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Implementation of important legislative reforms remains underway to promote
greater accountability in managing the finances of our national government. These
reforms include requirements for annual audited financial statements for 24 major
departments and agencies as well as preparation of the financial statements of the
U.S. government, which GAO is required to audit. Our report is included in the
accompanying Treasury publication, Fiscal Year 1999 Financial Report of the United
States Government (Financial Report). This letter highlights our conclusions.'

In summary, certain significant financial systems weaknesses, problems with
fundamental recordkeeping and financial reporting, incomplete documentation, and
weak internal control, including computer controls, continue to prevent the
government from accurately reporting a significant portion of its assets, liabilities,
and costs. Some of these deficiencies primarily relate to specific major agencies;
others, such as intragovernmental transactions, affect the entire government. These
deficiencies affect the reliability of the accompanying financial statements and much
of the related information in the Financial Report, as well as the underlying financial
information. They also affect the government's ability to accurately measure the full
cost and financial performance of certain programs and effectively manage related
operations.

Major problems included the federal government's inability to:

» properly account for and report (1) material amounts of property, equipment,
materials, and supplies and (2) certain stewardship assets, primarily at the
Department of Defense;

» properly estimate the cost of certain major federal credit programs and the
related loans receivable and loan guarantee liabilities, primarily at the Department
of Agriculture;

» estimate and reliably report material amounts of environmental and disposal
liabilities and related costs, primarily at the Department of Defense;

'See also Auditing the Nation’s Finances: Fiscal Year 1999 Results Continue to Highlight Major Issues
Needing Resolution (GAO/T-AIMD-00-137, March 31, 2000).
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» determine the proper amount of various reported liabilities, including
postretirement health benefits for military employees and accounts payable and
other liabilities for certain agencies;

e accurately report major portions of the net cost of government operations;
» ensure that all disbursements are properly recorded; and

» properly prepare the federal government’s financial statements, including
balancing the statements, accounting for substantial amounts of transactions
between governmental entities, properly and consistently compiling the
information in the financial statements, and reconciling the results of operations
to budget results.

Such deficiencies prevented us from being able to form an opinion on the reliability
of the accompanying financial statements, as was the case in our fiscal years 1998
and 1997 audits. These deficiencies continue to significantly impair the federal
government's ability to adequately safeguard certain significant assets, properly
record various transactions, and comply with selected provisions of laws and
regulations related to financial reporting. Additionally, (1) the government is unable
to determine the full extent of improper payments—estimated to total billions of
dollars annually—and therefore cannot develop effective strategies to reduce them,
(2) serious, long-standing computer security weaknesses expose the government's
financial and other sensitive information to inappropriate disclosure, destruction,
modification, and fraud, and critical operations to disruption, and (3) material control
weaknesses affect the government's tax collection activities.

The executive branch recognizes that, because of the extent and severity of the
financial management deficiencies, addressing them will require concerted
improvement efforts across government. The President has designated financial
management improvement as a priority management objective and efforts are
underway across government to address the pervasive, generally long-standing
financial management problems discussed in our accompanying report. Thus far, 13
of 24 major agencies have received unqualified opinions on their fiscal year 1999
financial statements and others have resolved certain previously reported financial
statement deficiencies—for fiscal year 1996, only 6 agencies achieved that goal. As of
March 31, 2000, 2 major agencies had not issued audited financial statements. Also,
in October 1999, the American Institute of Certified Public Accountants recognized
federal accounting standards as a generally accepted basis of accounting, which
represents a major milestone for the federal government.

While obtaining unqualified “clean” audit opinions on federal financial statements is
an important objective, it is not an end in and of itself. The key is to take steps to
continuously improve internal control and underlying financial and management
information systems as a means to assure accountability, increase the economy,
improve the efficiency, and enhance the effectiveness of government. These systems
must generate timely, accurate, and useful information on an ongoing basis, not just
as of the end of the fiscal year. Unfortunately, for fiscal year 1999, the financial
management systems of 19 of 22 agencies that have reported thus far were again
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found not to be in substantial compliance with the requirements of the Federal
Financial Management Improvement Act of 1996. In addition, while some attention
to delineating core competencies and training has occurred, a great deal more needs
to be done to improve financial management human capital.

The U.S. government’s fiscal year 1999 Financial Report, issued March 31, 2000, and
our report, dated March 20, 2000, on the financial statements incorporated therein,
include certain information concerning the Social Security and Medicare (Part A)
trust funds, such as projected contributions and expenditures, dates when
expenditures are expected to exceed contributions, and dates when such funds are
expected to be exhausted. Such information is as of January 1, 1999, for Social
Security and as of September 30, 1999, for Medicare (Part A).

On March 30, 2000, the government issued updated information as of January 1, 2000,
for both programs. The government’s issuance of dated information in this Financial
Report at about the same time that it issues more current information may cause
confusion to the Congress and the public. This can serve to reduce confidence in and
the credibility of the government’s annual financial report. This is especially true
when there are significant differences between the trustees’ new projections and
those included in the annual report. As a result, steps should be taken, in future
years, to ensure that the government’s Financial Report contains up-to-date
information as of no earlier than the end of the most recent fiscal year for these
important federal programs. Because current information on the solvency of the
Social Security and Medicare programs is critical to assessing the financial condition
of the nation, aiding in budget deliberations, and fostering public debate, we have
included a summary of the updated information on these two important federal
programs in the appendix to this letter.

We appreciate the cooperation and assistance we received from the Chief Financial
Officers and Inspectors General throughout government, as well as Department of
the Treasury and Office of Management and Budget officials, in carrying out our
responsibility to audit the government’s financial statements. We look forward to
continuing to work with these officials and the Congress to achieve the goals and
objectives associated with financial management reform.

Our report was prepared under the direction of Jeffrey C. Steinhoff, Acting Assistant
Comptroller General for Accounting and Information Management, and Robert F.
Dacey, Director, Consolidated Audit and Computer Security Issues. If you have any
guestions, please contact me on (202) 512-5500 or them on (202) 512-3317.

Wil ——

David M. Walker
Comptroller General
of the United States

(919507)
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Appendix

Comparison of Selected Information on the Social Security and Medicare
(Part A) Trust Funds Included in the Boards of Trustees Annual Reports,
dated March 30, 2000, and the Fiscal Year 1999 Financial Report of the

United States Government.

Trust Fund Trustees’ Financial Report
Report

First Year Outgo Social Security 2015 2014
Exceeds Tax --OASI 2016 Not Reported
Income Excluding --DI 2007 Not Reported
Interest

Medicare — Part A 2010 Not Reported
Year Trust Fund Is Social Security 2037 2034
Exhausted --OASI 2039 2036

--DI 2023 2020

Medicare — Part A 2023 2015
Present Value of Social Security Not Reported $2,935 billion
Additional --OASI Not Reported 2,413 billion
Resources Needed --DI Not Reported 522 billion

Medicare — Part A Not Reported $2,935 hillion
Actuarial Deficit as a Social Security 1.89% Not Reported
Percentage of Taxable --OASI 1.53% Not Reported
Payroll Over the 75 Year --DI 0.37% Not Reported
Projection Period

Medicare — Part A 1.21 % Not Reported
Actuarial Deficit as a Social Security 6.18 % Not Reported
Percentage of Taxable --OASI 5.40 % Not Reported
Payroll in Year 75 --DI 0.78 % Not Reported

Medicare — Part A 3.28% Not Reported

Key:

OASI — Federal Old-Age Survivors Trust Fund
DI — Federal Disability Insurance Trust Fund

Note: Trustees information is as of January 1, 2000. Financial Report information is as of
January 1, 1999, for Social Security and as of September 30, 1999, for Medicare (Part A).

Page 4 AIMD-00-131



FINANCIAL
REPORT
or e UNITED

STATES
GOVERNMENT




Contents

A MessagefromtheSecretaryoftheTreasury .. ... i, 1
Management’sDiscussionandANalySiS. . .. ...t 3
General Accounting Office Report
ComptrollerGenera’sStatement ... ... ot 15
AUAITOr SREPOIT . . .ottt 19
Financial Statements
Statement of Oper ationsandChangesinNetPosition. . ............... ...t 46
Statement Of Net COSt. . . .. oot a7
BalanCeSheat . ... 49
Stewardship Information (Unaudited)
StewardshipAssets:
National DefeNSBASSEES. . . .o i e 51
StewardshipLand. . ... ... %
HeritageA S S. . ottt 56
Stewardship Responsibilities:
SOCIAl SECUNILY . . . oottt e 53
MEAICAIE . . . oo 59
RallroadRetirement . . ... ... e 60
Black LungBenefits. . . ... .. 62
UNnemploymentinSUranCe . . . ..ottt 63
Stewardship Investments:
Non-Federal Physical Property ... e e 64
HumanCapital . ... e 65
ResearchandDevel opment . . ... ..ot 65
CUrTeNt SErVICESASSESSMENT . . o\ o ettt ettt e e e e 67
Notesto the Financial Statements
Notel- Summary of SignificantAccountingPolicies............................... 69
Note2- Cashand Other Monetary ASSatS . . . ..ot 72
Note3-AccountsRecaivable. . . ... ... e 73
Note4d-LoanandLoanGuar anteePrograms . ... ..o vttt 74
Note5-TaxesRecalvable . ... . 76
Note6- InventoriesandRelated Property . .. .. ... 76
Note7- Property, Plantand EQuipment. . . . ... .t 77
NOtE8 - Other AS SIS . . oot e e 7
Note9-AccountsPayable . ... 78
Note10- Federal Debt SecuritiesHeldby thePublic. ........... ... .. ... ... .. .. 73
Notell-Federal EmployeeandVeteranBenefitsPayable........................... 81
Notel2-EnvironmentalandDisposal Liabilities................. ... ... .. ... ..... 84
Notel3-BenefitsDueandPayable ... ... ... .. 85
Note 14 - Other Liabilities . .. ... oot e 85
Note15- Col lectionsand Refundsof Federal Revenue ............ .. ... ...t 86
Note16 - Unreconciled Transactions Af fecting the Changein Net Position .............. 87
Note 17 - Prior Period AdjUSIMENtS . . ... ..ot 83
Note18- Commitmentsand ContingenCies. . . ... ..ot 83
Notel9-DedicatedCol leCtions. . . ... ..o eil

Note20-IndianTrust FUNdS . .. ... ottt e e e e A



Supplemental Information (Unaudited)

NetCostDetail .. ..ot %5
DeferredMaintenanCe. . ... ..o ot e e 101
Reconcil i ationof theEx cessof RevenueOverNetCost. . ... ........... 102
UnexpendedBudgetAuthority. . ... 104
TaxBurden . ... 105
Other Information (Unaudited)
Other Clamsfor ReEfuNd . ...t e 107
Federal TaxesReceivableNet. . ......... ... .. 107
Appendix

Listof Signifi cant Gov ernment Entitiesincluded
and EntitiesEx cludedfromtheseFi nancial Statements .............. 109



A MESSAGE FROM THE
SECRETARY OF THE TREASURY

| am pleased to present the fiscal year 1999 Financial Report of the United States
Government. The Report includes audited financial statementsthat cover the
Executive Branch, aswell as parts of the Legislative and Judicial branches of U.S.
Government. The Administration initiated the devel opment of thisfinancial report in
order to create what we believe is a practical management tool for policy-makers and
asource of useful information for the public about the assets, liabilities, and
operations of the government.

Thisreport is another significant milestone in our efforts, begun in 1994, to account
for the financia activities of the U.S. Government in atimely and professional manner.
Developing the capahility for the government to produce financial reportsin

accordance with generally accepted accounting principles is an enormous task.

| am also pleased to report that the standards devel oped by the Federal Accounting
Standards Advisory Board (FASAB) are now recognized by the American Institute of
Certified Public Accountants as being generally accepted accounting principles
(GAAP) for the Federal Government. Thisisamajor accomplishment. It will enhance
the acceptability of our reports and will add to the level of financial professionalism
throughout the U.S. Government.

Significant progress continues to be made in the area of financial management. More
agencies are completing their financial statements on time and the quality of the data
continues to improve. The successful Y ear 2000 remediation process has resulted in
better systems and we have established, through the Joint Financial Management
Improvement Program, a government-wide financial software certification process
that is beginning to ensure that commercial systems meet the government’ s needs.

Despite this progress, we have much yet to achieve. A great deal of additional effort
will be necessary to fully implement an entirely new and reliable system of reporting

on the operations of the U.S. Government. The audit report from the General
Accounting Office (GAO) discusses many significant areas in which the reliability of
the current financial statements need to be improved before the GAO will be ableto

render an opinion on these statements.

We are committed to producing and reporting financial information that meets the

highest standards of integrity, and to provide to the American people the
accountability and professionalism they expect from their government.

L}% . o/w

Law rence H. Sum mers




DISCUSSIONANDANALY SIS

Fiscal 1999 Financial Report
of the United States Government

Management’s Discussion and Analysis

“No other entity
in the world compares
In size, scope and complexity
to the U.S. Government . . .”

Introduction

No other entity intheworld
comparesin size, scope and

complexitytotheU.S. Gov ern- « Main tain strong, ready * Supportthetransportation
ment. A civilian Federal  andmodernmilitary system.
workforce of nearly twomil lion  forces, « Helpeconomi caly dis-
individualsservesadi verseNa- . T

- et « Providecriticalinterna-  tressed ur banand rural com
tion of morethan 270 mil lion tional leader ship. munities.

Ameri cans. TheFederal Gov- _
ernmentisthelargestlandowner  « Contributetoenergy se-
intheworld. Itsbud geted spend- ~ curity.

+ Assist States and localities
inprovidingessential educa
tion and training.

ing for fiscal 1999 was $1.7 tril- . i

Iic?n. Protectth.eenw ronment. . promote health care.
Toful fill itsconsti tutional :j Et_oqstagn cul tural pro- + Fosterincomesecurity.

mandates, theU.S. Government ~ GuCtivity. « Providebenefitsand ser-

undertakesawidevarietyof pro-  * Facilitate comnmerceand  VIcestoveterans.

grams to: support housing. « Administerjustice.

Through the bud get pro cess, the Presi dent and Con gressde-
Th B d t cide how much to spend and tax in any onefis cal year. The Fed-
e u g e eral bud get, of course, isnot theonly bud get that af fectsthe
economy ortheAmeri canpeople. Thebudgetsof Stateandlocal
an d EC onom y gov ernmentshaveanimpactaswell. Fed eral Gov ernment
spendingwasalittlelessthan 19 per cent of the grossdo mestic
prod uct (or GDP, which measuresthe size of the econ omy) in
1999, the low est since 1966.
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Continued Improvement in Fiscal Performance

Seven years ago, the Fed eral bud-
getdefi cithadex ploded. It domi nated
theGov ernment’ sabil ity tomakepol-
icy andimposedaninsidi ousbur den
on our econ omy. In 1992, the $290
bil liondeficitwasthelargestin
Americanhistory andwasprojected
tocontinuespi ral ingupwardwithout
restraint. Theeconomy suf fered, in-
ter estrateswerehighandjob creation
stalled. Capi tal that should have been
usedfor productiveinvestmentsto
createnew jobs was used to finance
the Government’smassivedef i
cit-drivenborrowing.

In 1993, the Om ni busBud get Rec-
oncil i ationActwassigned. Itsdef i cit
reductionplanwastocut thedef i citin
half asaper cent age of the econ omy
in5years. That goal wasmetinonly 3
years. The1997 Bal anced Bud get Act
proposedtoelimi natetheFederal def-
i cit by fiscal 2002. Infact, it reached
its goal 4 years ahead of sched ule,
producing the first budgetsurplus
($69bil lion)inagenerationin1998.

We can now look back with pride at
our progressand ahead with confi
dence aswe con sider the suc cess of
our fiscal disci plineandtheopportu-
nity to build upon it. To day we have
lower inter est rates, ahigher level of
investment and unprecedentedpros
per ity. Our econ omy has added more
than 20 mil lion new jobs. Theunem-
ployment rate is the lowestin 30
years; the wel farerolls are down by
more than 50 per cent since 1993; the
coreinflationrateisthelow estin 35
years, and more Amer i cansown their
homesthan at any timein our history.
Strong eco nomic growth and passage
of defi citreductionprogramsplaced
thebudget onitspathtoward sur plus.

The fiscal disci plinewehavedenr
onstrated, combined with a
fast-growingeconomy andrising
stock mar ket, contributed to another
uni fied Fed eral bud get sur plusinfis
cal 1999 of $124 bil lion. That was
$55 il lionabovethesur plusinfiscal
1998. The surplusrel ativetoGDP
amounted to 1.4 per cent in 1999, the
highest suchratioinal most 50years.
Fed eral debt held by thepub licwas
reduced by morethan $85 bil lionin
fiscal 1999 and by atotal of al most
$140 bil lion over thelast 2 years.

(Inbllons of ddhrs)
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“Today we have lower interest rates, a
higher level of investment and
unprecedented prosperity. ”

Thesewerethefirst reductionsin
pub licly held debt since 1969 and the
larg est debt reductionsinhistory.

Re ceiptsin creased by about 6 per-
centinfiscal 1999 to $1,827 hil lion.
This was slower growth than the 9
per centincreaseinfiscal 1998. The
slow downmainly reflectedadecline
innet cor poratetax receipts, thefirst
since 1990, duein part toweak nessin
over seasecon omies, whichdamp-
ened profitsof U.S. ex porters. Indk
vid ual incomeand pay roll tax re
ceipts also grew more slowly in 1999
but still posted asiz able 6.5 per cent
increase.

Growth of out layswasheldtojust
over 3 per centinfiscal 1999, risingto
$1,703 bil lion. Thein creasewasin
linewith thegainin 1998. Out laysin
relationtoGDP werethe small est
since1974, dip pingtoan 18.7 per cent
share from 19.1 per centin fiscal
1998.

Pushing out lays down was adrop
of $13 bil lioninnetin ter est pay
ments, reflecting theshrink ing size of
the Fed eral debt and thereplacement
of older debt with new debt at lower

inter estrates. M edicarepay ments
alsofell modestly overthefiscal year.

Spending in creased for most other
major Federal Governmentfunctions,
includingdefense(up 2.4 per cent af-
ter asmall declinein 1998) and Social
Security (upabout 3 percent in fiscal
1999). Thelargest per cent agegain by
far amongthemajor spending cat ego-
rieswas for farm price sup ports, re
flectinglargeoutlaysof theCommod-
ity Credit Cor porationinthewake of
depressedagri cul tural prices.

Accordingto the Fiscal Year 2001
Bud get, thetotal uni fied bud get sur-
plusesareprojected toin crease each
year throughout theforecast hori zon
t02010. TheAdministrationiscom-
mit ted to using the bulk of the sur
plusesto strengthen and mod ernize
theSocial SecurityandMedicarepro-
grams;investinkey prioritiesthat
will extendtheeconomicex pansion,
such ased u cation; and pay down the
publicly helddebt. Under Adminis
trationproposals,the current $3.6 tril
lion of debt held by the publicis pre
jectedtobecompletely elimi nated on
anet basisby 2013.
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Continued Strong Economic Performance

Fiscal 1999wasoneof accel er at-
ing eco nomic growth. Theex pan-
sionentereditsninthyear and
moved closer to anew record length.
Real GDPgrew by 4.3 per cent
acrossthefour quar tersof fiscal
1999, which en com passesthefourth
guar ter of cal endar 1998throughthe
third quar ter of cal endar 1999. This
was faster than growth over the pre-
vi ousfiscal year and higher thanthe
average throughouttheex pansion-
ary period.

Growth wasled by strong gainsin
productivity. Af tertrendingupat an
average annual rateof about 1.5 per-
cent from 1974 to0 1995, av er agein-
creasesinlabor productivity accel-
erated by more than a full
per cent age point to 2.7 per cent over
the past 4 fiscal years. In 1999, pro-
ductivity growth pickedupeven
more, to 3.1 per cent over the four
guar tersof thefiscal year. Thisisan
unusuallyfavorableperformanceat
this stage of an ex pan sion when pro-
ductivity growthtypically slows
down fromitsear lier pace. Partly, it
reflectsthecapi tal deepeningthat has
oc curred inrecent yearsdueto rapid
gainsinbusi nessinvest ment, and
partly, it may reflectim provements
inproductionderivingfrominfor ma
tiontech nol ogy. Thefaster rate of
growth of productiv ity hasin creased
overall economic growth and stan-
dardsof living, al lowingtheunem-
ploy ment rateto fall with out a
buildup of inflationary pressures.

Growth in consumer spendingand
busi nessinvest mentincapi tal equip-
ment and soft ware wasvery rapidin
fiscal 1999. Real consumer pur chases
accel eratedto morethan 5 per cent
over the year to post the fast est rate of
increasein 14 years. Higher spending
wasfueledby risingemploy mentand
in comes and higher net worths pri-
mar ily duetotherising stock mar ket.
Pri vateinvest mentin equip ment and
soft ware, whichin creased at dou-
ble-digit rates over the past 7 years,
alsoaccel erated infiscal 1999andre-
corded itsbest year of theex pan sion,
rising by 14.5 percent. Falling prices
for com put ersand other high-tech

Growth of Real GDP
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“The expansion entered its ninth

year and moved

closer to a new

record length.”

goodsduetoim provementsinqual ity
andprocessingcapacity contributed
totherapidgrowthinreal invest ment.
A wideningforeigntradedefi citcor
tinuedto off setstrength in other sec-
torsof theecon omy infiscal 1999, al-
though the drag on real GDP
di minished over theyear asex ports
picked up dueto somefirmingin
OVer Seaseconomies.

Labor mar ketsremained strongin
fiscal 1999. Theunemploy mentrate
drifted down from 4.5 per cent at the
start of the year to 4.2 per cent by the
end of fis cal 1999, and dipped even
lower inthefirst quar ter of fiscal
2000. Thesereadingswerethelow est
in a most three de cades. The share of
theworking-agepopulationwithjobs
reached are cord high, and long-term
unemployment fell. The econ omy
added 2.7 mil lionjobsinthefiscal
year, just abit lessthan an nual gains
in the prior 2 fiscal years.

Therateof inflationincreasedin
fiscal 1999 dueto higher oil prices,
butunderlyinginflationary pressures
remainedin check evenwith strong

eco homicgrowthand low unem ploy-
ment. Theaccel erationinproductiv-
ity growth to morethan 3 per cent
helped to hold down costs. The Con-
sumer Price In dex (CPI) rose by 2.6
per cent over thefiscal year com pared
with only 1.4 per cent in fiscal 1998
whenoil pricesfell. Excludingenergy
and food, how ever, growthin con-
sumer pricesslowedto 2.1 per centin
fiscal 1999from 2.4 per centinfiscal
1998.

The Federal Reserve raised
short-term inter estratesinthesecond
half of thefiscal year and againin fis-
cal 2000. These ac tions more than re-
versed ear lier easing movesthat had
been un der takenin 1998 to deal with
temporary financial turmoil bothhere
and abroad. Inraising rates, the Fed-
eral Re serve cited con cernsthat con-
tin ued faster growth in eco nomic de-
mandthaninpotential supply could
fosterinflationaryimbal ances.
Long-terminter estratesmoved
higher over the course of thefiscal
year, damp ening somewhat thevery
strong growth in hous ing.
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Improving Financial Management of the Federal Government

For the first 200 years of the U.S.
Gov ernment’ sexistence,itdidnot
publish consol i datedfinancia reports
otherthanonabudget ary basis. Much
prog ress has been madein the area of
fi nancial managementoverthe3
yearssincetheini tial audited Con sot
i dated Fi nancial Report of theUnited
StatesGovernment. Agenciesarepro-
ducing better re cords and better fi-
nan cial statements. The Y ear 2000
(Y 2K) pro cesshasre sultedin better
systems, andtheJoint Fi nancial Man-
agementImprovementProgram
§ JFMIP) certifi cationprocesshas

orced many ven dorsto pro ducesys-
temsthat moredi rectly meet Gov ern-
mentrequirements. Nonetheless,we
have more to achieve.

Historically, ef fectivemanagement
of theU.S. Gov ern ment hasbeen
ham pered by alack of reli ablefi nan-
cia information. Tohelpimprovethe
integrity of financial information,in
1990the Of ficeof Management and
Budget (OMB), theDepart ment of
the Treasury (Treasury) and the Gen-
eral Accounting Of fice(GAO) estab-
lishedthe Fed eral Accounting Stan-
dardsAdvi sory Board (FASAB) to
devel opaccountingstandards for the
U.S. Gov ernment. Thework of

“Much progress
has been made
in the area
of financial
management . . . "

FASAB augmentstheef fortsof the
JFMIPto strengthen over all Fed eral
financial management.

Thestandardsdevel opedby the
FASAB are now rec og nized by the
Americanlnstituteof CertifiedPublic
Accountants(AICPA) asbeing gen
eralyacceptedaccountingprinciples
(GAAP) for the Fed erd Gov ern ment.
Thisisamajor accom plishment. It
will enhancetheac cept abil ity of our
re ports and will add to the level of fi-
nancial professional ismthroughout
the U.S. Government.

Workingtoissueagency fi nancial
reportsconsistentwith GAAPand to
obtaincleanauditopinions, the Ad
ministrationiscommittedtoimprov-

ingthereli abil ity of Federal fi nancial
information.Achieving an unquali-
fiedopiniononthefi nancial state-
ments of Fed eral agen ciesand the
U.S. Gov ernmentisafirst step. Un-
qual i fiedopinionsleadtothedevel -
op ment of better fi nancial infor ma-
tion which, when provided to
management, will providethebasis
forproducingbetterdecisions.
Agencies and the Gov ern ment asa
whole must con tinueto work toim-
plement systemsthat reportfi nancial
andprograminfor mationquickly and
reli ably, and then must usethat infor -
mation in the stew ard ship of theNa-
tion’ sresources.

TheaccompanyingFinancia Re
port is required by 31 U.S.C.
331(e)(1) and con sists of the Man-
agement’sDiscussionandAnal ysis
(MD&A), Statement of Oper ations
and Changesin Net Po si tion, State-
ment of Net Cost, Bal ance Sheet,
Stew ardshipInfor mation, Notesto
theFi nancia Statementsand Supple-
mental Infor mation. Eachsectionis
pre ceded by adescription of itscon-
tents.

Basis of Accounting and Reporting Entity

Accounting
Standards

Theaccompanyingfinancial state-
mentsgenerally wereprepared
based on GA A Pstandardsdevel oped
by FASAB. Therecentrecognition
of Federal accountingstandardsby
the AICPA asGAAP enhancestheir
acceptability. Thesestandardsform
thefoundationfor preparingconsis
tentand meaningful fi nancial state
mentsbothforindividual Federal
agenciesandtheGovernmentas a
whole.

“The recent recognition of Federal

accounting standards by the AICPA as
GAAP enhances their acceptability...”

GAAP for theFed eral Gov ern
ment istai lored to the U.S. Gov ern-
ment’ suniquecharacteristicsand
special needs. For ex am ple, land not
usedinU.S. Governmentoper ations
(stew ard shipland), weapon systems
and sup port prop erty used inthe per-
for manceof mil i tary missions,and
vesselsheld aspart of the National
DefenseReserveFleet (national de

fense as sets) arereportedinthe
Stewardshiplnformationsection
rather than val ued ontheBal ance
Sheet. TheGov ernment’ sresponsi-
bil i tiesand pol icy commitmentsare
much broader than the re ported Bal -
anceSheetli abilities. Theyinclude

thesocial insur anceprogramsdis-
closedintheStew ard shipInfor ma-

tionsection, as well as awide range
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Accounting
Standards, cont.

of other pro gramsun der which the
Governmentprovidesbenefitsand
ser vicesto the peo pleof thisNation.
Stan dardsthat wereimplemented
infiscal 1999 at the Governmentwide
level requirereporting of annual Fed -
eral ex pensesfor stew ard shipinvest-
ments. These al so are ex am ples of
standardstai loredtothespecial char -

acteristicsof theU.S. Gov ernment.
Suchinvest mentsinclude:

* Non-Federal physi cal prop

erty; theFederal invest mentin
prop er ties owned by State and
local governments(e.g., high-

waysand air ports).

* Humancapital;investments
ineducationandtraining pro-
grams fi nanced by the U.S.
Gov ernmentforthebenefit of
thepublic.

* Researchanddevel opment;
theU.S. Gov ernment’sinvest

mentsin basic and ap plied
researchanddevel opment.

Theannual ex penserelatedtothese
invest mentsin cludedinthe State-
ment of Net Cost issep arately re-
portedinthe Stew ard ship Infor ma.
tionsection.

A new accountingstandard, which
becameef fectiveforfiscal 1999, re-
guiresthat deferred maintenancebe
presentedasrequiredsupplementary
information. Reportingdeferred
maintenancehighlightsthereal ity
that itisan ex pected cost, which has
not been paid.

Accrual Basis

Thesefi nancial statementsof
the U.S. Gov ernment arepre-
pared based on GAAP that re-
quiresusingtheac crual basisof
accounting. Undertheaccrual
basis, transactionsarereported
when theeventsgivingriseto
thetransactionsoccur, rather

than when cashisreceived or
paid (cash basis). Incontrast,
Federal budgetaryreportingis
generally onthecashbasisin
ac cor dancewith ac cepted bud
get con cepts.

Themostsignificantdif fer-
ence be tween these two bases
involvesthetimingof rec og ni
tionand measurement of rev e
nuesand costs. For ex ample,
GAAPrequiresrecognitionof

li abilitiesforcostsrelatedtoen-
vironmental cleanupwhenthe
eventsrequiringsuch costs oc-
cur. By contrast, cur rent bud get
conceptsrecoghnizesuchcosts
later, at the time pay ment is
made. The ef fects of these dif-
ferencesarereflectedinthe
Reconciliation of the Ex cess of
Rev enueOver Net Costtothe
Unified Bud get Sur plus, inthe
Supplemental Infor mationsec-
tion of thisFi nancia Report.

Coverage

Thefi nan cial state mentscover theex ec utive branch, aswell as parts of

thelegislativeandjudi cial branchesof theU.S. Gov ern ment. A list of the
signifi cantenti tiesincludedinthesefi nancial statementsisintheAp pert
dix. Infor mationfromthelegislativeandjudi cial branchesislimited be
causethoseenti tiesarenot required by law to submit com prehensivefi nan
cia statement infor mationto Treasury. Duetoitsindependence, theFederal
Reserve Systemisex cluded. Inad di tion, Gov ern ment-sponsored but pri
vately owned en ter prises (such as Fed eral Home L oan Banks and the Fed-
eral National Mort gageAssoci ation) areex cluded.

Financial
Results

Theex cessof revenueover net
costfigure(accrual basis) contained
inthesefi nan cial statementsfor fis-
cal 1999is$76.9bil lion. Infiscal

1999, therewasauni fied bud get sur-
plus(pri marily on the cash basis) of
$124.4bil lion. The pri mary com pa
nentsof thedif fer encethat havebeen
identi fiedareprinci pal pay mentsof
pre-credit re form loans, $32.4 bil-
lion; decreasesintheliabil ity for
veterancompensationandburial
benefits, $94.9hil lion; decreasesin
the liabilityformilitary employee
benefits,$31.1bil lion;increasesin

theliabilityforcivilianemployee
benefits, $41.6 bil lion; increasesin

environmental li abil i ties, $88.7 bil

lion; and, increasesincapitalized
fixed assets, $41.5 bil lion. For more
infor mationonthedetailedreconcil

i ation, seetheReconciliationofthe
Ex cessof Rev enue Over Net Cost to
the Unified Bud get Sur plusinthe
Supplemental Informationsection.
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Revenue and Expense Summary

Revenue

Non-exchangerev enueisaninflow
of resourcestothe Gov ernment that
theGov ernmentdemandsor receives
by do nations. Theinflowsthat it de-
mandsin cludetaxes, duties, finesand
penal ties. Non-exchangerevenueis
theU.S. Gov ernment’ spri mary
source of revenue and totaled
$1,822.4 bil lionin 1999. Morethan
95 per cent of thistotal came fromtax
receipts, withtheremainder coming
from customsdutiesand other mis-
cel laneousreceipts.

Earned revenuesareinflowsof re-
sourcesthat arise from ex change
transactions; for ex ample, whenthe
U.S. Gov ern ment sellsgoods or ser-
vicestothepublic. During 1999, the
U.S. Gov ern ment earned $192.6 hil -
lioninex changerev enue. Of these
revenues, $182.1bil lionisoff set
against the gross cost of the re lated
functionstoarriveatthefunction's
net cost. TheU.S. Gov ern ment also
earned $10.5 bil lion that was not off -
set against the cost of any function
(e.g.,roy a tiesontheOuter Conti nen-
tal Shelf lands).

Expenses by Function

Thenet cost of U.S. Gov ern ment
operationswas$1,756.0bil lionfor
1999. Net cost rep re sentsthe gross
costof operationslessattributable
earned rev enues. The Statement of
Net Cost reflectsthe cost in curred
tocarry out thenational pri ori ties
identi fied by the Presi dent andthe
Congress. The functions and
subfunctionsusedtoac cumulate
costsassoci atedwiththenational
prioritiesareidentifiedinthePresi-
dent’ sbud get and de scribed in de-
tail intheSupplemental Infor ma-
tionsection of thisFi nancial
Report. Theaccompanyingchart
presentstheper cent age of thenet
costof U.S. Gov ernment oper ations
represented by each of theU.S.
Government’ smajor functions.

Components of Revenue
by Major Source

3.5%

2.1%

1.4%
1.3%

0.9%

72.3% Individual income
tax and tax
withholdings

9.6% Exchange
revenue

9.0% Corporate
income tax

3.5% Excise tax
2.1% Miscellaneous

1.4% Estate and
gift tax

1.3% Unemployment
tax

0.9% Customs duties

De tail may not add
to to tals due to round ing.

Net Cost by Major Function

Human
resources

23.5% National
defense

13.1% Interest

6.4% Other
functions

5.4% Physical
resources

De tail may not add to to tals due to round ing.
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Asset and Liability Summary

Major Categories
of Assets

33.8% Property, plant and equipment
20.8% Loans receivable
19.6% Inventories and related property

13.0% Cash and other monetary assets
6.1% Other

4.0% Accounts receivable
2.6% Taxes receivable

De tail may not add to to tals due to round ing.

Major Categories of Liabilities

—
—

/

o

/ 37.6%

52.6% Federal debt held
by the public

37.6% Federal employee and
veterans benefits

4.5% Environmental and
disposal liabilities

2.4% Other liabilities

1.2% Accounts payable

1.1% Benefits due and payable
0.5% Loan guarantee liabilities

De tail may not add to to tals due to round ing.

Assets

Theassetsof theU.S. Gov ernment
aretheresourcesavail abletopay li a
bilitiesortosatisfyfutureservice
needs. Theaccom pany ing chart de-
picts the major categoriesof reported
assetsasof Septem ber 30, 1999, asa
per centageof reportedtotal assets. De-
tailedinfor mationabout thecom po
nentsof theseasset cat egories can be
foundinthe Notesto the Fi nancial
Statements.

Theassetspresented ontheBal ance
Sheet arenot acom prehensivelist of
Federal resources. For example, the
U.S. Gov ern ment’ smost im por tant fi-
nan cial resource, itsabil ity totax and
regulatecommerce, cannot bequanti-
fiedandisnotreflected. Nat ural re-
sources, stewardshipland (national
parks, for estsand graz ing lands), na-
tional defenseassetsand her i tage as-
stsareother ex amplesof resources
that are not in cluded in the $883.0 hil -
lion of Fed eral assetsre ported onthe
Bal ance Sheet at theend of fiscal 1999.
Ascanbeseen, signifi cant assetsof the
Federal Governmentarenotreflected
on the Bal ance Sheet.

Liabilities

At the end of fiscal 1999, the U.S.
Governmentreportedliabilitiesof
$6,909.2bil lion. Theseli abil i tiesare
probableand measur ablefutureout
flowsof resourcesarising out of past
transactions or events. Thelarg est
componentoftheseliabilities
($3,631.6hil lion) isrepresented by
Federal debt securitiesheld by the
public. Thenextlargest component
(%2,600.7 bil lion) relatesto pension,
disabil ity and health care costsfor
Federal civilianandmilitary em-
ploy eesaswell asfor vet er ans. In
cludedinthiscom ponentisaDepart
ment of VeteranAffairsprogram
whereby vet er ansor their de pend
entsreceivecompensationbenefitsif
thevet eran wasdisabled or died
from militaryservice-connected
causes. Changesintheassumptions
forthisactuarial liabilityresultedin
ali abil ity decreaseof $94.9bil lion.
Anotherliabil ity, whichwill likely
requiresubstantial futurebudgetary
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resourcestoliqui date,isrelatedto environmental
cleanupcostsassoci atedwithenvironmental dam-
age/contami nation. Asof September 30, 1999, thecost of
cleaningupenvironmental damage/contamination
acrossGov ernment programswasesti mated tobe$313.2
bil lion, anin crease of $88.7 bil lion from 1998.

Theaccompanyingchart presentstheper centageof te
tal Federal li abil i tiesrep resented by each of thecat ego-
riesof li abil i tiesreported ontheBal ance Sheet. Ad di-
tional detailsabout theU.S. Gov ern ment’ sreported
liabilitiescan befoundinthe Notesto the Fi nancial
Statements.

Long-term Budgetary Outlook

Thelongertermeconomicand
budget outlookisfavorable—even
more so than only afew years ago.
Withprudentfiscal pol icy, thebud-
get couldremaininsur plusfor many
decades. TheAdministrationpro
jectsbud get sur plusesin 2000 and
throughoutthecustomary 10-year
bud get window. How ever, such pro-
jectionsareinherentlyuncertain,
because, whileprudentfiscal pol icy
can saf e guard our hard-earned pros-
perity, sotoo canreck lesschoices

dissi patetheben efitsof thebud get
disci plinethatisresponsi blefor our
ongoingsuccess.

There are foreseeablechal lenges
thatwill threatenbudgetary stabil ity
inthe 21% cen tury. Inlessthan 10
years, the “baby-boomers”—the
largegener ationbornbetween 1946
and1964—will becomeel i gi blefor
early retirementunder Social Secu
rity. In the space of two de cades, the
el derly’ sshareof theU.S. popula
tion will jump from around 13 per-

centto 21 per cent. Thisdemo-
graphic bulgewill put pressureon
the Federal budget through
MedicareandSocial Security. Fis-
cal disci pline—payingdownthe
debtandreducingoreliminatingin
ter est pay ments—improvesthe
long-runbudget bal ance. Addi tional
reformssuchastheAdministration
proposalsdescribed below, will be
needed to strengthen So cial Se cu-
rity and Medicare. Addi tional infor-
mationonreceipt andoutlay esti-
mates can befoundin the Cur rent
Services Assessment inthe Stew-
ardshipInformationsectionof this
Financial Report.

Financial Condition of the Medicare Trust Funds

Twotrust fundshavebeen estab lished to fi nancethe
Medicareprogram. The Medicare Part A Hospi tal In sur-
ance Trust Fund isfi nanced by a 2.9 per cent tax on wages
andsal ariesrequiredto bepaid equally by em ploy eesand
employ ers. TheMedicarePart B Supplementary Medi cal
Insurance Trust Fund re ceivespremium pay mentson be-
half of M edicarebenefi ciarieswhohaveelected cov er age.
TheBal anced Bud get Act of 1997 pro videsthat the
Medicare Part B premium is set at alevel that will cover
25 per cent of pro gram costs. Theremain der of thepro-

gramcostisfunded by congressional appropri ations.

The 1999 Trustees' Annual Report projectsthat the
Medicare Part A Trust Fund' s as setswill be de pleted by
2015usinginter medi ateor “ best esti mate” assumptions.
TheAdministration haspro posed changesthat will ex tend
that date by at |east ade cadeto at least 2025. Ad di tional
infor mation about the Medicarepro gram canbefoundin
the Stew ard ship Infor mationsectionof thisFi nancial Re
port. At thetimethisre port was pre pared, the 2000
Trustees' Annual report wassched uledtobereleased on
March 30, 2000. It’ srevised esti mateswill dif fer from
thosere ported the pre vi ous year, which have been in
cludedinthisFi nancial Report.

Financial Condition

of the Social Security Trust Funds

Two trust funds have been estab-
lished by law to fi nance the So cial
Security program (OASDI): Federal
Old-Age and Survivorslnsurance
(OASl)andFederal Disabil ity Insur-
ance(DlI). OASI paysretirement and
survi vorshenefitsand DI paysbene-
fitsaf ter aworker becomesdisabled.
OASDI revenuesconsistpri marily

of taxeson earn ingsthat are paid by
employ ees, theiremploy ersandthe
self-employed. OASDI alsoreceives
rev enuefromtax ation of some So-
cial Security benefits. Revenuesthat

are not needed to pay cur rent ben e-
fitsoradministrative expensesare
investedinTreasury securitiesto

earninter est for thetrust funds. The

Board of Trustees of the OASI and
DI Trust Funds providesthePresi-
dent and the Congress with
short-range (10 years) and
long-range (75years) actuarial esti-
mates of each trust fund. Be cause of

theinher entuncertaintyinesti mates
for aslong as 75 years into the fu-

ture, theSocial Security Trustees
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usethreeal ter native setsof eco
nomic anddemographicassumptions
toshow arangeof possi bil i ties. Most
analystsusetheTrustees inter medi
ateor “best esti mate” set of assump-
tionstoeval uatethefi nancial condi
tion of theSo cial Security program.

Under currentlegislationandusing
intermediate assumptions, the
Trusteesesti matedintheir 1999 re-
port, released on March 30, 1999, that
by 2014 cash disburse mentsfor the
programs will ex ceedcashreceipts
and by 2034 the com bined trust fund
assets, primarilyinvestmentsinTrea
sury securi ties, will beex hausted.
With no changein the pro gram, in
2014 thetrust funds are ex pected to
beginusinginter estontheirinvest
ments to cover the cash short fall and
topay ben efits. Starting in 2022, they

“The Administration
has proposed plans
that would extend the
life of the trust funds
to at least 2050 . . .”

wouldbeginredeemingtheirinvest
mentsinTreasury securitiesto
pro videthe needed fund ing. In 2034,
trust fund as setswould be ex hausted;
atthattime, dedi catedtax rev enues
would be suf fi cient to pay only ap
proxi mately 71 per cent of thebenefits
due. At thetimethisre port was pre-
pared, the Trustees’ An nual Re port
was sched uled to bereleased on

March 30, 2000. Itsrevised esti mates
will dif fer fromthosereported the
previ ousyear, which have beenin
cludedinthisFi nancial Report.

TheAdministration has proposed
plansthat would ex tend thelife of the
trust funds to at least 2050, and in
tends to work with Con gress on a bi-
par ti sanbasistoenactlong-term So.
cial Security sol vency andreform.
Acting sooner rather than later to ad
dress the long-term financingneeds
of the pro gram will makethere
quired changeslesssevereand dis
ruptiveand ensurethat Social Secu-
rity works as well for future
gener ationsasit hasfor pastgener a
tions. Additional infor mationabout
theSocial Security programcanbe
foundintheStew ard shipInfor mation
sectionof thisFi nancial Report.

Improving Government Management Overall

Inadditiontoimprovingfi nancial
man agement, theFed eral Gov ern
ment hasinrecent yearsdevoted
substantial ef fortstoimproving
other ar easof management. These
ef fortsareestablished and reported
annually by OMB asPri ority Man
agement Objectives(PMQs). Coor-
di nated, sustainedandintensive
managementini tiativeshavebeen
designedtoaddresstheissuesinthe
accompanyingtext.

Real progresshasbeen madeto
improveprogramimplementation
and ex ecutionthrough out the Gow-
ern ment, on both aGovernmentwide
and agency-specificbasis. For ex am-
ple:

Man aging the Year 2000 (Y2K)
computer problem. TheAdministra
tion’sfirst and foremost man age
mentobjectivewastoresolvethe
Y 2K com puter problem. Y 2K posed
thesinglelarg est tech nol ogy man
agement chal lengeinhistory. The
Federal Government’ stransition
through the date changewas, beyond
all expectations,remarkablytrouble
free.

Modernizingstudentaiddelivery.
Signif i cant prog resswas made mod-
ernizingstudentaidbenefitdelivery

“Coordinated, sustained and intensive
management initiatives have been designed
to address the issues . .."”

by ex pandingelectronicaccessto
benefitsandservicesandreforming
contracting, systemsdevel opment,
and programover sight practices.
Thenew per for mance-based or gant
zation, createdin 1998, hired achief
oper atingof fi cer, assessed customer
needs, devel opedasystemsmodern
izationblueprint,issueda5-year
performanceplanandreor ganized
the staff into three ser vice-oriented
chan nelsfor students, schoolsand fi
nancial institutions.

Reengineeringthenatural ization
processandreducingtheciti zenship
applicationbacklog.The De part
ment of Justice’ sImmi grationand
NaturalizationService(INS)rede
signeditsnatural ization processto
streamlineandautomateoper ations,
and si mul taneously reduced aback
log of morethan 1.8 mil lionap pli ca
tionsfor citi zenship.In1999, INSre

duced the back log by more than
500,000 ap pli cations, and theav er
ageprocessingtimebetweenappli-
cationandnatural izationof qual i-
fied can di dateshasbeenreduced
from 27 monthsin 1998 to 12
monthsin 1999. INSex pects per for
mancetoim provefur ther.

Improving man agement of thede-
cennial census. The Bu reau of the
Censusinthe De part ment of Com
merceensuredthatthenecessary
sup port structure—whichincludes
openingdatacapturecenters, re
gional censusof ficesandlo cal cent
sus of fices; print ing forms; estab
lishingatelephonequestionnaire
assistanceprogram; printinglan-
guageassistanceguides; andrecruit-
ingandtrainingtemporary census
work ers—wasestablishedand
tested and ready for op er ation.
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Priority Management Objectives

Strengthening
Governmentwide Management

Useper for manceinfor mationtoimproveprogram
man age ment and make better bud get deci sions.

Improve financial management information.

Usecapi tal planningandinvest ment control tobetter manage
informationtechnol ogy.

Providefor computer security andprotectcriti cal infor mation
infrastructure.

Strengthenstatisti cal programs.

Implementacqui sitionreforms.
Implementelectronic Gov ernmentini tiatives.

Better manageFederal fi nancial portfolios.

Align Fed eral hu man re sourcesto sup port agency goals.
Ver ify that theright per sonisget ting theright ben efit.
Stream lineand sim plify Fed eral grant man age ment.
CapitalizeonFederal energy ef fi ciency.

Improving Program Implementation

13.
14.

15.

16.
17.
18.

19.
20.

21.
22.
23.
24.

Modernizestudentaiddelivery.

Improve the Depart ment of Energy’ s(DOE’S) program
andcontractmanagement.

StrengthentheHealth CareFi nancing Administration’s
(HCFA’s)management capacity.

Im plement Housing and Human Devel opment (HUD) reform.
Reformmanagementof Indian Trust Funds.

Implement Federal Avi ationAdministration(FAA)
managementreforms.

Implement Inter nal RevenueService(IRS) reforms.

StreamlinetheSocial Security Administration’ s(SSA’s)
disabilityclaims process.

RevolutionizeDepart mentof Defense(DOD) busi nessaf fairs.
Man agerisksinbuilding thelnter national Space Station.
Improve securityatdiplomatic facil i tiesaroundtheworld.

Reengineer thenat ural ization pro cessandreduce
theciti zenshipappli cationback|og.

Systems,
Controls
and Legal
Compliance

TheFederal Government
facesdauntingproblems in
modernizingitsfi nancial man.
agement systems. Changing
tech nol ogy, aswell aschang-
inginfor mationneeds, areoc-
curringsorapidly that tech nol-
ogy advances in today’'s
systemsbecomeobsoletewith
identi fi cationof new dataand
systemsrequirements. The
cor ner stoneof soundfi nancial
management, as well as
performancemeasurement, is
accurate, timely anduseful in
for mation. Many Fed eral fi-
nancial systemsaresimply
unabletoprovidethedata
needed to managepro grams
and makegood deci sions. The
Government needs to up grade
and re place many of itsfi nan-
cial management systems.

TheFederal Fi nancial Man-
agementImprovementAct
(FFMIA) pointed out that the
development of fi nan cial man-
agement systemsthat sup port
GAAPwillimproveFederal
financial management. I m-
provementinfi nancial sys
temsde pends upon: (1) an en-
vironmentinwhichfinancial
managementsystemscan be
successfully planned, devel-
oped, op er ated and main
tained; (2) Governmentwide
systemsrequirementsthat sup-
portinformationstandards;
and (3) theavail abil ity of sys
temsthat meet the Gov ern-
mentwidesystemsrequire
mentsarticulatedin FFMIA.
FFMIA sup portsand com ple-
mentsthe Chief Fi nan cial Of-
fi cers(CFO) Act, theGov ern-
ment Performance and
Re sults Act, and the Gov errr
mentManagement Reform
Act. Itestablishesin stat ute
certainfinancial management
systemrequirementsthat are
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Controls and Compliance, cont.

al ready established by theex ecutive
branch. Specifically, Fed eral sys
tems must com ply with Fed eral Fi-
nancial Management Systemsre
quirements, Federal Accounting
Standardsandthe Standard General
Ledger, at thetransaction level.
The CFO Council, OMB, Trea-
sury, the Joint Fi nan cial Man age
ment Improvement Program
(JFMIP) and Fed eral agenciesare
all workingtoimplementcriti cal
improvementstoFederal fi nancial
management systemsinsix ar eas:
(1) planningandinvest ment; (2)
Governmentwide and agency fi nan

cial managementsystemsinfra
structures; (3) comprehensivedata
requirements; (4) comprehensive
functional requirements; (5) indus
try part ner ships; and (6) systemsde
ploy ment.

Thispast year, JFMIPimple
mented apro gram of com prehen-
sivetest ing of ven dor core systems
todeterminecompliancewith
JFMIP stan dards. Ninesystemsin
volv ing seven ven dors have passed
therig or oustests. Only those sys
temscerti fied by JFMIPascom pli-
ant may be pur chased by pro gram
agenciesasof October 1, 1999.

Numer ousstronginter nal con-
trolsexistover Fed eral assets.
Thesecontrolsincludetheexis
tenceof astat utory bud get and cen-
tral ized cash man agement, debt and
disbursement functions. In ad di-
tion, Treasury’ sFinancial Manage-
ment Ser vice (FMS) publishesthe
“Monthly Treasury State ment of
Receiptsand Out lays of the United

StatesGov ernment” (MTS), asum-
mary state ment pre pared from

agency accountingreports. The

MTSpresentsthereceipts, outlays,
resultingbudget sur plusor defi cit,

and Fed eral debt for the month and

thefis cal year-to-date and com-
pares those fig ures to the same pe-

riodinthe previ ousyear.

Financial Management Challenges

GAO hasreportedthat seri ousfi-
nancial managementimprovement
chal lengesfacetheU.S. Gov ernment.
Thecentral chal lengetoproducing
reli able, useful andtimely data
through out the year and at yearend is
over haulingfinancial andrelated
managementinfor mationsystems.
Agenciesalso must ad dressproblems
with fundamental recordkeeping,in-
com pletedocumentationandweak
inter nal controlsbeforetheir systems
canproducereli ableinformationon
anongoingbasis.

Auditsof agency fi nancial state-
mentsdisclosedefi cienciesthatim
pede com pli ancewith GAAPand, ac-
cordingly, improved financial
management. Asaresult, despite
prog ress over the past year, GAO
againwasunabletorender anopinion
on the reliability of the
Governmentwide financial state-
ments. Thefol lowingex hibit illus-
tratesagency progresstoward un-
qualifiedauditopinionsontheir
fi nancia statements. (Auditsfor all of
the 24 major agen cieswerenot re-
quired until fiscal 1996.)

In 1996, only six agen cieswere
abletoobtaincleanopinions. In 1999,
13 (and ul ti mately per hapsasmany as
15) agenciesreceived cleanopinions

“While efforts
have been
substantial and
there has been
real progress,
the task
isextremely
large . . .”

and4 oth ersreceived qual i fied opin
ions. Thisleavesonly five agen cies
withdisclaimed opinions, acondi tion
wheretheau di torsareun abletoren
deranopinion, gener ally becauseof
deficienciesin theac countingre
cords. How ever, in afew cases, agen
ciescould not preparetheir fi nancial
statementsintimefor theau ditstobe
completed within the March 1
timeframe. A total of sevenagencies
made someim prove ment in their au
dit opinionsand four morethan last
year submittedtheir statementsby the
duedate. Whileef fortshave been
sub stantial andthere hasbeenreal
prog ress, thetask isex tremely large
and has been ham pered by Y 2K work

receivingthebulk of systemsre-
sourcesin1999. Addi tional progress
is ex pected in 2000.

While prog ress has been made, re-
cent auditsdisclosed that major agen
ciescontinueto have seri ous short-
comingsinfinancia management
reportingandsystemsthat preclude
theirfinancial reports from beingaur
ditedandreceivingunqual i fied opin
ions. Theseagenciesmust satisfacto-
rily ad dresstheseproblemsin or der
toreceiveanunqual i fiedopinionon
their fi nan cial state mentsand for the
U.S. Governmenttoreceivean un-
qualifiedopiniononitsfinancial
statements.

Withrespect tointragovernmental
transactions, thechal lengeper tainsto
identifyingandeliminatingtransac-
tionsbetween agen cies. Theauditsof
theU.S.Government’ sfinancial
statementsfor fiscal 1997 through
1999 disclosed that agen ciescould
notef fectivelyidentifytransactions
with other agen cies so they could be
elimi nated for Governmentwidere-
porting. If thesetransactionsare not
properly elimi nated, total U.S. Gov-
ernmentassets, li abilities,revenues
and ex penseswill bemisstated by the
amount of thesetransactions.
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CFO Act Agency Audit Opinions
on Financial Statements

Challenges,
Agency | 1996 1997 1998 1999
cont.
USDA
L Commerce
Duringfiscal 1999, Treasury cort
tinued to focus on resolving DOD
intragovernmental transactionis Education
sues. Forfiduciary bal ancestotaling ‘
over $2tril lioninvolvingtheBureau DOE
of thePub lic Debt and the Fed eral HHS | |
Financing Bank, virtually al of the
accountingdifferences have been HUD |
explained so that these transactions DOI o
canbeelimi nated. Progressalsohas .
been maderegardingintragovern- DOJ __““"““I“
mental buy ingandsell ingtransac DOL
tionsby usingarevisedelimi nation
method ol ogy, but work remainsto State
be done in this area
Treasury continuestoassist agen DOT
ciesinreconcil ingtheirfundbal ance Treasury I“I"“““Il
amount with the amount re ported by VA ”””H””l ‘
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The President
The President of the Senate
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Implementation of important |egidative reforms remains underway to promote greater
accountability in managing the finances of our national government. These reforms
include requirements for annual audited financia statements for 24 major departments
and agencies as well as preparation of the financial statements of the U.S. government,
which GAO isrequired to audit. The report on our audit of these financia statements for
fiscal year 1999 is enclosed.

These financia reporting requirements are prompting steady improvements in federal
financial accountability, and there has been progress toward meeting the related
legidative objectives. The President has designated financial management improvement
as a priority management objective and efforts are underway across government to
address the pervasive, generally long-standing financial management problems discussed
in our accompanying report. Thusfar, 13 of 24 major agencies have received unqualified
opinions on their fiscal year 1999 financial statements and others have resolved certain
previously reported financial statement deficiencies. For example, the Department of
Energy resolved its previously reported deficiency related to its environmental and
disposal liability associated with nuclear weapons. Also, in October 1999, the American
Institute of Certified Public Accountants recognized federal accounting standards as a
generally accepted basis of accounting, which represents a major milestone for the
federal government.

At the same time, several major departments are not yet able to produce auditable
financial statements on a consistent basis. There are several magjor obstacles to
overcome, both at the agency level and in preparing reliable financial statements for the
U.S. government. The deficiencies discussed in our accompanying report prevented us
from being able to form an opinion on the reliability of the accompanying fiscal year
1999 financia statements, as was the case in our fiscal years 1998 and 1997 audits.
These deficiencies continue to significantly impair the federal government's ability to
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adequately safeguard certain significant assets, properly record various transactions, and
comply with selected provisions of laws and regulations related to financial reporting.
Additionally, (1) the government is unable to determine the full extent of improper
payments—estimated to total billions of dollars annually—and therefore cannot develop
effective strategies to reduce them, (2) serious, long-standing computer security
weaknesses expose the government's financial and other sensitive information to
inappropriate disclosure, destruction, modification, and fraud, and critical operations to
disruption, and (3) material control weaknesses affect the government's tax collection
activities.

The executive branch recognizes that, because of the extent and severity of the financial
management deficiencies, addressing them will require concerted improvement efforts
across government. With a concerted effort, the federal government, as a whole, can
continue to make progress toward achieving accountability and generating reliable
financial and management information on atimely basis and in an ongoing manner.
Annual financia audits represent an important means to assure continued progressin
connection with improving federal financial management.

While obtaining unqualified “clean” audit opinions on federal financial statementsis an
important objective, it isnot an end in and of itself. The key isto take steps to
continuously improve internal control and underlying financial and management
information systems as a means to assure accountability, increase the economy, improve
the efficiency, and enhance the effectiveness of government. These systems must
generate timely, accurate, and useful information on an ongoing basis, not just as of the
end of the fiscal year. Unfortunately, for fiscal year 1999, the financia management
systems of almost all agencies were again found not to be in substantial compliance with
the requirements of the Federal Financial Management Improvement Act of 1996. In
addition, while some attention to delineating core competencies and training has
occurred, a great deal more needs to be done to improve financial management human

capital.

Reliable financial information is essential for analyzing the government’s financial
condition and helping inform budget deliberations by providing additional information
beyond that provided in the budget. The budget of the federal government is primarily
formulated on a cash basis, which also is generally the basis for calculating the annual
budget surplus or deficit. The financia statements are prepared generally on the accrual
basis of accounting. The most significant difference between the budget and accrual
basis of accounting is the timing of recognition and measurement of revenues and costs.




GENERAL ACCOUNTING OFFICE REPORT 17

B-285019

Accrua information can be used with budgetary information to provide a valuable
perspective on the costs of agency programs and the government’ s assets and long-term
commitments. Thisis especially important given current demographic trends and the
fiscal challenges that will result.

Last year we discussed the Y ear 2000 challenge in our report. The federal government
has met the “date change’ challenge. The leadership exhibited by the legidative and
executive branches and the partnerships formed by a myriad of public, private, and
international organizations were critical factors behind this success.

The accompanying Financial Report and our report include certain information
concerning the Social Security and Medicare (Part A) trust funds, such as projected
contributions and expenditures, dates when expenditures are expected to exceed
contributions, and dates when such funds are expected to be exhausted. Such information
isasof January 1, 1999 for Social Security and as of September 30, 1999 for Medicare
(Part A), the most recent information publicly reported by the government. The
government plans to issue, on March 30, 2000, updated information as of January 1,
2000. The government’s issuance of dated information in this Financial Report at about
the same time that it issues more current information may cause confusion to the
Congress and the public. Steps should be taken, in future years, to ensure that the
government’ s Financial Report contains up-to-date information as of no earlier than the
end of the most recent fiscal year. Because current information on the solvency of the
Social Security and Medicare programsis critical to assessing the financial condition of
the federal government, aiding in budget deliberations, and fostering public debate, we
will include the updated information on these two important federal programs in a report
that will also contain the Fiscal Year 1999 Financial Report of the United States
Government.

We appreciate the cooperation and assistance we received from the Chief Financial
Officers and Inspectors General throughout government, as well as Department of the
Treasury and Office of Management and Budget officials, in carrying out our
responsibility to audit the government’s financial statements. We look forward to
continuing to work with these officials and the Congress to achieve the goals and
objectives associated with financial management reform.
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Our report was prepared under the direction of Jeffrey C. Steinhoff, Acting Assistant
Comptroller Genera for Accounting and Information Management, and Robert F. Dacey,
Director, Consolidated Audit and Computer Security Issues. If you have any questions,
please contact me on (202) 512-5500 or them on (202) 512-3317.

n—

David M. Walker
Comptroller Genera
of the United States
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The President
The President of the Senate
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The Secretary of the Treasury, in coordination with the Director of the Office of
Management and Budget (OMB), is required to annually submit financial statements for
the U.S. Government to the President and the Congress.> GAO is required to audit these
statements. Thisis our report on our audit of the financial statements of the U.S.
government for fiscal year 1999.2

In summary, certain significant financial systems weaknesses, problems with
fundamental recordkeeping and financial reporting, incomplete documentation, and weak
internal control, including computer controls, continue to prevent the government from
accurately reporting a significant portion of its assets, liabilities, and costs. Some of
these deficiencies primarily relate to specific major agencies; others, such as
intragovernmental transactions, affect the entire government. These deficiencies affect
the reliability of the accompanying financial statements and much of the related
information in the Fiscal Year 1999 Financial Report of the United States Government, as
well as the underlying financial information. They also affect the government's ability to
accurately measure the full cost and financial performance of certain programs and
effectively manage related operations.

The Government M anagement Reform Act of 1994 requires such reporting beginning with financial
statements prepared for fiscal year 1997.

20our report on the fiscal year 1998 financial statementsis entitled Financial Audit: 1998 Financial Report
of the United States Government (GAO/AIMD-99-130, March 31, 1999).
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Major problems included the federal government's inability to:

properly account for and report (1) material amounts of property, equipment,
materials, and supplies and (2) certain stewardship assets, primarily at the Department
of Defense;

properly estimate the cost of certain major federal credit programs and the related
loans receivable and loan guarantee liabilities, primarily at the Department of
Agriculture;

estimate and reliably report material amounts of environmental and disposal liabilities
and related costs, primarily at the Department of Defense;

determine the proper amount of various reported liabilities, including postretirement
health benefits for military employees and accounts payable and other liabilities for
certain agencies;

accurately report major portions of the net cost of government operations,
ensure that all disbursements are properly recorded; and

properly prepare the federal government’s financial statements, including balancing
the statements, accounting for substantial amounts of transactions between
governmental entities, properly and consistently compiling the information in the
financial statements, and reconciling the results of operations to budget results.

Such deficiencies prevented us from being able to form an opinion on the reliability of
the accompanying fiscal year 1999 financial statements, as was the case in our fiscal
years 1998 and 1997 audits. These deficiencies continue to significantly impair the
federal government's ability to adequately safeguard certain significant assets, properly
record various transactions, and comply with selected provisions of laws and regulations
related to financia reporting. Additionaly, (1) the government is unable to determine the
full extent of improper payments—estimated to total billions of dollars annually—and,
therefore, cannot devel op effective strategies to reduce them, (2) serious, long-standing
computer security weaknesses expose the government's financial and other sensitive
information to inappropriate disclosure, destruction, modification, and fraud, and critical
operations to disruption, and (3) material control weaknesses affect the government's tax
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collection activities. Further, the financial management systems of almost all agencies
were again found not to be in substantial compliance with the requirements of the Federal
Financial Management Improvement Act of 1996.

Our audit and the Inspectors Genera (I1G) audits of major component agencies financial
statements for fiscal year 1999 continue to result in (1) an identification and analysis of
deficiencies in the government's recordkeeping, financial reporting, and control systems
and (2) recommendations to correct them. Fixing these problems represents a significant
challenge because of the size and complexity of the government and the discipline and
human capital needed to follow sound financial management and reporting practices.

This report provides our (1) disclaimer of opinion on the government's fiscal year 1999
financia statements, (2) report on internal control, and (3) report on compliance with
selected provisions of laws and regulations related to financial reporting. It also provides
illustrations of the identified material deficiencies. A more complete discussion of these
issues may be found in individual agency reports. Additionally, the report highlights
certain long-term financing issues facing government. The objectives, scope, and
methodology of our work are discussed in the appendix to this report. We provided a
draft of this report to Department of the Treasury and OMB officials, who expressed their
commitment to address the deficiencies this report outlines. We did our work in
accordance with generally accepted government auditing standards.

DISCLAIMER OF OPINION

Because we were unable to determine the reliability of significant portions of the
accompanying financial statements for the reasons outlined above and described in more
detail below, we are unable to, and we do not, express an opinion on the accompanying
fiscal year 1999 financial statements.

Because of the serious deficiencies in the government’ s systems, recordkeeping,
documentation, financia reporting, and controls, readers are cautioned that amounts
reported in the financial statements and related notes may not be areliable source of
information for decision-making by the government or the public. These deficiencies
also affect the reliability of information contained in the accompanying Management's
Discussion and Analysis and any other financial management information--including
information used to manage the government day-to-day and certain budget information
reported by agencies--which is taken from the same data sources as the financial
statements.
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Further, while we have not audited and do not express an opinion on the Stewardship
Information, Supplemental, or Other Information included in the accompanying Financia
Report, we noted certain material omissions related to the presentation of national
defense assets and issues related to the reconciliation of the results of operations to
budget results, which are discussed below.

The accompanying Financial Report and our report include certain information
concerning the Social Security and Medicare (Part A) trust funds, such as projected
contributions and expenditures, dates when expenditures are expected to exceed
contributions, and dates when such funds are expected to be exhausted. Such information
isasof January 1, 1999 for Social Security and as of September 30, 1999 for Medicare
(Part A), the most recent information publicly reported by the government. The
government plans to issue, on March 30, 2000, updated information as of January 1,
2000. The government’s issuance of dated information in this Financial Report at about
the same time that it issues more current information may cause confusion to the
Congress and the public. Steps should be taken, in future years, to ensure that the
government’ s Financial Report contains up-to-date information as of no earlier than the
end of the most recent fiscal year. Because current information on the solvency of the
Socia Security and Medicare programsiis critical to assessing the financial condition of
the federal government, aiding in budget deliberations, and fostering public debate, we
will include the updated information on these two important programs in a report that will
also contain the Fiscal Year 1999 Financial Report of the United States Government.

Material Deficiencies

The following sections describe material deficiencies that contribute to our disclaimer of
opinion, discuss their effects on the financial statements and the management of
government operations, and highlight certain corrective actions. Although the federal
government has made steady progress, the fundamental nature of these deficiencies
remains unchanged from our fiscal year 1998 and 1997 financial statement reports. Each
of these deficiencies also constitutes a material weakness in internal control.®

® A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to arelatively low level the risk that errors, fraud, or
noncompliance in amounts that would be material to the financial statements may occur and not
be detected on atimely basis by employees in the normal course of performing their duties.
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Property, Plant, and Equipment and Inventories and Related Property

The federal government--one of the world's largest holders of physical assets—does not
have adequate systems and controls to ensure the accuracy of information about the
amount of assets held to support its domestic and global operations. A magjority of the
$472 billion of these reported assets is not adequately supported by financial and/or
logistical records. Assets that are not adequately supported include: (1) buildings,
structures, facilities, and equipment, (2) various government-owned assets that are in the
hands of private sector contractors, and (3) operating materials and supplies comprised
largely of ammunition, defense repairable items, and other military supplies. Also, the
government cannot ensure that all assets are reported. For example, no Department of
Defense (DOD) contractor-held personal property was reported. Further, national
defense asset unit information reported as Stewardship Information was incompl ete
because (1) it did not include major national defense support equipment, such as
uninstalled engines and communications equipment, and (2) amounts were reported in
units, rather than in dollars as required by current generally accepted accounting
principles. DOD, the largest holder of these assets, has acknowledged the challenges it
faces to implement effective systems and accurately record data to properly account for
and report its physical assets and has a number of initiatives underway that are intended
to address this problem. These initiatives are expected to span several years.

Because the government lacks complete and reliable information to support its asset
holdings, it could not satisfactorily determine that all assets were included in the financial
statements, verify that reported assets actually exist, or substantiate the amounts at which
they were valued. For example, periodic physical counts have shown that inventory
records contain significant error rates. Further, weak controls significantly impair the
government’ s ability to detect and investigate fraud or theft of assets.

Accurate asset information is necessary for the government to (1) know the assets it owns
and their location and condition, (2) safeguard its assets from physical deterioration,
theft, or loss, (3) account for acquisitions and disposals of such assets, (4) prevent
unnecessary storage and maintenance costs or purchase of assets already on hand, and (5)
determine the full costs of government programs that use these assets.
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Loans Receivable and Loan Guarantee Liabilities

As of the end of fiscal year 1999, the government reported $184 billion of loans
receivable and $35 billion of liabilities for estimated losses related to estimated future
defaults of guaranteed loans. Certain federal credit agencies, responsible for significant
portions of the government’s lending programs, were unable to properly estimate the cost
of these programs in accordance with generally accepted accounting principles and
budgeting requirements. As an example, the Department of Agriculture, which
represents a significant portion of loans receivable, could not estimate the net loan
amounts expected to be collected because it does not maintain some of the key historical
data needed to predict borrower behavior, such as the amount and timing of future
defaults and prepayments. Agriculture’ s lack of historical datais largely the result of
system inadequacies. Certain affected agencies are in the process of implementing action
plans intended to develop reliable loan and loan guarantee information. Reliable
information about the cost of credit programs is important in supporting annual budget
requests for these programs, making future budgetary decisions, managing program costs,
and measuring the performance of credit activities. Federal credit programs include
direct loans and loan guarantees for farms, rura utilities, low and moderate income
housing, small businesses, veterans mortgages, and student loans.

Environmental and Disposal Liabilities

Significant portions of the liability for remediation of environmental contamination and
disposal of hazardous waste, reported at $313 billion, lacked adequate support and may
not be complete. For example, the estimated cost to remove unexploded ordnance and
residual contaminants from training ranges, amounting to over 40 percent of DOD’s
recorded liability, is not adequately supported. Also, the cost of significant estimated
liabilities associated with certain major weapons systems and training ranges, initially
recorded in fiscal year 1999, was reported as a current year cost, rather than as a prior
period adjustment as required by generally accepted accounting principles.

Properly stating environmental and disposal liabilities and improving internal control
supporting the process for their estimation could assist in determining priorities for
cleanup and disposal activities and allow for appropriate consideration of future
budgetary resources needed to carry out these activities. DOD, which has significant
exposure for environmental and disposal liabilities, improved itsinitia estimate in fiscal
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year 1999 by including additional categories of liabilities, such as nuclear weapons
systems. Also, DOD has a project in progress that is intended to better identify and
document all additional environmental and disposal liabilities.

Liabilities

Adeqguate systems and cost data were not available to accurately estimate the reported
$196 billion military postretirement health benefits liability included in federal employee
and veteran benefits payable. Information used to develop such estimates did not include
the full cost of providing health care benefits. In addition, some of the underlying patient
workload data were not reliable. DOD is evaluating methods to develop areliable
estimate of thisliability. Also, some agencies do not maintain adequate records or have
systems to ensure that accurate and complete data were used to estimate a reported $86
billion of accounts payable and a reported $169 billion in other liabilities. For example, a
liability was not reported for certain amounts owed to contractors that, under the terms of
the contracts, were held by the government pending the acceptance of goods or services.
Further, the government was unable to provide adequate information to determine
whether commitments and contingencies were complete and properly reported. These
problems significantly affect the determination of the full cost of the government’s
current operations, the value of its assets, and the extent of its liabilities.

Cost of Government Operations

The government was unable to support significant portions of the $1.76 trillion reported
as the total net cost of government operations. The previously discussed material
deficiencies in reporting assets and liabilities and the lack of effective cash disbursement
reconciliations and deficiencies in financial statement preparation, as discussed below,
affect reported net costs. Further, we were unable to determine whether the amounts
reported in the individual net cost categories on the Statement of Net Cost and in the
subfunction detail in Supplemental Information were properly classified. Accurate cost
information is important to the federal government’ s ability to control and reduce costs,
assess performance, evaluate programs, and set fees to recover costs where required.

Cash Disbursement Activity

Several mgjor agencies are not effectively reconciling cash disbursements. These
reconciliations are intended to be a key control to detect and correct errors and other
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misstatements in financial records in atimely manner--similar in concept to individuals
reconciling personal checkbooks with a bank's records each month. Although
improvements in some agency reconciliation processes have been noted, there continued
to be billions of dollars of unreconciled differences between agencies and Treasury
records of cash disbursements as of the end of fiscal year 1999. Asaresult, the
government is unable to ensure that all disbursements are properly recorded. Improperly
recorded disbursements could result in misstatements in the financial statements and in
certain data provided by agencies for inclusion in the President's budget concerning fiscal
year 1999 obligations and outlays.

Preparation of Financial Statements

The government does not have sufficient systems, controls, or procedures to properly
prepare financial statements for the U.S. government. Such deficiencies, described
below, impair the government’ s ability to (1) properly balance the government’s financial
statements and account for billions of dollars of transactions between governmental
entities, (2) properly and consistently compile the information in the financial statements,
and (3) effectively reconcile the results of operations reported in the financial statements
with budget results. Also, certain financia information required by generally accepted
accounting principles was omitted from the financial statements.

Unreconciled Transactions. To make the financial statements balance, Treasury
recorded a net $24 billion item on the Statement of Operations and Changes in Net
Position, which it labeled unreconciled transactions. Treasury attributes this net out-of-
bal ance amount to the government’ s inability to properly identify and eliminate
transactions between federal government entities, to agency adjustments that affected net
position, and to errors. An additional net $12 billion of unreconciled transactions was
improperly recorded in net cost. These unreconciled transactions result in material
misstatements of assets, liabilities, revenues, and/or costs.

Agencies’ accounts can be out of balance with each other, for example, when one or the
other of the affected agencies does not properly record a transaction with another agency
or the agencies record the transactions in different accounting periods. These out-of-

bal ance conditions can be detected and corrected by instituting procedures for reconciling
transactions between agencies on aregular basis and in atimely manner.
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In fiscal year 1999, the government required agencies to reconcile certain
intragovernmental accounts. Some of these accounts, such as those related to employee
benefits, could not be reconciled. Also, in fiscal year 1999, the government gathered, for
the first time, the detail of certain intragovernmental accounts by “trading

partner” agency. Using thisinformation, we estimated that the amounts reported for
agency trading partners for these specific intragovernmental accounts were out-of-
balance by more than $350 hillion. With trading partner information, the government can
begin to analyze the nature of these intragovernmental account differences and develop
effective solutions. Solutions will also be required for significant differences reported in
other intragovernmental accounts, primarily related to appropriations. The government
stated that it plans to require agencies to reconcile additional intragovernmental accounts
in fiscal year 2000 and has formed task forces to recommend solutions to this long-
standing problem.

Unreconciled transactions also may arise because the government does not have effective
controls over reconciling net position. The net position reported in the financial
statements is derived by subtracting liabilities from assets, rather than through balanced
accounting entries. Also, certain adjustments and eliminations do not balance. Such
control weaknesses, combined with unbalanced transactions and the significant volume
of transactions and number of reporting entities, result in misstatements in the financial
statements, hinder the ability of the government to identify misstatements that may exist,
and may contribute to the amount of reported unreconciled transactions.

Financial Satement Compilation. The federal government cannot ensure that the
information in the financial statements of the U.S. government is properly and
consistently compiled. To prepare the federal government’s financial statements, about
70 agencies submit data to Treasury on approximately 2,000 separate reporting
components, each having many account balances. In fiscal year 1999, the Department of
Treasury, which prepares the accompanying financial statements, implemented a new
process for reconciling these financial statements with the related agency financial
statements. While the process identified the nature of certain inconsistencies, the
government was unable to reconcile all amounts included in these financial statements
with agency financial statements. Further, material adjustments and reclassifications
were required to (1) make the financia statements more consistent with agency financia
statements, (2) correct identified inconsistencies in reporting similar transactions, (3)
conform footnote information to related financial statement line items, and (4) record
other audit adjustments. We identified over $350 hillion of adjustments and
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reclassifications which the government subsequently recorded, such as financial
statement compilation errors that had resulted in a $66 billion overstatement of interest
cost and a $70 billion overstatement of Medicare costs.

These problems are compounded by the substantial volume of information submitted and
limitations in the federal government’s genera ledger (SGL) account structure. For
example, some SGL accounts must be split between different financial statement line
items. Asaresult, additional misclassifications and misstatements in the government’s
financial statements could exist. Also, the extensive manual intervention required to
compile the federal government’s financial statements requires significant resources
which lessens the government’s ability to perform effective financial analysis of the
information. For example, because of SGL limitations, the government separately
collects additional information needed to compile the financial statements. However,
such additional information, historically, isinitially inconsistent with the related SGL
account balances by hundreds of billions of dollars. After substantial effort, such
inconsistencies were reduced to an immaterial amount.

Reconciling the Results of Operations With Budget Results. The federal
government does not yet have a process to obtain information to effectively reconcile the
reported $77 billion excess of revenue over net cost and a reported unified budget surplus
of $124 billion. Consequently, it could not identify all of the items needed to reconcile
these amounts. Certain differences are expected to occur because the financia statements
of the U.S. government are to be prepared on the accrual basis in accordance with
generally accepted accounting principles, which is a different basis than the budget.
Under accrual accounting, transactions are reported when the events giving rise to the
transactions occur, rather than when cash isreceived or paid. By contrast, federal
budgetary reporting is generally on the cash basis in accordance with accepted budget
concepts and policies.

Beginning in fiscal year 1998, 24 major agencies were required to reconcile their reported
net costs to budget information, which could provide a basis for preparing the
reconciliation. However, significant amounts reported in certain agency reconciliations,
including unliquidated obligations and certain other budget information, lacked adequate
supporting information and may be unreliable. For example, significant amounts of DOD
transactions were not applied or were incorrectly applied to specific budget
appropriations, which could misstate certain reported budget information. Once the
federal government produces reliable financial statements, an effective reconciliation
could help provide additional assurance of the reliability of budget results.
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INEFFECTIVE INTERNAL CONTROL

Because of the effects of the material weaknesses discussed below, the federal
government has not maintained effective interna control to ensure that (1) transactions
are properly recorded, processed, and summarized to permit the preparation of financial
statements and stewardship information in accordance with generally accepted
accounting principles, and assets are safeguarded against loss from unauthorized
acquisition, use, or disposition and (2) transactions are executed in accordance with laws
governing the use of budget authority and with other laws and regulations that could have
adirect and material effect on the financial statements. Individua agency financial
statement audit reports describe the effects of such weaknesses on specific agencies and
identify additional internal control weaknesses, some of which are material to individual
agencies.

In addition to the material weaknesses related to the deficiencies discussed in our
disclaimer on the financial statements, we found that (1) the government’s inability to
determine the full extent of improper payments impairs the effective reduction of such
improper payments, (2) widespread and serious computer control weaknesses affect
virtually all federal agencies and significantly contribute to many of the material
deficiencies discussed above, and (3) material control weaknesses affect the government's
tax collection activities. Due to the deficiencies noted throughout this report, additional
material weaknesses may exist that have not been reported.

Improper Payments

The government is unable to determine the full extent of improper or erroneous
payments, which include payments made for unauthorized purposes, for excessive
amounts, such as overpayments to program recipients or contractors and vendors, and/or
not in accordance with applicable laws and regulations.  Across government, improper
payments occur in a variety of programs and activities, including those related to contract
management, federal financial assistance, and tax refunds. Reported estimates of
improper payments total billions of dollars annually.

The Department of Health and Human Services (HHS) has been reporting a national
estimate of improper Medicare Fee-for-Service payments since fiscal year 1996. In fiscal
year 1999, HHS reported estimated improper Medicare Fee-for-Service payments of
$13.5 hillion, or about 8 percent of such benefits—down from $23.2 billion or 14 percent
for fiscal year 1996. HHS' reporting and analysis of improper Medicare payments has
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helped lead to the implementation of several initiatives to identify and reduce such
payments. Annual estimates of improper payments in future audited financial statements
will provide information on the progress of these initiatives.

However, most agencies have not estimated the magnitude of improper payments in their
programs, nor have they considered this issue in their annual performance plans. For
example, the Earned Income Tax Credit (EITC) program—a refundable tax credit
available to low income, working taxpayers—has historically been vulnerable to high
rates of invalid claims. During fiscal year 1999, IRS examined about 573,000 suspicious
tax returns claiming $1.25 billion in EITCs and found that $1.08 billion (86 percent) were
invalid. Although the full extent of refunds resulting from invalid EITCs is unknown, the
IRS has not disclosed any improper payment estimates in its financial statement reports.
In another example, HHS has not reported an estimate of improper payments in its $109
billion state-administered Medicaid program, but is currently studying methodologies for
developing an estimate and has formed partnerships with various state auditors to share
information on improper payments.

Improper payments can result from incomplete or inaccurate data used to make payment
decisions, insufficient monitoring and oversight, or other deficiencies in agency
information systems and weaknesses in internal control. The risk of improper payments
isincreased in programs involving (1) complex criteriafor computing payments, (2) a
significant volume of transactions, or (3) an emphasis on expediting payments. The
reasons for improper payments range from inadvertent errors to fraud and abuse.

Without a systematic measurement of the extent of the problem, agency management
cannot determine (1) if the problem is significant enough to require corrective action, (2)
how much to invest in interna control, or (3) the success of efforts implemented to
reduce improper payments. Developing mechanisms to identify, estimate, and report the
nature and extent of improper payments in annual financial statementsisonly afirst step
for agencies. Without this fundamental knowledge, agencies cannot be fully informed
about the magnitude or trends of improper payments, nor can they pinpoint or target
mitigation strategies.*

“Financial Management: Increased Attention Needed to Prevent Billions in Improper Payments

(GAO/AIMD-00-10, October 29, 1999).
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In October 1999, we recommended that OMB develop and implement a methodology for
annually estimating and reporting improper payments and for addressing improper
payments in agencies annual performance and strategic plans and performance reports.
OMB agrees with this recommendation. In this regard, the President has made estimating
and preventing improper payments a priority management objective and OMB plansto
require agencies to develop and implement procedures to estimate and report the nature
and extent of material improper payments in annual financial statements and have such
information audited.

Computer Security Weaknesses

Continuing serious and widespread computer security weaknesses are placing enormous
amounts of federal assets at risk of inadvertent or deliberate misuse, financial information
at risk of unauthorized modification or destruction, sensitive information at risk of
inappropriate disclosure, and critical operations at risk of disruption. Significant
computer security weaknesses in systems that handle the government's unclassified
information have been reported in each of the major federal agencies. The most serious
reported problem is inadequately restricted access to sensitive data. Other types of
weaknesses pertain to not adequately segregating duties to help ensure that people do not
conduct unauthorized actions without detection, preventing unauthorized software from
being implemented, and mitigating and recovering from unplanned interruptions in
computer service. In today's highly computerized and interconnected environment, such
weaknesses are vulnerable to exploitation by outside intruders as well as authorized users
with malicious intent. Recent media reports highlight the potential damage that can result
from computer security breaches.

The government cannot estimate the full magnitude of actual damage and loss resulting
from federal computer security weaknesses because it is likely that many such incidents
are either not detected or not reported. GAO and agency reviews illustrate the potential
for negative impacts. For instance, weaknesses in DOD information security continue to
provide hackers and hundreds of thousands of authorized users the opportunity to modify,
steal, and destroy DOD data including financial, procurement, logistics and other
sensitive information. Also, identified weaknesses at HCFA, SSA, IRS, and VA place
tax, medical and other sensitive records at risk of unauthorized disclosure, modification,
and destruction. Unauthorized disclosure of sensitive information has led to instances of
identity theft, in which individuals use such information to commit financial crimes, such
as fraudulently establishing credit and running up debts. Likewise, serious and pervasive
computer security problems at EPA increase the risk that mission-related systems and
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financial operations are vulnerable to tampering, disruption, and misuse. Further,
pervasive weaknesses at the Department of the Treasury, which collects virtually all of
the government’ s revenues and makes most of its disbursements, expose such collections
and disbursements to significant risk of loss or fraud.

GAO and the IGs have issued numerous reports that identify information security
weaknesses in the federal government and made recommendations to address them.®
Also, GAO has reported information security as a high-risk area across government since
February 1997.°

Information security problems continue to persist, in large part, because agency managers
have not fully established comprehensive security management programs. An effective
program would include a central security function and effective procedures for assessing
risks, establishing appropriate policies and related controls, raising employee awareness
of prevailing risks and mitigating controls, and monitoring and evaluating the
effectiveness of established controls. Such programs, if properly implemented, would
provide the government with a solid foundation for resolving computer security problems
and managing computer security risks on an ongoing basis.

The Congress continues to express concern about the significant risks to federal
government systems and information that result from computer security weaknesses.
Congressional hearings have focused on specific agency deficiencies and have clarified
the problem across government. Further, S. 1993, the Government Information Security
Act of 1999, recently introduced in Congress, seeks to strengthen information security
practices throughout the federal government.

The Administration has recognized the importance of computer security and has taken
some steps to prompt improvement from a governmentwide perspective. 1n January

® See, for example, Critical Infrastructure Protection: Comprehensive Strategy Can Draw on Y ear
2000 Experiences (GAO/AIMD-00-1, October 1, 1999) and Information Security: Serious
Weaknesses Place Critical Federal Operations at Risk (GAO/AIMD-98-92, September 23, 1998).

®*High-Risk Series: An Update (GAO/HR-99-1, January 1999), High-Risk Series. An Overview
(GAO/HR-97-1, February 1997), and High-Risk Series: Information Management and

Technology (GAO/HR-97-9, February 1997).
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2000, the President released the National Plan for Information Systems Protection,’
which calls for new initiatives to strengthen the nation’s defenses against threats to public
and private sector information systems that are critical to the country’s economic and
social welfare. In addition, the President designated computer security as a priority
management objective.

Tax Collection Activities

The federal government continues to have material weaknesses in controls related to its
tax collection activities, which affect its ability to efficiently and effectively account for
and collect the government's revenue. This situation results in the need for extensive,
costly, and time-consuming ad hoc programming and analysis, as well as material audit
adjustments, to prepare basic financia information—an approach that cannot be used to
prepare such information on atimely, routine basis to assist in ongoing decision-making.
Additionally, the severity of the system deficiencies that give rise to the need to resort to
such procedures for financia reporting purposes, as well as deficient physical safeguards,
result in burden to taxpayers and lost revenue.

Serious financial management system deficiencies continue to affect the federal
government's ability to effectively manage its taxes receivable and other unpaid
assessments.® The lack of appropriate subsidiary systems to track the status of taxpayer
accounts affects the government's ability to make informed decisions about collection
efforts. This weakness has resulted in the government pursuing collection efforts against
individual taxpayers who had aready paid their taxesin full. In addition, the government
does not always pursue collection efforts against taxpayers owing taxes to the federa
government. This could result in billions of dollars not being collected and adversely
affect future compliance.

" Defending America s Cyberspace: National Plan for Information Systems Protection: Version
1.0: An Invitation to a Didogue. Released January 7, 2000. The White House.

®0ther unpaid assessments consist of amounts for which (1) neither the taxpayer nor a court has
affirmed are owed or (2) the government does not expect further collections due to factors such as
the taxpayer's death, bankruptcy, or insolvency.
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The federal government also continues to be vulnerable to loss of tax revenue due to
weaknesses in preventive and detective controls over disbursements for tax refunds.
Although the government does have detective controls in place, they are not applied to
millions of tax returns estimated to have billions of dollars in underreported tax liabilities.
These conditions expose the government to potentially billions of dollars in losses due to
inappropriate refund disbursements.

Also, the government does not perform sufficient up-front verification procedures to
ensure the validity of amounts claimed by taxpayers as overpayments prior to making
disbursements for refunds. Additionally, delays in recording tax amounts owed result in
lost opportunities to retain or offset overpayments made by ataxpayer for one period to
collect on outstanding amounts owed for another period, resulting in lost revenue.
Finally, serious deficiencies in physical controls over cash, checks, and sensitive data
received from taxpayers increase both the government's and the taxpayers exposure to
losses and increases the risk of taxpayers becoming victims of crimes committed through
identity fraud.

IRS senior management has expressed a commitment to address many of these
operationa and financial management issues and has made a number of improvements to
address some of these weaknesses. Successful implementation of long-term efforts to
resolve these serious problems will require the continued commitment of IRS
management as well as substantial resources and expertise.

NONCOMPLIANCE WITH
CERTAIN LAWS AND REGULATIONS

Tests for compliance with selected provisions of laws and regulations related to financial
reporting disclosed no instances of material noncompliance. However, other instances of
noncompliance, some of which are material to individual federal agencies, are reported in
the individual agency financial statement audit reports. Additionally, as described below,
we noted that federal systems do not substantially comply with federal financial
management systems requirements. We caution that noncompliance other than that
discussed in our report may occur and not be detected by these tests and that our limited
testing may not be sufficient for other purposes. Further, the scope of our tests was
limited by the material deficiencies discussed above. Our objective was not to, and we
do not, express an opinion on overal compliance with laws and regulations.
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Noncompliance With the Federal Financial Management |mprovement Act of 1996

The Federa Financial Management Improvement Act (FFMIA) of 1996 requires
auditors, as part of financial audits of certain major agencies, to report whether agencies
financial management systems comply substantially with federal accounting standards,
financia systems requirements, and the government's standard general ledger at the
transaction level. Thus far, for fiscal year 1999, agency financial auditors have reported
that 19 of 22 magjor agencies financial systems did not comply with the act's
requirements. Systems of the remaining two major agencies that have not yet issued
audited fiscal year 1999 financia statements did not comply with the act’s requirements
for fiscal years 1998 and 1997. Noncompliance with FFMIA, which we further discuss
in our report, Financial Management: Federal Financial Management |mprovement Act
Results for Fiscal Year 1998 (GAO/AIMD-00-3, October 1, 1999), isindicative of the
overal continuing poor condition of agency financial systems. Also, as we reported,
agency remediation plans, required by FFMIA, may not adequately address the system
deficiencies. Significant time and investment are needed for agencies to address and
correct these long-standing financial management systems problems.

The majority of federal agencies financia management systems do not meet systems
requirements and cannot provide reliable financia information for managing day-to-day
government operations and holding managers accountable. For many agencies, the
preparation of financial statements requires considerable reliance on ad hoc programming
and analysis of data produced by inadequate financial systems that are not integrated,
reconciled, and often require significant adjustments. As aresult, reliable financial
information on a day-to-day basis is not available for effective financial management.
For example, as discussed above, the IRS relies on extensive, costly, and time-consuming
ad hoc programming and analysis, as well as material audit adjustments, to prepare basic
financial information. The significant financial management deficiencies discussed
throughout this report underscore the challenge.

FINANCIAL STATEMENTS AND BUDGET DECISIONS:
ADDING THE LONG-TERM PERSPECTIVE

A view of the long-term sustainability of fiscal policies can assist decisionmakersin
considering the government’ s financial position and making decisions about resource
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alocation. Such aview requires projections of spending and revenues into the future. In
this context, the sovereign power to tax and the commitments of social insurance
programs—such as Social Security and Medicare—must be considered.

The accompanying Financial Report and our report include certain information
concerning the Social Security and Medicare (Part A) trust funds, such as projected
contributions and expenditures, dates when expenditures are expected to exceed
contributions, and dates when such funds are expected to be exhausted. Such information
isas of January 1, 1999 for Social Security and as of September 30, 1999 for Medicare
(Part A), the most recent information publicly reported by the government. The
government plans to issue, on March 30, 2000, updated information as of January 1,
2000. The government’s issuance of dated information in this Financial Report at about
the same time that it issues more current information may cause confusion to the
Congress and the public. Steps should be taken, in future years, to ensure that the
government’s Financial Report contains up-to-date information as of no earlier than the
end of the most recent fiscal year. Because current information on the solvency of the
Social Security and Medicare programsis critical to assessing the financial condition of
the federal government, aiding in budget deliberations, and fostering public debate, we
will include the updated information on these two important federal programs in a report
that will also contain the Fiscal Year 1999 Financial Report of the United States
Government.

Commitments for the Socia Security and Medicare programs are included in the
Stewardship Information accompanying the financial statements. The government’s 75
year estimates of the present value of expenditures in excess of contributions for the
Socia Security (Old Age Survivors and Disability Insurance (OASDI)) programs
amounted to $ 3.7 trillion, as of January 1, 1999, and for the Medicare (Part A) program
amounted to $3.1 trillion, as of September 30, 1999. The government’s projections also
indicate that Social Security and health care costs will absorb an increasing share of the
federal budget.

In fiscal year 1999, Social Security trust funds reported surpluses of $124.7 billion and
Medicare (Part A) reported surpluses of $21.5 billion, which included non-cash
intragovernmental interest income of $52.1 billion and $9.3 billion, respectively. These
surpluses contributed to the $124.4 billion unified budget surplus. However, for
example, as discussed in the accompanying Stewardship Information, using the
government’s best estimates as of January 1, 1999, cash disbursements of the Social
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Security trust funds (OASDI) are expected to exceed cash receipts beginning in fiscal
year 2014.

When trust funds’ receipts exceed disbursements, they are invested in Treasury securities
and used to meet current cash needs of the government. These securities are assets to the
trust funds and liabilities to the Treasury. In effect, one part of the government is lending
to another. Asdisclosed in notes 10 and 19, both the investments and liabilities, which
amounted to $2 trillion at September 30, 1999, are netted out in the accompanying
financial statements. Such investments are expected to increase to over $4 trillion in the
next 20 years.

Expected cash shortfalls in the trust funds will require them to redeem their investments
in Treasury securities. When this occurs, the government must fund these redemptions
through some combination of future surpluses, if available, lower relative spending for
other federal programs, higher relative taxes, and/or greater relative borrowing from the
public. Further, under the government’s projections, absent any program or financing
change, the Social Security trust funds and Medicare (Part A) Trust Fund will exhaust
their Treasury security holdings in 2034 and 2015, respectively.

There is genera recognition that the Social Security and Medicare (Part A) programs
require major reforms to deal with the long-term solvency and sustainability of these two
programs. The fact that Social Security is expected to draw down its Treasury securities
holdings in less than 15 years, and that it is expected that Medicare will need to do so in
less time, highlights the importance of acting soon in order to avoid more dramatic
changes in the future.

We are working with OMB, the Treasury, and other agencies across government to
provide recommendations for fixing the major deficiencies cited in our audit.
Considerable effort is now being exerted to address the problems, and several agencies,
such as SSA, have made good progress toward achieving financial management reform
goas. We have designated the most serious situations as high risk, including financial
management at DOD, IRS, the Forest Service, and the Federal Aviation Administration,
as well asinformation security.
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In addition, the continued coordinated efforts of the Treasury and OMB will be required
to provide solutions for certain governmentwide deficiencies, such as the inability to
properly identify and eliminate transactions between federal entities and the compilation
of the financial statements. We will continue to provide suggestions for resolving
governmentwide problems and to evaluate progress in overcoming them.

W—

David M. Waker
Comptroller General
of the United States

March 20, 2000
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OBJECTIVES, SCOPE, AND METHODOL OGY

The federal government is responsible for

preparing the annual financial statements in conformity with generally accepted
accounting principles,

establishing, maintaining, and assessing internal control to provide reasonable
assurance that the broad control objectives of the Federal Managers Financial
Integrity Act (FMFIA) are met®; and

complying with applicable laws and regulations and FFMIA requirements.
Our objective was to audit the fiscal year 1999 financial statements.

The Government Management Reform Act expanded on the requirements of the CFO Act
by requiring that the 1Gs of 24 major federal agencies annually audit agencywide
financial statements prepared by these agencies.’® Our work was performed in close
coordination and cooperation with the |Gs to achieve our joint audit objectives. This
work included separate GAO audits of certain material agency components, as discussed
below. Our audit approach focused on the Departments of the Treasury, Defense, and
Health and Human Services and the Social Security Administration. These agencies
comprise amajor portion of the amounts reported in the federal government's financial
statements. At other federal agencies, we focused largely on accounts that are material to
the financial statements. Additionally, for two agencies, information has been included
in these financial statements but the agencies have not, at this date, finalized their
individual financial statements for fiscal year 1999. Therefore, we were unable to
determine the reliability of the amounts included in the accompanying financial
statements for these agencies. We performed sufficient audit work to provide our report
on the financial statements, internal control, and compliance with laws and regulations.

*The FMFIA requires agency managers to evaluate and report annualy to the President on the
adequacy of their internal controls and accounting systems and what is being done to correct the
problems.

"Y“GMRA authorized OMB to designate agency components that also would receive a financial
statement audit.
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We separately audited the following material agency components.

We audited and expressed an unqualified opinion on the IRS statement of custodial
activity for fiscal year 1999. IRS was able to reliably report on the results of its
custodial activities, including nearly $1.9 trillion of tax revenue, $185 billion of tax
refunds, and $21 billion of net federal taxes receivable. However, we issued an
opinion on the IRS balance sheet that was qualified for the components of net
position, disclaimed an opinion on its statements of net cost, changes in net position,
budgetary resources, and financing, and reported numerous materia internal control
weaknesses, !

We audited and expressed an unqualified opinion on the Schedule of Federal Debt
Managed by Treasury's Bureau of the Public Debt for the fiscal year ended September
30, 1999.%% This schedule reported (1) over $3.6 trillion of federal debt held by the
public comprising individuals, corporations, state or local governments, the Federal
Reserve System, and foreign governments and central banks, (2) $2 trillion of federal
debt held by federal entities, such as the Social Security trust funds, and (3) $230
billion of interest on federal debt held by the public.

We performed audit procedures on cash balances maintained and internal controls
over the cash receipts and disbursements processed by Treasury on behalf of the
federal government. We provided the results of our work to the Treasury Office of
Inspector General for consideration in its audit of the Treasury's fiscal year 1999
departmentwide financial statements.

“Financial Audit: IRS Fiscal Year 1999 Financial Statements (GAO/AIMD-00-76, February
29, 2000).

2Einancial Audit: Bureau of the Public Debt's Fiscal Years 1999 and 1998 Schedules of Federal

Debt (GAO/AIMD-00-79, March 1, 2000).
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We audited and expressed unqualified opinions on the December 31, 1998, financial
statements for the funds administered by the Federal Deposit Insurance Corporation
(FDIC), including the Bank Insurance Fund, the Savings Association Insurance Fund,
and the FSLIC Resolution Fund.*® In addition, we performed audit procedures and
tests of internal controls for cash, investments, and other material balances of the
funds administered by FDIC as of September 30, 1999.

At CFO Act agencies and other agencies, we reviewed the fiscal year 1999 financial
statement audits performed by the IGs or their contractors and, for certain agencies,
assisted in the development of audit plans for fiscal year 1999 audits. Financia
statements and audit reports for these agencies provide additional information about the
operations of each of these entities. For example, these audits have identified numerous
internal control and accounting systems weaknesses and noncompliance with laws and
regulations, some of which are material to the respective agencies or components.
Further, as of the completion of our field work on March 20, 2000, 22 of the 24 CFO Act
agencies had received audit opinions or disclaimers on their fiscal year 1999 financial
statements. Of the 22 agencies, 13 received unqualified opinions. These agencies are the

Social Security Administration,

National Science Foundation,

Genera Services Administration,
Department of Energy

National Aeronautics and Space Administration,
Nuclear Regulatory Commission,
Department of Labor,

Small Business Administration,

Federal Emergency Management Agency,
Department of Commerce,

Department of Health and Human Services,
Department of Transportation, and
Department of Veterans Affairs.

BEinancial Audit: Federal Deposit Insurance Corporation's 1998 and 1997 Financial Statements

(GAO/AIMD-99-202, June 30, 1999).
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FINANCIALSTATEMENTS

Financial Statements
of the United States Government
for the Year Ended September 30, 1999

Statement
of Operations

and Changes

This State ment re portsthere sultsof Gov ern
ment oper ations. Thisincludesrev enuesprinci-

pally gener ated by theGov ernment’ ssovereign
power to tax, levy duties, and assessfinesand

penal ties. Thisstate ment cov ersthecost of Gov-
ernment oper ations, net of rev enueearnedfrom
the sale of goodsand ser vicestothepublic. It
alsoincludesany adjustmentsandunreconciled
transactionsthat af fectthenet posi tion.

Revenue

Themain sourceof rev enue
forGovernmentoperations
con sists of taxes and other rev-
enuetheFed eral Gov ernment
generatesunderitssovereign
pow ers.

“Individual IncomeTax and
TaxWithholdings” consist of
Federalindividualincome
taxes, Social Security taxes,
Medicaretaxesand rail road re-
tirement taxes, net of related re.
funds.

“Miscellaneous earned reve
nue” consistsof earnedrev e
nuesreceived fromthepublic
withvirtuallynoassociated
cost. Thiscategoryincludes

revenuesgener atedfromspec-
trum auctionsand rentsand
roy al tieson the Outer Con ti-

nental Shelf Lands.

Net Cost
of Government
Operations

The State ment of Net Cost

sum marizesthe“Net cost of
Government operations,”

which is gross cost minus
earnedrevenue.

Unreconciled
Transactions
“Unreconciledtransactions”

are ad just ments madeto bal-
ancethechangeinnet posi tion.

Net Position,
Beginning of Period

The*Net posi tion, beginning
of period” reflectsthenet posi-
tion reportedontheprior year's
Bal ance Sheet.

Prior Period
Adjustments

“Prior periodadjust ments”
arerevi sionsto cor rect the be-
ginning net posi tion.

Net Position,
End of Period

Thisamount reflectsthe net
positiononthecurrentyear’s

Bal ance Sheet.
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Statement

of Net Cost

ThisState ment presentsthe net
cost of fiscal 1999 Gov ern ment op-
erations. It also shows the cost to
carry out national pri ori tiesasde
termined by law.

Italsocat egorizescostsby major
function. It pres ents costsin much
the same way as does the bud get,
ex cept that costsareal lo cated to
functionsbased onaccounting
stan dards. Thus, this Statement re-
ports costs on an ac crual basisand
insomecasesal lo catesthemdif fer-
ently thanthebud get. Forexample,
thisStatement al 1o catesthe cost of

pensionsandretireehealthbenefits
among all the func tionsthat em

ploy work ers. Thebud get cat ego

rizespen sion pay mentstoci vil ian
retir eesasasubfunction, found un-

der“Incomesecurity.” Thebudget
categorizesagency contri butionsto
retirementfundsas intragovern-
mental outlaysdistributedamong
al thefunctionsthat em ploy work-

ers. A description of each of the
functionsandthe com po nentsof

net cost for theactivi tiesincluded
ineachfunctionispresentedin
Supplemental Informationas” Net
cost detail.”

This State ment con tainsthefol-
low ingthreecom po nentsfor each
function:

» Thegross cost of Gov ern-
mentoperations.

» Therev enuesearned from
the sale of goods and pro vi-
sion of servicestothepublic.

« The net cost of Gov ern-
ment op er ations, whichis
grosscost lessrev enue
earned.

Gross Cost

“Gross cost” in cludesthe full
cost of all functions. These costs
may bedi rectly traced, assigned on

acauseand ef fect basis, or reason
ably a lo cated to thefunction.

Earned Revenue

ThisisrevenuetheGov ernment
earned by providing goodsand ser
vicesto thepub lic at aprice.

Net Cost

The*“Net cost” of Gov ern ment
operationsiscom puted by sub-
tracting“Earned revenues’ from
“Gross cost.”

Balance

Sheet

TheBal ance Sheet showsthe Gov ernment’ sassetsandli abil i ties.
Whencombinedwith Stewardshiplnfor mation, thisinfor mationpresents
amorecomprehensiveunder standingof theGov ernment’ sfi nancial po-
si tion. Most lineitemson the Bal ance Sheet arede scribed in the Notesto
theFi nancial Statements. Thefirst note, for example, providesinfor ma-
tion on the accountingpol i ciesforassets and liabilities.

Assets

AssetsincludedontheBal ance
Sheet arere sourcesof the Fed eral
Government that remain avail ableto
meet futureneeds. Themost signifi-
cant assetsthat arere portedinthe
Bal ance Sheet areloansreceiv able

andinventories, aswell asproperty,
plant and equip ment. There are,

however, othersignificantresources
avail abletothe Gov ern ment that ex
tendbeyondtheassetspresentedin
thisFi nancial Statement. Thoseas-
setsincludeStew ard ship Assetsand
theGovernment’ ssov ereignpowers
totax, regulatecom merceand set

monetary policy. Theyalsoinclude
natural resources.
Selectedassetsarehighlightedin

theStewardshiplnformationsection
of thisreportto dem on stratethe Fed-
eral Gov ernment’ sac count abil ity for
theseassets. Stew ardshipassets in -
cludenational defenseassets, stew-
ardshiplandand heritage assdts.

National defense assets

“National defenseassets” are
weapon systemsand sup port ing as-
setsused by themil i tary for the Na-
tion’scommondefenseandgeneral
wel fare.

Stewardship land

“Stew ard shipland” island that the
Fed eral Gov ernment doesnot ex pect
tousetomeetitsobli gations, unlike

theassetslistedintheBal ance
Sheet. Thislandin cludesland set
aside for the use and en joy ment of
presentandfuturegenerationsand
land onwhich mil i tary basesarelo-
cated. Stew ard ship landismeasured
in non-financial units such as acres
of land and lakes, miles of park-
ways, and miles of wild andscenic
rivers. Examplesof stewardship
landincludenational parks, national
for ests, wil der nessar eas, andland
used to en hance eco systemsto en-
courageani mal andplant species
andto con servenature.

Heritage assets

“Heritageassets” areGovern
ment-owned as sets that have one or
moreof thefol lowingchar acteris
tics: historical ornatural signif i
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Assets, cont.

cance; cul tural,educational,orartis
ticimportance; orsignificant
architectural features. The cost of
her i tageassetsof tenisnot deter mi.
nableorrel evanttotheirsignif i

cance. Likestew ard shipland, the
Gov ern ment doesnot ex pect to use
theseassetstomeetitsobli gations.

Themostrel evantinfor mationabout
her i tageassetsisnon-financial . Ex-
amplesof heritageassetsinclude:
theDeclarationof Independence,

theConstitutionandtheBill of

Li brary of Congress.

are placed in this category.

Rightspre served by theNational
Ar chives. Alsoincluded are na-
tional monumentssuchasthe
VietnamVeteransMemorial, Jef-
fersonMemorial andthe Wash
ington Monument aswell asart
and cul tural treasuresat the
Smithsonianlnstitutionandthe

Many other sites such asthe bat.
tlefields, historicstructuresand

national historiclandmarksal so

Liabilities and
Net Position

Liabilitiesareobli gationsof theFederal Gov-
ernmentresultingfrom prior actionsthat will re
quirefi nancial resources. Themost signif i cant
li abil i tiesreported ontheBal ance Sheet areFed
eral debt securitiesheld by thepublicand ac
cruedpensionliabilitiesfor currentandretired
Federal civilianandmilitary personnel.Liabil i
tiesalsoincludesocial insurancebenefitsdue
and pay able as of there port ing date.

Aswithreported assets, the Gov ernment’ sre-
sponsi bil i tiesand pol icy commit mentsaremuch
broader thanthesereported Bal ance Sheetli abit
ities. Theyincludethesocial insuranceprograms
disclosedinStewardshiplnformation,awide
range of other pro grams un der which the Gov
ernment providesben efitsand ser vicestothe
people of this Nation, andcertainfutureloss
contingencies.

Themagni tudeand com plexity of social in-
sur anceprograms, coupledwiththeextreme
sensitivity of projectionsrelatingtothemany as
sump tionsof thepro grams, producealarge
rangeof possi bleresults. The StewardshipRe
sponsi bil itiessectiondescribesthesocial insur-
ance pro grams, re portslong-range estimatesthat
can beusedto assessthefi nancial condi tion of
the pro grams, and ex plains some of thefactors
that im pact thevar i ouspro grams. Usingthisin-
for mation, readerscanap ply their ownjudg ment
astothe sol vency and sustainability of thein di
vidual programs.

Each of thesocial insur anceprogramshasan
associ atedtrustfundtoaccountforitsactivity.
A nex planation of thetrust fundsfor so cial in

sur anceand many of the other largetrust fundsis
includedinNote19—Dedi cated Col lections.
That noteal so containsinfor mationabout trust
fundreceipts, disbursementsand assets.

A broad per spectiveontheFed eral Gov ern-
ment’ sresponsi bil i tiesisprovided by theCur-
rent Ser vices As sess ment, which also can be
foundunder Stew ardshipInfor mation. Pres-
entedinaccor dancewiththePresi dent’ sbud get,
thisinfor mationesti matesFederal ex penditures
andreceiptsfor fiscal 2000 to 2005, pro vided
there are no changes to cur rent law.

TheGov ernment hasenteredintocontractual
commit mentsrequiringthefutureuseof fi nan-
cial resourcesand also hasunresolved contin-
gencieswhereexistingconditions,situationsor
circumstancescreateuncertainty aboutfuture
losses. Com mit mentsaswell ascontingencies
that do not meet thecri teriafor recogni tionasa
li abil ity ontheBal ance Sheet, but for which
thereisat least areason able possi bil ity that a
losshasbeenin curred, aredisclosed in Note
18—CommitmentsandContingencies.

“Net posi tion” ispresented asthe sum of Bal-
ance Sheet assetslessBal ance Sheetli abil i ties.

Thelargenegativenet posi tionamount does
notim ply that the Gov ernment isin sol vent. Be-
cause of itssov er eign power to tax, and the
country’ swideeco nomic base, the Gov ern ment
hasuniqueac cesstofi nan cial resourcesto fi-
nanceitsdebts. Thispro videsthe Fed eral Gov-
ernmenttheabil ity tomeet present obli gations
andthosethat areantici patedfromfutureoper a-
tions.
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United States Government
Statement of Operations and Changes in Net Position
for the Year Ended September 30, 1999

(In bil lions of dol lars)

Revenue:
Individual income tax and tax withholdings .. .............................
Corporation iNCOME tAXES . . . . . ot it it e e e e e e
Unemployment taXES . . . oot
EXCISE taXeS . . vt i
Estate and gift taxes .. ... .. . . e
CUStOMS dULIES . . . . . o

Other taxes and receipts . . . . .. ..

Miscellaneous earned reVENUES . . . . . . o oo it i e e e e e e e e
Total FEVENUE . . . . o o e

Net Cost of Government Operations:
National defense . . . .. ...
HUM@N TESOUMCES . . . o it e e e e e e e e e e e e e e e
Physical reSOUICES . . . . . . o

INEErESt . . o e e e e

Otherfunctions . . ... ..o e

Total net costof Government operations. . . .. ... ...
Excess of revenue over Net COSt . . .. .. ..t

Unreconciled transactions affecting the change
in net position (NOte 16) . . . . . ..ottt

Increase in net PoOSItioN . ... ... .

Net position, beginning of period . . .. ... ... ... .. .. .. .

Prior Period Adjustments (NOte 17) . . . . .. ..o

Net position, end of period. . . ... ...

The ac com pa ny ing notes are an in te gral part of these fi nan cial state ments.

1,456.0
1822
25.6
70.5
277
18.4
42.0

10.5

1,832.9

4132
905.3

95.1
2301

1123

1,756.0

76.9

24.4

1013
(6,1344)

69

(6,0262)
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United States Government
Statement of Net Cost
for the Year Ended September 30, 1999

Gross Earned
(In bil lions of dol lars) Cost Revenue Net Cost
National defense. . .. ... ... ... .. . . .. . ... . 451.2 38.0 4132
HumanResources:
Education, training , employment
andsocial services . .. ... . .. 579 14 56.5
Health. . ... ... 140.6 0.7 1399
Medicare. . . . ... 207.0 21.7 1853
Income SeCUrity. . .. . ..o 188.0 6.2 1818
Social Security. . .. ... 387.7 - 387.7
Veterans benefits and services (Note 11) .. ............ (43.2) 2.7 (459)
Total hUMan reSOUICES . . . . o oo oo e 938.0 32.7 905.3
Physical Resources:
Energy .. ... 129 124 a5
Natural resources and environment . ................. 27.1 2.9 24.2
Commerce and housing credit .. .................... 89.2 73.9 15.3
Transportation . . . . ... ... 441 11 43.0
Community and regional development . ............... 14.9 2.8 12.1
Total physicalresources .. ....................... 188.2 93.1 9.1
INTEreSt . o o vttt 230.1 - 2301
Other Functions:
International affairs . ........... ... ... ... .. ... . ... 29.6 9.6 20.0
General science, space and technology . . ............. 175 0.1 17.4
Agriculture . . . ... e 27.2 2.4 24.8
Administration of justice . . .......... .. ... ... . ... 31.2 1.6 29.6
General government .. ......... ... 25.1 4.6 20.5
Total otherfunctions . . .......................... 130.6 18.3 1123
1,938.1 182.1 1,7560

The ac com pa ny ing notes are an in te gral part of these fi nan cial state ments.
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United States Government
Balance Sheet
as of September 30, 1999
(In bil lions of dol lars)
Assets:
Cash and other monetary assets (Note 2). . . ....... .. . ... 115.2
Accounts receivable (Note 3) .. ... ... 35.0
Loans receivable (NOte 4) . . . . .. 183.7
Taxesreceivable (NOte 5) . ... ... i 2.7
Inventories and related property (Note 6) . .. ...y 173.3
Property, plant and equipment (Note 7) .. ... . . i 298.8
Other assets (NOte 8) . .. .. .. e .3
Total ASSELS . . . . i e 883.0
Liabilities :
Accounts payable (NOte 9). . . ... ... 85.8
Federal debt securities held by the public (Note 10). . ... ................... 3,631.6
Federal employee and veteran benefits payable (Note 11) ................... 2,600.7
Environmental and disposal liabilities (Note 12). .. ....... .. ... .. .. 313.2
Benefits due and payable (Note 13) . .. .. .. ... . . 73.8
Loan guarantee liabilities (Note 4) . . .. .. ... . . 3H.1
Other liabilities (NOE 14) . . .« v v v o e e e e 169.0
Total liabilities . . ... .. 6,909.2
Commitments and Contingencies (Note 18)
Net POSItiON . ... (6.026.2)
883.0

Total liabilities and net position . . .. .. ... .. ..

The ac com pa ny ing notes are an in te gral part of these fi nan cial state ments.
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STEW ARD SHIP INFOR MATION

United States Government
Stewardship Information

for the Year Ended

September 30, 1999 (Unaudited)

TheFederal Government holds” Stew ardshipassets’ forthebene
fit of theNation. Be causethe Gov ern ment hasbeen entrusted with,
andmadeac count ablefor, theseresourcesandresponsi hil i ties, they
arerecognizedinthe Fi nancial Report of theUnited SatesGovern-
ment.

Whenacquired,“ Stew ard shipassets’ aretreated asex pensesinthe
fi nancial statements. Thissectionprovidesmoredetailed stew ard-
shipinfor mationontheseresourcestohighlighttheir long-termben-
efitandtodemonstrateaccountabil ity. Thisinfor mationfacil i tates
theunder standingof theoper ations and fi nancial conditionof the

Stewardship

Assets

Government.

National Defense Assets

National defenseproperty,
plant and equip ment con sist of:
(1) assetsowned by the De part-
ment of Defensein the per for.
manceof mil i tary missions, such
ascombat oper ations, peace
keepingandsupportof civilian
authoritiesduringcivil emergen
cies; and (2) vesselsheldina
preservationstatusby theMari-
timeAdministration’sNational
DefenseReserveFleet.

“National defenseassets” are
definedintermsof four cat ego-
ries:

Weapons systems— equip-

ment that launches, re leases, car-
ries, or firesapar ticular pieceof

ordnanceand/or car riesweapons
systems-related property, equip-
ment, materi als, or per sonnel.
Examplesincludeair craft, ships,
tracked combat vehi clesandmis-
siles.

*  Weaponssystemssup port
principal end items —items
that are ac quired to sup port
weapons systems and may
ul ti mately beincor porated
in weaponssystems. Exam-
plesincludeair craft en
gines, tank en gines, air craft
radars, shipsonar,
uninstalled missilemotors,
gun mounts and guidance
systems.

« Mission sup port equip-
ment—depl oyable equip-
ment that: (1) is essential
totheef fectiveoperation
of a weaponssystem or is
used by the militaryde
partments to effectively
per formtheir mil i tary mis-
sions; (2) hasanin deter mi-
nate or unpredictable
useful lifedue to the man -
ner in which it is used; and
(3) is at avery high risk of
being destroyed during use
or of prematureobsoles
cence.
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National Defense Assets, cont.

Examplesi nclude: surveil lance
unmannedair vehi cles, non-tactical
vehi cles(e.g., fuel tank ers, combat
oper ationscenters, messvehicles),
fieldmeteorological systems, cryp-
tography systems, andfieldsecurity
systems.

Weaponssystemssup portreal
property—facilities and structures
af fixedtothelandthat areintegral to
aweaponssystem.Examples include

ammuni tionbunk ersinactiveuse
and missiles losin ac tive use.

The accompanying“National de-
fenseasset” infor mationdoesnot re
port quantitiesof missionsupport
equip ment al thoughthean nual in-
vestmentsin these items are re
ported.

The investment amounts in
“National defenseassets’ presented
inthisre port reflect the sum of an
nua invest mentamountsreported by

eachmilitarydepartment. DOD does
not cur rently have cost ac counting
systemsthat capturethefull costs, as
describedin State ment of Fed eral Fr
nancial AccountingStandards
(SFFAS) No. 4 associ atedwith
“National defenseassets.” There
fore, thean nual invest mentsshown
inthisreportrepresentannual dis
bursementsfor each cat egory of
“National defenseassets.”

National Defense Assets
Restated*
Balance as of Balance as of
September 30, September 30,

(In number of systems or items) 1998 Additions Deletions 1999
Aircraft:

Combat ....................... 8,660 52 351 8,361

Airlift ... ... 6,059 23 148 5,934

Other aircraft .. ................. 3,740 67 247 3,560
Ships:

Submarines . ........... ... ..... 123 1 7 117

Aircraftcarriers ................. 18 - - 18

Surface combatants. . . ........... 269 26 13 282

Amphibious warfare ships. . ........ 83 - 7 76

Mine warfare ships. . ............. 38 1 - 39

Support ships. . ................. 241 6 33 214

Otherships .................... 3,921 55 229 3,747
Combat Vehicles:

Tracked . . ..................... 44,522 328 684 44,166

Wheeled ...................... 140,376 1,596 - 141,972

Towed . .......... ... . . .. ..... 7,044 - 78 6,966

Other combat vehicles ............ 12,744 829 19 13,554
Guided, Self-propelled Ordnance:

Missiles. .. ......... ... ... ..... 453,056 18,094 6,832 464,318

Torpedoes. . ................... 8,486 216 29 8,673
Space Systems:

Satellites . ..................... 78 8 1 85
Weapons Systems Support Real Property:

Active ammunition bunkers .. ... ... 23,468 398 756 23,110

Active missile silos. . .. .. R 993 1 158 836

Active satellite ground stations . . . . .. 81 - - 81
Reserve Fleet Vessels n.a. n.a n.a. 144

*The bal ances as of Sep tem ber 30, 1998, have been re stated to re flect changes from pre vi ous year’s re port ing.

n.a. = Not available
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Investments in National Defense Assets
for the Period Ended September 30, 1999

(In millions of dollars)

Aircraft:
Combat . ...
ATl .
Other aircraft . . .. ... . .
Aircraft support principal end items . .. ..., ... .. .
Other aircraft support property, plant and equipment . ..................

Ships:
Surface combatants . ... ...
SUDMaANNES . . . o
Ship support principal end items. . . ... .. ...
Alrcraft carriers . . ...
Amphibious warfare ships. . . ... ... .. .. .
SUpPpPOrt ShiPS . . ..
Mine warfare ships . . . ... .. . e
Other Ships . . .. . e
Other ship support property, plant and equipment ... ..................

Combat Vehicles:
Combat vehicle support principal end items . ........................
Tracked . . ...
Wheeled. . . .. ... e
Other combat vehicles support property, plant and equipment ............

Guided, Self-propelled Ordnance:
MiSSIIES . . .
Guided, self-propelled support principal end items . . ...................
Guided, self-propelled ordnance support property, plant and equipment . . . . .

Guided, self-propelled ordnance support . . ........... ... .. ...
TOrPEUOES . . . o

Space Systems:
Satellites . .. ..
Space systems support principal end items . . ....... ... o oL

Weapons systems support real property:
Active ammunition bunkers .. ...
General mission support property, plant and equipment ... ..............

Other:
Other weapons SYStEMS . . . . . .ottt
Other weapons systems support principal end items . . .................
Other weapons support property, plant and equipment . . .. ..............

Reserve fleet vessels. . . ... ... . e

Total investments in national defense assets
for fiscal year ended September 30, 1999 . ... .......... ... .....

6,901
4,354
2,662
1,387
1,418

3,591
1,409
852
823
581
371
73

30

1,199
354
261

1,299
815
245

34
70

1,438
558

19
5,274

115
37
62

1,905

38,144
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Stewardship

Land

“Stew ard ship Land” referstofed er ally owned land that isnot used, or
heldforuse,in® General Government” oper ations. Thiscat egoryincludes
land onwhichmil i tary basesarelo cated. Thiscat egory ex cludeslandsad-
ministered by theBureau of Indian Af fairsand held in trust.

Most Stew ard shiplandis“publicdomain.” Between 1781 and 1867, the

Gov ern ment ac quired acresof land equal to 79.4 per cent of the cur rent
acre age of the United States, spend ing ato tal of $85.1 mil lion.

United States Government Stewardship Land as of September 30

Totalacres ...........

Percent-

(In millions of acres) Predominate Use Acres age
Agency:
Bureau of Land Manaaoement . . . . Public land 264.2 40.9
U.S. Forest Service ........... National Forest system 192.0 29.8
U.S. Fish and Wildlife Service. ... National Wildlife Refuae svstem 88.6 13.7
National Park Service.......... National Park system 77.9 12.1
Department of Defense. . . . ... .. Defense facilities 16.7 2.6
Bureau of Reclamation. ........ Water, power and recreation 5.8 0.9

645.2 100.0

Bureau of Land
Management

TheDepart ment of thelnterior’ sBureauof Land Management (BLM) man ages
264.2 mil lion acresof fed er ally owned land. Con gresshas charged the Bu reau
withmaintainingthisland and itsre sourcesto best servethepresent and future
needsof the Amer i canpeople. Towardthisend, BLM man agesthese landsto al-
lowforacombi nationof usesincludingmineral devel opment, out door recreation
andnatural habi tat. SomeBLM lands are pro tected and used for their scenic,
scientificor histori cal value. Thefol low ing tabledescribesthoseholdings.

Bureau of Land Management Public Lands as of September 30
Acreage
Number (in thousands) Miles

National wild and scenic river segments.. . . . . 34 998 2,038
National wilderness areas . .............. 136 5,243 -
Wilderness study areas . . .. ............. 622 17,298 -
National conservation areas . . ............ 8 11,692 -
National scenicareas. . ................. 1 101 -
National recreationareas .. .............. 1 1,000 -
National historic trails. . . .. .............. 8 - 3,533
National scenic trails . . ... .............. 2 - 568
National recreation trails ................ 26 - 429
Outstanding natural areas ............... 1 - -
Herd managementareas ................ 200 36,070 -
National monuments . .................. 1 1,880 -
Areas of critical environmental concern. . . . .. 740 13,112 -
Research naturalareas. . ............... 152 347 -
National natural landmarks . ... ........... 43 599 -
National back country byways . .. ......... 64 - 3,518
Globally important bird areas .. ........... 2 57 -
National "multiple use" lands . ............ - 175,775 -

BLM total. . ......... ... ... ... .. .. .. 2,041 264,172 10,086
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U.S. Forest Service

TheU.S. For est Ser viceman ages 192.0 mil lion acresof
fed er ally owned landsfor the sustained use of out door
recreation, range, timber, water shed, wildlifeand fish.

For est land con tains 155 named National For eststo tat
ing 153.0 mil lion acres.

TheFor est Ser vicerefor ested 267,013 acrespri-
mar ily withgeneti callyimproved seedlingsinfis-
cal 1999.

Wil der nessland contains34.8 mil lion acresin
38statesandisserved by 133,087 milesof trails.

TheU.S. For est Ser viceal so man ages20 named
grasslandson 3.8 mil lion acres and about 4,348
miles of the wild and scenicriver system.

U.S. Fish and Wildlife Service

sponsi bilityintothefol lowing
categories:
* “Nationa WildlifeRef-

The U.S. Fish and Wild life Ser
viceman ages88.6 mil lion acresof
feder ally owned landsheld pri mar
ily forwildlifeconservation.Ithas
five goals:

flora.

* Preserve, restoreanden-
hance in their natural ecosys
tems, all speciesof ani mals
and plantsen dan gered or
threatened.

* Preserveanatural diversity
and abun dance of fauna and

* Provideanunder standing
andappreci ationof fishand
wildlifeecol ogy.

» Provideref ugevisitorsa
safe, whole some and en joy-
ablerecreational ex peri ence
ori entedtowardwildlife.

uges’ (521 sites on 87.6 mil-
lion acres).

» “RefugeCoordinationar-
eas’ (50 sites on 197,049
acres).

« “Waterfowl Productionar
eas’ (200 sites on 715,200
acres).

* “Fisheries Research Cen-
ters’ (83sites on 16,083
acres).

« “Wild and Scenic Rivers’

* Perpetuatethemi gratory
birdresource.

TheU.S. Fishand Wildlife Ser-
vicesubdividesitsman agement re

(8 riverstotal ing 1,258 miles
in length).

Summary of Acreage

National Park
Service

TheNational Park Ser viceman ages
77.9mil lionacresof feder ally owned
lands. These lands are set aside to con-
servescenery, nature, historicobjectsand
wildlifesothat cur rentandfuturegener a-
tionsof Amer i canscan enjoy them.

Other types of park ar easin clude: na-
tional rivers, park ways, national lake
shores, historic parks, scenictrails, wild

andscenicrivers, military parks, re- Total acres

(In millions of acres) Acreage
Type of Park Area:
National parks . ..................... 49.6
National preserves .. ................. 21.4
National recreationareas .............. 3.4
National monuments. . . ............... 1.9
National seashores. . . ................ 0.5
Other park areas .................... 1.1
77.9

serves, and bat tlefields.

Department
of Defense

TheDepart ment of Defenseuses16.7

mil lionacresof feder ally ownedlandfor
missionessential pur posesincluding:

» Militarybases
« Installations

« Training ranges
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Bureau of
Reclamation

TheDepartment of Interior’ sBureauof Reclamation(BOR)
man ages 5.8 mil lion acresof Stew ard shipland. Theselands

were with drawn fromthe pub lic do mainin sup port of BOR's
mandatetoprovideirri gationwater,industrial water, floodcon

trol and power. How ever, if it doesnot inter ferewith project

pur poses, activi tiessuchasboatingand camping, fishandwild-
lifemanagementorthegrazingof livestock may beauthorized.

Heritage

Federal Stewardship Land

Assets

TheFederal Gov ern-
mentinventories, pre
servesandinter pretsvast
num bersof heritageas
setsfor theben efit of the
Americanpublic. These
assetsencompassmany
of the Nation’smost pre-
cioushistoric, natural and
cul tural resources. Her
tage assetsareunique
property, plant and equip-
ment with:

» Historicornatural
significance.

« Cultural, educa
tional or ar tisticim-
portance.

* Significantarchi
tectural characteris
tics.

Source: Na tional At las of the United States of Amer ica,

U.S.Geological Survey

Thepublicentruststhe
Governmentwiththese
assetsand holdsit ac count ablefor
their preser vation. Examplesof her-
i tageassetsincludetheWashington
Monument, Declarationof Inde
pendence, Y osemiteNational Park
andmuseumobjectsondisplay at
theSmithsonian Institution.

Thefol lowingdiscussionof the
Government’ sheritage assetsisnot
all-inclusive. Rather, it high lights

signifi cantheritageassetsreportedby
Federal agencies.

TheGov ernmentclassi fiesheri
tageassetsintothreebroad cat ego
ries:

» Collection-type
* Natural
+ Cultural

Col lection-typeheritageassets
includeob jectsgath ered and main-
tained for mu seum and li brary col-
lections. Nat ural heritageassetsin

cludenational wil der nessar eas,
wildandscenicrivers, natural land-
marks, for estsand grasslands. Cul-
tural heritageassetsincludehistoric
placesandstructures, memorials
and monu ments, national cemeter-
ies,andar cheologi cal sites.

SeetheStew ardshipLandsection
forthetotal acreageof somenatural
heritageassetssuchasNational
Forests.
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Collection-type
Heritage
Assets

TheSmithsonianInstitution
holdssomeof themost promi nent
Federal museumcol lections. The
Smithsonianacquires, protects
andpreservesapproxi mately 140
millionindividual objectsfor
publicexhibition,educationand
research.

Simi larly, theLi brary of Con-
gressholdstheworld' slarg est li-
brary col lection. That col lection
com prisesmorethan 115mil lion
items. TheLi brary receivestwo
copiesof ev ery book, pamphlet,
map, print, pho to graph and piece
of musicregisteredfor copy right
in the United States.

TheNational Archivesholds
morethan 2 mil lion cu bic feet of
records. Theserecordsensure
ready ac cesstoessential informa
tiondocumentingtherightsof cit-
i zens, actionsof Federal of fi cials
andtheef fectsof thoseactionson
thenational experience. These re-
cordsincludetextandlegislative
records; cartographicandar chi-
tectural records; motionpicture,
sound and video re cords; and still
pictures and graphics. The Na-
tional Ar chivesalsomaintains
historicallyimportantdocuments
suchastheU. S. Consti tutionand
theLoui sianaPurchase Treaty.

Natural Heritage Assets

Congresshasdesignated
several “wil der nessareas” to
preservetheir nat ural condi
tions. TheDepart ment of the
Interior man ages 255 of these
wil der nessar eascomprising
66.5 per cent of theNation’s
103.7millionwil derness
acres. TheCebollawil der ness
inNew Mex icoisonesuch
area.

The"“National wildand sce
nicriverssystem” includes
pro tected free-flowing rivers.
TheGovernmentprotects
thesear easbe causeof their
fishandwild life, or for their
scenic, recreational,geologic,
historic or cul tural value. The
Depart mentof thelnterior
man ages 54 per cent of these

10,947 river miles,including
theBluestoneNational Scenic
Riverin West Vir ginia.

The Gov ernment al so sets
asidenat ural land marksthat
exemplifyaregion’snatural
char acteristics. TheNational
Park Serviceidenti fies587na-
tional nat ural land marks, such
asthe Gar den of the Godsin
Col orado.

TheU.S. For est Ser vice
man ages 155 National For ests
and 20 national grasslandson
over 192.0 mil lion acres.
Thesear easencompasssignif-
i cant heri tageresources. Ex-
amplesincludetheWhite
MountainNational Forestin
New Hampshire and the
Thunder Basin National
GrasslandinWy oming.

Cultural Heritage Assets

TheNational Register of Historic
Placeslists historic placesand struc-
tures. ThisisAmerica sof fi cial list of
cul tural resourceswor thy of preser-
vation. Official propertiesinclude
districts, sites, buildings, structures
andobjectssignificanttoAmerican
history.Italsoincludessignificantar
chitectural,archaeologi cal engi neer
ingand cul tural properties. For est
Serviceland encompasses 887 such
properties.

TheNation’smonumentsand me-
morialsincludetheWashington
Monument, theViet nam Vet erans
Memorial andtheJef fer sonMemo-
rial in Washing ton, D.C. The Na
tional Park Ser vice man agesthese.
Also,theAmericanBattleMonu-
ments Com mission man ages27 me

morials,monumentsandmark ers
around theworld. Thisin cludesthe
BelleauWood MarineMonumentin
France.

Archeologi cal sitescontainthere
mainsof humanactivity. TheDepart
ment of thelnterior managesover
290,000ar cheologi cal sites. Thean
cient earthen mounds at the Hopewell
Cul tureNational HistoricSitein
Ohioarenotableexamples.

National cemeteriesincludethe
Arlington National Cemetery inVir
giniaandtheFort LoganNational
CemeteryinCol orado. TheDepart
ment of the Army man agesthe
ArlingtonNational Cemetery. The
Depart ment of Vet eransAf fairsman
agesFortLoganNational Cemetery
and 118 other cemeteries.
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Stewardship Responsibilities

Stew ard ship Responsibilitiespro-
vides information on the largest
Social Insuranceprograms: Social
Security,Medicare, Rail road Retire-
ment, Black Lung and Unemploy-
ment Insurance. Itspur pose isto as-
sist the American people in
evaluatingthefinancial condition
and sustainability of theseprograms.

Social
Security

Congresspassedthe Social Secu-
rity Actin 1935. The Act, assub se
guently amended, includesprograms
that provideretirementanddisabil ity
benefits.

Congressestablishedtwotrust
fundsfor Social Security: The Fed
eral Old-Ageand Sur vi vorsinsur
ance( OASl) and the Fed eral Disahil-
ity Insurance(DI) Trust Funds
(OASDI). OASI paysretirement and
sur vivorsbenefitsand DI paysbene
fitstodisabled work ers.

Rev enuetoOASDI con sists pri-
mar ily of taxeson earningspaid by
employ ees, theiremploy ersandthe
self-employed. OASDI alsoreceives
rev enuefromtheincometaxeson
some Social Securityandintereston
itsinvest mentsinFederal debt securi-
ties. Social Security revenuesnot
needed to pay cur rent ben efitsor ad
ministrativeex pensesareinvestedin
special-issueFederal debtsecurities.
Thosesecuri tiesareguar anteed asto
bothprinci pal andinter estand backed
by the full faith and credit of the Gow
ernment.

The Board of Trustees of theOAS
and DI Trust Fundsprovidesinits

Social Security Estimated Trust Fund Balances

(Inbilions ofdolars)

5,000
JREN Fe deral Disab ility Insurance
0 i . Trud Fund Net Assets
-5,000 A
-10,000 A1
Federa Old-Age and Survivors %,
-150001  |nsumnce Trust Fund Net Assets *,
-20,000 -
2001 2013 2025 237 2049 2061 2073
Fiscalyears

Annual ReporttothePresi dent and
Congressshort-range (10 year) and
long-range(75year) actuarial estk
mates of each trust fund. Be cause of
theinher ent uncer tainty inesti mates
for 75 yearsinto the fu ture, the Board
of Trusteesusesthreeal ter nativesets
of economicand demo graphic as
sump tionsto show therange of possi-
bil i ties. Assumptionsaremadeabout
many economic, anddemographic
factors,includinggrossdomestic
product, earnings,theConsumer
Pricelndex (CPl),theunemploy ment
rate, thefertil ity rate,immigration,
mortal ity,anddisabil ityinci dence
andter mi nations. Theassumptions
usedintheaccompany ingtablesgen
erdlyreferredtoasthe”inter medi ate
assumption,” reflectthebest esti mate
of expected futureexperi ence,under
cur rent law.

Thepresentval uesof actuarial esti
mateswerecom puted asof January 1,
1999, thebeginningof theval uation
period. Theactuarial esti mated conr
tri butionsequal the sum of the present
valueof all esti mated non-interestin-
comeduringtheperiod. Theactuarial
esti matedex pendi turesequal thesum

of the present value of all esti mated
pay mentsduringtheval uationperiod.
Theseesti mateswereprepared using
thefi nancing method deemedthe
most ap pro pri ateby bothCongress
andtheBoard of Trustees. Esti mates
assumetheprogramwill cover future
work ersasthey enter thelaborforce.
Under currentlegislationandusing
intermedi ateassumptions,theDI and
OASI Trust Fundsare pro jected to be
ex hausted in 2020 and 2036 re spec-
tively. Com bined OASDI expendi
tureswill ex ceed cur rent tax in come
beginningin2014andwill ex ceedto
tal currentincome(including cur rent
interestincome) for cal endaryears
2022 and later. Thus, cur rent tax in-
comeplusapor tionof annual inter est
incomewill beneededto meet ex pen-
di turesfor theyears2014 through
2021 Thereaf ter,inad di tionto cur-
renttax incomeand cur rentinter est
income, apor tion of theprinci pal
(combined OASDI as sets) will be
needed each year until thetrust fund
assetsaretotally ex hausted in 2034.
At that point, cur rent tax in comewill
be suf fi cient to pay only ap prox i-
mately 71 per cent of theben efitsdue.
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Social Security, cont.

Social Security Present Value Estimates for the Period
of 75 Years into the Future, as of January 1, 1999
(In billions of dollars) OASI DI O ASDI
Present value of contributions
to December 31, 2074. . . . ... ... 16,830 2,763 19,593
Present value of expenditures
to December 31, 2074. . .. . ... ... 19,925 3,366 23,291
Present value of future resources needed . . ........... 3,095 603 3,698
Less: Net assets of Social Security as of January 1, 1999 . 682 81 763
Present value of additional resources needed . . .. ... ... 2,413 522 2,935
Medicare Estimated Balances of Federal Hospital
Insurance Trust Fund (Medicare Part A)
Under Intermediate Assumptions
Federal Hospital InsuranceTrust -
Fundrevenueconsists primarily of (In billio rs of dollars )
taxesonearningspaid by employ ees, i
their em ploy ersand the self- 150
employed. Thefund also re ceives 130 -
rev enuefrom part of thetax ation of
Socia Security benefitsandfromin- 110 H
terestonitsinvest mentsinFederal
debtsecuri ties. Rev enuesnot needed D -
topay cur rent ben efitsof the Fed eral |
Hospital Insurance program 70
(MedicarePart A) oradministrative 50 |
expensesareinvestedinspecia issue
Federal debt securities. Thesesecuri- 30 A
tiesbear amar ket rateof inter estand
areguar anteed bothastoprinci pal 10
andinterest.Inaddition, thesecurities 2000 2003 2006 2009 2012 2015
are backed by the full faith and credit
of theU.S. Gov ern ment. Calendary ears
Thepresentval uesof actuarial es

ti mateswere com puted asof the be-
ginningof theval uationperiod,
September 30, 1999. Thecontri bu-
tionsconsist of thesum of the present
valueof variousprogramincome
itemsex pectedto bereceivedthrough
fiscal 2074. Theex pendi tureconsists
of thesum of the present value of es-
ti mated paymentsthroughfiscal
2074, claimsin curred through Sep-
tem ber 30, 1999, that wereun paid as
of that date, andad ministrativeex-
pensesrelated to those claims. Un der
intermedi ateassumptionsfromthe

1999 TrusteesReport, andlegislation
in place at the time, the fund is pro
jectedtobeex haustedinthecal endar
year 2015.

Appropriationsaswell as premi
umspaid by medi cal benefi ciariesft
nancethebenefitsandadministrative
ex pensesof theFed eral Sup plemen-
tary Medi cal Insurance(SMI) pro-
gram (Medicare Part B). The Bal
anced Bud get Act of 1997 pro vides
that the monthly pre mium be set to
cover 25 per cent of the M edicare Part

B pro gram’ sesti mated cost of each
cal endaryear’ sestimatedFederal
SupplementaryMedical Insurance
pro gram costs.

Medicare Part B has a sur plus of
$35.2bil lion. Thisrepresentstheesti-
mated book value amount of the Fed-
era Supplementary Medi cd Insurance
Trugt Fund assetsasof Sep tem ber 30,
1999, lessun paid ben efitsandrelated
administrativeexpensesincurred
throughSeptember 30, 1999.
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Present Value Estimates

(In billions of dollars)

Medicare Part A (Hospital Insurance)

for the Period of 75 Years into the Future,
Beginning September 30, 1999

Present value of contributions

over unpaid benefits

tothe year 2074 . . ... . . 6,538.6
Present value of expenditures
1O the VEar 2074 . . . ..ot e e 9,615.2
Present value of future resourcesneeded . ..................... 3.076.6
Less: Net assets in Federal Hospital Insurance
Trust Fund as of September 30 (Note 19) . . . .................. 1414
Present value of additional resources needed. . .. ................ 2,9352
Medicare Part B (Supplementary Medical
Insurance) Balances
as of September 30, 1999
(In billions of dollars)
Total Federal Supplementary Medical Insurance
Trust Fund assets (Note 19) . .............. 45.6
Total unpaid benefits. . . . ................... 10.4
Excess of trust fund assets 352

Railroad Retirement

Rail road retirement paysfull an nu-
itieswhenel i gi bleper sonsreachage
65 with 10 years of ser vice or age 62
with 30 years of service. It paysre
ducedannuitiestoel i gi blebeneficia
rieswho are age 62 with 10 to 29
years of ser vice, or age 60 with 30
yearsof service. TheRail road Retire-
ment program paysdisabil ity annu
itiesbased ontotal or oc cupational
disability. It also paysan nuitiesto di-
vorced spouses, remarried
widow(er)s, survivingdivorced
spouses, chil dren and par entsof de-
ceasedrail roadwork ers. Medicare
coversqual ifiedrail roadretirement

ben efi ciariesinthesameway asSa
cia Securitybeneficiaries.

TheRail road Retirement Board
(RRB)and Social Security Adminis
tration (SSA) sharejurisdictionover
the pay ment of retirement and sur vi
vorsbenefits.RRB hasjurisdiction
over thepay ment of retirementbene
fitsif theem ployee had at least 10
yearsof rail road ser vice. Ad di
tionally, for survivor benefits, RRB
requires that the em ployee'slast reg-
ularemploy mentbeforeretirementor
deathwasintherail roadindustry. If a
railroad employeeor hisor her sur vi
vorsdo not qual ify for rail roadretire

ment ben efits, the RRB transfersthe
employee srail roadretirement cred-
itsto SSA. SSA treatsthemas So cia
Securitycredits.

Pay roll taxes paid by rail road em-
ploy ersandtheir employ eesprovide
the pri mary source of in comefor the
Rail road Retirement-Survivor Bene-
fit program. By law, rail road retire-
ment taxesare co or di nated with So-
cial Security taxes. Employeesand
employ erspay tier | taxesat thesame
rate as Social Securitytaxes. Tierll
taxesfi nancerail roadretirement ber
efit pay mentsthat are higher than So-
cia Securitylevels.
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Railroad Railroad Retirement Account Estimated Activity
Retirement,
(In biliors ofddllars)
cont. 70
60 T
Other sourcesof programincome 50 A
include: Annual contributions

* Financial inter changeswith 40 -

theSocial Security trust funds. 30 | 3
* Intereston investments. Jiiagt

» Revenueresulting from Fed- 20

eral incometaxesonrail road 10 )
retirementbenefits. L i Annua expenditures

« Appropriations(provided & - 0

ter 1974 as part of a phase-out

of cer tain vested dual ben efits). 2000 2012 2024 2036 2048 2060 2072
The net book value of assetsinthe Fscalyears

Rail road Retirement Account at Sep-

tember 30, 1999, was$21.9bil lion.

Railroad Retirement Account Present Value Estimates
for the Period of 75 Years into the Future,
Beginning September 30, 1999*

(In billions of dollars)

Present value of contributions to December 31, 2074 .. .. ....... ... .. . .. ... 66.5
Present value of expenditures to December 31, 2074 .. .. .. .. ... .. i, _75.5
Present value of excess estimated expenditures over 9.0

estimated contributionS . . . . . . ...

Assets in the Railroad Retirement Account as of September 30, 1999. .. .......... %

*These fig ures take into ac count fu ture
en trants as well as for mer and pres ent em ploy ees.
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Black Lung Benefits

The Black Lung Dis-
abil ity Benefitsprogram
compensateseligible
coa minerswhoaredis.
abled be cause of em-
ploy ment-related pnew
moconi osis(blacklung
disease). Theprogram
providesbothmedi cal
andsurvivorbenefits.
Under Part C, the Black
LungDisabil ity Trust
Fund (BLDTF) provides
benefit pay mentstoel +
gible disabledminers
whennoresponsible
mineoper ator canbeas
signedtheli ability. The
DepartmentofLabor
(Labor) oper atesPart C

Black Lung Fund Estimated Activity

(Inmillions o f dol lars)

2,500

2,000 A
Annuwal e xpenditures

1,500

Lo00 T . Annual contributions

ok L I
0
2000 2010 2020 2030 2040

Fiscal yeas

of the Black Lung Dis-
abilityBenefitsprogram.

Ex cisetaxesoncoal mineoper a
tors, based on the sale of coal, par-
tially fund theblack lung disabil ity
pay mentsandtherelatedad ministra
tiveandinter est costs. Intragovern-
mental ad vancestotheBlack Lung
Disabil ity Trust Fund, which must be
1[;ja‘”pajdwith inter est, fund theshort-

Under current conditions,analysts
projectthat scheduledreductionin
taxeson coa saleswill de crease cash

inflowsfor theyear 2014 and beyond.
Betweentheyears2013 and 2015,
projectionsesti matead49-percent de
creaseinex cisetax col lections. By
theyear 2040, theratereductionisex-
pected to de crease cash in flows by a
total of morethan $12.6 bil lion.

To ad dressthe Black Lung Disabik
ity Trust Fund’s grow ing defi cit
problem, thefiscal 2001 bud get states
that theAdministrationwill propose
legislationthat will re structurethe

BLDTFdebt and ex tend ex cisetaxes
at cur rent rates.

Thetotal li abil i ties(netborrowings
from Treasury to cover ben efit pay-
ments) of the Black Lung Disabil ity
Trust Fund ex ceed as setsby $6.3 bil-
lion. Thisdefi cit representsthe accu-
mulated shortfall of ex cisetaxesnec-
essary to meet ben efit pay mentsand
inter estex penses.| ntragovernmental
ad vances, which the Trust Fund must
][glrl)aywithinter est, fi nancetheshort-

Black Lung Disability Trust Fund Present Value Estimates
for the Period of 41 Years into the Future, Beginning September 30, 1999

(In billions of dollars)

Present value of contributions to September 30,2040 . . .. ... ... .. ... ... ... ... 9.4
Present value of expenditures to September 30, 2040. . ... ... ... .. ... .. .. .. ... 16.7
Present value of excess estimated expenditures over 73
estimated contributions . . . .. .. ... =
Excess of liabilities over assets in the Black Lung Disability Trust Fund . .. .......... (6.3)

as of September 30, 1999. . . . ... ...
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Unemployment Insurance

Congress createdtheUnem
ployment Trust Fund in 1935.
TheFund providesincomeassis-
tancetounemployedworkers
who have lost their jobs through
no fault of their own. A unique
systemof Fed eral and State part -
ner shipsadministersthe Unem-
ploy mentInsuranceprogram.
Althoughestablishedby Federal
law, Stateof fi cialsex ecutethe
program. Labor providesbroad
pol icy guidanceand programdi -
rection. State unemploymentin -
surancestat utesestablishlocal
programdetails, whichthey ad -
minister.

Fed eral and Stateunem ploy-
ment taxes paid by em ploy ersfi -
nance the Unemploy ment Trust
Fund. The Governmentdeposits
thosefundsintheUnem ploy-
ment Trust Fund and re ports the
incomeasFed eral tax rev enue.

Total Unemployment Trust
Fundassetsex ceededliabilities
by $78.9bil lion. Thisbal ance
approximatestheaccumulated
sur plusof tax rev enuesandthe
earningontheserev enues. This
surplusremainsavail able to sup -
plementfuturebenefit pay ments
if andwhenannual rev enuesbe -
comeinsuf fi cient. Treasuryin-
veststhe sur plusin Fed eral debt
securities.

Unemployment Fund Estimated Activity

(hbilions of ddlars)

60
50

40
30

Annual cortributions

20 A
Anrual expendtures
10 A
0
199 2001 2003 2005 2007

Fiscalyeas

Unemployment Trust Fund Present Value
Estimates in Nominal Dollars for the Period
of 9 Years into the Future,

Beginning September 30, 1999

(In billions of dollars)

Present value of contributions
to September 30, 2008 .............. 296.1

Present value of expenditures

to September 30, 2008 . ... .......... _ 2623

Present value of excess
estimated contributions
; ; 33.8
over estimated expenditures. .. ........

Excess of assets over liabilities in the
Unemployment Trust Fund 78.9
as of September 30, 1999 (Note 19).. ... -
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Stewardship

Investments

Stew ard ship Investmentsfocuson
G ov ernment programsaimed at pro
vidinglong-termbenefitsbyimprowv
ingtheNation’sproductivity anden
hancingeconomicgrowth. These
investments can be providedthrough
di rect Fed eral spending or grantsto
Stateand lo cal gov ern mentsfor cer

taineducationandtrainingprograms,
researchanddevel opment,andfeder-
ally fi nanced but notfed er ally owned
prop erty, such as bridges and roads.
Whenincurred, theseinvest mentsare
included asexpensesindeter mining
thenet cost of op er ations.

Non-Federal
Physical
Property

TheFederal Gov ern ment makes
grantsand pro videsfundsfor the
pur chase, constructionand/or ma-
jorrenovationof Stateandlocal
governmentphysi cal properties.

TheFederal Highway Adminis
trationreim burses Statesfor con-
struction costson projectsrelated
totheFederal Highway system.
Im provementsto national high
ways, inter statesystems, sur face

transpor tationaswell asconges-
tionmitigationandairqual ity
im prove ment are backed by these
ef forts. Statescontribute 10 per -
cent of the cost for in ter state sys-
tem improvementsand 20 per cent
of costsfor other con struction.
TheEnvironmental Protection
Agency (EPA) providesinfrastruc-
tureassistanceto State and tribal
gov ernments. Thisassistanceisin
theform of grantsfor the con struc -
tion of wastewater and drink ing
water treatmentfacil i tiesand
groundwater protection.
Meanwhile, for mulagrantsas
sist urban and non-urban aress.
Statesandlocal i tiesusethese
grantsfor avari ety of masstransit
pur posesincluding planning, con-

structionof facil i ties, and pur-
chases of railcars and buses.
Funding also paysfor trans por ta-
tionfor the el derly and disabled.

TheFederal AviationAdminis
tration’s(FAA’s) Air Transpor ta-
tionprogramprovidesfundingto
sustainthecurrentinfrastructure
andadvancesmodernizationand
im provement of the National Air-
space system.

General TransitAdministration
discretionary grantsprovidecapi-
tal assistancetofi nanceac qui si-
tion,construction,reconstruction
andimprovement of facil i tiesand
equipment. Discretionary grants
fundthecat egoriesof new starts,
fixedguidancemodernizationand
busand bus-related activities.

September 30

(In billions of dollars)

Investments in Non-Federal Physical Property for the Period Ended

Highway program
Formula grants
Air transportation

General Transit Administration

Washington Metro

Water infrastructure grants, Environmental Protection Agency

Economic Development Administration

Investments from all other programs

Fiscal 1999 investments in non-Federal physical property .. ................

22
21
16
15

04
0.2

03

31.2
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Human Capital

The Fed eral Gov ernment runs sev-
era programsthat investinhuman cap
i tal. Thoseinvest mentsgotowardin
creasing and maintaining ahealthy
economy by educatingandtrainingthe
general public. Costsdonotinclude
training ex pensesfor Fed erd work ers.

Education Grants and
Administrative Programs

Educationgrantactivitiescoverim-
provementsof both publicand pri vate
preschool andsecondary education; as
sistanceto post-secondary educational
insti tutionsand studentspur suinga
post-secondary education; programs
thatassistineducatingchil drenand
adultswith special needsand disabil
ties; bilingual education; andvoca
tional-technical education.

Employment and Training

Administration

TheDepart ment of Labor provides
jobtrainingforthegeneral publictoin
creaseand maintain nationa economic
productivecapacity. Programsinclude:
adultemploy mentandtraining; disle
catedworker employ mentandtraining;
youthtraining; school-to-work op por-
tuni ties; Job Corps; training programs
for NativeAmer i cansand mi grant and
seasond farm workers

Federal Family Education
Loan Program

TheFederal Family EducationLoan
programoper ateswith Stateand pri vate
non profit guar anty agenciestoprovide
loanguar anteesandinter estsupple
mentsonloansby pri vatelend erstod

giblestudentsattendingpartici pating
post-secondary schools.

Veterans Benefits
Administration

Thisagency providestrainingto as
sist disabled vet er anstobecomeem

ploy able. Educational assistanceal so
isprovidedtovet er ansun der the Gl
bill.

National Institute of Health
(NIH)

TheNIH Re search and Training and
Career Devel opment programad

dressestheneed for trained per son nel
toconduct medi cal research. Thepri-

mary goal isto pro duce highly trained
investi gatorswhoarelikely toper form
researchthat will benefittheNation's

health.

Veterans Health
Administration

This agency provideseducationand
training ef fortsfor health profession
studentsand resi dentsthrough part ner-
shipswithaf fil i atedacademicinsti tu
tions.

Bureau of Indian Affairs

This agency provideseducationand
Job Corpspro grams.

(In billions of dollars)

Investments in Human Capital for the Period Ended September 30

Veterans Benefits Administration
National Institutes of Health
Veterans Health Administration

Education grants and administrative programs
Employment and training administration

Federal family education loans program

Bureau of Indian Affairs. . . .. ...

Investments from all other programs. . . . ... ... .. . . .

Fiscal 1999 investments in human capital . . ........ ... ... .. ... ... .. .....

O Opw
~N 00 O = 0101

0.5
1.3
45.0

Research and Development

Federal investmentsinresearch
anddevel opment com prise those ex-
penses for basicresearch, appliedre
searchanddevel opment that are in-
tended to increaseor maintain
national economicproductivecapac
ity or yield other futurebenefits.

Invest mentsinbasicresearcharea
systematicstudy to gain knowledge

orunder standingof thefundamental
aspectsof phenom enaand of ob serv.
ablefactswithoutspecificapplica
tionstoward pro cessesor prod uctsin
mind.

Investmentsinappliedresearchare

asystematic study togainknow! edge
orunder standingnecessary for deter-

min ing the means by which arec og-
nized and spe cific need may be met.

Invest mentsindevel opmentare
systematic useof theknowl edgeand
under standinggainedfromresearch
fortheproductionof useful materi als,
devices, systems, or methods, includ-
ingthedesignand devel op ment of
prototypesandprocesses.
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Research and Development, cont.

Investments in Basic Research for the Period Ended September 30

(In billions of dollars)

National Institutes of Health . . ... ... ... .. . . . . 7.9
Department of Energy. . . ... ... e 25
Science, Aeronautics and Technology .. ......... ... .. . . . . . . . 1.8
Department of Defense. . . ... ... . . e 1.1
Environmental Protection AgeNCY . . .. ... . it 0.6
Agricultural Research. . . ... . . . . e 0.4
Cooperative State Research, Education and Extension Service ................ 0.2
Investments from all other programs . . . . ... .. . . . e 1.1

Fiscal 1999 investments in basic research .. .............. .. ... ......... 15.6

Investments in Applied Research for the Period Ended September 30

(In billions of dollars)

National Institute of Health . . . . ... ... .. . 3.9
Department of Defense. . .. ... .. . . . e 3.0
Science, Aeronautics and Technology .. ......... ... . . . . . 2.6
Department of Energy. . . .. ... 2.0
National Oceanic and Atmospheric Administration . . .. ...................... 1.0
U.S. Geological SUIVeY. . . .. .. 0.7
Investments from all other programs . . . ........ ... . .. . . ... 3.0

Fiscal 1999 investments in applied research. . . .. ........ .. ... .. .. ... .... 16.2

Investments in Development for the Period Ended September 30

(In billions of dollars)

Department of Defense. . . .. ... 31.9
Science, Aeronautics and Technology ... .......... .. ... 2.7
Human Space Flight. . . ... .. e 25
Department of ENergy. . . . . ..o 22
National Institutes of Health . .. ... ... . . .. . . . . . 17
Investments from all other programs . . . .. .. ... . . 04

414

Fiscal 1999 investments in development . . ......... .. ... ... .. ...
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Current Services

Assessment

TheCur rent Ser vicesA ssessment
tableshowstheOf ficeof Management
and Bud get’s(OMB’ s) esti matedre
ceipts, outlays, and sur plusor defi citin
the bud get If no changes are made to
lawsthat areal ready enacted. Receipts
andmandatory outlays, suchasSocia
Security benefitsandnetinterest,in
volveongoingactivitiesthatgenerally
operateunder permanent |egal author
ity authorizedby legislation. Thecur
rent ser vicesesti matesof receiptsand
mandatory spendingassumethatre
ceiptsand man datory spending con
tinueinthefutureasspeci fied by cur-
rent laws. Thecur rent ser vices
esti matesfordiscretionary spending
assumediscretionary fundingforfis

cal 2000 equalsappropri ationsenacted
by Congress. It also assumesthat dis-
cretionary fundingfor subsequent
yearsholds con stant inreal terms. Be-
causelawsdl ready enacted providethe
basesfor cur rent ser vicesesti mates,
they do not con sti tuteapro posed bud
get, nor dothey predict themost likely
budget outcomes.

Thecur rent ser vicesesti matesmay
be used to as sessthe sustainability of
programsunder cur rentlaw. Thatis,
they may beusedtoprojectif future
resourcescansustainpublicservices
and meet obli gationsasthey come
due. In thisway, they can warn of fu-
tureproblemsinher entincur rentlaw.

They also can provideabench mark
against which tax and spend ing pro-

posalscan becom pared. Cur rent ser

vicesesti matesareuseful inassessing
themag ni tudeof pro posed changes.

Also, they canprovideananalyti cal

per spectiveof Government by show

ing the short- and medium- termdi rec-

tion of cur rent programs.

Thefol lowingschedulepresentsthe
actual budgetresultsforfiscal 1999
andthecur rent ser vicesesti matesfor
all Fed eral taxesand spend ing pro
gramsfor the sub sequent 6 years. It
showsreceiptsby sourceand out lays
by function. Theesti matesfor these
yearsareidenti cal tothecur rent ser.
vicesesti matesinthePresi dent’ sbud
getforfisca 2001. Thefol lowingest-
mates are based on the same
economic, programmaticand other
techni cal assumptionsasthecurrent
servicesesti matesdocument.

Current Services Assessment Receipt and Outlay Estimates
as Presented in the President's Budget
Base
Fiscal
Year
(In billions of dollars) 1999 2000 2001 2002 2003 2004 2005
Receipts:
Individual income
taxes . .......... 879 952 978 1,006 1,040 1,086 1,143
Corporate income
taxes ........... 185 192 190 190 192 196 205
Social Insurance and
retirement receipts . 612 650 683 713 742 771 814
Excise taxes . ...... 70 68 69 71 72 74 76
Other receipts. . . ... 81 94 90 100 105 111 n2
. 1,827 1,956 2,010 2,080 2,151 2,238 2,350
Total receipts . . ...
Outlays:
National defense . ... 275 284 295 300 309 318 326
Social Security. . . ... 390 407 426 446 469 493 520
Medicare . . ........ 190 203 221 227 245 259 281
Income Security. . . .. 238 249 261 274 286 297 310
Health ............ 141 154 166 179 191 205 220
Veteran benefits and
services ......... 43 45 48 49 52 54 58
Education, training,
employment and
social services . . .. 56 63 69 70 72 74 76
Transportation. . . . . . 43 a7 48 50 51 53 55
Other programmatic
functions . . .. ... .. 137 148 143 139 141 143 145
Netinterest . . . ... .. 230 220 208 198 189 176 161
Undistributed offsetting
receipts ......... (40) (43 (46) (49) (47) (47) (49)
1,703 1,777 1,839 1,883 1,958 2,025 2,103
Total outlays. . . . ..
o 124 179 171 197 193 213 247
Unified surplus. . .
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United States Government
Notes to the Financial Statements
for the Year Ended September 30, 1999

Note 1.Summary of Significant AccountingPolicies

A. Reporting
Entity

ThisFi nancia Reportincludesthe
financial statusandactivi tiesof the
executivebranchand portionsof the
legislativeandjudi cial branchesof

theGov ern ment. Thisin cludesthose
Gov ernmentcor porationsthatare
part of the Fed eral Gov ernment. The
Appendix containsalist of sig nif i
cant Gov ernmententi tiesincludedin
thesefi nancial statementsandalso
containsapar tial list of enti tiesex-

cluded. For the pur posesof thisdoc u-
ment, “ Gov ernment” referstothe
U.S. Gov ernment. Thefi nancial re-
porting period isthe same used for
thean nual bud get. It isbased on the
Gov ernment’ sfiscal year, which
ends Septem ber 30.

Material intragovernmental trans
actionswereeliminatedinconsol i da-
tion, ex cept asdescribedinNote 16.

B. Basis of Accounting

TheFinancial Reportwasgener ally based on
generallyacceptedaccounting principles. These
princi plestypi cally recognize:

» Expenseswhenincurred.

* Non-exchangerev enuesonamodi fied
cash basisof ac count ing.

* Exchange (earned) revenueswhen earned.

Thisbasisof accountingdif fersfromthat used
forbudgetaryreporting.

Thisfiscal year, new ac counting standardsbe-
cameef fectivepertainingtodeferredmaintenance.

C. Revenue
Recognition

Gov ernmentrev enuecomesfromtwo

sources: hon-exchangetransactionsand
exchange transactions. Non-exchange
revenuesarisepri marilyfromexer ciseof
the Gov ern ment’ s power to tax and levy
duties, finesand penal ties. Ex change
(earned) rev enuesariseswhenaGov ern-
ment entity providesgoodsand ser vices
to the pub lic for aprice.

Remittancesof non-exchangerev enue
arerecognizedwhenreceived. Related
receiv ablesarerecognizedwhenmeasur-

ableandlegally col lectible. Refunds
and other off setsarerec og nizedwhen
measur ableandlegally pay ableand net-
ted against non-exchangerev enue.

Earnedrev enuerepresentsrevenue
earned from user chargessuchasad mis-
sionfeesto Federal parks, insur ance
premi ums, andfeeson Fed eral housing
andloanprograms. Itisrecognized
whentheGov ernment providesthe
goodsor ser vices.
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D. Direct Loans

and Loan Guarantees

Directloansobli gatedandloan
guaranteescommittedaf terfiscal
1991 arere ported based on the pres-
ent value of the net cash-flows es ti-
mated over thelife of the loan or
guarantee. Thedif ferencebetween
theout standing princi pal of theloans
and the present value of their net cash
inflowsisrecog nized asasub sidy
cost al low ance; the present val ue of
esti mated net cash out flowsof the
loanguar anteesisrecognizedasali &
bil ity for loan guar antees. The sub
sidy ex pensefor di rect or guar anteed
loansdisbursed dur ing ayear isthe
present value of esti mated net cash

out flowsfor those loans or guar an

tees. A subsidy ex pensealsois
recognizedformodi ficationsmade
dur ing the year to loans and guar an

teesout standing and for reestimates
made as of the end of the year to the
subsidy al low ancesorloanguar antee
li abil ity for loansand guar anteesout

standing.

Directloansobli gatedandloan
guar anteescommittedbeforefiscal
1992 may be re ported un der the at
low ance-for-loss method or the pres
ent-value method. Under theal low
ance-for-lossmethod, the out standing
princi pal of di rectloansisreduced by

E. Taxes Receivable

“Taxesreceivable” primarily
consist of uncol lectedtax assess
ments, penal tiesandinter est
when tax pay ers have agreed the
amounts are owed, or a court has
deter minedtheassessmentsare

owed. TheBal ance Sheet doesnot
includeunpaidassessmentswhen

nei ther tax pay ersnor acourt has
agreed that the amounts are owed

(compli anceassessments) orthe
Gov ern ment doesnot ex pect fur-
ther col lectionsduetofactors
such asthetax payer’sdeath,
bankruptcy or insolvency
(writeoffs). Taxesreceiv ableare
reported net of anal low ancefor
theesti mated por tion deemedto
be uncollectible.

anal low ancefor uncollectible
amounts; andtheli abil ity forloan
guar an teesisthe amount the agency
esti mateswould morelikely than not
requireafuturecashout flow to pay
default claims.

Under the pres ent-val ue method,
theout standingprinci pal of di rect
loansisreduced by anal low ance
equal tothedif fer encebetweenthe
outstandingprinci pal andthepresent
value of the ex pected net cash-flows;
andtheliabil ityforloanguar anteesis
thepresent value of ex pected net
cash out flowsdueto theloan guar an-
tees.

F. Inventories
and Related
Property

“Inventories’ areval uedat histor-
i cal cost. Histori cal cost methodsin
clude first-in-first-out, weighted av-
erage and moving average.
Esti matedrepair costsreducethe
valueof inventory heldfor repair.
Ex cess,obsoleteandunserviceable
inventoriesare val uedat esti mated
netreal izableval ues.

G. Property, Plant
and Equipment

“Property, plant and equip ment” usedin Gov ernment oper ationsare
carriedat cost. Depreci ationandamor ti zationex penseap pliesto prop-
erty, plant and equip ment re ported in the Bal ance Sheet ex cept land, un-
limiteddurationlandrights, and constructioninprogress. Depreci ation
isrec og nized using thestraight-linemethod over theas setsesti mated

useful lives.

H. Pension and
Post-Retirement
Health Benefits
Programs

“Pen sionand post-retirement healthben efit ex penses’ arerecorded dur -
ingthetimeemployeeservicesarerendered. Therelatedli abil i tiesfor de
fined ben efit pen sion plansand post-retirement healthben efitsarere
corded at esti mated present valueof futureben efits, lesstheesti mated
present valueof fu turenor mal cost contri butions.

“Nor mal cost” isthepor tion of theactuar ial present valueof pro jected
benefitsal located asex pensefor employeeser vicesrenderedinthecur rent
year. Actuarial gainsand losses (and prior and past ser vicecost, if any) are
rec og hizedimmedi ately intheyear they oc cur, withoutamortization.
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. Environmental
Liabilities

“Environmentalliabilities” arere-
corded at the esti mated cur rent cost
toremediatehaz ard ouswasteand ent
vironmental contami nation,assum
ing the use of cur rent tech nol ogy.
Remediation consistsof removal,
treat ment and/or safecontain ment.
Wheretech nol ogy doesnot existto
cleanup haz ard ous waste, only the
esti mableportionof theli abil ity, typ
i cally safecontain ment, isrecorded.

J. Deferred Maintenance

“Deferredmaintenance” ismaintenancethat wasnot per formed
when it should have been or was sched uled to be per formed and, there-
fore, isput off or delayedfor afutureperiod. Maintenanceistheact of
keepingfixedassetsinacceptableconditionincludingpreventative
maintenance,normal repairs,and other activitiesneededtopreserve
theasset sothatit continuesto provideac cept able ser vicesand
achievesitsex pectedlife. Maintenanceex cludesactiv i tiesaimed at
ex pandingthecapacity of anasset or other wiseupgradingittoserve
needsdif ferentfromthoseorigi nallyintended. “ Deferredmainte
nance” infor mationisdisclosedintheSupplemental Infor mationtothe
Financial Statements.

Deferred maintenanceex pensesarenot ac crued inthe State ment of
Net Cost, or rec og nized asli abil i tieson the Bal ance Sheet.

K. Contingencies

L. Social
Insurance

Liabilitiesforcontingencies
arerecognizedontheBal ance
Sheet when both:

e A pasttransactionor
event has oc curred.
« A futureoutflow or

other sacri ficeof re.
sourcesisprobableand

measurable.
Theesti mated contingentli a

amount within the range, then
that amount isrec og nized. If no
amount within therangeisa
better esti mate than any other
amount, thenthemini mum
amount in the range is rec og
nized.

Contingentli abil i tiesthatdo
not meet the abovecri teriafor
recogni tion, but for whichthere
isat|least areasonablepossi hil-

Aliabilityforsocial insur-
ance programs(Social Secu
rity, Medicare, rail roadretire
ment, black lung and
unemployment)isrecognized
for any un paid amounts due as
of thereporting date. Noli a
bilityisrecognized for future
ben efit pay mentsnot yet due.

bility may be a spe cific amount
or arange of amounts. If some
amount within the range is a

better esti matethan any other gencies.

ity that aloss has beenin curred
are disclosed
18—Commitmentsand Contin-

For fur therinfor mation, see
theStewardshiplnformation
sectionon Stew ardshipRe
sponsi bil itiesand Note 19 on
Dedicated Collections.

in Note

M. Related Party Transactions

Fed eral Reserve Banks(FRBS), which are not part of
thereportingentity, serveastheGov ernment’ sdeposi tary
andfiscal agent. They pro cessFed eral pay mentsand de-
positsto Treasury’ sac count and ser vice Fed eral debt se-
curitiesFRBsowned $488.9 hil lion of Fed eral debt secu-
ri tiesheld by thepublic asof Septem ber 30, 1999. FRB
earningsthat ex ceed stat u tory amountsof sur plusestab-
lished for FRBs arepaidtothe Gov ernment and arerec og-
nized asnon-exchangerev enue. Thoseearningstotaled
$26.0bil lionfor theyear ended Sep tem ber 30, 1999. The

pri mary sourceof theseearningsisfrominter est earned
on Fed eral debt securi tiesheld by the FRBs.

FRBsissueFed eral Reservenotes, thecir culating cur
rency of theUnited States. These notesarecol lat er a ized
by specific assetsowned by FRBs, typi cally Fed eral debt
securi ties. Fed eral Re servenotesare backed by thefull
faith and credit of the U.S. Gov ern ment.

The Gov ern ment does not guar an tee pay ment of Gowv
ernment-sponsored enter prisesli abil i tiessuch astheFed-
eral National MortgageAssoci ationortheFed eral Home
LoanMortgageCor poration, whicharepri vately owned.
Theseenter prisesalsoareex cludedfromthereportingen

tity.
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Note 2. Cash and Other Monetary Assets

Cash

“Cash,” in the amount of $60.4 bil -
lion, consistsof:

 Treasury bal ances held at the
FRBs net of out standing
checks.

» Treasury bal ancesinspecial
depositaries, known as the U.S.

Gold

“Gold” isval ued at the stat utory
price of $42.2222 per fine troy
ounce. Asof Septem ber 30, 1999,
the num ber of fine troy ounces was
261,571,005. The mar ket value of
gold on the Lon don Fixing as of the
report ing date was $299.00 per fine
troy ounce. Gold was pledged as
col lateral forgoldcertifi catesissued
tothe FRBstotaling$11.0bil lion.
SeeNote14—OtherLiabil i ties.

Treasury Tax and Loan Note
accounts.

« Funds held out side of Trea

sury and the FRBs by au tho-
rizedfiscal of fi cersor agents.

« Moniesheld by Gov ern ment
col lectionanddisbursingof fi
cers, agen cies' undeposited col -
lections, unconfirmeddeposits,
and cash transfers.

. Timedepositsatfi nancia in
stitutions.

TheGov ernmentmaintainsfor mal
arrangementswithnumer ousbanks
tomaintaintimedepositsknown as
“compensatingbal ances.” These bal -
ances com pen sate the banksfor ser-
vicesprovidedtothe Gov ernment,
suchasmaintaining zero-balance ac-
countsfor thecol lectionof public
monies.

as of September 30

(In billions of dollars)

Cash and Other Monetary Assets

Cash
Gold
Domestic monetary assets

International monetary assets .

Total cash and other monetary assets . .. ..

Domestic Monetary Assets

“Domesticmonetary assets’ consistof liquidassets,

other than cash that are based on the U.S. dol lar, in
cludingcoains, sil ver bul lionand other coinagemet als.

Theseitemstotaled $1.7 bil lion.

International Monetary Assets

Assetsval ued onabasisother than
theU.S. dol lar comprise“Inter na-
tional monetary assets.”

TheU.S.reserveposi tioninthelrn-
ter national Monetary Fund (IMF)
representsaninvestmentinthel MF.
ThelMFprovidesfinancial assis
tance to about 180 coun tries. It seeks
to promotecur rency ex changestabil-

ity.

Only apor tion of there quired pay-
ment to the IMF was paid in cash,
withtheremain der treated asasub-

scription. Therecorded bal anceis

shown net of thesub scription por tion,
whichrepresentsaletter of credit pay
able to the IMF.

As of September 30, 1999, the re-
mainingavail ablebal anceunderthe
let ter of credittotaled $31.4 billion.
TheU.S.reservepositionintheIMF
hasaU.S. dol lar equiv alent of $19.2
bil lion as of that date.

Specia DrawingRights(SDRs) are
interest-bearingassetsobtained
throughei ther IMFal locations, trans

actionswith IMFmem ber countries

orinterestearningson SDRholdings.
Treasury’ seExchangeStabili zation
Fund held SDRstotal ing$10.3hil lion

at the end of fiscal 1999. Those hold
ingsaresimilartoaninvestmentin
the IMF.

On September 30,1999, “ Other li a-
bilities’ includedan$6.8bil lionin-
ter est-bearingli abil ity tothe|MF.
Thisliability consisted of SDRs ob-

tained through IMF alocations.
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International
Monetary
Assets, cont.

The SDRAct of 1968 authorized
theSecretary of the Treasury toissue
SDR certifi catestoFRBsin ex-
change for cash. The value of these
certifi catescan not ex ceed thevalue
of the SDR holdings. TheSecretary
of the Treasury deter mineswhenthe
FRBscanredeem the SDRcer tif i
cates. Theliability for such re demp-

tions, whichtotaled $7.2 bil lion at the
end of thefiscal year, isincludedin
Notel4—OtherLiabilities.Each
SDR wasval ued at $1.38769 as of
Septem ber 30, 1999.

“International monetary assets”
also includefor eigncur rency and
othermonetary assetsdenomi nated
inforeigncur rency.

Note 3. Accounts Receivable

“Accountsreceivable” includingrelatedinterestre
celv able, rep resent claimsto cash or other assetsfrom
enti tiesout sidethe Fed eral Gov ernment that arise
fromthesaleof goodsor ser vices, duties, fines, certain
li censefees, recov eries, or other provi sionsof thelaw.

ber 30, 1999.

Anal low ancefor esti mated| ossesdueto uncollectible
amountsisestab lished whenitismorelikely than not
that thereceivableswill not beto tally col lected. Ac
countsreceiv ablearenet of anal low ancefor
uncollectible amounts of $12.5 bil lion as of Sep tem

Accounts Receivable as of September 30

(In billions of dollars)

Agency or Program Name:
Department of Energy . .. ... 41
Bureau of Reclamation. . . ... ... .. . . . . . e 3.5
Foreign military sales . . . . ... ... 24
Federal family education loan program .. .......... ... .. .. 1.8
Operations and maintenance . ... ...... .. ..t 16
Multi-Peril Crop Insurance Fund. . ... ... ... . 0.8
Tennessee Valley Authority power program . . .. ...t 0.7
Hazardous Substance Superfund . . .. ... ... .. .. . . 0.6
Minerals Management SErviCe . ... ....... .., 0.5
Mail delivery service. . . . ... .. 0.5
Veterans Health Administration . . .. ......... .. ... ... .. ... ... ..... 04
Veterans Benefits Administration . . . ....... .. .. .. .. . . e 0.2
All other programs . . .. ... 17.9

. 35.0
Total accounts receivable, net. .. ......... .. ... .. ... ..
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Note 4. Loan and Loan Guarantee Programs

TheFedera Gov ernment usestwo
meth ods, di rect loansand loan guar-
anteeprograms,toaccomplishthe
same goals. These goals are to pro-
motetheNation’ swel fareby making
direct loans and guaranteeing
non-Federal loansto seg ments of the
populationnotadequately served by
non-Federal insti tutions. For those
unabletoaf ford credit at the mar ket
rate, Federal creditprograms provide
sub si diesintheform of di rect loans
of fered at aninter est ratelower than
the mar ket rate. For those to whom
non-Federal fi nancial insti tutionsare
reluctant to grant credit be cause of
thehighriskinvolved, Fed eral credit
programsguar anteethe pay ment of
these non-Federal loansand ab sorb
the cost of defaults.

The long-term cost of loans and
guar anteesout standingfor loansobli-
gated or guar anteescommitted af ter
fiscal 1991isthesubsidy cost al low-
ancefor di rectloansout standing and
theli abil ity for loan guar anteesout-
stand ing as of the end of fiscal 1999.
Thelong-term cost for loans ob li-
gated or guar anteescommittedbefore
fiscal 1992 istheal low ancefor
uncollectibleamounts (or present
valueal low ance) for di rect loansout-
standingandtheli abil ity for loan
guarantees outstanding. The
long-term cost isbased on all di rect
loansand guar anteed loansdisbursed
infiscal 1999 and previ ousyearsthat
areout stand ing asof theend of fiscal
1999. Itin cludesthe sub sidy cost of
theseloansand guar anteesesti mated
asof thetimeof loan disburse ment
andsubsequentadjustments such as
modi fi cations, reestimates,amorti za
tion and write-offs.

“NetLoansReceivable’ includere-
latedinter est andforeclosed property.
They arein cluded in the as sets sec-
tion of the Bal anceSheet.

Thetotal subsidy ex penseisthe
cost of di rect loans and loan guar an-
teesrecognizedduringfiscal 1999. It
consistsof thesub sidy ex pensein-
curredfor di rect and guar anteedloans
disbursed duringfiscal 1999, for

modificationsmadedur ingfiscal
1999 of loans and guar an tees out
stand ing, and for reestimates as of the
end of fiscal 1999 of the cost of loans
and guar anteesout standing. Thisex
penseisin cluded in the State ment of
Net Cost.

TheDi rect Student L oan program,
establishedinfiscal 1994, of fersfour
typesof ed u cationloans: Stafford,
Unsubsidized Stafford, PLUSfor par-
entsandconsol i dationloans. Ev +
denceof fi nancial needisrequiredfor
astudenttoreceiveasubsi dized
Stafford loan. The other three loan
programsareavail abletobor row ers
at all incomelev els. Theseloansusu-
aly mature9tol3 yearsaf ter the stu-
dentisnolongerenrolled. They are
unsecured.

Rural Electrifi cationand Telecom
mu ni cationsloansarefor the con
structionandoperationof generating
plants, electrictransmission, anddis
tri butionlinesor systems. These
loanscarry anav er agematurity of
greater than 20 yearsand areusu ally
secured.

Themajorrural programsare
funded throughtheRural Housing In-
sur anceFund programac count,
which includes:

* Very low and low-to-moder
ateincomehomeown er ship
loansand guar antees.

* Very low-income housingre
pair loans.

* Multifamily housingloans
andguar antees.

« Domesticfarmlabor housing
loans.

* Housing site loans.

 Credit sales of acquired prop-
erty.

Loanprogramsarelimitedtorural
ar easthatincludetowns, vil lagesand
other placesnot part of an ur ban area.
Themajor ity of theseloansmaturein
ex cessof 25 yearsand are secured by
the prop erty of the bor rower.

TheFederal Family Education
Loan program, for merly knownasthe
Guar anteed Student Loanprogram,
wasestablishedinfiscal 1965. Like

the Di rect Stu dent Loan pro gram, it
of fersfour types of loans:. Stafford,
Unsubsidized Stafford, PLUS for
par entsand consol i dationloans.

TheAgency for Inter national De
vel opment provideseconomicassis-
tanceto selected countriesin sup port
of U.S. ef fortstopromotestabil ity
andsecurity inter estsinstrategicre-
gions of the world.

Ex port-Import Bank aidsinfi nanc-
ingand promotingU.S. ex ports. To
accomplishitsobjectives,thebank’s
au thor ity and re sources are used to:

» Assumecommer cial and po-
liti cal risk that ex port ersor pri
vateinstitutions are unwilling
or areun ableto un der take.

* Overcomematurity and other
limi tationsinpri vatesector fi-
nancing.

* Assst U.S. ex portsto meset
foreign of fi cially spon sored ex
port creditcompeti tion.

» Providelead er shipand guid-
anceinex port fi nancingtothe
U.S. exportingandbank ing
commu ni tiesandtofor eign bor-
rowers.

Re pay ment termsfor theseloans
areusu aly 1to 7 years.

TheFederal HousingAdministra
tion (FHA) providesmort gagein sur-
anceen cour aginglend erstomake
credit avail ableto ex pand home own-
ership. FHA predomi nately serves
borrowersthat the con ven tional mar-
ket doesnot ad equately servesuch as
first-time home buyers, minorities,
lower-incomefamiliesandresi dents
of under served ar eas.

VeteranHousingBenefitsprovide
par tial guar anty of resi dential mort-
gageloansissuedtoel i gi blevet er ans
reservistsand ser vice mem bers by
privatelenders. Thisguar anteeal-
lowsveterans, reservists and sarvice
mem bersto pur chaseahomewith out
asub stantial down pay ment.

Other loanguar anteesinclude:
Small Busi nessAdministrationloans
tomi nor ity busi nesses; andtheFarm
Ser viceAgency for farmowner ship,
emer gency and di saster loans.
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Loan and Loan Guarantee Programs as of September 30

Long-term Subsidy
Cost of Amount Expense
Loans Loans and Net Guaranteed for the Fiscal
and Loan Loan Loans by the Year ended
Guarantees Guarantees Receiv- Federal September 30,
(In billions of dollars) Outstanding Outstanding able Government 1999
Direct Loans:
Federal direct
student loans . ....... 46.5 0.4 46.1 0.4
Rural development . . . ... 68.9 13.1 55.8
Federal family
education
loan programs. . .. .... 23.7 14.5 92
Assistance for states
of the former
SovietUnion .. ....... 11.0 4.4 66
Food for progress
credits ............. 10.6 7.2 34 0.5
HUD, all other ......... 10.3 0.6 97
Direct loans
for spectrum
auction sales......... 8.3 0.4) 87 1.2
Export credit
guarantees. ......... 6.9 3.9 30
All other direct loan
programs ........... 49.9 8.7 41.2 1.7
236.1 52.4 1837 3.8
Total ..............
Guaranteed Loans:
Federal Housing
Administration. . .. .. .. 551.4 5.9 508.1 (5.2)
Veterans housing
benefit program. . ... .. 2135 5.8 84.0 1.1
Federal family
education
loan programs. . ...... 127.6 12.2 121.2 3.1
Small business loans . . .. 39.6 1.4 31.9 (0.2)
Financing account
guarantees and
insurance . .......... 24.2 5.6 24.2 1.9
Rural Housing Service. . . . . 10.0 0.2 9.0
All other guaranteed
loan programs. . ...... 38.6 4.0 36.9 1.0
1,004.9 35.1 815.3 1.8
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Note 5. Taxes

Receivable

Taxesreceiv ablearethegross
tax receivablesnetof al lowance
for doubtful accounts.

(In billions of dollars)

Taxes Receivable as of September 30

Gross taxes receivable. . ............ 79.2
Allowance for doubtful accounts . ... ... _(565)
22.7

Taxes receivable, net .

Note 6. Inventories and Related Property

“Inventoriesandrelated property”
consistof thecat egorieslistedbelow,
net of al low ancefor ob soleteand un
serviceableinventory, asof Septem
ber 30, 1999.

“Inventory heldfor sale” includes

tan gi bleper sonal prop erty heldfor
sale, net of al low ances.

“OperatingMaterialsand Sup
plies’ arecom prised of tan gi ble per-
sonal prop erty pur chased for usein
normal operations.

“Materialsand sup pliesheldfor fu
tureuse” includetan gi bleper sonal
prop erty not readily avail ableinthe
mar ket or held be causethereismore

than a remote chancethat they will
eventually beneeded.

“Stock pilematerials’ arestrategic
andcriti cal materi alsheldfor usein
national defense, conser vationor na
tional emer genciesduetostat utory
requirements; forexample,cobalt,tin
and nickel.

“Commodities” includeitemsof
com merce or trade that have an ex-
changevalueusedto stabi lize or sup-
port mar ket prices.

“Seizedmonetaryinstruments”
compriseonly monetary instruments.
Thesemonetaryinstrumentsare
awaitingjudgementtodeter mine

owner ship. Therelatedli abil ity isin
cluded in “Other liabilities.” Other
prop erty seized by the Gov ernment,
suchasreal prop erty andtangi ble
per sonal property,isnotincludedasa
Gov ernment asset. Itisaccountedfor
in agency prop erty-management re-
cordsuntil theproperty isfor feited,
returnedor otherwiseliqui dated.

“Forfeited prop erty” iscom prised
of monetaryinstruments,intangible
property, real property andtangi ble
per sonal property ac quiredthrough
forfeiture proceedings; property ac-
quired by theGov ernmenttosatisfy a
taxli abil ity; and un claimed and aban-
donedmer chandise.

Inventories and Related Property as of September 30
(In bil lions of dol lars) Defense All Others Total
Inventory heldforsale . .. .............. 67.0 1.1 68.1
Operating materials and supplies . ........ 40.9 5.5 46.4
Materials and supplies held for future use. . . 17.8 0.1 17.9
Stockpile materials .. ................. 2.8 37.5 40.3
Commodities. . . ....... ... . .. - 0.4 04
Seized monetary instruments .. .......... - 0.1 0.1
Forfeited property . . . ...... ... ... .. .. - 0.1 0.1
Total inventories and related property . . . 1285 448 1733
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“Property, plantand equip ment” consist of tangi bleassets, includ
ingland, buildings, struc turesand other as setsused to pro vide goods

Note 7. and services. Cer taintypesof tangi bleassets, col lectively referredto
as"“ Stew ard ship Assets,” arenot re ported asprop erty, plant and
Pro perty, Plant equipment or elsewhere on the Bal ance Sheet. Thisisbased on ac-

countingstandardsthat becameef fective for fiscal 1998. " Stew ard-
shipassets’ include” National defenseassets,” “Heritageassets’ and
“Stew ardshipland.” TheseassetsarepresentedintheStew ard shipIn-
formationsection.

and Equipment

Property, Plant and Equipment as of September 30
Accumulated
Depreciation/
(In bil lions of dol lars) Cost Amortization Net
Buildings, structures and facilities .. ........ 284.8 135.3 149.5
Furniture, fixtures and equipment .......... 151.0 75.0 76.0
Construction in progress. . .. ............. 49.3 - 49.3
Land and land improvements . . ........... 25 4 55 19.9
Automated data processing software. . .. .. .. 3.8 2.0 1.8
Assets under capital lease . .............. 1.5 0.5 1.0
Leasehold improvements . ............... 2.0 0.7 1.3
Total property, plant and equipment . . .. .. 17.8 2190 298.8
Note 8. Other Assets Other Assets as of September 30

(In billions of dollars)

Thecategory of “Other assets” consistsof ad

vancesand prepay ments, securi tiesandinvest ments, Securities and investments . . . . . .. 17.2
andother Governmentassetsnototherwiseclassified. Advances and prepayments. . . . . .. 13.0
Thisfigurepresentssecuri tiesat cost, net of unamor-

tized premi umsand discounts. Other . ..., _241

Total other assets . ........... 943
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Accounts Payable as of September 30

(In billions of dollars)

Agency:
Interest on Federal debt securities

held by the public . ...................... 42.6

DOD ... . e 16.7

Note 9. OPM . oo e 1.2

ACCOU ntS U.S. Postal Service ....................... 4.0

NASA . . 2.9

Payab|e AQRCUIUIE. . oo oo 2.7

VA 2.3

HUD ... . 1.8

The figureunder “ Accountspay- JustiCe. .. . 1.6

able” includes” InterestonFederal AID . 1.4

debt securi tiesheld by thepublic.” General Services Administration ... ........... 1.2

Thisreflectsunpaidinterestaccrued Transportation . .. .............ouiuinin.. 1.0

on Federal debt securi tiesheld by the ENergy . ... 1.0

pub lic (see Note 10) asof Septem ber Executive Office of the President . ............ 1.0
30, 1999, Other ac countspay ableare All other departments .. .................... _4.4

for goodsand prop erty or dered and
received, andfor ser vicesrendered Total accounts payable. . .. .............. 858
by other than em ploy ees.

Note 10. Definitions of Debt
Federal Debt * Gross Fed eral Debt - All Government debt, whether is-
SeC u ritieS sued by Treasury (Treasury se curities) or by other agen-
cies (agency securities). “Gross Federal debt” is either held
Held by by the pub lic or by Fed eral Gov ern menten i ties.
. . Debt Held by the Public - Fed eral debt held out side the
the Public Governmentbyindividuals, cor porations, State orlo cal

gov ern ments, the Fed eral Re serve Sys tem, and for eign
governments and central banks.
« Intragovernmental holdings - Fed eral debt held by

“Fed eral debt held by thepublic” Gov ern menttrust funds, re volving funds and special funds.
totaled $3,631.6 bil lionat theend

of fiscal 1999. Theaccompanying

Federal Debt Securitiestablede-
tailsGov ernment borrowingtofi-

nanceoper ations. Thistableshows  intragovernmental hold ingsin con ries, domestic series, and
debtat facevalue. Unamortizedpre- ~ solidation. sav ingsbonds).

mi umsareadded and unamor tized Securi tiesthatrepresent debtheld * Non-interest bear ing debt
discountssubtracted. by thepublicarepri marilyissuedby (matured and other).

“ Intragovernmental holdings” theTreasury andinclude: Asof Septem ber 30, 1999, $5,568
representthepor tion of thegross . bil lion of Fed eral debt wassub ject
Federal debt held asin vest ments by * Interest-bearing marketable . 5 gt 4 utory limit (31U.S.C.
Governmententities. securi ties(bills, notesand 3101). That limit was $5,950 bil-

Thisincludesmajor trust funds. bonds). lion. The debt sub ject to the limit irr
For moreinformationontrust * Interest-bearing nonmarket  cludes:
funds, seeNote19—Dedi cated Col- able securities (foreign series, « Debt held by the public and

lections. Thisreporteliminates State and lo cal gov ern ment se- intragovernmentalholdings,
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less most agency securities, Fed eral Fi nancing Bank debt,
Note 10. Federal miscel laneousdebt, and unreal ized discount on Gov ernment
accountseriessecurities.

Debt , CON t. « Unamortized net discountsonpublicissuesof Treasury
notes and bonds (other than zero-coupon bonds).

Federal Debt Securities Held by the Public as of September 30

Net _ Average
Beginning Change  Ending Interest
Balance During  Balance Rate
Sept. 30, Fiscal Sept. 30, During
(In bil lions of dol lars) 1998 1999 1999 Fiscal 1999
Treasury Securities:
Marketable securities . .................. 3,331.0 (98.0) 3,233.0 6.341%
Non-marketable securities................ 2,187.7 226.6 2,414.3 6.674%
Non-interest bearing debt .. .............. 7.5 1.5 9.0

Total Treasury securities .. ............. 0,526.2 130.1 5,656.3

Plus: Unamortized premium
on Treasury securities. . .. ............ 16.9 (0.9 16.0

Less: Unamortized discount
on Treasury securities. . . .............
Total Treasury securities,
net of unamortized premiums
and discounts. . ..................

789 15 80.4

5,464.2 127.7 5,591.9

Agency Securities:
Tennessee Valley Authority . . .. ........... 26.7 (0.8 25.9

All other agencies. . .. .................. 2.3 0.2 21

Total agency securities,
net of unamortized
premiums and discounts . . . ......... 29.0 1.0 28.0

Total Federal debt 54932 1267  5,619.9

Less: Intragovernmental holdings,
net of unamortized premiums

anddiscounts . .................

Total Federal debt securities 3717.7 (86.1) 36316
held by the public .. ............ ' ’

1,775.5 212.8 1,988.3

Typesof marketablesecurities:
Bills—Short-term ob li ga tions is sued with a term of 1 year or less.

Notes—Me dium-term ob li ga tions is sued with a term of at least 1 year, but not more than 10 yeas.
Bonds—Long-term ob li ga tions of more than 10 years.
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Intragovernmental Holdings: Federal Debt Securities

Held as Investments by Government Accounts as of September 30

Beginning ChNaitge Ending

Balance During Balance

Sept. 30,  Fiscal  Sept. 30,
(In billions of dollars) 1998 1999 1999
SSA, Old-Age and Survivors Insurance . ............. 653.3 108.9 762.2
OPM, civil service retirement and disability . . .. ........ 451.3 30.0 481.3
DOD, military retirement . . .......... ... ... .. ... .. 1338 75 141.3
HHS, Hospital Insurance Fund. . . .................. 1183 35.4 153.7
SSA, disability insurance. . . ....... ... .. o L 77.0 15.7 92.7
Labor, unemployment. . .. ........ .. . .. . o 70.6 6.8 77.4
HHS, supplementary medical insurance .. ............ 39.5 (13.0) 26.5
FDICTuNdS. . . ... 39.1 17 40.8
Railroad Retirement Board. . . .. ................... 21.8 26 24.4
OPM, Employees Life Insurance .. ................. 19.4 13 20.7
Transportation, Highway Trust Fund . . . .. ............ 17.9 10.2 28.1
Energy, nuclear waste disposal . .. ................. 11.2 40 15.2
All other programs and funds . . . ................... 1176 80 125.6
Subtotal . ... . 1,7708 2191 1,989.9
Plus: Unamortized net premiums (discounts) . ......... 4.7 (6.3) (1.6)
1,7755 2128 1,988.3

Total intragovernmental holdings, net . .. ..........
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TheGov ernment of fersitsemploy eeslife and health in sur ance, as
well asretirement and other benefits. Thesebenefitsapplytocivil ian
andmilitary employ ees.

TheFederal Governmentadministers more than 40 pen sion plans.
NOte 11 TheOf ficeof Per sonnel Man agement (OPM) ad ministersthelargest

civilianplan. Depart ment of Defense(DOD), meanwhile,administers
Fed eral E m p I Oyee thelargestmili tary plan. TheGov ernment of fersbothdefined benefit

anddefinedcontri butionpensionplans. Thelargest aredefinedbenefit
an d V.eteran plans. Thechangeinactuarial accrued post-retirement health ben efits
Benefits Payab le liability and com po nents of related ex pensefor fiscal 1999 are pre
sented below.

Federal Employee and Veteran Benefits Payable as of September 30

(In billions of dollars) Civilian Military Total
Pensions. . . ... ... .. 1,025.2 661.8 1,687.0
Post-retirement health benefits . ................ 179.7 196.2 3759
Veterans compensation

and burial benefits . . . ........ ... .. . oL - 483.2 4832
Liability for other benefits. . . .. ................. 49.0 5.6 54.6

Total Federal employee and

veteran benefits payable. . .. ............... 12539 1,346.8 2.600.7

Change in Actuarial Accrued Pension Liability
and Components of Related Expenses

(In billions of dollars) Civilian1 Military Total
Actuarial accrued pension liability,
as of September 30, 1998. . .................. 990.3 650.5 1,640.8
Pensionexpense:
Normal costs . . ...... ... .. ... 22.2 10.4 32.6
Interest on liability. . . ....... ... ... ... .. .... 72.0 33.7 105.7
Plan amendments and assumption changes . ... .. - 5.7 5.7
Actuarial (gains)/losses. .. .......... ... .. . ... (132 (6.5) (19.7)
Total pensionexpense . .. ..., 81.0 43.3 124.3
Benefits paid . ......... ..ot (46.1) (32.0) (78.1)

Actuarial accrued pension liability,

as of September 30,1999 ................ 1,0252 6618 1,687.0
1 Does not in clude U.S. Tax Court and ju di cial branch

Significant Assumptions Used in Determining

Pension Liability and the Related Expense

(In percentages) Civilian Military
Rate of interest . . ........... ... ... .. ... ....... 7.00% 6.25%
Rate of inflation. .. .......................... 4.00% 3.00%
Projected salary increases . . ................... 4.25% 3.50%
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Change in Actuarial Accrued Post-Retirement Health Benefits Liability
and Components of Related Expenses
(In billions of dollars) Civilian Military Total
Actuarial accrued post-retirement
health benefits liability,
as of September 30,1998. .. ....... ... .. ... ... 1818 223.4 405.2
Prior period adjustments. . ... ........ ..., - (37.5) (37.5)
Corrected beginning post-retirement health
benefits liability . . . ........ ... ... .. .. 1818 185.9 367.7
Post-retirement health ben efits expense:
Normal Costs . . ... ... 60 4.7 10.7
Interest on liability. . . ......... ... .. .. . 11.8 120 23.8
Actuarial (gains)/I0SSeS . . . . oo v v (135) - (13.5)
Total post-retirement
health benefits expense . . .. ........ ... .. ..... 43 16.7 21.0
Claims Paid . .. .. ..ottt (6.4) (6.4) (12.8)
Actuarial accrued post-retirement 179.7 196.2 375.9
health benefits liability, as of September 30, 1999 . . .
Significant Assumptions Used in Determining
Post-Retirement Health Benefits and the Related Expense
(In percentages) Civilian Military
Rate ofiinterest. . .. ... ... ... .. .. 7.0% 6.5%
Rate of health care costinflation . ... ............. 7.0% 4.5-10.4%

Civilian Employees

Pensions

Thelargestcivilianpensionplanis
administeredby OPM and cov ers ap-
proxi mately 90 per cent of all Federal
civilianemploy ees. Thisplanin
cludestwo com po nentsof defined
benefits. Thosearethe Civil Service
Retirement System(CSRS and the
Federal Employees’ Retirement Sys
tem (FERS). Thebasic benefitcom-
po nentsof the CSRS and the FERS
arefi nancedandoper ated throughthe
Civil ServiceRetirementandDisabil
ity Fund (CSRDF).

CSRDF mon eysaregen er ated pri-
mar ily from em ploy ees, agency con
tri butions, pay mentsfrom the gen eral
fundandinter estoninvest mentsin

Federal debtsecuri ties. SeeNote
19—Dedi catedCol lections, Civil
ServiceRetirement and Disabil ity
Fund.

TheFedera Retirement ThriftIn-
vestmentBoard,anindependent
Gov ernment agency, oper atesthe
Thrift SavingsPlan. Fed eral em ploy
eesandretir eescov eredbyCSRSand
FERSown the fund's as sets. This F
nan cial Report ex cludesthisfund be
cause the employees own its assets.

Fed eral debt held by thefundisin-
cludedandclassi fied as Federal debt
held by the pub lic. FERSemploy ees
may contrib uteupto 10 per cent of
base pay to the plan, which the Gov
ern ment matchesup to 5 per cent.
CSRS employ eesmay contributeup
to 5 per cent of base pay with no Gov
ern ment match.

The Thrift Sav ings Plan held $29.4
bil lioninnonmar ket able Treasury se

curi tiesasof September 30, 1999.
TheFederal Government’ srelated|i-
abilityisincludedin“Total Federal
debt securi tiesheld by thepublic” in
the Bal ance Sheet.

Health Benefits

Civilianretir eespay thesamein
sur ancepremiumasactiveem ploy-
eesundertheFederal Employee
HealthBenefitsProgram (FEHBP).
Thesepremi umscover only apor tion
d the costs.

Other Benefits

Employeeandannuitantcontri bu
tionsandinter estoninvest ments
fund apor tion of the Fed eral Em-
ployees Group Lifeln sur ance pro-
gram. Thisin sur ancepro gram pays
[ri vateinsur ancecom paniesfor Fed-
eral employ ees grouplifeinsurance.
TheOf ficeof Per sonnel Man age-
mentadministersthisprogram.
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Military Employees

(Including Veterans)

Pensions

TheDepart ment of Defense
(DOD) Military Retirement Fundfi
nancesmil i tary retirement and sur-
vivorbenefitprograms.

Themilitaryretirementsystem
con sists of afunded, noncon-
tributory, definedbenefit plan. It ap-
pliestothe Army, Navy, Marine
Corpsand Air Force. Thissystem
includes non-disability retirement
pay,disabil ity retirement pay and
retirement pay forreserveservice
andsur vi vor annuity programs.

Health Benefits

Military benefitsentitleretirees
and their depend entsto health care
inmilitarymedical facilitiesif afa-
cil ity can providetheneeded care.
Until they reach age 65, mil i tary re-
tir eesand their depend entsalso are
entitled to bereim bursed for the
cost of health carefrom ci vil ian pro-
vid ers. A premium ischarged to en-
rollinDOD’ sci vil iancareprogram.
Inaddi tion, therearedeductibleand
copayment requirementsfor ci vil-
ian care. Af ter they reach 65 years
of age, Medicarecov ersmil i tary re-
tirees.

Militaryretireehealthcarefig-
uresincludethecost of ed u cation
andtraining, staff ing, buildingsand
equipment, aswell astheoper ations
and maintenanceof medi cal facil i
ties. They also includeclaimspaid
tocivilian providersand the cost of
administeringthe program.

Compensation
and Burial Benefits

TheGov ernment com pensates
disabledvet eransandtheir sur vi
vors. Vet eranscompensationispay-
ableasadisabil ity ben efit or asur-
vivor’sbenefit.Entitlementto
com pensationdependson: thevet
eran’sdisabil i tieshavingbeenin
curredin, or aggravated dur ing, ac-
tivemil i tary ser vice; deathwhileon
duty, or deathre sulting from ser-
vice-connecteddisabil i ties, if notin
activeduty.

Burial benefitsinclude a burial
andplotorintermental low ance
pay ablefor avet eran, who at the
timeof death, qual i fiedtoreceive
compensationorapension, or
whose death oc curredina VA facil-
ity.

Theli abilityforveteranscompen-
sationandburial benefitspay able
decreasedinfiscal 1999 by $97.8

bil lion. Thepri mary factor contrib.
utingtothisdecreasewasachange
ininter estrateassumptions. Dueto
this change, the State ment of Net
Costitemtitled”Veteransbenefits
and services” decreased by $204.8
bil lion.

Other Benefits

Veteransinsuranceincludesthe
fol lowingprograms:

* United States Gov ern ment
Lifelnsuranceestablishedin
1919 to han dle new is sues and
the con ver sion of World War |
Risk TermInsur ance.
« National ServiceLife Insur-
anceestablished in 1940 to
meet the needs of World War |1
servicepersonnel.
* VeteransSpecial Life Insur-
anceestablished in 1951 for
Korean vet er answho did not
have ser vice-connected dis abil -
ities.
* Service-Disabled Veterans
Insurance established in 1951
for vet er answith ser
vice-connecteddisabil ities.
» VeteransReopened|nsurance
establishedal-yearreopening
in 1965 of National Ser vice
Lifelnsur ancefor cer tain dis-
abled World War |1 and Korean
veterans.

(In billions of dollars)

Veterans Compensation and Burial Benefits
Payable as of September 30

Veterans

Survivors

Burial benefits

Total compensation and burial benefits payable
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Note 12. Environmental and Disposal Liabilities

Dur ing World War |1 and the Cold
War, the United Statesdevel oped a
massiveindustrial complextore
search, produceandtest nuclear
weapons. Thisincludednuclear re
actors, chemi cal processingbuild
ings, metal machiningplants,labo
ratoriesandmaintenancefacil i ties.

Theseactivitiesleftanenviron-
mental legacy of contami natedar eas
and buildings. Vol umesof wasteand
special nuclearmaterialsrequire
treat ment, stabi li zationanddisposal.
The resultingenvironmental liabil
tiesconsist of thecostsasso ci ated
withremoving, containingand/or
disposing of thishaz ard ouswaste.

Ofthoseenvironmentalliabilities,
this report presentsonly cleanup
costsfromFederal operations
knowntoresultinhaz ard ouswaste
that the Federal Governmentisre
quired to clean up by Fed eral, State,
orlocal statutesand/orregulations.

The Departmentof Energyin-
curredoper atingandcapi tal ex pen
di turestotal ing$5.8bil lioninfiscal

1999. It used these funds to
remediateleg acy waste. Thisin
cludes nuclear materi alsandfacil +
tiesstabi li zation, and wastetreat-
ment, stor ageanddisposal activities
ateachinstal lation.

“Environmental managementfa
cil i tiesand sites” includecostsfor
environmental restoration; nuclear
material andfacil ity stabili zation;
andwastetreat ment, stor ageanddis
posal activitiesateachinstal lation.
Italsoincludescostfor related activ
i tiessuchaslandlordresponsi bil i
ties,program managementandle
gally prescribed grants for
partici pationandoversight by Na-
tiveAmeri cantribesandregulatory
agencies.

“Activeandsurplusfacilities”
representanticipated remediation
cost for thosefacil i tiesthat are con
ductingongoingoper ationsbut ul t
mately will requirestabi li zation, de
activationand decommissioning.

“High-level waste and spent nu-
clear fuel” in cludethe full cost to

providefor per manent disposal of

theNation’shigh-level radioactive
waste and spent nu clear fudl.

Projectswithnocur rentfeasi bil ity
remediation ap proach areex cluded
from the esti mate. Significantpro-
jectsnot in cluded are;

* Nuclearexplosiontestar eas
(e.g., Nevadatest site).

* Largesurfacewater bodies
(e.g., Clinchand Colum bia
Rivers).

« Most ground water (even
with treat ment, fu ture use will
berestricted).

» Somespecial nuclear mate-
rial (e.g., uranium
hexafluoride).

The Department of Defense
(DOD) isresponsi blefor thecleanup
of facil i tiesitoperatesor hasoper-
ated,including restorationof active
and Base Realign ment and Clo sure
instal lationsand for merly used de-
fensesites; disposal of chemi cal
weapons; envi ronmental costs asso-
ci atedwiththedisposal of weapons
systems(pri marily nuclear pow ered
air craftcar ri ersand submarines); and
for train ing range cleanup.

(In billions of dollars)

Environmental and Disposal Liabilities as of September 30

Department of Energy:

Active and surplus facilities

DOD:
Training ranges.
Active installations

Environmental management facilities and sites

High-level waste and spent nuclear fuel

Nuclear powered aircraft carriers and submarines
Chemical weapons disposal

183.7
25.4

14.9
6.7

230.7

34.0
15.4
10.8

8.9
10.6
79.7

2.8

313.2
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Note 13.

Benefits Due

Theseamountsaretheben efits
owed to programrecipi entsor medi-
cal serviceprovidersasof thefiscal
year end that have not yet been paid.
Foradescriptionof theprograms, see
theStewardshipResponsi bil itiessee
tionunder StewardshipInfor mation.

(In billions of dollars)

Benefits Due and Payable as of September 30

Grants to States for Medicaid

(Medicare Part B)
Federal Disability Insurance

Supplemental security income
Railroad retirement. . ... ... ..
Unemployment insurance

Other benefits

Federal Old-Age and Survivors Insurance. . . .
Federal Hospital Insurance (Medicare Part A).

Federal Supplemental Medical Insurance

Total benefits due and payable

29.0
13.3
11.6

10.4
6.8

1.0
0.7
0.4

0.6
73.8

Note 14. Other Liabilities

“Insuranceprograms” include
bank depositinsurance, guar antees
of pensionbenefits, lifeand medi cal
insurance. They alsoincludeinsur
anceagainst dam ageto prop erty
(home, cropsand air planes) caused
by perilssuch asflood ing and other
nat ural di sasters, risk of war, andin-
solvency.

“Accruedwagesandbenefits”
consistof theesti matedli abil ity for
civilianandcommissionedofficers’
sal ariesand wages earned but un

paid. They also in clude funded
an nual leave and other em ployee
ben efitsthat have been earned but
areunpaid.

Amountsre ceived for goods and
servicestobeprovided comprise
“Advances from others’.

“ExchangeStabili zationFund”
includesSpecial DrawingRights
(SDRs) certificatesissuedtothe
Federal ReserveBanksandal loca
tionsfromthelnter national Mone
tary Fund.

“Other debt” includesGov ernment
obligations,whether scured or unse

cured, not in cluded in pub lic debt.

“Goldcertificates” aremone-
tarizedpor tionsof gold and the cer tif
i catesaredepositedintheFederal Re
serve Bank.

“Deferred revenue’ referstoreve-
nue re ceived but not yet earned.

“Othermiscel laneousliabilities”
includeamounts ac crued for contin
gent liabilities.

(In_billions of dollars)

Other Liabilities as of September 30

Advances from others

Gold certificates
Deferred revenue

Exchange Stabilization Fund
Other debt. . ... ... .

Unclassified deposited funds
Other miscellaneous liabilities

INSUrANCEe ProgramS. . . . v v vt e e e e e e e e e e
Accrued wages and benefits

Total other liabilities. . . . ...... ... ... . . . .
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Note 15. Collections and Refunds of Fed eral Revenue

Treasury istheFederal Government’ sprinci pal reve-
nue-collecting agency.

Collectionsof “Indi vidual incomeandtax withhol d-
ings’ includeesti matedincometax pay mentsby indi vid-
uals, Social Security and Medicaretaxes, rail road retire-
ment taxesandin di vid ual incometax with holdings.

Refundsof “Indi vidual incomeandtax withholdings”
includerefundsfromthe Earned In come Tax Credit
(EITC). The EITCisarefundablecredit for tax pay ers
whowork andwhaoseearningsfall below theestab lished

ceil ing. A refund ablecreditisfirst usedto off setany indk

vid ual taxesowed; any remainingamountsareissuedto
thetax payer. Amountsreportedfor cor porateincome
taxesintax year 1999 in clude cor po rate taxes of $8 bilt

lionfor tax year 2000. Infiscal 1999, the|RSissued $25.6

bil lionin EITCrefunds. Anaddi tional $4.9bil lion of the
El T Ccreditswereappliedtoreducetax payer li abil ity.
These EITC amountsarein cluded in “Gross Cost” in the
Statement of Net Costs asacom po nent of thein come se

curityfunction.

Collections of Federal Revenue for the Fiscal Year Ended September 30
Tax year to which collections relate
Federal
Revenue Prior
(In billions of dollars) Collections 1999 1998 1997 years
Individual income and tax withholdings ... 1,588.2 11,0204 547.4 11.4 9.0
Corporate incometaxes .............. 216.0 1428 62.5 1.1 9.6
Unemploymenttaxes. ................ 26.5 24.6 1.9 - -
Excisetaxes .. ........ ... . .. 72.0 48.4 235 - 0.1
Estate and gifttaxes . ................ 28.4 - 25.0 1.0 24
Customs duties. . . .................. 19.1 19.1 - - -
Federal Reserve Bank earnings. .. ...... 26.0 18.6 7.4 - -
Feesand licenses. . . ................ 1.6 1.6 - - -
Fines, penalties, interest and other taxes. . 6.7 4.4 2.3 - -
Total . ... 1,9845 12799 6700 13.5 21.1
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Federal Tax Refunds Disbursed for the Fiscal Year Ended September 30

Tax year to which the refunds relate

Refunds Prior
(In billions of dollars) Dispersed 1999 1998 1997 years
Individual income
and tax withholdings . . .. .. ........ 149.2 0.6 1389 72 2.5
Corporate incometaxes. ............ 33.8 1.5 14.2 6.3 11.8
Unemploymenttaxes............... 0.1 - 0.1 - -
Excisetaxes ..................... 1.3 0.2 0.4 - 0.7
Customs duties. . ................. 1.2 0.4 0.3 01 0.4
Estate and gifttaxes . .. ............ 0.7 - 0.2 a3 0.2
186.3 2.7 1541 13.9 15.6

Note 16. Unreconciled Transactions

Affecting the Change in Net Position

Thereconcil i ation of the* ChangeinNet Posi tion” re-
quiresthat thedif fer encebetween ending and beginning
net po si tion equal sthe ex cessof rev enuesover cost, plus
or minusprior periodadjust ments.

Theunreconciledtransactionsneededtobringthe
change in net posi tioninto bal ance net to $24.4 bil lion.

* Improperrecordingof intragovernmental trans-
actionsby agencies.

 Transactionsaffecting Bal ance Sheet as setsand
liabilitiesnot properlyidenti fiedby agenciesas
prior periodadjust ments.

- Timing dif fer encesand er rorsinthereporting of
transactions.

TheFederal fi nancial community considerstheidenti fi-

The three pri mary factorsaf fectingthisout-of-balance  cationandreportingof theseunreconciledtransactionsa

situationare:

priority.
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“Priorperiodadjust ments”
consist of anet $6.9 bil lion ad-
just ment totheopening net posi-
tion, to cor rect errorsin prior pe-
riods.

Significant compo nentsof this
netadjustmentinclude;

« A $37.5hil liondecrease
of thebegin ning post-retire-
ment health benefitsliabil-
ity for military personnel
(see Note 11— Fed eral Em-
ployeeand Vet eran Ben efits

Pay able), and

Note 17. Prior Period Adjustments

« A $28.5hil lionin crease of
theenvironmentalliabilities
for long-term sur veil lance and
maintenance, anddecontami-
nationanddecommissioning
costs.

TheGov ernment hasentered
intocontractual commitments
that requirefutureuseof fi nan-
cial resources. Ithassignifi cant
amounts of long-term lease ob li-
gations as shown in thetable be-
low.“Undeliveredorders’ repre
sent the value of goods and
ser vicesor dered that havenot yet
beenreceived.

Contingentliabilitiesrelatedto
theloanguar anteeprogramsare
de scribed in Note 4.

A contingencyisanexisting
conditionorsituationinvolving
uncertaintyas to a possibleloss.
Alossisconsideredreasonably

possi bleif thefutureconfirming
event or events are more than re -
mote, but lessthan probable.
Thesecontingenciesdonotin-
cludeexistingconditionsorsitu-
ationswherethefutureoccurring
eventisonly consid ered remote,
nor dotheyincludecontingencies
that would re sult in again.

The Gov ern ment also issub-
jecttocontingencies,including
liti gation, that ariseinthenor mal
courseof op er ations. Theul ti-
matedisposi tion of thesemat ters
isunknown.Basedoninfor ma-
tioncurrently avail able, how ever,
itismanagement’ sopinionthat
theex pected out come of these

Note 18. Commitments and Contingencies

matters,individually orintheaggre
gate, will not haveamaterial adverse
ef fect onthefi nancial state ments, ex
ceptforliti gationdescribedinthe
next paragraph.

Nu mer ouscasesarependingin-
volvingsupervi sory goodwill at sav
ingsandloaninsti tutions, Medicare
cost report set tlements, har bor main
te nancefeesand cer tain other mat.
ters. Whileit islikely that the United
States will have to pay some amount
of dam ages on the claims, the ul ti-
mate costscan not bereason ably esti
mated at this time.

TheGov ernment al so hasun used
stat utory linesof creditto Gov ern
ment sponsoredenter prisestotaling
$10hil lion.

Financial Treatment of Loss Contingencies

Probability of Loss

Probable

probable

Reasonably Possible, more
than remote but less than

Remote, chance of
occurrence slight

Financial Treatment

Balance Sheet

Footnote Disclosure

No disclosure
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Commitments as of September 30

(In billions of dollars)

Long-term Leases:

General Services Administration (GSA) . ...............

U.S. Postal Service. . . ...
Department of Justice. . . .

National Institutes of Health

Other long-term leases . . .

Total long-term leases . .

Undelivered Orders:

Defense agencies .. .....

Rural development . . . ...

Other undelivered orders. .

Total undelivered orders .

Other Commitments:

National Oceanic and Atmospheric Administration
satellites and weather systems . . .. .................

Transportation. .. .......

Capital
Leases

Operating
Leases

0.3
0.6

0.9

15.7

85
39
06

23

1.8

31.0

104.3
28.0
21.5

19.7
16.4
14.1

13.9

187.1

405.0

5.6
3.0
15
0.4

0.3

10.8
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Contingencies as of September 30

(In billions of dollars)

Insurance:
Export-Import Bank. . . ... ... 40.9
Pension Benefit Guaranty Corporation. .. ............... 19.0
Overseas Private Investment Corporation . .............. 0.2
Bank Insurance Fund . . ... ... .. ... . 0.2
Other insurance programs. . . .. ..........veuuunonn.. 0.2
Total insurance programs . . . . ... it ii 60.5
Unadjudicated Claims:
Air FOrce . . .. 0.8
INterior . . ... 0.4
G A L 0.2
Federal Savings and Loan Insurance Corporation
Resolution Fund . ........ ... ... .. ... ... . ... ..... 0.1
Bank Insurance Fund . . . .. ... ... .. L L 0.1
AT 0.1
Other unadjudicatedclaims . . . ....................... 0.6
Total unadjudicated claims. .. ...................... 2.3
Other Contingencies:
Multi-lateral developmentbanks . .. ................... 67.4
Production flexibility program. .. ............ .. .. .. .... 5.1
Conservationreserve program . . . . ... ... 1.3
Environmental cleanup ... ........ ... . ... oL 11
Contingent liabilities .. ........ .. ... .. ... ... .. ..... 0.5
Nuclearwaste fund. .. ........... ... .. ... .. ........ 0.5
Real property activities ... ........... ... . .. . 0.4
Other contingencCies . . ... .ottt 1.4
7.7

Total other contingencies. . . ............ ... .........




NOTES TO THE FI NAN CIAL STATE MENTS

91

Note 19. Dedicated Collections

The term “trust fund,” as used in
thisreport andin Fed eral bud get ac-
counting,isfrequently misunder-
stood. Inthepri vate sec tor, “trust
fund” referstofundsof oneparty held
by asec ond party (thetrustee) in afi -
duciary capacity. IntheFed eral bud-
get, the term “trust fund” means only
that the law re quiresthe fundsbe ac-
counted for sep arately, used only for
speci fied pur posesanddesignated as
a“trust fund.” A changeinlaw may
changethefuturereceiptsandthe
termsun der which thefund’ sre-
sources are spent.

“Trust fund assets” rep re sent the
unex pended bal ancefromall sources

of receipts and amounts due the trust
fund, regard less of source. Thisin
cludesrelatedgovernmental transac
tions. Thesearetransactionsbetween
twodif fer ent enti tieswithinthe Fed-
eral Gov ernment (for ex am ple, mor+
iesreceived by oneentity of the Gov-
ernment from an other entity of the
Government).

“Intragovernmental net assets” are
comprisedof investmentsinFederal
debtsecurities, relatedaccruedinter-
est and fund bal ancewith Treasury.
Theseamountswereeliminatedin
preparing this Financia Report.

“Consolidatedassets” represent
only theamountsduefromindi vid -

alsand other enti tiesout sidethe Gov-
ern ment. Thismeansthat all related
governmental transactionsarere
moved to present the Gov ernment’s
positionas a whole.

Themajority of trust fund assets is
investedin intragovernmental Federal
debtsecurities. Thesesecuritiesre
quireredemptionif afund’ sdisburse-
mentsex ceeditsreceipts. Redeeming
thesesecuri tieswill in creasethe Gov-
ernment’ sfi nancingneedsandrequire
morebor row ingfromthepublic (or
less repay ment of debt prior to matu-
rity) or will re sult in higher taxes than

oth er wisewould have been needed.

Dedicated Collections as of September 30*
Assets
Trust Less
Fund Intragovern- Consoli-
Disburse-  Net mental Net dated
(In billions of dollars) Receipts ments Assets Assets Assets
Fund Name
Federal Old-Age and
Survivors Insurance
Trust Fund . . ... ... .. 4447 3344 745.9 7459 -
Federal Disability
Insurance Trust Fund . . 67.9 52.0 87.1 87.1 -
Medicare Part A. .. ... .. 1505 1324 141.4 1414 -
Medicare Part B....... 85.1 79.6 45 .6 45.6 -
Unemployment
Trust Fund . . .. ...... 31.8 25.0 78.9 78.9 -
Hazardous Substance
Superfund . ......... 0.9 1.5 4.4 4.4 -
Highway Trust Fund. . . .. 39.3 29.3 28.0 28.0 -
Airport and Airway
Trust Fund . .. ....... 1.1 7.7 12.7 12.7 -
Civil Service Retirement
and Disability Fund. . . . 73.9 43.9 4904 4901 0.3
Military Retirement Fund 38.0 32.0 156.0 156.0 -
Railroad Retirement Board
Trust Fund . . .. ...... 5.1 8.2 21.9 21.9 -
*By law, cer tain ex penses (costs) re lated to the ad min is tra tion of the above funds are notc harged to the funds
and are fi nanced by other sources.
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Federal Old-Age and Survivors Insurance Trust Fund

Thistrust fund providesassis
tanceand protection against the
lossof earningsduetoretire ment
or death. Theassistanceisinthe
form of money pay ments. The
Federal Old-Age and Survivors
InsuranceTrust Fundisadminis

tered by theSocial Security Ad-
ministration(SSA).

Pay roll and self-employment
taxespri mar ily fundthe Fed eral
Old-AgeandSurvivorsinsurance
Trust Fund. Inter est earningson
Federal debtsecurities, Federal

agencies pay mentsfortheSocial Se
curity benefitsearnedby militaryand
Federal civilianemploy ees,and
Treasury pay mentsfor apor tion of
incometaxespaidon Social Security
ben efitsprovidethefundwith ad di-
tional income.

Federal Disability

Insurance
Trust Fund

TheFedera Disabil ity InsuranceTrust
Fundprovidesassistanceandprotection
against theloss of earningsdueto awage
earner’ sdisabil ity. Theassistanceisinthe
form of money pay ments. SSA ad minis
terstheFederal Disabil ity Insurance
Trust Fund.

Likethe Fed eral Old-Age and Sur vi-
vorslnsuranceTrust Fund, pay roll taxes
primarily fund the Federal Disability In-
sur ance Trust Fund. The Fund also re
ceivesincomefrominter est earningson
Federal debtsecurities, Federal agencies
pay mentsfortheSocial Security benefits
earned by mil i tary and Federal ci vil ian
employ ees, and apor tion of incometaxes
paid on Social Security benefits.

Federal Hospital
Insurance Trust Fund

TheFederal Hospi tal Insurance Trust Fundfi nancesthe
Hospi tal Insuranceprogram (MedicarePart A). This pro-
gramfundsthecost of hospi tal andrelated careforindi vid-
u alsage 65 or older, who meet cer tainin sured statusre-
quirements,andforeligible disabledpeople. The
Depart ment of Healthand Human Ser vices(HHS) adminis

terstheprogram.

TheFederal Hospi tal Insur anceTrust Fundisfi nanced
pri marily by pay roll taxes, includingthosepaid by Fed eral
agencies. It alsoreceivesincomefrominter estearnings on
Fed eral debt securi tiesand apor tion of incometaxespaid
onSocial Security benefits.

Federal Supplementary Medical
Insurance Trust Fund (Medicare Part B)

TheFederal Supplementary
Medi cal InsuranceTrust Fundfi-

tici pantstocover medi cal ex penses

Appropriations, premiums
chargedtoenrolleesandinter est

nancestheSupplemental Medi cal
Insuranceprogram(MedicarePart

B), whichprovidessupplementary
medi cal insuranceforeli gi blepar-

not cov ered by Medicare Part A.
The Depart ment of Healthand Hu-
man Ser vicesad ministersthepro
gram.

earnedoninvest mentsinFederal
debtsecuritiesfundtheFederal

Supplementary Medical Insurance
Trust Fund.

Unemployment
Trust Fund

The Un em ploy ment Trust Fund pro tectswork erswho lose their jobsthrough

nofault of their own. TheUnem ploy ment Insur anceprogramisauniqueFederal
and State part ner ship based on Fed eral law, but ex e cuted through State law by
Stateof fi cials. TheDepart ment of Labor ad ministerstheFed eral op er ationsof

theprogram.

Taxesonemploy erspri marily fundtheUnem ploy ment Trust Fund. How ever,
inter estearned oninvest mentsinFed eral debt securi tiesalsoprovidesincometo

thefund. Appropri ationshave sup plementeditsincomedur ing peri odsof high
andextendedunemploy ment.
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TheHazard ousSub stance Super-
fund wasau tho rized to ad dress pub-

lichealthandenvi ronmental threats 1995).

Highway Trust Fund

fromspillsof hazardousmaterials
andfromsitescontami natedwith
hazardous substances. TheEnvi ron
mental Protection Agency (EPA)

Thefol lowingfi nancethe Haz

Hazardous
Substance administersthefund.
Superfund

ardousSubstance Superfund:

* Excisetaxescol lected on
petroleum,chemicals and im -
ported sub stances (ex piredin

» Environmental taxesfrom
corporationswithal ternative
minimum tax ableincomein
ex cess of $2 mil lion (ex pired
in 1995).

» Finesand pen al tiesand cost
recoveriesfromresponsible
parties.

* Appropriations.

« Interest earned on invest
mentsin Fed eral debt securi
ties.

TheHighway Trust Fund wasestab lishedto promotedo mesticinter-
statetranspor tation, and mov ing peo pleand goods. Thefund provides
Federal grantsto Statesfor highway constructionandrelatedtranspor ta-
tion pur poses. Transpor tationad ministerstheHighway Trust Fund.

Thefol lowingprovide al fi nancing for the Highway Trust Fund:

» Earmarked taxes on gasolineand other fu els, cer taintires, ve-
hi cle and truck use.

* Interestearned oninvest mentsin Fed eral debt securi ties.

Airport and Airway Trust Fund

TheAir portand Air way Trust Fund providesfor air port
improvement, maintenanceof air portfacil i tiesand equip-
ment, research, and apor tion of op er ations. Transpor ta-
tionad ministersthe Air port and Air way Trust Fund.

Thefol lowing providefundingfor theAir port and Air-
way Trust Fund:

» Taxesreceivedfromtranspor tation of per sons
and prop erty in the air and fuel used in
non-commercial air craft.

« International departuretaxes.

* Interestearned oninvest mentsin Fed eral debt
securities.

Civil Service
Retirement and
Disability Fund

TheCivil ServiceRetirement
and Disabil ity Fund cov erstwo
Federal civilianretirementsys
tems: the Civil Ser viceRetire-
ment System (CSRS) for em ploy-
eeshired before 1984 and the
Federal EmployeeRetirement
System (FERS), foremploy ees
hired af ter 1983.

The CSRS isfi nanced by:
» Federal civilianemployees
contributions.
* Agencies contri butionson
behalf of theem ploy ees.
« Appropriations.
* Interestearnedoninvest-
ments in Federal debt securi-
ties.

Military Retirement
Fund

TheMili tary Retirement Fund providesretirement benefitsfor
Army, Navy, Marine Corpsand Air Force per son nel and their sur-

vivors. Thefundisfi nanced by DOD contri butions, appropri ations
andinter est earned oninvest mentsin Fed eral debt securi ties.

Railroad Retirement
Trust Fund

TheRail road Retirement Trust Pay roll taxespaid by rail road

Fundprovidesannuitiesand sur vi-
vor benefitstod i gi blerail roadem-
ploy eesandtheir sur vivors. The
fundalsopaysdisabil ity annuities
basedontotal oroccupationa dis-
abil ity.

employ ersandtheiremploy ees
providethepri mary source of in-
comefor theRail road Retirement
SurvivorBenefitprogram. By law,
rail roadtaxesarecoor di natedwith
Socia Security taxes.
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Note 20. Indian Trust Funds

Thelndian Trust Fundsdif fer from
other dedi cated col lectionsreportedin
Note 19. The De part ment of theInterior
(Interior) hasresponsi bil ity for theas-
setsheldintrust onbehalf of Ameri can
Indiantribes and individuals. Thetrust
fundsareheldin ac countsfor ap prox i-
mately 315 tribes, 317,000 indi vid ual
Indianaccountsandother funds,includ-
ing the Alaska Native Escrow Fund.

Theassetsheldintrust for Native
Amer i cansareowned by thetrust ben e-
fi ciariesandarenot theFederal Gov ern-
ment’ sas sets. Therefore, theseamounts
arenot reflectedinthe Bal ance Sheet or
Statement of Op er ationsand Changesin
Net Posi tionex cept for their holdingsof
nonmar ketableTreasury securities,for
whichtheGov ernment’sli abil ityisin-
cludedinFederal debt securitiesheldby
thepublic.

U.S. Government as Trustee for Indian Trust Funds
Held for Indian Tribes and Other Special Trust Funds
Statement of Changes in Trust Fund Balances as of September 30

(Unaudited)

(In_millions of dollars)

ReCeIPIS. . . 873.0
DIShUISEMENTS . . . .\ttt (736.7)
Receipts in excess of disbursements . . .. ....... ... ... ... .. ... 136.3
Trust fund balances, beginning ofyear . . ................... ... 2,460.0
AUSIMENE . . . . (0.5)

2,595.8

Trust fund balances, end ofyear . .......... .. ... ... ... .....

U.S. Government as Trustee for Indian Trust Funds

Held for Individual Indian Monies Trust Funds

Statement of Changes in Trust Fund Balances as of September 30
(Unaudited)

(In_millions of dollars)

ReCeIPtS . . . 306.7
DiSOUISEmMENtS . . . ... .. (336.6)
Receipts in excess of disbursements . . . ....................... (29.9)
Trust fund balances, beginningofyear. ... ..................... 4792

4493

Trust fund balances, endofyear. . .. ........................
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United States Government
Supplemental Information
for the Year Ended September 30, 1999

(Unaudited)

The State ment of Net Cost pres entsthe cost of the Gov ern-
ment’smajor functions. Theobjectivesof each of thefunctions
aredescribed below. Also, thestatement containsthedef i ni tions
of “Gross cost,” “Earned revenue’ and “Net cost.”

Net Cost Detail

Amounts listed un der thisfune pensateandprovideretirement ben
National tionincludethecosttoprovidemil i-  €efitsfor the armed forces; de velop,
tary forcesto deter war; tobepre-  a¢ quire, uti lizeand dispose of
Defense pared to %ﬂ gage| nc\jNar? and t? weaponsystems; conduct research
preservethepeaceandsecurity of - o geyel op ment to main taintech
theUnited States, the Ter ri tories, i o
Commonwealth, itspossessionsand _nologl cal superi ority, cutcostsand
any areaoc cu pied by the United 1M proveper for mance of weapon
States. National defensealsoin  Systems, andcarry out other defense
cludesthe cost to train, equip, com-  relatedactivities.
Human
Resources Education, Training, Employment and Social Services
. .. Earned
Educatlon, Tralnlng, (In bil lions of dol lars) Gross Cost Revenue Net Cost
Employment and
Social Services Subfunctions:
The“Education, training, Elementary, secondary and
em p|oy ment and so ci al ser- vocational education. . . .. 17.6 - 17 .6
vices” function servesto ex- Higher education . ... .... 14.5 14 13.1
tend knowl edge and skills, en- Research and general
hance employment and education aids. . . ... ... 2.5 - 25
employmentopportunities, .
and provideser vicestothe Other labor services . .. ... 1.0 - 1.0
' Social services. . ........ 16.6 - 16.6
Total education,
training, employment 57.9 14 56.5
and social services . ..
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Human
Resources,
cont.

Health

Listed underthe“Health”
func tion are the coststo pro
motephysi cal and mental
health, includingthepreven-
tionofill nessandacci dents
and the Medicaid pro gram. Al
though the Medicare pro gram
isthelarg est Fed eral health
program, by law itisinasep a
rate func tion for bud get pur
poses. Also ex cluded fromthe
“Health” subfunction is Fed
eral health carefor mil i tary
personneland veterans.

Medicare

Federal Hospital Insurance
(MedicarePart A) and Fed eral
SupplementaryMedi cal | nsur-
ance (Medicare Part B) pro
grams make up Medicare. This
functionisnot fur ther sub di
vided. For moreinfor mation
on Medicare, see the notein
theStew ardshipResponsi bil-
itiessection of Stew ard shipIn
for mation, and Note 19—Ded
i catedCol lections.

Social Security

“Social Security” costsin-
cludepay mentstoel i gi bleben
efi ciariesof theOld-Ageand
Survivorslnsurance (OASl)
andDisabil ity Insurance(DlI)
pro grams. Thesearecol lec
tivelyreferredtoas” Social Se
curity.” TheSocial Security
programisthesinglelargest
Fed eral program andisfunded
pri marily by pay roll taxes. For
moreinformationonSocial
Security,refer to the Stew ard
shiplnformationsectionon
StewardshipResponsibilities
and Note 19—Ded i cated Col
lections.

Health
Gross Earned

(In bil lions of dol lars) Cost Revenue Net Cost
Subfunctions:
Health care services. . ... ... 123.4 0.5 122.9
Health research

and training. . . .......... 14.7 0.1 14.6
Consumer and occupational

health and safety. p ....... 2.5 0.1 2.4

140.6 0.7 139.9

Total health. . .........

Income Security

Thecostof providing pay-
mentsto per sonsunrelatedto
any cur rent ser vicecom prises
the*Incomesecurity” function.
Included aredisabil ity, rail road
retirementbenefits, temporary
assistancetoneedy fami liesand
similar programs, other than
amountsrelatedto So cial Secu-
rity and vet er ans. Alsoincluded
are food stamps, spe cial milk
andchildnutritionprograms;

unemploy mentcompensation;
and workers’ compensation
earned in cometax credit re-
fundsand reduction of tax payer
liabilities; publicassistancecash
pay ments; benefitspaidtothe
el derly and coal miners; and
low- and mod er ate-income
housingassistance. Thecost of
Federal pensionsandretiree
healthbenefitsareal locatedto
other functions.

Income Security

Gross Earned

(In bil lions of dol lars) Cost Revenue Net Cost
Subfunctions:
Unemployment

compensation. . . ... ... 245 0.7 23.8
Housing assistance. . . . .. 27.8 - 27.8
Food and

nutritional assistance ... 34.1 0.1 34.0
Other income security . . .. 89.8 3.7 86.1
Cost not allocated 11.8 1.7 10.1

to subfunctions. . ... ... : . :

Total income 1880 6.2 1818

security. . . .........
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Veterans Benefits and Services

Human
Resources,
cont.

Theamountslisted under thisfunctionin cludespecific ben efitsand ser vicespaid to
thosewith prior mil i tary ser viceor their spouse, depend entsand sur vi vors. Included are
veteranscompensation, lifeinsur ance, pensions, burial benefits,education, training,
medi cal care, veter anshousingandadministrative ex pensesof the De part ment of Vet-
eransAf fairs. Thenet cost lineti tled “ Veteransben efitsand ser vice” decreased thisfiscal
year by $204.8bil lion pri mar ily duetoachangeininter est rateassumptionsinthecal cu-
lation of the relatedliability for veteranscompensation.

Veterans Benefits and Services

Earned
(In bil lions of dol lars) Gross Cost Revenue Net Cost
Subfunctions:
Income security for veterans . ............. (65.5) - (65.5)
Veterans education,
training and rehabilitation . ... ........... 1.7 0.2 15
Hospital and medical care for veterans. . ... .. 18.2 1.8 164
Veterans housing. . .. ................... 1.3 0.5 0.8
Other veterans benefits and services .. ... ... 1.1 0.2 0.9
) . (43.2) 2.7 (45.9)
Total veterans benefits and services . . . . . ..
Energy
i E d
PhySICal (In bil lions of dol lars) Gross Cost Re\?gr]lﬁe Net Cost
Resources Subfunctions:
Energy supply. . . ........ 11.3 11.9 (0.6)
Energy conservation. . . . .. 0.6 - 0.6
Natural Resources Emergency energy
and Environment preparedness .. ....... 0.2 - 0.2
Energy information, 08 0.5 0.3
Thisfunctioniscom prised of costs policy and regulation. . . : - :
incurredtodevelop, manageand 12.9 124 0.5

maintaintheNation’snatural re-
sourcesandenvi ronment. Ex cluded
arefundingfor community water sup-
ply pro grams, basic sewer systems
and waste treat ment plantsthat are
part of commu nity or regional devel -
opment programs.

Total energy

Energy

The"Energy” functionincludesthecost of promotinganadequatesup ply and

ap pro pri ate use of en ergy to servethe needs of the Nation.

Natural Resources and Environment

Total natural resources and environment

Earned

(In bil lions of dol lars) Gross Cost Revenue Net Cost
Subfunctions:
Water reSOUICES. . . . . e et e e e e e 55 0.5 50
Conservation and land manaogement. .. .............. 6.2 0.9 53
Recreational resources. . .. ....... ... .. . ... ... 3.0 0.3 2.7
Pollution control and abatement . ................... 8.6 0.6 80
Other natural reSOUICES . . . o v v v e et e 3.8 0.6 3.2

27.1 2.9 24.2
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transportation facil i ties(suchasair-
portsand rail roads).
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Commerce and Housing Credit
PhyS|CaI Earned
Resources Cont (In bil lions of dol lars) Gross Cost  Revenue Net Cost
. .
Subfunctions:
Commerce and Mortgage credit. . ... ... .. (3.4) 3.7 (7.1
Hou'smg C"edﬂ Postal Service. . ... ...... 80.0 61.9 18.1
Thlsfl_Jnctlonen com p_assesthe Deposit insurance . ....... 4.3 1.4 29
promotionandregulationof the
com merce, housing and de posit in- Other advancement 83 6.9 14
suranceindustries. Includedunder of commerce . .........
“Commerceand hOU_SI ng Cr_edlt" are Total commerce ) 89.2 73.9 15.3
coststo col lect and dissemi nate so- and housing credit. . . . .
cia and eco nomic data; pro videgen-
eral pur posesubsi diestobusi ness
andindividuals,includingcredit
subsi diesfor housing; and sup port
the Postal Service fund. .
Transportation
Transportation - Earned
(In bil lions of dol lars) Gross Cost Revenue Net Cost
Grantsto States and oth ersfor lo- Subfunctions:
cal or national transpor tation of pas- Ground transportation . . .. 29.2 - 29.2
sen gersand prop erty make up the Air t A 96 04 92
bulk of thecost associ ated with this Ir ransportation . . ... . . - - :
function. In cluded are coststo con- Water transportatfon ..... 5.1 0.7 4.4
structfacil i ties; pur chaseequipment; Other transportation. . . . .. 0.2 - 0.2
doresearch, testingandeval uation; 44 .1 1.1 430

Total transportation. . . . .

community economiesby devel op
ingphysical facil itiesorfinancial
infrastructurescomprisethisfunc-
tion. Also in cluded are the costs of

Thecostsof promotingvi able

Community and Regional Development

devel opingtransportationfacilities
that areintegral partsof com mu-
nity devel opment programs. Aids
tobusi nessesisusually ex cluded

fromthisfunctionunlessit pro

motestheeco nomicdevel op ment of
depressed ar easandisnot designed

topromotepar ticular linesof bust
ness for their own sake.

Community and Regional Development

and regional development

Earned
(In bil lions of dol lars) Gross Cost Rev e nue Net Cost
Subfunctions:
Community development . . .................. 51 - 51
Area and regional development ... ............ 4.2 11 3.1
Disaster relief and insurance . ................ 5.6 17 3.9
Total community 14.9 28 12.1
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Interest

Interest costsare pri mar ily amountson Fed eral debt se-
curi tiesheld by thepublic. Inter est pay mentsonthesesecu
ri tiesare made by Trea sury’ sBu reau of the Pub lic Debt.

Other Functions

International Affairs

Thisfunctionin cludesthe cost of
maintaining peaceful relations, sup-
porting commerceandtravel between

the United States and the rest of the
world, and promotinginternational

security andeconomicdevel opment
abroad.

General Science, Space
and Technology
This function cov ersthe cost of Na

tional Sci enceFoundationresearch,
NASA space pro gramsand De part-

ment of En ergy gen eral sci encere-
search.

Agriculture

Costsassoci atedwith promoting
agriculturaleconomic stabilityand
maintainingandincreasingagri cul-
tural pro duction arefound under the
“Agriculture’ function.

International Affairs
Earned
(In bil lions of dol lars) Gross Cost Revenue Net Cost
Subfunctions:
International development .
and humanitarian assistance .................... 9.8 0.4 94
International security assistance. . ................... 5.8 0.8 5.0
Conduct of foreign affairs . . .. ......... .. ... .. ..... 6.1 1.0 51
Foreign information and exchange activities ............ 1.2 - 1.2
International financial programs .. ................... 6.7 7.4 0.7)
_ . i 29.6 9.6 20.0
Total international affairs. . .. .....................
General Science, Space and Technology
Earned
(In bil lions of dol lars) Gross Cost  Revenue Net Cost
Subfunctions:
General science and basic research .. ............... 5.6 - 5.6
Space flight, research and supporting activities . . . ... ... 11.9 0.1 11.8
i 17.5 0.1 17.4
Total general science, space and technology . .. ... ...
Agriculture
Earned
(In bil lions of dol lars) Gross Cost Revenue Net Cost
Subfunctions:
Farm income stabilization . .. ...................... 23.7 1.9 21.8
Agriculture research and service . . .. ................ 3.5 0.5 3.0
. 27.2 2.4 24.8
Total agriculture. . . .. ... ... .. ..
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Other Functions, cont.

Administration of Justice

Thecost of judi cial servicesincludespoliceprotection,
lawenforcement (includingcivil rights),rehabil i tationand
incar cer ationof crimi nals, andthegeneral maintenanceof
domesticorder. Italsoincludesthecost of providing
court-appointed counsel or other legal ser vicesforindi vid-
uals.Notfoundunder“ Administrationof justice” arethe
costsof thelegislativebranchandpoliceand guard activ i-
tiesthat protect Fed eral prop erty. Also, thecost of National
Guard personnel andmilitary per sonnel whoare called

uponoccasionally tomaintainpublicsaf ety andthecost of
mil i tary policeareincluded under thenational defense
function.

General Government

“General Government” cov ersgeneral over head costsof
theFederal Gov ernment. Thisincludeslegislativeand ex-
ecutiveactivitiesaswell ascentral fiscal, per sonnel and
property activities. All activitiesreasonably or closely as-
soci ated with other functionsarein cluded in thosefunc-
tionsrather than“ Gen eral Gov ernment.”

Administration of Justice
Earned

(In bil lions of dol lars) Gross Cost Revenue Net Cost
Subfunctions:
Federal law enforcement activities . ................ 14.8 0.8 14.0
Federal litigative and judicial activities. . ... .......... 7.8 0.3 7.5
Federal correctional activities . . .. ................. 3.6 0.1 3.5
Criminal justice activities . ....................... 5.0 0.4 4.6

o ) o 31.2 1.6 29.6

Total administration of justice. .. ...............
General Government
Earned
(In_bil lions of dol lars) Gross Cost Revenue Net Cost
Subfunctions:
Legislative functions . ... ....... .. ... .. ... . ... 1.9 - 1.9
Executive direction and management. . ............. 0.7 - 0.7
Central fiscal operations .. ...................... 13.1 0.5 12.6
General property and records management . . ........ 0.1 0.1 -
Central personnel management. . . ................ 0.3 - 0.3
General purpose fiscal assistance. .. .............. 1.1 - 1.1
Other general Government . .. ................... 7.9 4.0 3.9
25.1 4.6 20.5
Total general Government . . .. ................
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Deferred Maintenance

Deferredmaintenanceistheesti
mated cost to bring Gov ern ment
ownedproperty toanacceptable
condi tion. Thisresultsfrom not
performingmaintenanceona
timely basis. Deferred mainte-
nance ex cludesthe cost of ex pand-
ing the capac ity of assetsor up-
grad ing them to serve needs
dif fer entfromthoseorigi nally in-
tended. The con se quencesof not
performingregular maintenance
could includeincreased safety haz -
ards, poor ser vicetothepublic,
higher costinthefutureandin ef fi -

cientoper ations. Esti matedde-
ferred maintenancecostsarenot
ac crued inthe State ment of Net
Costor recognized asali abil ity on
the Bal ance Sheset.

The amounts disclosed for de-
ferred main te nance have been
measuredusingthefol lowingtwo
methods:

» Condition assessment sur
veysareperi odicinspections
of the Gov ern ment owned
prop erty to deter minethe cur
rent condi tionand esti mated

cost to bring the prop erty to an
acceptablecondition.

« Life-cycle cost fore cast isan
acqui sitionor procurement
techniquethat considersoper-
ating, mainte nanceand other
costsin ad di tion to the ac qui
sition cost of assets.

Somedeferred maintenancehas
been deemed to becriti cal. Such
amountsand condi tionsaredefined
by theindi vid ual agencieswithre-
sponsi bil ity forthesafekeepingfor
theseassets.

Deferred Maintenance as of September 30

(In_bil lions of dol lars)

Deferred Maintenance

Cost Range

Low Estimate

High Critical
Estimate Maintenance

Asset Category:

Buildings, structures and facilities

Furniture, fixtures and equipment. . .. ..............

Other general property, plant and equipment . . .. ... ..

Total general property, plant and equipment. . .. ... ...

Heritage assets. . .. .......

National defense assets

Total stewardship assets

Total deferred maintenance .. . .................

44.3 525 438
4 8 -
2 .3 -
44.9 536 438
3 10 1.0
2.7 27 -
3.0 37 1.0
47.9 57.3 44.8
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Reconciliation of Excess

of Revenue over Net Cost

Forfiscal 1999, theuni fied
bud get re ported asur plus of
$124.4 bil lion. For the same pe-
riod, theFi nancial Reportre
portsan ex cessof rev enueover
cost of $76.9 bil lion. Thedif fer
encebetween thesetwo amounts
oc cursbhecausethey arepre
paredpri marilyondifferent
measure ment basesto carryout
their dif ferent objectives.

TheFinancial Reportgener
allyis basedongenerally ac
ceptedaccountingprinciples.
Thus, ex pensesand ex change
revenuearegenerallyrecog
nized when the eventsgiv ing
risetothetransactionsoccur
rather than when the cash isre-
ceived or paid.

Non-exchangerev enuesare
recognizedonamodi fied cash
basisof accounting. By contrast,
theuni fied bud getiscom puted
pri mar ily onthecashbasis, ac
cord ing to ac cepted bud get cont
ceptsand pol i cies. Themost sig
nificantdif ferencesbetween
these two basesin volvethetim
ing of recogni tionand measure
ment of rev enueand costs.

Thedif fer encesbetweenthese
two bases of ac count ing can be

di videdintofour pri mary cat e
gories.

1. Receiptsrecognizedinthe
bud get that arenot recognized as
revenueintheFi nancial Report,
such as:

» Collections of pre-credit
reformloans.

« Collections of taxes re-

ceivable.

« Collections of accounts
receivable.

o Proceedsfromthesae

of capi tal assetsrepresent.-
ing “book value.”

2.Revenuesrecognizedinthe
Fi nancial Reportthat arenot rec
og nized as re ceiptsin the bud
get, such as:

* Increasesintaxesreceiv-
able.

» Increasesin ac counts
receivable.

3.Outlaysrecognizedinthe
bud get that arenot recognized as
costsintheFi nancial Report,
such as:

* Purchasesof inventory
and general property, plant
andequipment.

» Payments of accounts
pay able.

« Payments of employee
pensionsand other ben efits
that re duce prior re lated li-
abilities.

+ Payments of environ
men tal cleanup and dis-
posal coststhat re duce
priorrelatedliabilities.

4. Costsrec og nized in the Fi-
nan cial Re port that are not rec-
ognizedasoutlaysinthebud get,
such as:

* Depreciationongeneral
property, plant and equip
ment.

. Increasesinliabilities
for em ployee pensionsand
other benefits.

* Increasesinesti mated
environmentalliabilities.

* Defaultson pre-credit
reformloans.

» Decreasesininventory.
* Increasesinac counts
payable.

Theremainingunidentified
dif fer enceisanet of $30.5 bil-
lion. Since some of the dif fer-
encesmay be off setting, the
grossdif fer enceislarger than
the $30.5 bil lion and may in-
cludetransactionsinall four cat-
egorieslisted above. It alsoin-
cludes the effect of
misclassifying intragov ernmen
taltransactionsandrel atively
small dif ferencesinentity cov er

age
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Reconciliation of the Excess of Revenue over Net Cost to the Unified

Budget Surplus for the Year Ended September 30 (Unaudited)

(In billions of dollars)

Excess of revenue overnetcost . ........ ... .. . ... .. ...

76.9

Decrease in veteran compensation and burial benefits:

Decrease in liability forveterans . . . ... ........ ... .. .. ... ...
Decrease in liability for survivors. . ... .. ... .. ... .. .. ...

Decrease in liability for burial benefits. . . .. ..................

(64.8)
(29.3)
(0.8)

Decrease in liability for veterans . .. .......... ... ... .. ...

(94.9)

Increase in environmental liabilities:

Increase in Energy’s environmental liabilities . . .. ..............
Increase in Defense’s environmental liabilities . .. ..............

Decrease in all others environmental liabilities. . . ..............

44.3
45.7
(1.3)

Increase in environmental liabilities . ... ...................

88.7

Capitalized fixed assets:

Department of Defense . .. ... ... .. ..
Civilian agencies . . ... . i

(23.5)
(18.0)

Total capitalized fixed assets . .. ............. .. ... .......

(41.5)

Increase in liability for civilian employee benefits:

Increase in civilian pension liabilities. . ... ........ ... ... .....
Decrease in civilian health liabilities .. ......................

Increase in other civilian benefits liabilities .. .................

28.8
2.1)
14.9

Increase in liability for civilian employee benefits liabilities . . . . ..

41.6

Decrease in liability for military employee benefits:

Increase in military pension liabilities. . . .. .......... ... .....
Decrease in military health liabilities. . . .. ...................

Decrease in other military benefits .. ........... .. .. .. ... ...

11.3
(27.2)

(15.2)

(31.1)

Decrease in liability for military employee benefits . ...........

Depreciation expense 1999 . . . .. ... ... .
Decrease in benefits due and payable ... .....................
Increase iNINVENtOry . . ... oo
Decrease intaxesreceivable. . . ...... ... ... ... .. .. .. ... ...
Increase in other liabilities . . . .. ....... .. ... ... . ... .
Seigniorage and saleofgold . .. ......... ... ... ... .. .. .. ...
Decrease in accounts payable . . . ....... ... ... ... .. .. ... ...
Decrease in accountsreceivable . . .......... ... ... ... .. ....
Principal repayments of pre-credit reformloans .................

Net amount of all other differences. . ......... ... ... ... ....

17.3
(3.8)
(6.5)
4.4
14.4
(1.0)
@.2)

32.4
30.5

124 .4

Unified budget surplus. . ... .. .. .
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Unexpended Budget Authority

UnexpendedBudgetAuthority
isthesum of theob li gated, but un
liqui dated, and unobligated bud get
authority.

Unobligatedbudgetauthority,
includingtrust fundbal ances, is
thecumulativeamount of bud get
authority thatisnot obli gated and
thatremainsavail ablefor obli ga
tion. In 1-year accounts the

unobligated bal anceisnot avail-
ableaf ter theend of thefiscal year.
In multi-year ac countstheob I+
gated bal ance may be car ried for-
ward and remainsavail ablefor ob
ligationfor the period speci fied. In
no year ac countsthe unobligated

bal anceiscar riedfor warduntil
specificallyrescindedby law, or

until the pur posesfor which it was
provided havebeenaccomplished.

Obli gatedbudgetauthorityisthe
cumulativeamount of bud get au
thor ity that hasbeen ob li gated but
not yet liquidated. Thisbal ance
can becar ried for ward for amax
mumof 5yearsaf tertheappropri a
tion hasex pired.

Unexpended Budget Authority as of September 30, 1999 (Unaudited)

Unobligated Obligated

Bud get Bud get

(In bil lions of dol lars) Author ity Authority
Social Security Administration. . . ................... 819.6 36.1
Office of Personnel Management ................... 502.8 5.9
Department of Health and Human Services . ........... 198.8 55.8
Department of Defense-Military . . .. ................. 60.6 152.7
Other Defense Civil Programs. . .. .................. 149.9 2.8
Department of Housing and Urban Development . . ... ... 36.8 107.0
Department of Transportation .. .................... 58.9 52.5
Department of the Treasury. . .. .................... 21.6 18.4
International Assistance Program ................... 36.0 65.2
Department of Labor. .. ....... ... .. ... .. L. 90.4 8.4
Independentagencies. . . ... 74.1 5.9
Department of Agriculture . . .. ......... ... ... ... ... 23.2 15.1
Department of Education . ........................ 10.2 24.4
Department of Veterans Affairs .. ................... 16.1 7.1
Departmentof Energy ............ ... . ... ... .... 12.5 7.8
Department of Justice. . .. ........... ... ... .. ..... 4.7 13.8
Environmental Protection Agency . .................. 8.0 8.5
Departmentof State . . . ........ ... .. ... ... . ... 12.7 3.0
Federal Emergency Management Agency . ............ 0.8 8.3
Department of the Interior. . . . ....... .. ... ... ..... 5.3 2.9
National Aeronautics and Space Administration. . ....... 0.9 5.3
Department of Commerce. . .. .......... .. ... ... .. 0.8 3.7
Corps of Engineers. . .. ... .. 4.0 0.4
National Science Foundation. . ..................... 0.2 4.2
General Services Administration . .. ................. 3.8 0.5
Legislative Branch .. ...... ... .. .. ... ... . . ... 1.7 0.4
Small Business Administration . .. .................. 0.7 1.0
Judicial Branch. . . . ... ... ... . 0.7 0.5
Executive Office of the President. . .. ................ 03 0.1
2,156.1 617.7
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Tax Burden

Thelnter nal RevenueCodeprovidesfor progressiveratesof tax,
whereby higherincomesaregen er aly subject to higher rates of tax. The
tablespresentthelat estavail ableinfor mationonincometax and on re-

latedincome, deductionsandcreditforindi vidualsby incomelevel and
for cor porationshby sizeof assets.

Individual Income Tax Returns for Tax Year 1997
Size of Adjith:-ri Gross lncaome.
$15,000 $30,000 $50,000 $100,000 Greater

(In mil lions of dol lars Under under under under under than
un less oth er wise noted) $15.000 $30.000 $50.000 $100.000 $200.000 $200.000
Total number of

returns .. ........ 41.4 29.4 22.8 21.6 5.4 1.8
Gross income. . .. .. 251.9 649.1 895.2 1,490.0 717.3 1,013.4
Adjusted gross

income.......... 247.9 642.9 887.9 1,478.9 707.8 1,004.5
TaxX ..o 9.1 47.4 90.6 191.6 126.7 274.0
Tax burden,

percentage

of gross total

receipts . .. ...... 3.60% 7.30% 10.13% 12.86% 17.67% 27.04%
Average tax dollars

per return. . . ... .. 219 1.612 3,983 8.858 23,562 151,565
Deductions on taxable income:
Standard deduction .. 1754 137.2 82.6 42.1 36 09
Medical and dental

expense......... 52 8.6 6.6 6.2 20 06
Interest. . ......... 53 18.4 45 .5 100.0 465 349
Charitable

contributions ..... 12 55 12.3 29.9 169 33.4
Other itemized

deductions. . . . . 35 14.0 35.9 91.1 505 46.7

Total itemized

deductions . . . .. 152 46.5 100.3 227.2 115.9 1156

Total deductions ... 190.6 183.7 182.9 2693 119.5 1165
Total expenditures, g9 134 185 346 211 315
Credit against tax liability:
Child care credit . ... - 0.6 0.7 0.9 02 -
Credit for elderly and

disabled......... - - - - - -
Foreign tax credit. . . . - - 0.1 0.3 06 30
EITC, offset

tax liability. . ... .. 04 35 - - - -
Other credits. . ... .. - - 0.1 0.3 03 10
Total credits. .. .... 04 4.1 0.9 1.5 11 42
Total exgc?_nditures

and credits, 7.3 17.5 19.4 36.1 222 35.7

individual . ......
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Corporate Income Tax Returns for Tax Year 1996

Size of Total Assets (in thousands)

$1,000 $10,000  $50,000 $100,000 Greater
(In mil lions of dol lars Under under under under under than
un less oth er wise noted) $1,000 $10,000 $50,000 $100,000 $250,000 $250,000
Total returns
(in thousands) ....... 4,193.3 370.9 42.9 8.5 7.6 8.2
Total receipts . . .. ... ... 2,103.7 2,204.3 1,357.3 505.4 741.0 8,614.1
Taxable income ........ 24.0 26.2 25.8 16.3 28.9 518.6
Totaltax . ............. 5.6 8.1 8.4 5.2 9.0 134.2
Tax burden, percent
of gross total receipts . . 0.27% 0.37% 0.62% 1.04% 1.22% 1.56%
Average tax
per return
(in thousands) . ... .. 1.3 21.8 196.1 618.5 1,187.2 16,346 .4
Deductions on taxable income:
Net operating loss. . . . . 10.2 5.6 4.4 2.5 4.2 28.2
Dividends received . . . . 0.4 0.5 0.6 0.4 0.9 16.9
Public utility
dividends paid . ... .. - - - - - 0.1
Total deductions . . . . . ... 2,064.5 2,163.3 1,326.2 486.7 703.4 7,984.1
Total expenditures, 55 7.9 8.2 5.0 8.6 124 .4
deductions. ......... : : : : : :
Credits against tax liability:
Foreign tax credit .. ... 0.1 - 0.1 0.2 0.6 39.2
U.S. Possessions
tax credit. . ........ - - 0.2 0.2 0.3 2.4
Nonconventiona
source fuel credit. . . . - - - - - 0.8
General
business credit. . . . .. 0.2 0.1 0.1 0.1 0.1 3.6
Other credits. . .. ... .. 0.1 0.2 0.2 0.1 0.1 4.1
Total credits......... 0.4 0.3 0.6 0.6 11 50.1
Total expenditures, 5.9 8.2 8.8 5.6 9.7 174.5

corporation........
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Other Information (Unaudited)

Other Claims
for Refund

Management hasesti mated
amounts that may be paid out as
other claimsfor tax re funds. This
esti materepresentsanamount
(princi pal andinter est) that may
bepaidfor claimspendingju di
cial review by the Fed eral courts
or,inter nally, by Ap peals. Theto

tal esti mated pay out (including
princi pal andinter est) for claims
pendingjudicial review by the

Fed eral courtsis$7.6 bil lionand
by Ap pealsis$11.4 bil lion. Al-
though theserefund claimshave
been deemed to be prob able, they
do not meet thecri teriain SFFAS
No. 5for re port ing theamountsin
thebal ancesheet or for disclosure
inthe notesto thefi nan cial state-
ments. How ever, they meet the cri-
teriainSFFASNo. 7forinclusion
assupplemental information.

Federal Taxes Receivable Net

Inac cor dancewith SFFAS No. 7, some
un paid assessmentsdo not meet thecri teria
for fi nancial statement recogni tionasdis-
cussedinNote 1tothefi nancia statements.
Althoughcomplianceassessmentsand
write-offsarenot consideredreceiv ables
under Federal accountingstandards, they
representlegally enforceableclaimsof the

IRS—act ing on be half of the Fed eral Gow
ernment. Thereis, how ever, asignifi cant
dif ferenceinthecol lectionpotential of
thesecategories.

The com po nentsof thetotal un paid as-
sessmentsandderi vationof net Fed eral
taxesreceivable at September 30, 1999,
wereasfol lows:

(In_billions of dollars)

Federal Taxes Receivable as of September 30

Write-Offs

Federal Taxes Receivable, Net

Total unpaid assessments. . . .. ..
Less: Compliance assessments. . .

Gross Federal Taxes Receivable . .
Less: Allowance for doubtful accounts. . ... ...

$233.2
(27.0)
(127.0)
79.2
(56.5)

22.7

TheGov ernment cannot reason
ably esti matethe amount of al low-
ancefor doubtful accountspertaining
toitscompli anceassessments, and
thuscannotdeter minetheir netreal iz
able value or the value of the pre-as-
sessmentwork-in-progress.

Toelimi natedouble-counting, the
complianceassessmentsreported
aboveex cludetrustfundrecov ery

penal ties, total ing $15bil lion, assessed against of -
fi cersand di rectorsof busi nesseswhowere
involvedinthenonremittance of Fed eral taxes
withheldfromtheir employ ees. Therelated unpaid
assessmentsof thosebusi nessesarereported as
taxesreceiv ableor write-offs, butthe Gov ernment
also may recover por tionsof thosebusi nesses’ un-
paid assessmentsfromany andall indi vid ual of fi-
cersand di rec torsagainst whom atrust fund re-
cov ery penalty isassessed.
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Appendix: List of Significant Government

Entities Included and Excluded

ThisFinancial Reportincludestheexecutive,legislative isex cludedbecauseor gani zationsand functionspertain

an_dj udi cial branchesof the Gov ern ment. Ex cl _uded are ingtomonetary pol icy aretradi tionally separatefrom, and
privately owned Government-sponsoredenter prisessuch . o
astheFed eral Homel oan Banksand theFederal National | ndependentof, other central Gov ernmentor gani zations

MortgageAssoci ation. TheFederal ReserveSystemalso  andfunctions.

Significant Entities Included in these Statements:

Department of Agriculture (Agriculture) Commaodity FuturesTradingCommission
www.usdagov Environmental ProtectionAgency (EPA)
Department of Commerce(Commerce) WWW. epa.gov
www.doc.gov ExecutiveOfficeofthe President
Department of Defense(DOD) Ex port-Import Bank of the United States
www . defensdlink.mil Www_eximgo\/
Department of Education(Education) Farm Credit Ad ministration (FCA)
b WWW;?%OV £ www.fca.gov
epartment of Energy (Energy) Federal Communi cationsCommission (FCC)
www.doe.gov . www. fce.gov
Department of Health and Human Services(HHS . .
www.hhs gov Federal Deposit InsuranceCor poration(FDIC)
Depart ment of Housingand UrbanDevel opment(HUD) www.fdic.gov
www.hud.gov Fed er?llv \I/Ev(/nvefre g;rﬁgg])c/)yanagementAgency(FEM A)
D t t of Interior(Interi ) .
epar m.%oilgnor( nterior) Federa TradeCommission(FTC)
Department of Justice(Justice) www.fic.gov
WWW. UST0]. GOV General Accounting Of fice(GAO)
Department of Labor (Labor) WWww.gao.gov
www.dol.gov General ServicesAdministration(GSA)
Department of State (State) wWww.gsa.gov
www.state.gov Gov ernment Printing Of fice (GPO)
Department of the Air Force (Air Force) WWW.gpo.gov
www . af .mil Li brary of Congress(L OC)
Department of the Army (Army) www.loc.gov
www.army.mil National AeronauticsandSpaceAdministration(NASA)
Army Corpsof Engi neers WWW.nasagov
Www.usacegov National ArchivesandRecordsAdministration
Department of the Navy (Navy) WWW. haragov
www.navy.mil . . National Credit UnionAdministration (NCUA)
Department of Transportation(Transportation) WWW.Ncua.
www .dot.gov . oV

Department of the Treasury (Treasury) National ScienceFoundation(NSF)

WWW. UStTeas .gov - www.nsf.gov

Department of VeteransAffairs(VA) National TransportationSafety Board (NTSB)
WWW . va.gov WWW. ntSb.gOV o

Agency for Inter national Devel opment (AID) Nuclear Regulatory Commission(NRC)
www.info.usaidgov . www.nrc.gov

Central Intel li genceAgency (CIA) Of ficeof Man agement and Bud get (OMB)
www .odci .gov/cialciahome.html www.whitehouse.gov/wh/eop/omb/html/

Congressional Budget Of fice(CBO) ombhome.html
www.cho.gov Of ficeof Per sonnel Man agement (OPM)

Commodity Credit Corporation WWW.opm.gov
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Entities Included, cont.

Other boards and commissions

Otherlegislativeandjudicial

PensionBenefit Guar anty Cor poration
www. pbgc.gov

Rail road Retirement Board (RRB)
www.rrb.gov

Securi tiesand Ex changeCommission (SEC)
WWW.SEC.goV

Small Busi nessAdministration(SBA)
www.sha.gov

Smithsonianlnstitution
www.si.edu

Social SecurityAdministration (SSA)
WWW.SSa gov

TennesseeVal ley Authority (TVA)
www.tva gov

U.S.Information Agency
WWW.usia.gov

U.S. Postal Service
WWW. USPSgoV

Significant Entities Excluded from these Statements:

Army and Air Force ExchangeService

Board of Gov er norsof the Fed eral Re serve System
FannieMae

Farm Credit System

Fed erd Home Loan Banks

Fed eral ReserveBanks (FRB9

Federal Retirement Thrift Investment Board

FinancingCorporation

Freddie Mac

MarineCorpsEx change

Navy Ex change Ser vice Com mand
ResolutionFundingCor poration
Sa lieMae

Thrift SavingsFund





