance with
applicable accounting standards and to maintain
accountability over assets. Our consideration of the
internal control structure, made for the limited
purposes previously described, would not necessarily
disclose all matters in the internal control system
that might be reportable conditions and, accordingly,
would not necessarily disclose all reportable
conditions that are considered material weaknesses.

A material weakness is a reportable condition in
which the design or operation of the specific
internal control structure does not reduce to a
relatively low level the risk that errors or
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irregularities, in amounts that would be material to

the Financial Statements being audited, would occur

and not be detected within a timely period by
employees in the normal course of performing their
required functions. Matters considered to be

material weaknesses are presented in the Findings and
Recommendations section of this report.

Management’s The management of the Forest Service is responsible

Responsibility for establishing and maintaining an internal control

for Internal structure. In  fulfilling this responsibility,

Control estimates and judgments by management are required to

Structure assess the expected benefits and related costs of
internal control policies and procedures. The

objectives of an internal control structure are to
provide management with reasonable, but not absolute,
assurance that obligations and costs are in
compliance with applicable laws; funds, property, and
other assets are safeguarded against waste, loss,
unauthorized use, or misappropriation; and revenues
and expenditures applicable to agency operations are
properly recorded and accounted for to permit the
preparation of accounts and reliable financial and
statistical reports to maintain accountability over
assets. Projections of any evaluations of the
structure to future periods are subject to the risk
that procedures may become inadequate because of
changes in conditions or the effectiveness of the
design and operation of policies and procedures may
deteriorate.

Significant For the purpose of this report, we have classified
Internal Control Forest  Service’s significant internal  control
Structure structure policies and procedures into the following
Policies and cycles.

Procedures

1. The Property Cycle includes those transactions
related to acquiring real property through lease,
purchase, or construction, and the acquisition
and maintenance of personal property and
equipment.

2. The Revenue Cycle includes those transactions
related to timber sales, grazing fees, campground
collections, mineral leases, interest income,
payments to States and counties based on
revenues, other revenues, and maintaining the
associated accounts receivable.

3. The Expenditure Cycle includes those transactions
related to selecting vendors, purchasing and
receiving functions, ensuring quality control,
and maintaining accounts payable.

4. The Treasury Cycle includes those transactions
related to the operation of the agency general
ledger and the summarization of general ledger
accounting data into financial and budgetary
reports, and the monitoring of agency cash
accounts with the U.S. Department of the
Treasury.

5. The Financial Reporting Cycle includes those
transactions related to the recording (posting)
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of journal vouchers in the general ledger; the
recognition of events not included in the other
cycles that require disclosure; and the
preparation of Financial Statements, footnotes,
data supplemental to the Financial Statements,
and budget and accounting reports.

6. The Overview and Performance Measurement Cycle
includes tests of the Overview accompanying the
Financial Statements which is a narrative
description and background information of the
Forest Service and an analysis of its financial
and program performance measures.

For each of the internal control cycles listed above,

we obtained an understanding of relevant policies and
procedures and whether they have been placed in
operation and we assessed control risk. We also
obtained an understanding of relevant internal
control structure policies and procedures designed to
determine that data which  supports reported
performance measures is properly recorded and
accounted for to permit preparation of reliable and
complete performance information. However, it was
not our objective to provide an opinion on the
internal control structure. Accordingly, we do not
express such an opinion. Matters that we consider to
be reportable conditions are presented in the
following findings.
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Finding No. 1
Continuing Financial Management Deficiencies
Prevented Forest Service From Preparing
Complete, Reliable, Timely, and Consistent
Financial Statements

The CFO Act of 1990 (Public Law 101-567) was enacted to (a) bring more effective
general and financial management practices to the Federal Government through
establishment of key positions throughout the Government, (b) provide for the
improvement of financial management, accounting systems, and internal controls

to ensure reliable financial information, and (c) provide for the production of
complete, reliable, timely, and consistent financial information.

Actions Taken Since OIG began auditing Forest Service's financial
To Address statements in FY 1991, we have identified continuous
Continuing weaknesses in the agency’s accounting for timber
Internal revenue; accounts receivables; property, plant, and
Control equipment; as well as for other material Forest
Weaknesses Service accounts. In FY 1995, the continuing

weaknesses caused pervasive errors in the financial
statements, and resulted in an adverse opinion.
Because Forest Service could not complete corrective
actions in time to improve its financial data for

FY 1996, financial statements were not prepared for
that year. In June of 1996, the Forest Service along
with OIG and OCFO established a financial health task
force to address financial accounting deficiencies.

In December 1996, the financial health task force
issued a report, Actions for Improving the Financial

Health of the Forest Service . This planning document
detailed the changes that the task force determined
necessary within Forest Service to achieve full
financial accountability. In  July 1997, the
financial health task force issued a financial health

desk guide to guide implementation of the group’s
recommendations in field offices.

During FY 1997, Forest Service units began an
intensive review of their accounting data to correct
years of incorrect transactions. Field offices began
quarterly reviews of obligations to clear invalid or
misclassified transactions. In addition, substantial

work was performed on reimbursement receivables.
Prior year accounts were cleared by biling or
charging unrecoverable costs to appropriated funds,
current accounts were reviewed to ensure that they
were adequately supported, and an automated process
that caused erroneous transactions was eliminated.
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Improvements were also noted in the area of personal
property, where inventories were conducted to ensure
that property existed and was properly recorded. In
addition, improvements were noted in the amount of
invalid posting to suspense and budget clearing
accounts.

Forest Service also assessed workforce skills and in
September 1997, issued a Financial Management Core
Competencies report. This report redefined the
financial skills and training needed for Forest
Service employees at every level of the organization.

Sweeping Changes Forest Service is implementing sweeping changes in
in Financial its management structure to improve accountability
Management Are and reform its financial systems. On April 28,
Announced by the 1998, the Secretary of Agriculture and the Forest
Secretary of Service Chief issued press releases announcing major
Agriculture and actions which will be taken to improve and strengthen
Forest Service Forest Service's management and financial
Chief accountability. The Secretary pointed out three

major steps to address serious accountability and
financial management problems noted in prior OIG and
GAO audits and reviews.

Put an organization in place with clear
accountability ~ for  both  program  and
management objectives;

Make sure the Forest Service has the
resources it needs to address the substance
of the management problems; and

Fill key leadership positions.

The Forest Service Chief announced the establishment
of three new management positions: The Chief
Operating Officer, Deputy Chief/Chief Financial
Officer, and Deputy Chief for Business Operations. 2
The positions of Chief Operating Officer and Deputy
Chief for Business Operations have been filled.
According to the Chief's press release, the Deputy
Chief/Chief Financial Officer will be filled as
quickly as possible. Forest Service also plans to
seek temporary increases in its personnel
authorizations for budgeting and administrative
support positions over the next 3 years as part of
the effort to correct critical problems.

Lack of In our FY 1995, report on Forest Service's financial
Sufficient statements, we reported that staff cuts in the
Resources Continues accounting section substantially reduced the number

of personnel available to perform accounting
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functions. We found that the most experienced and
qualified  financial ~ statement  personnel  were
transferred to other duties, and that the assigned
personnel had other duties, such as preparing
payments to States and to counties, which hindered
the timely completion of the financial statements.

Improvements were made in the compilation of the

FY 1997 financial statements. Forest Service
implemented a more efficient process for preparing
and reviewing the financial statement line-items and
footnotes. Forest Service contracted with an
accounting firm with prior Forest Service experience
and prior experience assisting other Federal agencies
in implementation of the CFO Act to prepare all line-
items. Forest Service officials performed various
levels of review to ensure that the line-items were
prepared correctly by the contractor and that amounts
reported appeared reasonable. As a result, we noted

improvements over the FY 1995 compilation process

evidenced by a substantial reduction in rudimentary
errors. However, the lack of sufficient resources
contributed to numerous errors and omissions in the
initial preparation of line-items for the financial
statements.

Forest Service officials did not receive the general
ledger trial balance from OCFO/NFC until December 2,
1997, 4 days after the original deadline established

by OCFO to complete the financial statements.

Additionally, key Forest Service financial statement
staff members were also assigned to other critical
functions such as preparing payments to States in

December and payments to counties in March. Several

other staff members had no prior experience in
compiling the agency’s line items.

Our review of financial statement line-items prepared
by Forest Service disclosed the need for accounting
adjustments totaling over $1.9 billion. During our
review of the financial statements we presented
10 issue papers to Forest Service reporting various
material problems with financial information (see
exhibit A). For example, we found errors in the
recognition and classification of revenues which
resulted in an initial $234 million understatement of
revenues from the sales of goods and services (e.g.
timber sale revenues) and a $217 million initial

overstatement of other revenues (e.g. , interest and

penalty revenues).
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Accountability
Can Only Be
Achieved Through
Adherence to
Standardized
Accounting
Policies and
Procedures

Forest Service corrected the errors and omissions and
presented the revised Financial Statements to OIG on
May 8, 1998.

Even though the use of a private contractor enhanced
the compilation process and improved accounting
practices used to compile the statements, sufficient
Forest Service personnel having expertise in the
agency’s specific program areas are necessary to
ensure that the statements accurately reflect Forest
Service’'s operations. Forest Service was unable to
prepare complete, reliable, and timely financial
statements because of the (1) lack of sufficient
full-time personnel assigned to the compilation
process, (2) deficiencies in the current accounting
system, (3) late date on which the trial balance was
received and the inaccurate data entered into and
generated by the CAS, and (4) voluminous adjustments
necessary to correct the trial balance.

In order for the agency to succeed in its efforts to
achieve accountability, Forest Service regions and
units must be required to adhere to standardized
accounting policies and procedures.

In describing Forest Service’s operating environment,

a Forest Service commissioned study performed by
Coopers & Lybrand, dated March 18, 1998, reported
that:

The operating environment of the Forest
Service is highly decentralized, with a
culture of  independence and  local
flexibility. Financial processes and
practices  have followed that trend.
However, the Forest Service has reached a
point where its financial processes are
inefficient —and ineffective Lo F xR
Financial processes at the Forest Service
need to be applied more consistently, with
common definitions for all of its coding
structures.

The report continued that:

There is no consistent structure for

financial management practices in the

Forest Service. Whether the subject is

budget execution, financial plan

development, accounting for reimbursable

agreements, or creating management codes
everyone operates independently. This

chaotic financial environment creates
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credibility problems. Because everyone "does
their own thing" no one has the same answer for
the same question.

The report concludes that "only a consolidated
leadership  function can hope to bring some
consistency to the application of basic budgetary and
accounting policies and processes." Even though
Forest Service's newly implemented organization chart
brings the budget and fiscal accounting functions
together under the agency’'s CFO position, it is
unclear as to the link between the financial
accounting responsibilities in the Washington Office
and the responsibilities of Forest Service regional
offices and units. This link is critical to ensuring

that Forest Service achieves financial
accountability. Take for example financial
management deficiencies described in GAO’s testimony
to Congress on March 26, 1998,

The Forest Service has also failed to
sustain the management attention needed to
implement operational improvements
recommended by the agency’'s own task
forces. For instance, a February 1994
report by a Forest Service task force on
accountability set forth a seven-step
process to strengthen accountability and
made recommendations to help the agency
change its behavior. The concepts in the
task force’s report were adopted by the
Forest Service’s leadership team and
distributed agencywide. However, the task
force’s recommendations were never
implemented throughout the agency.

GAOQO’s testimony cited Forest Service’s lack of
sustained management attention to issues related to
escalating costs of its timber program. GAO reported
that even though Forest Service has undertaken cost-
reduction studies, the agency left the implementation

of corrective actions to the discretion of each of
Forest Service’s nine regional offices, with some
regions rapidly pursuing actions towards cost-
efficiency while others did not act. GAO also
reported that Forest Service was preparing to
undertake a third major review of the timber program
in the last 4 years while costs of the program
remained high.

Forest Service has taken significant steps toward
improving its financial accountability. However,
much work remains before Forest Service can produce
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Recommendation
No. la

Recommendation
No. 1b

complete, reliable, timely, and consistent financial
statements.  Additional steps should be taken by
Forest Service to (1) ensure that sufficient
resources are available and (2) ensure that field
units adopt and adhere to standardized accounting
policies and procedures.

Ensure that sufficient and qualified full-time staff
are assigned to compile and complete the financial
statements in a timely manner.

Require that regions and units maintain a
sufficiently trained staff to adopt and adhere to
standardized financial management policies and
procedures outlined in the financial health desk
guide and USDA's Financial Accounting Standards
Manuals, and establish and maintain oversight
procedures to ensure responsibilities are being
achieved.
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Finding No. 2
The Lack of an Integrated Accounting System
and Material Weaknesses Within the Current System
Resulted in Inaccurate and Unreliable
Financial Data

General control deficiencies exist within the
budgetary and proprietary accounts in the CAS. In
addition, Forest Service maintains stand-alone
accounting systems that produce accounting data but
does not interface with the CAS. Analyses are then
performed to determine the kinds of information not
included in the ledger and any necessary adjustments
that are required. However, material weaknesses
exist because (a) general controls are not adequate
within the CAS, (b) all accounting functions are not
integrated within the ledger, and (c) some ledger
accounts are not used to prepare the Financial
Statements and are not reconciled by Forest Service
personnel to amounts presented in the Financial
Statements.

Since FY 1993, the Forest Service has used its
general ledger accounts as the primary source to
begin compilation of agency Financial Statements.

Use of the general ledger allows Forest Service to
begin with a trial balance. This trial balance is
generated from the general ledger subsystem of the
CAS. The OCFO/NFC developed and maintains the CAS.

General Controls In our FY 1997 audit of general controls at the
Weaknesses at OCFO/NFC (Audit Report No. 11401-3-FM), we issued an
OCFO/NFC adverse opinion on the general control environment

for the following reasons.

»  Critical OMB Circular No. A-130 certifications
and recertifications have not been performed on
systems which process bilions of dollars in
payments.  Certifications and recertifications
provide assurances that systems have adequate
security to prevent misuse or unauthorized access

to or modification of information. It also
provides assurances that the systems operate
effectively and provide appropriate

confidentiality, integrity, and availability
through the use of cost-effective management,
personnel, operational, and technical controls.

e Access and security controls over OCFO/NFC
systems are poor.
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. Systems lack appropriate documentation, resulting
in inefficient operations and numerous
operational problems.

. Reconciliation  procedures at OCFO/NFC are
ineffective causing extensive vulnerabilities to
exist in the payments made by the OCFO/NFC on
behalf of its clients.

 Adjustments to OCFO/NFC data bases are not
sufficiently controlled and raise substantial
concerns about the data integrity of the OCFO/NFC
accounting and payment systems.

As a result of these general control deficiencies,

Forest Service’'s accounting data was materially
impacted and Forest Service's ability to analyze and
reconcile accounting data is materially reduced.

However, Forest Service has the ultimate

responsibility for producing and reporting reliable

data.
Inaccurate and Several major accounting functions are not integrated
Unreliable into the General Ledger and, therefore, require
Stand-alone manual intervention to ensure that transactions are
Automated included in the Financial Statements. Because
Systems reconciliations of this manually entered information

are not always completed by the Forest Service,
errors in timber sales revenue, reimbursements,

accounts receivable, and property may not be
identified and corrected.

Timber Revenue - Timber sales were accounted for in
the ATSA system, a separate stand-alone system
maintained by the Forest Service outside the general
ledger. Payments for timber were received through
the Bank of America Lockbox System. These
collections were posted to the ledger in the Timber
Sale Deposit Fund. As timber was cut, revenue was
accrued in ATSA. Individual Forest Service units were
required to transmit adjustments to the ledger to
recognize timber revenues and transfer those revenues
from the deposit fund to other fund accounts where
they could be used in program activities. Due to
timing differences and because yearend accruals were
manually recorded, adjustments were needed to reverse
prior year revenues and accrue revenues at yearend.
Although a monthly reconciliation of timber revenue
was performed at the unit level, a yearend recon-
ciliation between revenue in the ATSA system and
revenue posted to the general ledger has not been
performed. This weakness was reported in our FY's
1993, 1994 and 1995 audits of Forest Service's
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Financial Statements but has not been corrected.
Forest Service officials established a nationwide
reconciliation process during FY 1997, but did not
complete the reconciliation for the current year.

Property, Plant, and Equipment - Balances in the
general ledger do not properly reflect the value of

all Forest Service real property. Forest Service
considers its Annual Report of Real Property Owned or
Leased (GSA-1166) to be the most reliable source of
real property values. The 1166 report is compiled
from manually kept property records for fixed assets
including land, buildings, roads, and other
structures. A yearend adjustment is necessary to
match general ledger property values to the 1166
report. Forest Service, to date, has not been able
to reconcile 1166 asset values to its general ledger.

Our audit tests in prior years confirmed that the
1166 report did not reconcile to the subsidiary
manual real property summary ledgers, and the summary
ledgers did not reconcile to individual ledger sheets

for each property item. In addition, supporting
documentation did not exist for the majority of
property tested.

In FY 1997, Forest Service planned to use data from
its new automated INFRA system to account for and
report on its real property. However, many Forest
Service units had input only capitalized values at
$100,000 or more into the automated system
anticipating in that the capitalization threshold

would be raised from $5,000 to $100,000. Although
Forest Service formally adopted the change In
capitalization level on November 13, 1997, officials
rescinded their decision after a February 1998
meeting with representatives from the GAO, OIG, and
the OCFO. Forest Service then used the FY 1996 GSA-
1166 report, and added capitalized amounts recorded

in the CAS for FY 1997 to determine real property
amounts. These amounts did not agree with the
general ledger and could not be reconciled.

Reimbursements - Currently, Forest Service has two
different revenue accounts in its general ledger for
reimbursement revenue (e.g. , reimbursement from
States for firefighting assistance). Earned
Appropriation Reimbursements, Account 5205, contains

the automated compilation for all reimbursement
revenue recorded in the ledger during the year. In
addition, Financing Source from Reimbursements,
Account 5810, was added to the ledger by a manual
adjustment after OCFO/NFC employees obtained a
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computer file of reimbursable expenditures. Forest
Service determined the $131 million of Reimbursements
presented in its Statement of Operations using the
general ledger account of Earned Appropriation
Reimbursements. However, the Financing Source from
Reimbursements account was not used in the financial
statements and totaled $15 million less that the
other reimbursement account. The composition of the
unreconciled $15 million difference is unknown, and
represents an out-of-balance condition between the
general ledger accounts and Financial Statements.
This condition causes misstatements of Forest
Service’s Cumulative Results of Operations (Equity),
and prevents Forest Service from properly reconciling
and presenting changes in Net Position from year to
year.

Accounts Receivable - Forest Service did not have an
integrated accounts receivable system as part of its
general ledger. Each month, Forest Service field
offices must transmit accounts receivable to the
OCFO/NFC. The accounts receivable are then reversed
(removed) during the following month. This is done
each month because OCFO/NFC's accounting feeder
system used by Forest Service cannot match individual
cash collections or individual writeoffs with
specific receivables.  Additionally, writeoffs are

not posted to the ledger. Any amounts written off
during the month are simply excluded from the
accounts receivable postings during the subsequent
month. Since writeoffs are not posted to the ledger,

the  provision for loss expense account is
understated.

On October 17, 1997, Forest Service transmitted to
OCFO/NFC a significant number of adjustments to
accounts receivable. The adjustments reflected total
aggregate corrections (debits and credits) of $166.3
million. A Forest Service official stated that
Forest Service wunits were allowed to make the
adjustments to correct erroneous yearend balances.

Accounts Payable - The lack of an integrated
subsidiary ledger system hampered the accurate
reporting of accounts payable. Forest Service's use

of a cumbersome monthly input process led to the
recording of erroneous transactions in the general
ledger. To compensate for these errors, Forest
Service tested a statistical sample of obligation
transactions, and, based on the results of the
sample, made adjustments totaling $25.5 million to
increase accounts payable and current expenses, and
an adjustment of $33.3 million to decrease
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undelivered orders, a component of unexpended
appropriations which is reflected in the equity
section of the Statement of Financial Position.

Implementation In  January 1995, the Department announced the

of FFIS procurement of an off-the-shelf financial system to
replace the existing CAS used by Forest Service and
other agencies. Pilot testing of the new Foundation
Financial Information System (FFIS) was performed
during FY 1997. This system will integrate
subsidiary ledgers with the general ledger and
contain accounts receivable and payable subsidiary
ledgers to support general ledger amounts. FFIS was
scheduled to be fully operational agencywide by
October 1, 1998. However, numerous problems have
plagued the implementation of this system. Forest
Service management now projects full implementation
of the system on October 1, 1999.

Recommendation Complete the timber revenue reconciliation process at
No. 2a each yearend.

Recommendation Ensure timely implementation of INFRA.

No. 2b

Recommendation Determine if two different reimbursement revenue
No. Zc accounts are needed in the general ledger, and, if

needed, reconcile the two accounts to determine why
they differ and if adjusting entries are needed.
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Finding No. 3

Internal Controls Were Not Sufficient to

Safeguard Assets of to Ensure that Field Level

Financial Records Were Accurate

Fund Balances
With Treasury
Are Not
Sufficiently
Safeguarded

Forest Service's Statement of Financial Position, as

of September 30, 1997, reported total assets of
approximately $11.8 billion. The total Fund Balances
with U.S. Treasury and the Property, Plant, and
Equipment accounts comprise a combined total of
$11.6 billion or 98.3 percent of the total assets.

We found that internal controls over the accounts
were not sufficient to ensure that the assets were
adequately safeguarded.

We also concluded that Forest Service's complex
system of management codes increased the risk of
misuse of budgetary resources and that, due to
inadequate internal controls, errors in field level
data input contributed to unreliable financial data.

The Statements on Auditing Standards (SAS) No. 1
states that the broad objectives of internal
accounting controls are to provide management with
reasonable assurance that assets are safeguarded from
unauthorized use or disposition and that financial
records are reliable to permit the preparation of
financial statements. SAS No. 1 also states that:

In the context of internal accounting
controls, safeguarding of assets refers
only to protection against loss arising
from errors and  irregularities in
processing transactions and handling the
related assets. It does not include the
loss of assets arising from management’s
operating business decisions.

Forest Service’'s Statement of Financial Position, as

of September 30, 1997, reported total Fund Balances
with the U.S. Treasury and Cash of approximately
$2.9 billion or 24.6 percent of the total assets.
Fund Balances with the U.S. Treasury represents
(&) amounts that are available from which Forest
Service is authorized to make expenditures and pay
liabilities (entity assets) and (b) amounts held on
behalf of other entities (nonentity assets).

We found that automated and manual reconciliations of
Fund Balances with Treasury were not sufficient to
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ensure that cash accounts were safeguarded against
errors or irregularities in processing transactions.

The account Fund balances with Treasury could not be
verified because of variances between amounts shown

in Treasury records and the amounts reflected in the

CAS utilized by Forest Service. For FY 1997, the
OCFO/NFC manually adjusted USDA’'s agencywide fund
accounts by a net of over $1 billion to agree with
Treasury records without fully researching and
reconciling the differences. 3 We could not readily
determine the amount of adjustments directly related

to Forest Service.

In addition, yearend adjusting entries totaling
$92.6 million were made to Forest Service Fund
Balance with Treasury accounts to adjust the
beginning ledger balances with Treasury records.
Differences were not fully researched or reconciled.

Without sufficient reconciliations, there was a high
level of risk that errors or irregularities could
have occurred and gone undetected.

Complex System The risk of errors or irregularites and the
of Management potential unauthorized use of appropriations or trust
Codes Increases funds are further increased by Forest Service's use
Risk of Misuse of of its vast and complex management code system.
Budgetary

Resources At the field level, Forest Service personnel input

various accounting transactions into feeder systems
using management codes. The feeder systems relay
transaction data into the CAS.

CAS processes the data into the BUDG system for
budgetary accounting purposes and into the LEDG
system for financial accounting. Although the same
data is processed into LEDG and BUDG, the two systems
do not produce balanced results.

. Information processed into the BUDG system is
grouped and identified by appropriation, fund
code, Forest Service region, unit (i.e. , hational
forest), subunit (i.e. , ranger district), and
management code.

e The same information is processed into the LEDG
system, and is grouped by general ledger account
number, treasury symbol, and Forest Service
region. Once information is processed into LEDG,
it is no longer identified by management code.
Since management codes are used by field units to
input individual transactions, the loss of these
codes in LEDG makes it virtually impossible to
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retrace individual transactions back to source
documentation.

We were unable to determine what factors caused the
two systems to be out of balance. OCFO/NFC has tried

to resolve this problem, but has not been able to
determine the source of the problem. Currently,
OCFO/NFC uses an automated adjustment to the LEDG
system to bring obligations into balance with BUDG
because Forest Service field personnel review BUDG
data and have determined it to be more accurate.

The Forest Service utilized about 105,000 management
codes which contained 271,000 lines of accounting.
When transactions are initially posted, only the
first line of accounting is input into the accounting
system. The transactions are then distributed over
the detailed lines of accounting through what Forest
Service calls the "explosion" process. This process
allocates costs throughout funding sources available

to Forest Service.

Forest Service employees have the ability to add or
change management codes, and thus the allocation of
costs, at any time during the year, which
significantly increases the risk that waste and
misuse of budgetary resources can occur. For
example, we found that 46 percent of active FY 1997
accounting lines in management codes had been added
or changed in the last 3 months of the fiscal year.
Only 8 percent of these accounting lines had remained
unchanged since the start of the fiscal year in
October 1996. Forest Service commissioned a study by
Coopers & Lybrand which reported:

The capability to work around "charged as
worked" initiatives is the most serious
criticism of the current accounting and
budget infrastructure. This capability is
often cited as the primary reason for the
Forest  Service's lack of financial
credibility.

The Coopers & Lybrand study recommended that Forest
Service:

Modify the current [management code]
structure in order to reduce the instances
of "charged as worked" non-compliance.
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Controls for As of September 30, 1997, Forest Service reported

Safeguarding property, plant, and equipment totaling almost
Property, Plant $8.7 billion or 73.7 percent of the agency’s total

and Equipment reported assets.

Were Not Fully

Implemented Controls for safeguarding property, plant, and

equipment were not fully prescribed or implemented.
Our prior financial statement audits disclosed
pervasive errors in accounting for property, plant,

and equipment. We found that the manually kept
records for land, buildings, and roads were not
(a) subject to uniform accounting controls,
(b) consistently updated, and (c) supported by
adequate cost documentation. In July 1996, to
address these and other deficiencies reported in our

FY 1995 financial statement audit, a financial health

task force was formed with representatives from the
Forest Service, OIG, and OCFO. From July to November
of 1996, the representatives held meetings to develop

a corrective action plan for the deficiencies.
Individual task force teams were formed to address
the main aspects of financial management including
Forest Service's accounting for property, plant, and
equipment.

In the footnotes to the financial statements for

FY 1997, Forest Service reported that it does not
have reliable account balances for its real property
(land, buildings, and roads) which comprises
94.3 percent of the reported $8.69 billion of
property, plant, and equipment. Physical inventories

and valuations of these assets have not been
completed for real property. Forest Service's plans

are to complete the real property inventories and
valuations by July 31, 1998.

On November 13, 1997, the Forest Service informed the
Acting CFO that it adopted the Department's $100,000
capitalization threshold to be used in reporting the
value of real property. However, neither Forest
Service nor OCFO had obtained sufficient evidence to
justify the change in the capitalization threshold or

show that the proposed increase in capitalization
level would not materially effect the financial
statements.  On December 8, 1997, we provided an
issue paper to Forest Service and OCFO to express the
following concern about the change.

To measure the true cost of major Forest Service
programs such as the timber sale program, revenue
should be properly matched with the expenses for
the year. In order to properly match revenue
with expenses, all material real property
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Errors in Field
Level Data Input
Contributed To
Unreliable
Financial Data

acquisitions as well as improvements or costs
incurred to extend the life of an asset should be
capitalized and depreciated over the asset's
useful life. Thus, the depreciation expense can
be charged against the revenue for the respective
year and present a realistic picture of the net
results (loss or gain) of major program
operations such as timber sale activity. With
the public’'s and Congress’ increased interest in
the costs of logging in the national forests,
Forest Service should ensure that the costs are
accurately measured.

On February 6, 1998, representatives from GAO, the
Forest Service, the OCFO, and OIG met to discuss
property issues. At that meeting, Forest Service
officials decided that they would rescind the new
$100,000 capitalization level and would attempt to
report real property account balances using the
$5,000 capitalization threshold originally in effect.

Continuing errors in inputing data at the field level
resulted in inaccurate and unreliable financial data.

Forest Service made progress in efforts to clean up
erroneous data. For example, substantial efforts
were devoted during FY 1997 by field personnel to
clean up data in feeder systems and the CAS. Field
units made quarterly reviews of obligations recorded

in OCFO/NFC feeder systems to clear out erroneous
transactions. Substantial work was also performed in
cleaning up prior year reimbursement accounts by
billing and charging unrecoverable costs to
appropriated funds, and ensuring that current
reimbursement accounts were adequately supported.
Substantial efforts were also directed in the
personal property accounts by taking inventories of
personal property and ensuring that values in the
feeder system were appropriate.

However, we continued to find problems with data
input at the field level. For example, during our
accounts  receivable  confirmation  testing, we
identified 10 transactions totaling $25,930,397
included in accounts receivable which were not valid
receivables. Forest Service field units erroneously
posted items on its monthly accounts receivable
listings such as potential claims for fire trespass,
advances, and cash collections. In response to our

Issue Paper No. FS 97-03, dated March 16, 1998,

Forest Service made adjusting entries to eliminate
these errors.
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Recommendation
No. 3a

Recommendation
No. 3b

Recommendation
No. 3c

Recommendation
No. 3d

ROGER C. VIADERO
Inspector General

July 13, 1998

In addition, obligation transactions continue to be
misclassified in the accounting system.  Although
improvements were made clearing out invalid
obligations during FY 1997 and in the classification
errors of obligations between undelivered orders and
accounts payable, material adjustments are still
required at yearend to correct account balances.

Data input errors continue to be a concern, and it is
doubtful that Forest Service field units will
eliminate errors without better supervisory oversight

of data input into the accounting systems. Although
conversion to the new FFIS accounting system may help
eliminate some data input errors through the use of
better controls over data input, sufficient
supervisory reviews over data input will be needed to
achieve fiscal integrity.

Work with  OCFO/NFC to reconcile funds balances per
the general ledger with Treasury records, fully
documenting the nature of differences and make any
needed corrections.

Implement recommendations in the Coopers & Lybrand
study to modify the current management code structure

to reduce the risk of noncompliance with "charged as
worked" initiatives.

Implement measures to improve supervisory oversight
of data input and data cleanup efforts to ensure
reliable data is in the accounting system.

Ensure that property inventories are completed and
values are properly supported and capitalized in
accordance with the authorized capitalization
threshold.
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SUMMARY OF AUDIT ISSUE PAPERS AND
AUDIT ADJUSTMENTS MADE BY FOREST SERVICE

EXHIBIT A

AMOUNT OF
ISSUE ADJUSTMENT
PAPER NO. DATED ISSUE (Millions)
Unnumbered 12/8/97 Establishment of a
Capitalization Threshold of
$100,000 for Real Property N/A
FS 97-02 2/10/98 Classification of Unmatured
Timber Sale Contracts as an
Asset $1,219.5
FS 97-03 3/16/98 Classification and Accuracy of
Accounts Receivable $ 265 !
FS 97-04 4/1/98 Overstatement of Non-Federal
Interest Revenue and Provision
for Losses $ 47.1
FS 97-05 4/2/98 Overstatement of Provision for
Losses $ 61.2
FS 97-06 4/2/98 Understatement of Depreciation
and Amortization Expenses and
Invested Capital $ 262
FS 97-07 4/10/98 Unreliable Balance in the
Provision for Losses N/A
FS 97-08 4/21/98 Accounting for Other Post
Employment Benefits $ 329
FS 97-09 4/30/98 Understatement of Expenses for
Claims paid by the Treasury
Judgment Fund $ 140.0
FS 97-10 4/30/98 Errors in the recognition and
classification of revenues $ 3614
TOTAL ADJUSTMENTS $1,914.8

1

reductions to interest receivable of $546,520.

This amount includes reductions to accounts receivable of $25.9 milion and related
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EXHIBIT A
SUMMARY OF AUDIT ISSUE PAPERS AND
AUDIT ADJUSTMENTS MADE BY FOREST SERVICE

Unnumbered Issue Paper, December 8, 1997 - We concluded that, in adopting
a $100,000 capitalization threshold for reporting real property, Forest

Service had not obtained sufficient evidence to justify the change or show

that the increase would not materially effect the financial statements.

Issue Paper No. 97-02, dated February 10, 1998 - We concluded that
reporting the total value of unmatured timber sale contracts ($1.2 billion)

would significantly overstate Forest Service assets. Federal Accounting

Standards Advisory Board (FASAB) had not established standards for valuing

timber as a natural resource, and including the amount of contracts for

timber (which is to be sold at fair market value) would not accurately

reflect the total value of all timber. We recommended that Forest Service

not include this amount in its financial statements.

Issue Paper No. 97-03, dated March 16, 1998 - During our confirmation
testing of accounts receivable, we identified overstatements of

$25.9 million. We found that Forest Service field units had improperly

included fire trespass claims for which the Forest Service neither had a
repayment agreement from the individual, nor a court order for restitution.

We also found that advances paid by timber purchasers were improperly
included as receivables. We recommended that Forest Service make
adjustments to remove the overstatements from accounts receivable.

Issue Paper No. 97-04, dated April 1, 1998 - We concluded that the
recognition of $47.1 milion determined to be uncollectible would

materially overstate interest receivable and the provision for losses (an

expense account). We recommended that Forest Service reduce interest
revenue and provision for losses by $47.1 million.

Issue Paper No. 97-05, dated April 2, 1998 - We concluded that at least
$61.2 million recorded in the current year's provision for losses is

related to correcting the omission reported in our FY 1995 financial
statement audit. Therefore, Forest Service should have considered this as

a correction of an error, and recorded that amount as a prior period
adjustment. We recommended that Forest Service reduce the provision for

losses account and a prior period equity account by $61.2 million.

Issue Paper No. 97-06, dated April 2, 1998 - We found that an incorrect
adjusting journal entry resulted in a $26.2 milion understatement of
depreciation expense, and a related understatement in the invested capital

equity account. We recommended that Forest Service increase the
depreciation expense account and the invested capital account by
$26.2 million.
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EXHIBIT A
SUMMARY OF AUDIT ISSUE PAPERS AND
AUDIT ADJUSTMENTS MADE BY FOREST SERVICE

Issue Paper No. 97-07, dated April 10, 1998 - We found that deficiencies in
Forest Service postings of accounts receivables resulted in a negative
expense being reported in the financial statements for the line-item
"Provision for Losses." We discovered that writeoffs were not posted and
contributed to the negative balance in this account. We were unable to
determine the amount of writeoffs which should have been included, and did

not recommend an adjustment. However, we recommended that Forest Service
include a footnote to the financial statements explaining that writeoffs

were not included and the negative impact on the "Provision for Losses."

Issue Paper No. 97-08, dated April 21, 1998 - We found that Forest Service
did not include an estimated $32.9 million in accrued liabilities for

buyouts offered to Forest Service employees. We recommended that Forest
Service increase its liabilities by the $32.9 million.

Issue Paper No. 97-09, April 30, 1998 - We found that Forest Service had
not recorded an expense of $140 million for a settlement agreement made

with a timber company during FY 1997. The Treasury Judgment Fund was used

to pay $135 million in FY 1997, and was to pay another $5 million in a
future year. FASAB standards require that the entire $140 million be

included as a liability, and then expensed by Forest Service when it was
determined that payments would be made from the judgement fund. We
recommended that Forest Service show this expense along with an imputed
financing source.

Issue Paper No. 97-10, April 30, 1998 - We found that, due to erroneous
adjusting journal entries, (1) revenues from the sales of goods and

services was understated by $144 million, (2) other revenues were
overstated by $127 million, (3) and another $90 million of revenue from the

sale of goods and services was misclassified as other revenue. We
recommended that Forest Service make adjusting entries to correct the
revenue accounts.

Forest Service made the appropriate adjustments for all of the above issue
papers.
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EXHIBIT B
FOREST SERVICE'S

NEW ORGANTZATIONAL CHART
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REPORT OF THE
OFFICE OF INSPECTOR GENERAL
ON COMPLIANCE WITH LAWS AND REGULATIONS

Purpose and The management of Forest Service is responsible for
Scope of compliance with laws and regulations applicable to
Our Review the Forest Service. As part of obtaining reasonable

assurance about whether the FY 1997 Financial
Statements are free of material misstatement, we
tested compliance with laws and regulations that may
directly affect the Financial Statements and certain

other laws and regulations designated by OMB. We
tested compliance with:

Budget and Accounting Procedures Act of 1950,
chapter 946, 64 Stat. 832 (codified as amended in
scattered sections of 31 U.S.C))

Anti-Deficiency Act, chapter 510 3, 34 Stat. 49
(codified as amended in 31 U.S.C. 1341, 1342,
1349-1351, 1511-1519 (1988))

FMFIA Act of 1982, Public Law 97-255, 96 Stat.
814, 31 U.S.C. 1105, 1113, 3512 (1988)

Single Audit Act of 1984, Public Law 98-502, 98
Stat. 23327, 31 U.S.C. 7501-7507 (1988)

Fair Labor Standards Act of 1938, chapter 676, 52
Stat. 1060 (codified as amended in 5 U.S.C. 1308,
3323, 8331-8348 (1988))

Prompt Payment Act, Public Law 97-177, 96 Stat.
85, 31 U.S.C. 3901-3906 (1988)

Debt Collection Act of 1982, Public Law 97-365,
96 Stat. 1749 (codified in scattered sections of

5 US.C., 18 US.C, 26 US.C., 28 US.C,
31 U.S.C)

CFO Act of 1990, Public Law 101-576, 104 Stat.
2838 (codified in scattered sections of 5 U.S.C.,
31 U.S.C, 38 US.C, 42 US.C)

Government Management Reform Act of 1994 (Public
Law 103-356, 108 Stat. 3415)

National Defense Authorization Act of 1991,
Public Law 101-510, title XIV, 81405, 104 Stat.
1675, 1676, 1677, 1678, 1679, 8§81551-1557
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The Economy Act (codified in sections of 31
U.s.C)

FFEMIA of 1996

As part of our audit, we also obtained an
understanding of the process by which the Forest
Service identifies and evaluates weaknesses required

to be reported under the FMFIA. We also reviewed
Forest Service policies, procedures, and systems for
documenting and supporting financial, statistical,

and other information and assessed whether the
information and manner of its presentation in the
Overview of the Reporting Entity section s
materially consistent with the information in the
Financial Statements as of September 30, 1997.
Although we determined that the information in the
Overview section was consistent with information in
the Financial Statements, we were unable to test
supporting documentation for program performance
measures because data compiled by Forest Service
field units was not completed timely to conduct audit
testing. Therefore, our objective was not to provide

an opinion on overall compliance with  such
provisions. Accordingly, we do not express such an
opinion.

Material instances of noncompliance are failures to
follow requirements, or violations of prohibitions,
contained in law or regulations that cause us to
conclude that the aggregation of the misstatements
resulting from those failures or violations is
material to the Financial Statements or the
sensitivity of the matter would cause it to be
perceived as significant by others. Two material
instances of noncompliance noted during our audit are
presented in the Findings and Recommendations section
of this report.
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Finding No. 4
Financial Management Systems
Were Not in Compliance With the
Federal Financial Management
Improvement Act

Forest Service’s financial management systems do not
comply with the requirements of the FFMIA of 1996.
The FFMIA requires each agency to implement and
maintain financial management systems that comply
substantially with Federal Financial Management
System Requirements, applicable Federal accounting
standards, and the U.S. Standard General Ledger at
the transaction level.

Forest Service uses the services of the OCFO/NFC's
CAS for its accounting processing and general ledger.
Since the Forest Service, along with other agencies,
depends on information supplied from OCFO/NFC to
prepare its financial statements, review results of
FFMIA compliance at the OCFO/NFC were primarily used
in our analyses. These results are presented in
detail in OIG’s Audit Report No. 50401-24-FM, Audit

of USDA’s Fiscal Year 1997 Financial S