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United States 
General Accounting Office 
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April 4, 1986 

The Honorable Sidney R Yates 
Chairman, 
The Honorable Ralph Regula 
Rankmg Minority Member, 
Subcommittee on Interior 

and Related Agencies 
Comnuttee on Approprlatrons 
House of Representatives 

In a letter dated JuIy 30, 1985, you asked us to review the Forest Ser- 
vice’s development of a timber cost accountmg system. The conference 
report on Public Law 98473, providing continuing appropriations for 
fiscal year 1985, directed the Forest Service to develop an expanded 
accounting system that would accomplish certain specified objectives 
You asked us to determme whether the Service IS proceeding adequately 
m developing the system and to recommend any changes that may be 
required to improve Its system development actlvitres. As agreed upon 
with your office, we have monitored the progress of the task force 
established by the Forest Service to develop the system, and we have 
provided your staff periodm briefings on the results of our work As 
further agreed upon, we are now providing the results of our preliml- 
nary analysis of a working draft of the “Forest Service Trmber Sale Pro- 
gram Accounting Report to Congress,” which the Forest Service 
submrtted to us on March 17, 1986. 

The Forest Servrce has proposed what it refers to as a Timber Sale Pro- 
gram Informatron Reporting System Basrcally, data from the Service’s 
exlstmg accountmg system and other sources will be used to develop 
reports on timber sale costs and benefits The draft proposal we 
received described the reports as follows. 

1 Source and apphcatron of funds This report will display the annual 
timber sale program cash flow based on data contamed in the 
accounting system, 

2. Financial investment charactenstlcs. This report IS designed to show 
what the prudent investor would pay for the area just harvested, after 
all timber has been removed This is thought to represent the value of 
the rights to future timber 
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3 Economrc investment characteristics This report takes the informa- 
tion m the financral investment characterrstrcs report and adds mforma 
tlon on nontimber benefits and management cost savmgs that result 
from harvest NontImber benefits include items such as providing forag 
for cattle or recreation opportunities Values are computed for the bene 
fits, and the results are projected for a 50-year time span 

4. Progress report. This report compares the outputs planned for the 
year, such as m%ons of board feet, ammal unit months, etc., as found i 
the forest’s land management plan with the harvest and outputs claime 
for the current year 

As indicated, the Service proposal would first attempt to identify and 
report separately those items that lend themselves to financial measun 
ment-timber revenues and direct costs-and then provide supplemen 
tar-y data on items of a less objective nature, such as benefits to other 
areas of forest management. This approach is aimed at satisfying the 
Congress’ need for additional information on timber sales, yet recognizl 
that the forests are to be managed for recreation, watershed, wildlife, 
fish, and range, as well as timber. We agree with the approach in this 
regard because of the interrelationships of the SIX management areas 
and the need to evaluate the Service’s activities from an overall perspe 
tive We further agree that the allocation of some of the mdrrect or joir 
costs may be so subjective and subJect to drffering interpretations that 
to try to allocate them to any one of the management areas would be 
misleading. 

However, based on our review of the Forest Service working draft and 
based on work we have conducted at Forest Service headquarters and 
the Mt. Hood National Forest, we believe that the proposed Timber Sal 
Program Information Reporting System will not be fully responsive to 
the directive m the conference report for a complete cost accounting 
system that will compare actual costs and benefits. We believe that thl 
Forest Service has placed emphasis on formatting a new series of 
external reports that will be of only hmrted use m managing the tlmbe 
sale program. Redefmmg certain system elements and then mtegrating 
the timber sales management and accounting systems from which the! 
reports will flow would contribute to better managing the program. 
Better use of the existing accounting system could also enhance the 
informatlon for managing other aspects of the forests. We are not 
making specific recommendations at this time since we received a 
working draft and because of the limited time available to review the 
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document. Our primary concerns, which arose m reviewing the Forest 
Service draft proposal, are the followmg. 

l The system may not account for all costs. It does not clearly define the 
costs to be accounted for, It excludes some costs entirely, and it uses 
average costs instead of actual costs for some others. 

9 The existing accounting system, which the Forest Service will rely on 
for cost data, distributes some costs on an estimated rather than actual 
basis and, therefore, may not provide accurate cost mformation. 

l The proposed methods of accounting for such items as depreciation will 
not conform with generally accepted government accounting principles 
and standards in all key respects, and reported costs may be distorted as 
a result 

. The level of reporting and accounting proposed may not provide suffi- 
cient detail for the Congress and the Forest Service in managing the 
timber sale program 

9 The methods for calculatmg benefits, a hrghly subjective area, have not 
been specified, and accurate forest use data on which to base the com- 
putations are not available in all cases. Furthermore, assigning dollar 
values to some benefits of an elusive nature-such as the value of an 
afternoon spent fishing -may lead to the erroneous perception that the 
values reported represent real dollar returns. 

Each of these concerns is described in greater detail m appendix II 

The Forest Service has made some progress in deveioping a system of 
reports that will begin to identify the costs of the timber sale program. 
However, given the ObJectives of the accounting system contained in the 
conference report, we do not believe that such an approach will ade- 
quately respond to the congressional oversight needs 

Appendix I provides background mformation and a description of our 
objectives, scope, and methodology. Appendix II discusses our specific 
concerns with the Forest Service’s proposed Timber Sale Program Infor- 
mation Reporting System 

As agreed with your office, we have not obtamed formal Forest Service 
comments on this report However, we have discussed our work and 
concerns with Forest Service officrals Unless you publicly announce its 
contents earher, we plan no further distribution of this report until 30 
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days from the report date At that time, we will distribute copies to the 
Forest Service and other interested parties 

I 
sa”+- I 
Frederick D. Wolf 
Director 
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Appendix I 

Background and Objectives, Scope, 
and Methodology 

The National Forest System is divided into rune geographic regions. 
Each region consists of several forests, and each forest is divided into ; 
number of ranger districts for management purposes The Service man 
ages about 191 million acres of national forest system land, 87 percent 
of which is in the western United States 

The Forest Service uses a land and resource management planning pro 
cess to determine how these resources can be best used. This planning 
process requires the preparation of a forest plan for areas within the 
Jurisdiction of a forest supervisor. An interdisclplmary team develops 
the forest plan and its related Environmental Impact Statement. The 
forest supervisor selects the preferred forest management alternative 
the forest plan The forest plan describes how the forest will be man- 
aged for such resources as recreation, range, timber, watershed, wild11 
and fish. Forest planning regulations state that these renewable 
resources are to be provided in the combination that will best meet thf 
needs of the American people, and not necessarily in the combination 
that will give the greatest dollar returns or the greatest unit output 

Timber Sales The Department of Agriculture’s Forest Service annually sells billions 
board feet of timber from its national forest lands. As table I. 1 shows 
1986 there were 366,874 timber sales, 1,199 of which were for over 2 
million board feet. (A board foot is a piece of wood one inch thick by ( 
foot wide, by one foot long.) 

Table 1.1: Flacal Year 1985 limber 
SalesR 

TotaP 

Number oi board feet in the salesb 
Less than 2 mlllion to 5 million to 

2 million 5 milllon 15 million %% 
Number of 

sales 
Volume (bIllIon 

board feet) 
Value (dollars 

In mllhons) 

, 

366,874 365,675 562 595 

10.6 31 19 51 

$558.2 $95 0 $100 2 $314 5 4 

BExcludes 225,493 sales of nonconvertlbles (Chrrstmas trees, cones, burls, etc ) 

bThe Estacada Ranger Dlstnct, Mt Hood NatIonal Forest, does not attempt to indlvrdualiy manage I 
sale regardless of size Instead, It manages each sale over 2 mkon board feet as a separate projec 
It manages sales below 2 mllllon board feet by consol!datlng them Into three different groups smal 
program, salvage sale program, and miscellaneous product program 

CTotals may not add due to rounding 
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Appendix I 
Flack@onnd and Objectives, Bcope, 
and Methodology 

In making a timber sale, the Service incurs costs for a variety of activl- 
ties These include determming the timber volume m a potential sale 
area, prepanng logging and transportation plans, and appraising the 
timber. The timber is sold to the htghest bidder under competitive bid- 
ding procedures. 

elow-Cost Timber Sale 
sue 

Costs and revenues of service timber sales have become a major issue m 
national forest management Both government and private reports have 
been issued showing that for many sales, the costs involved m selling 
the timber exceeded the revenue received from the sale. Although 
existing law does not require the Forest Service to recover its costs on 
individual sales, since fiscal year 1981, the House appropriations com- 
mittee has expressed increasing interest m obtaining cost data showing 
which sales were below cost. 

We issued a report on below-cost trmber sales m 1984.’ The report pro- 
vided an adysis of some sales (below-cost) conducted m 1981 and 1982 
m which Service costs associated with these sales exceeded the con- 
tracted sales prices by about $156 million Overall, the revenues 
received by the Service exceeded costs by $712 million. The report rec- 
ognized that below-cost sales may provide benefits in line with the Ser- 
vice’s multmse mandate and concluded that the Congress should decide 
whether cost recovery is necessary. The report also stated that to 
address that question effectively, the Congress needed more complete 
and reliable financial mformatlon than the Service was already 
providing 

A review of recent Forest Service hearings before the House Comnuttee 
on Appropriations, Subcommittee on the Department of the Interior and 
Related Agencies, shows the concerns raised about the incidence of 
below-cost timber sales. In the fiscal year 1985 hearings, the subcom- 
mittee chairman expressed serious concern over reports that the Forest 
Service was losing over $100 million in uneconomic timber sales. The 
chairman expressed interest in ebmmatmg such sales. 

Seekmg mformatron about below-cost sales during the fiscal year 1986 
hearings, the committee asked the Forest Service to provide a hstmg by 
region of the number of sales that were above and below total Forest 

‘mgres-s Needs Ektter Information on Forest Semce’s BelowCost Tmber Sales (GAO/RCED-84-96, 
June 28,1984) 
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Backgcound and Objectives, Scope, 
and Methodology 

Service costs in preparing and offering the sales m fiscal year 1984 In 
its reply, the Forest Service stated: 

“Netther the Forest Service nor private industry routmely tracks costs on lndlvtdua 
sales The large number of sales-500,000 per year-make thus drfflcult As the 
task force tests and evaluates the alternatives for a timber sale cost accountmg 
system, more will be learned as to the potential to answer these questions and 
change our current accountmg system ” 

The Forest Service pointed out that most current costs and current bene 
fits are shown in the forest plan in which the land suitability decision is 
made. These costs and benefits are shown for lo-year periods, not annu 
ally, because the Forest Service does not think such annual detail would 
serve any purpose. However, in 1984, the Secretary of Agriculture did 
acknowledge the need for economic analysis and better management 
information on each sale to minimize costs and hold managers account- 
able. In this regard, Forest Servxe field personnel advised the subcom- 
mittee staff that management decisions are based primarily on attamin; 
the yearly timber volume goals and that their success as managers is 
based on meeting these targets, not on any type of assessment involvm$ 
a cost-to-benefit comparison. 

The conference report (H.R. Rept. 98-11593 on Public Law 98-473, pro- 
viding continuing appropriations for fiscal year 1985, directed the 
Forest Service to develop a timber cost accounting system. The report 
describes the tasks and the objectives of the system by stating: 

“In developing the expanded trmber cost accounting system, In line wrth concerns 
expressed in the House and Senate report, the Forest Service should develop pro- 
posals for a reasonable but complete system and should work with GAO In devel 
oping the system At a minimum, the system should allow for identification of the 
costs of the timber sale program by component, and allow for a comparison of actu 
costs and benefits. The system should also allow for rdentifymg other aspects of tl 
timber program, such as firewood and nonconvertrble products ” 

The Forest Service responded by organizing a special Timber Sale Pro- 
gram Accounting Task Force in its Washington, D.C., office. The task 
force prepared an action plan, approved by the Chief of the Forest Ser 
vice on January 3, 1986, that required investigation, design, testing, ar 
evaluation activities and that required the task force to recommend an 
accounting system to be adopted for Service-wide implementation 
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Background amd Objectives, Scope, 
and Methodology 

bbjectives, Scope, and As the subcommittee requested, our primary objectives were to evaluate 

[ethodology 
whether the Service’s system development activities were proceeding 
adequately and to determine whether the proposed system would be 
complete and allow for the comparison of actual costs and benefits. 
Because one of the main ObJectives of federal government accounting 
and financial reporting 1s assessmg management performance and stew- 
ardship, we also wanted to assess the usefulness of the proposed system 
m managing the timber sale program 

To meet these obJectives, we compared federal system development 
guidance to the activities carned out by the Forest Service’s task force 
to develop its system. In addition to the system proposal, we reviewed 
the task force’s other written products. We also interviewed consultants 
to the task force, as well as Service headquarters and field personnel 
mvolved m task force investlgatlon, testing, and analysis activities 

Time and resource constramts prevented us from analyzing transactions 
m detail at a number of forests To help in our analysis, however, we 
developed a detailed case study of a timber sale m the Estacada Ranger 
District of the Mt. Hood National Forest. We focused on this dlstrlct and 
forest because Forest Service officials told us it represented one of the 
best information systems currently m place. The Mt Hood National 
Forest had been included m early task force information gathermg tests 
and is thought to be both a heavy timber-producer with numerous 
timber sales and a leader m mformation availabihty about those sales. It 
thus presented a good mdication of whether exlstmg mformatlon sys- 
tems were being used to theu full potential 

Our review work began during August 1985 and continued through 
March 1986 We conducted our review in accordance with generally 
accepted government audit standards In accordance with the subcom- 
mittee’s request, we did not receive written comments on our work from 
the Forest Service 

t. Hood Sational 
xest 

The Mt Hood Forest covers slightly more than 1 million acres and is 
located m northern Oregon directly east of the city of Portland (See 
figure I 1.) With the Portland metropolitan area nearby, the forest 1s 
used heavily for recreation It is divided into seven ranger districts and 
had approximately 625 full-time equrvalent staff positions at the end of 
fiscal year 1985 In fiscal year 1985, it had 10,523 sales, mcludmg 50 
over 2 milhon board feet, for a total volume harvested of 405 3 million 
board feet Below-cost timber sales do not appear to us to be normal 
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Background and Objectives, Scope, 
and Methodology 

occurrences in the Mt. Hood National Forest. For example, figures gene? 
ated during the test conducted for the Trmber Sale Program Accountmg 
Task Force indrcated that there were SIX such sales in fiscal year 1984 

The Estacada Ranger Dlstrrct 1s one of the seven dlstrlcts in the 
Mt Hood National Forest. We included this one district in our review 
because the forest supervisor recommended it as a district experienced 
m the planning and budgeting process. The dlstrlct 1s located on the we 
side of Mt. Hood and, due to its close proxrmlty to Portland, 1s also 
heavily used for recreation purposes The distract encompasses about 
198,090 acres and had 61 full-time equrvalent positions in fiscal year 
1985. The dlstnct 1s headed by the district ranger, under whom there 
are SIX mam management groups: sllvlculture; timber management; salt 
administration; office administration; fire management; and a fish, wilt 
life, recreation, and law enforcement resource group. In fiscal year 198 
it sold about 92 million board feet in 978 separate sales, 13 of which 
were over 2 million board feet with a volume of 89.5 mllhon board feet 

Figure Ll: Mt. Hood National Forest 
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3AO Concerns on the Forest Service l?roposail 

The Timber Sale Program Information Reporting System which the 
Forest Service proposed will not be fully responsive to the directive in 
the conference report for a complete timber cost accountmg system that 
will compare actual costs and benefits It also will be of limited use m 
managing the timber sale program. Our primary concerns that arose m 
reviewing the Forest Service draft proposal are. 

l The system may not account for all costs. The proposal does not clearly 
define the costs to be accounted for, excludes some costs entirely, and 
uses average costs instead of actual costs for some others 

l The existing accounting system, which the Service will rely on for cost 
data, distributes some costs on an estimated rather than actual basis 
and, therefore, may not provide accurate cost information. 

l The proposed methods of accounting for such items as depreciation will 
not conform with government accounting principles and standards m all 
key respects, and reported costs may be distorted as a result. 

. The level of accountmg proposed may not provide sufficient detail for 
the Congress and the Service in managing the timber sales program 

+ The methods for calculating benefits, a highly SubJective area, have not 
been specified, and accurate forest use data on which to base the com- 
putations are not available in all cases Furthermore, assigning dollar 
values to some benefits of an elusive nature, such as the value of an 
afternoon spent fishing, may lead to the erroneous perception that the 
values represent real dollar returns 

Each of these concerns is described m greater detail m the following 
sections. 

roposed Reporting 
ystem 

Rather than develop a cost accounting system, the Forest Service pro- 
poses what it refers to as a Timber Sale Program Information Reporting 
System. Basically, data from the Service’s existing accounting system 
and other sources will be used to develop reports on timber sale costs 
and benefits. The draft proposal we received described the reports as 
follows* 

I. Source and application of funds. This report will display the annual 
timber sale program cash flow based on data contained in the 
accounting system. 

2 Financial investment characteristics This report is designed to show 
what the prudent investor would pay for the area Just harvested, after 
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all timber has been removed. It 1s thought to represent the value of the 
rights to future timber 

3. Economic investment characteristics This report takes the informa- 
tion in the financial investment characteristics report and adds mforme 
bon on nontimber benefits and management cost savings that result 
from harvested acres Nontimber benefits include items such as pro- 
viding forage for cattle and recreation opportunities. Values are com- 
puted for the benefits, and the results are projected for a 50-year time 
span 

4 Progress report This report is to compare the outputs planned for th 
yeKsuch as m%ons of board feet, as found in the forest’s land man- 
agement plan with the harvest and outputs claimed for the current yea 

In developing its reportmg system, the Service did not follow what we 
consider a normal approach to system development. Although there art 
no mandated criteria in this area, the Federal Information Frocessmg 
Standards2 provide guidance for federal agencies’ use. These guideline: 
suggest an n-utial phase in which the system’s objective is established 
and the types of mputs and reports to be produced to achieve that obje 
tive are defined. The Service, however, chose to first determine the 
types of information available and then develop its system around tha 
information. Although the Service’s approach was not necessarily mco 
rect from a technical standpoint, we believe the net result is a propose4 
system which will be of limited use m managing the timber sales 
program. 

All Actual Costs May 
Not Be Accounted For 

The conference report called for a system that would allow for identifl 
cation of the costs of the timber sale program by component and allow 
for a comparison of actual costs and benefits. However, the Forest Ser 
vice’s system proposal does not clearly define the costs to be accounte 
for, excludes some costs, and indicates that actual costs might not be 
used in all cases 

Costs Sot Defined Costs associated with the timber sales program include those incurred 
directly in support of the program, such as salaries of district personn 
engaged in planmng and administering the sales. Although the task 

‘The National Bureau of Standards pubbshes these guldelmes, wluch are mended to be a basx re 
ence and a checkhst for general use throughout the federal government 

Page 14 GAO/AFMDM-42 Timber Sale Accoun 



Appendix II 
GAO Coneema on the Forest Service Propod 

force has identified the direct cost component categories to be included, 
it has not defined the types of charges to be made to them. For example, 
with regard to the component category of timber sale planning, the task 
force has not stated if this category includes only labor or if it also 
includes costs for vehicles, materials, and the like. This is essential 
because rf the type of mformation required in each cost category is not 
described, there IS only a minimal basis for mutual understandmg 
between the designers and users of the system. Therefore, the types of 
data one dlstrrct includes may not be the same as those of another dls- 
tnct The result 1s that meaningful comparisons may not be possible, and 
all costs may not be accounted for 

3me Costs Excluded We understand that the Forest Service intends to exclude certain costs 
from the timber sales program For example, one notable cost to be 
excluded 1s the 25 percent of sales revenue paid to state governments. 
The Forest Service believes that since these are payments required by 
law, they should not be considered as costs. We agree with the Service 
that such payments are transfer payments m an economic sense; how- 
ever, because of the direct hnk to timber revenues, we believe such pay- 
ments are a cost of timber sales from an accountmg perspective 

Another instance where we believe the Forest Service proposal wil not 
yield complete results IS the exclusion of landline location costs The Ser- 
vice proposes that landline costs, which are the costs to determine the 
physical forest boundanes, be excluded from the cost of timber sales 
because they are considered to be a normal cost of forest management. 
We belleve that if material landlme costs are incurred because the Ser- 
vice needs to establish the timber boundary of a particular sale, such 
costs should be included as an expense of the sale. 

Further, we understand that the Forest Service intends not to allocate 
portions of other costs to the program, such as overhead costs related to 
headquarters and regional management, and jomt costs-those incurred 
for the benefit of several forest management objectives, such as refores- 
tation costs. These types of costs will not be included m the proposed 
system because of the difficulty ln developing allocation procedures. 
Although we agree that the allocation of some joint costs 1s arbitrary 
and may be misleading, we drd not have sufficient time to assess the 
materiality of these costs and the significance their exclusion will have 
on the presentation of timber sale program informatron. 
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GAO Concerns on the Forest Service Proposal 

U ‘se of Average Costs The conference report called for the presentation of actual costs How- 
ever, the Forest Service proposal states that average rather than actua 
costs will be used in some cases In discussing costs to be accounted for 
the proposal states that actual cost data will be adjusted for portions o 
the costs that (1) may take several years to complete prior to a sale, (2 
may have “fluctuating costs and program levels,” and (3) do not reflec 
costs for current-year sales The proposal states that average annual 
costs will be determined for sale preparation and some other categone: 
and will then be added to actual costs in other categones to arrive at 
total costs. 

Presumably, the Forest Service rationale for presenting average rather 
than actual costs 1s to try to better match the revenues and expenses o 
a given year The primary problem is that some of the Service’s costs, 
such as sale preparation, are usually incurred m the years precedmg tl 
time the timber 1s removed and revenue is earned Therefore, under th 
Service’s proposal, only a portion of certain costs would be reported m 
the year Incurred, with the remainder to be reported m future years 
The proposal, however, does not explain exactly how the costs mcurre 
but not reported in a given year will be tracked Until this 1s done, we 
are unable to assess the reasonableness of the process. Our main conce 
1s whether all costs will be properly accumulated and reported 

Cost Data Sot Fully 
Accurate 

The Forest Service plans to use data from its existmg All Service 
Accountmg (ASA) System for cost information that will become part of 
the new reportmg system Because of the way the ASA system is set uy 
there is no precise way to test the accuracy, rehabihty, or validity of F 
labor cost data Although time and resource constramts did not allow 
to analyze the ks~ system in depth, the work we were able to perform 
leads us to question the vahdity of the data m the ASA system 

Our concern stems from reviewing examples of how labor costs are dl! 
tributed from ASA management codes to activities such as “Timber Sal 
Preparation” at both the Mt Hood Forest Office and the Estacada 
Ranger Dlstnct. We found examples of time being allocated to this cat4 
gory on an estimated basis, not an actual basis The time that resourcr 
specialists actually spend assisting with timber sales may not reflect t 
time recorded For example, a forest office nontimber resource person 
working on fish and wildlife habitat may charge time to an accountmg 
management code entitled “Fish and Wildlife Habitat.” When this 
person charges 8 hours to this code, the computer automatically distri 
utes the charges to the different accounts contained within that one 

Page 16 GAO,‘AFMD-8&42 Timber Sale Accoun 



Appendix II 
GAO Concerns on the Forest Service Proposal 

accounting management code. In fiscal year 1985, there were 27 dif- 
ferent combmatlons of accounts and percentages involved in dlstnbu- 
tlons from this forest management code to such activity accounts as 
“Timber Sale Preparation.” In this example, every time a forest office 
resource speclallst charges 8 hours to the accounting management code 
for Fish and Wlldlife Habitat, 18 95 percent of those 8 hours will be 
charged automatically to Timber Sale Preparation In reality, that 
person may not have spent any time durmg that &hour penod pre- 
paring timber sales. 

We were told by managers m both the forest and district offices that the 
distnbutlon percentages for accounting management codes are estab- 
lished yearly by the resource unit managers. At least three times during 
the year, financial reviews are to be conducted and percentages 
aausted. Adjustment is also required if someone is working outside of 
the general and administrative area more than 20 percent of the time. 
Resource unit managers interviewed stated that adjustments are seldom, 
if ever, made to these percentages dunng the year. Since employees are 
not required to keep records on how they actually spend their time, it 1s 
difficult to test whether the costs determined by these percentages are 
accurate reflections of how time was spent 

Potential inaccuracies can also occur at the district level. Timber 
resource specialists at the Estacada District generally charge their time 
to one of three accounting management codes. The first is used for plan- 
ning, the second for appraisal and related activities, and the third for 
salvage sales. Time spent on activities other than these three codes (i.e., 
special projects) will not be recorded separately unless a separate code 
exists for that activity. In other words, if a person worked 4 of 8 hours 
on a special project with no separate accounting management code, the 
planning code could be charged for 8 hours and timber planning costs 
would be overstated by the cost of 4 hours 

Time charges for resource positions at the district office, such as wild- 
life specialists and biologists, are similar to those for the forest office. If 
8 hours are charged to the accounting management code called Fish and 
Wildlife, that time will be divided, according to predetermined percent- 
ages, among five different combinations of accounts. It is assumed by 
the Mt. Hood forest supervisor and Estacada District ranger that, over 
time, charges will fairly represent what was actually done. It 1s difficult, 
however, to test whether or not this assumption is correct since daily 
time records are not required to be kept 
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The department’s inspector general (IG) and the Forest Service internal 
review teams have also reviewed portions of the existing ASA systems 
The results of their reviews provide several other examples similar to 
our own One IG review reported that costs, accumulated m the 
accounting system at all levels of the Forest Service (except for proJect 
personnel), represent basically unsupported estimates that may have n 
relationship to actual time devoted to each activity A Forest Service 
review m the Pacific Northwest Region stated expenses are often 
recorded m the amounts budgeted rather than as incurred 

Based on our hmited work, we are concerned that the ASA system cannc 
be precisely tested and that it accumulates costs n-t a manner that does 
not accurately reflect actual charges If this contmues to be the case, it 
cannot provide accurate cost data for the Timber Sale Program Inform; 
tion Reportmg System and will be of little use m comparmg actual cost: 
and benefits Unless actual costs can be reliably compared to budgeted 
costs, the basis by which to make decisions and Judge management 
actions will be reduced 

Lack of Conformity to The Comptroller General 1s responsible for prescribmg the accounting 

Accounting Principles 
prmciples and standards which federal agencies are to observe These 
requirements are contained in GAO’S policy and Procedures Manual for 

and Standards the Guidance of Federal Agencies (GAO manual) Based on our limited 
review of the Service proposal, we found instances in which the 
accounting procedures to be applied to the timber sales program may 
not conform to the Comptroller General’s requirements As a result, 
reported costs may be distorted 

Capitalizing and 
Depreciating Assets 

For operations such as the timber sale program, the GAO manual requlr 
the capitahzation and depreciation of long-lived assets This entails 
recording the cost of these assets m the accountmg records and 
spreading that cost over the years the asset is m service In the Forest 
Service, a primary asset of this nature are the roads that are con- 
structed to allow timber to be cut and removed. Although the proposal 
indicates that roads will be depreciated over their useful lives, Forest 
Service officials have informed us that all roads will be depreciated OL 
50 years However, we generally have suggested a depreciation period 
of no more than 40 years for federal agencies The apphcatron of a 
longer period results m spreading the road costs over more periods an 
the reporting of lower costs from year to year The application of a 
standard depreciation period, although not techmcally unacceptable, 
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does not recognize that some roads may have substantially shorter 
useful lives. As a result, reported depreciation charges may be materi- 
ally misstated Forest Service officials stated that a Justification for 
using a 50-year period will be submitted to GAO. 

The Service may also have difficulty complying with the requirement to 
capitalize Although the proposal calls for aggregating costs at the forest 
level, the Service’s accounting system does not contain records on road 
network costs at that level. Therefore, the Service will need to develop 
estimates of each forest’s road investments and maintain the necessary 
accountmg records. If it does not do so, reported costs under the pro- 
posed system will not be correct since the system will have no road costs 
to depreciate. Forest Service officials have assured us that they will be 
developing estimates of the existing road structure and will capitalize all 
new construction. 

ing Accrual Accounting One other area of concern regarding the proposed system’s conformance 
to applicable accounting requirements is whether an accrual or cash 
basis of accountmg ~111 be used. Accrual accounting, which agency 
heads are prescribed by law to folIow (31 USC. 3612(d)), provides for 
the recognition of costs when incurred and revenues when earned, as 
opposed to recording transactions only when cash changes hands. 
Although the Service proposal calls for “cash flow” presentations on 
timber sales, Service officials have assured us that the system will be 
operated on an accrual basis. This 1s important because, as the GAO 

manual states, accrual accounting can contribute materially to effective 
financial control over resources and costs of operations and is essential 
to develop adequate cost information. 

Iporting Costs and The draft proposal’s approach of reporting timber sale costs and bene- 

nefits at the Forest 
fits at the forest level will not provide sufficient detail to control and 
manage timber sales. When costs are aggregated at the forest level, the 

vel Will Kot Meet sales receipts of the forest as a whole may be sufficient to overcome the 

bjectives losses of individual below-cost sales. As a result, the Congress will have 
less information on the extent of below-cost sales, and effective control 
and management opportunities will be diminished. 

Based on our experience at the Estacada District, the Forest Service 
does not plan timber sales or budget and account for their costs at the 
forest level. Timber sale planning and budgeting is done instead at levels 
withut the forest, such as the district level We think timber sales could 
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be better monitored and controlled by aggregating costs and benefits at 
the management level each district uses We believe that if the timber 
sale plannmg, budgeting, and accounting systems were all integrated at 
this same level, managers would have a common set of rules with whit 
to make vahd comparisons between planned and actual results. 

Current Systems Operation An analysis of the timber sale planning, budgeting, and accounting sys 
at the Estacada Ranger terns at the Estacada Ranger District provides a basis for describing ho 

District an integrated set of systems could work As figure II 1 shows, the dis- 
trict IS divided into 31 “compartments.” We were told that the comparl 
ments range in size from 5,000 to 9,000 acres. For each of the 31 
compartments, the district keeps information on such items as land prc 
scriptions, type and age of timber, types and numbers of wildlife, recrc 
ation sites, miles of streams, location of roads, and priority for cutting 
According to the district’s timber management officer, the district’s 
system includes everything that 1s known about, or has been done on, 
each compartment for the past 20 years The Estacada District deter- 
mines which areas are feasible for individual timber sales by first con- 
ducting a “compartment analysis ” 
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gure 11.1: Estacada Ranger Distract Compartments 
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After the district establishes the feasibility of locating prehmmary sale 
m each compartment, it plans and prepares actual sales using a process 
patterned after the nationally estabhshed timber sale planning “Gate 
System.” This system has 6 “gates,” each one representing a manage- 
ment decision on whether to request additional funds to proceed with 
each timber sale 

Two of these decision pomts offer opportunities to merge timber sale 
planning, budgeting, and ASA accounting mformation Both relate to 
determmmg the full cost of preparmg and conducting timber sales. 

The first gate offers an opportunity to make use of the above mforma- 
tlon This gate provides an early overview of a proposed sale and a pre 
hmmary assessment of the sale’s timehness, economic efficiency, and 
environmental soundness. When the district assesses economic effi- 
ciency, however, it emphasizes the timber harvesting costs and does no 
consider the Forest Service’s costs of preparing the sale or the cost and 
benefits associated with nontimber resources, such as fish, wildlife, ret 
reation, etc , affected by the sale If compartment level information we] 
considered more fully at, this point, the district would be able to include 
amounts for the timber and nontlmber resource costs and benefits For 
example, costs associated with the adverse effects of the timber cut 
could be considered at this time Includmg all such mformation would 
provide managers with an early opportunity to identify those compart- 
ments which appear to contain below-cost timber sales and help them t 
determine whether or not to proceed with sales m that area 

A second opportunity to make greater use of mformation 1s m the four 
gate. This gate’s ObJective is to prepare the documents required for 
advertising a sale This work includes a more detailed determmation of 
the costs of such items as roads and logging As with the preliminary 
estimate of costs, the fmal cost determination does not include Forest 
Service costs to prepare the sale or the costs and benefits associated 
with nontimber resources that are affected by the sale This more 
detailed timber sale analysis could also include the compartment-relate 
costs and benefits considered m the new system and permit managers 
one more opportunity to decide whether to advertise a given sale. 

Based on our work at the Estacada District, timber sale planning and 
budgeting information can be merged more completely with the ASA 
accounting information The district estimates timber sale costs for pla 
rung and budgetmg by proJect. However, for A.SA accounting purposes, 
timber sale costs for all proJects are accumulated and totaled by activit 
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(i.e., timber sale preparation, timber harvest administration) at the dis- 
trict level For neither timber sale planmng and budgeting nor subse- 
quent accountmg for costs are compartments used as cost centers for 
aggregating these figures. 

In short, because the Estacada District uses compartments as the man- 
agement unit to accumulate information for selecting timber sales, this 
same level appears to be the logical one to which budgeted and actual 
timber and nontimber resource costs and benefits should be totaled. We 
also believe that this is the appropriate level at which data for the pro- 
posed information system should be recorded Once the information pro- 
vided by a timber cost accounting system 1s integrated with the system 
used for timber sale plannmg and budgeting, areas of below-cost timber 
sales could be quickly Identified and a supportable decision made on 
whether or not to continue with their preparation Finally, the ability to 
compare actual with budgeted and planned cost and benefit figures 
would reveal areas where below-cost sales were not originally expected 
but later did occur and what conditions resulted in the change. This type 
of information would be valuable when considenng whether or not to 
make future sales in the area. 

xest Service Concerns 
oout More Detailed 
sporting 

In its draft report, the Forest Service addressed the cost of establishmg 
and operating an information system at both the forest and the district 
levels. For a system at the forest level, the task force estimated the ini- 
tial start-up costs for forest-level reporting at 5250,000, with annual 
costs of around 8300,000 For a system at the district level, the Forest 
Service estimated start-up costs at $1.76 to $2.6 million, with annual 
costs approaching 52 million. It states the difference in costs is the 
result of the need for significant changes in data collection and system 
design and in the annual labor charges to produce the required reports. 

We question the Forest Service’s estimates. We know of no feasibility 
studies that have been conducted to establish the need for such addi- 
tional costs. Also, we believe that the existing timber sale budgeting and 
accounting systems can be set up to accumulate cost and benefit data by 
compartment or by whatever management level each district uses to 
schedule its timber sales. Each compartment/management area could be 
assigned a unique accounting code to which costs (including actual labor 
charges and distributions for depreciation, nontimber resource costs, 
overhead, etc.) would be charged and accumulated annually. Timber 
revenues and other resource benefits would be recorded and aggregated 
m a similar fashion 
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We belleve that the benefit of a cost accounting system is the mforma- 
tlon It can supply to control and manage timber sales. This mformatlon 
can best be provided at the management unit level the district uses to 
schedule its timber sales If, as the Forest Service states, costs make thl 
lmpractlcal, we believe other alternatives to the forest level, such as th 
district level, could also provide sufficient management mformatlon If 
system’s information 1s msufficient to result in effective management 
and control, the costs incurred to design and operate the system ~111 bc 
wasted. 

We beheve that the concept of using the same management unit level tc 
plan, budget, and account for timber sales establishes that the principll 
used for accountmg for timber sale costs and benefits should be consls 
tent with those used m planning timber sales and m developing the 
timber sale budget By so doing, timber sale planning and budgeting, ar 
ASA accounting are conducted under the same rules and can be fully ml 
grated Thereafter, rehable and comparable data can be summarized al 
reported to assist m managing current actlvltles as well as developing 
estimates of future resource requirements In our opinion, mtegratrng 
the systems at the management unit level used by each district to mve 
tory total resource mformatlon would be the level most appropriate fo 
providing the Congress, executive branch offioals, and Forest Service 
managers with the mformatlon they need to control and manage timbe 
sales 

Lack of Information on The Service plans to report benefits other than revenue from timber 

Benefit Computations 
sales However, the Service proposal does not clearly specify what the 
benefits are or how these benefits will be computed Also, the data 
needed to make the computations may not be readily available for all 
forests. In addition, asslgmng dollar values to some benefits of an elu- 
sive nature, such as the value of an afternoon spent fishing, may lead 
the erroneous perception that such values represent real dollar return 

Although the Service proposal does not specify all benefit categories, I 
lists three broad areas of nonrevenue benefits to be reported. nontlmb 
benefits, management savings, and social values An example of one o 
the nontlmber benefits is the amount of additional recreation opportu 
ties provided by building logging roads and harvesting trees. In the pa 
the Service has developed such estimates and quantified them m dolla 
This necessarily requires formulation of Important assumptions 
regarding the additional recreation use resulting from the timber oper 
tlon and the associated dollar value, and is inherently SubJective Give 
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these cmcumstances, we believe the Service must clearly state how the 
benefits will be computed so that (1) the different parties making the 
computations will do so on a consistent basis and (2) the users of the 
system’s mformation can make mformed judgments on its validity and 
hmltatlons The Service proposal makes reference to the sources to be 
used on benefit procedures, such as the national forest land manage- 
ment plans, but does not describe the specific assumptions, procedures, 
and values to be apphed 

To be useful, the computation of many of the benefits should be based m 
part on how the forest is used. For example, the Service computes the 
recreation visitor days and wildlife/fish user days the forests provide 
Our work at the Mt. Hood National Forest and the Estacada District dis- 
closed that current data reported by the Service as benefits for those 
items are not accurate. When we asked for information applicable to the 
Estacada District, officials said they were reluctant to provide it because 
(1) the data on which the figures were based were outdated, (2) no 
recent surveys had been done upon which to base new amounts, and (3) 
the old figures were simply modified on the basis of population changes 
and the results used for forest plan purposes. Without current informa- 
tion on how the forests are used, it will be difficult to project future 
usage and develop sound benefit estimates. 

We do not disagree with the Forest Service contention that harvesting 
timber may benefit other resource programs, such as recreation and 
wildlife management. Although determining whether such benefits exist 
is part of the Service’s responsibility, it must be recognized that presen- 
tation of some benefits in dollar terms may be misleading and may 
convey the impression that they actually represent a financial return. 
For example, the value of recreation visitor days claimed may be pre- 
sented even though no additional recreation occurs. In a case such as 
this, an alternative would be to simply present the benefits without 
asslgmng dollar values. 
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