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l Establishing clear definitions of terms and costs and standard proce- 
dures for operating the system. 

l Developing useful formats for reporting financial results. 

The basic design was tested at four national forests with the assistance 
of the Forest Service. The Forest Service agrees that the proposed 
system will be useful and has begun work to implement it. 

Principal Findings A well-designed cost accounting system should provide information on a 
program’s costs and revenues at the same level managers are held 
accountable for planning and managing the program, 

National forests vary greatly in the amount of timber they produce. The 
differences in timber production affect the way in which a forest’s 
timber program is planned and managed, If a forest has only a small 
timber sale program, staff at the forest level may have to become very 
actively involved in assisting individual ranger districts. By contrast, 
districts in heavy timber-producing forests have this technical support 
available at the district level. 

?&tab ,is ?in$ “im ber 
N anagement Cost Centers 

The timber sale cost accounting system needs to be flexible enough to be 
operated at a variety of management levels, with the level selected for 
any given forest based on how the program is actually administered 
there. In the proposed system, these areas are called “timber manage- 
ment cost centers.” (See chapter 2.) 

Establishing Timber Sale 
Categories 

t 

Timber sales vary greatly in purpose and size. Some are held primarily 
to supply the large amounts of wood needed for the nation’s timber- 
related products, while others are held primarily for other objectives 
such as improving wildlife habitat. To provide a useful analysis of this 
range of timber sales, a set of sale categories is needed. Using such cate- 
gories will also provide the Congress with needed oversight information. 
(See chapter 2.) 

Using Cost >oo s for 
Multiyear Costs 

Because the cycle of growing, harvesting, and replanting timber takes so 
many years, a means must be developed to provide an adequate 
matching of multiyear costs with the annual revenue generated by these 
sales. Some multiyear costs can be directly attributed to sales because 
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. Hold line officers accountable for meeting the system’s objectives, One 
way to achieve this is by incorporating responsibility for the system into 
the same process used to hold line officers accountable fgr other respon- 
sibilities. (See chapter 3.) 

. MMake decisions about some of the estimates and procedures that will be 
adopted as part of the system. (See chapter 3.) 

Rechmendations GAO is not making recommendations in this report, 

Agency Comments In commenting on a draft of this report, the Forest Service said the con- 
cepts presented for a cost accounting system would provide a positive 
framework for greater and more effective use of cost accounting infor- 
mation that will serve management as well as the Congress. (See agency 
comments sections in chapters 2 and 3, Comments from the Department 
of Agriculture are included in appendix 11.) 
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Chapter 1 
Introduction 

as amended by the National Forest Management Act of 1976, requires 
the Secretary of Agriculture to develop an integrated land and resource 
management plan for each administrative unit of the national forest 
system. These forest plans describe in detail the management alterna- 
tives available for the forest and show the preferred alternative to be 
implemented. As part of this process, the Forest Service has evaluated 
much of its land and has classified large tracts on the basis of their 
ability to produce timber. 

National forest regions vary considerably in timber production, Figure 
1.1 shows the distribution of timber volume harvested, by region, in 
fiscal year 1986. As the figure shows, the majority of the timber har- 
vested in national forests was in the Pacific Northwest and Pacific 
Southwest regions. These regions contain a high portion of the national 
forest system’s most productive timberlands, where stands of timber per 
acre are heavier and where the timber is likely to be of higher value. As 
a result, timber from such land can be expected to provide more revenue 
per acre harvested than will timber from lower productivity 
timberlands. 

Figurei 1 .I: Distribution of Harvested 
Timber by Region-Fiscal Year 1986 

Alaska 

Pacific 
Northwest 

Northern 

Eastern 

lntermountabn 

Rocky 
Mountain 
Pacific 
Southwest 

Southwestern 

Southern 

Page 9 GAO/AFMD-87-33 Timber Program Accounting 



Chapter 1 
Introduction 

Federal law-most recently, the National Forest Management Act of 
1976-requires the Forest Service to sell the timber at “not less than 
appraised value.” This requirement was designed to ensure that fair 
market value for the timber is obtained. Two main methods are used for 
computing appraised value: 

. In the Pacific Northwest, the Forest Service computes the appraised 
value by estimating the market price for finished lumber at the mill, 
subtracting the purchaser’s estimated logging and milling costs, and fac- 
toring in the purchaser’s risk and profit. This “residual value” method is 
based on the purchaser’s costs and is designed to help ensure that a pur- 
chaser of average efficiency will make a profit from the timber pro- 
duced. Except for roads, costs incurred by the Forest Service are not 
considered n-t making the appraisal. 

l In the Southeast, the appraised value is an average of actual market 
value experience for the past few years. 

The contract to harvest the timber is awarded to the highest bidder 
under competitive bidding procedures. Contract terms often call for the 
timber to be cut in 3 to 5 years, but cutting time can range from 1 to 2 
months for small sales to 10 years for large ones. The purchaser gener- 
ally builds any roads needed to harvest the timber, and the Forest Ser- 
vice monitors the purchaser to ensure that the roads are built correctly, 
that only designated trees are cut and that they are cut according to 
contract specifications, that damage to the soil or streams is minimized, 
and that other contractual requirements are complied with. 

When harvesting is completed, reforestation activities begin. The land is 
prepared so that new trees can be planted or naturally regenerated. The 
new stand of timber is then allowed to grow for several years before 
reforestation is certified as successful. 

Request for a Cost In 1984, we issued a report on the cost of timber sales.” In more recent 

Acqounting System for 
years, the Subcommittee on Interior and Related Agencies of the House 
Appropriations Committee has asked the Forest Service for more 

Timber Sales detailed mformation about the costs and revenues associated with 
timber sales. The Forest Service has responded that its accounting 
system was not set up in such a way that it could provide the detailed 
information the Subcommittee was seeking. In its fiscal year 1986 

3C%mgress Needs Better InformatIon on Forest Service’s Below-Cost Timber &es, (GAO/RCED-84-96, 
JG 28, 1984) 
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Chapter I 
Introduction 

Included as part of this objective was ensuring that the proposed system 
would be compatible within the present accounting operations of the 
Forest Service. 

By “basic design” of the system, we mean those elements that will 
ensure that Forest Service management and congressional oversight 
needs are met and that generally accepted accounting principles have 
been taken into account. These elements include such items as the 
following: 

. the management level to serve as a cost center for developing and 
reporting the system’s information, 

l the basic cost accounting concepts that will allow for a meaningful com- 
parison of costs and revenues, and 

. the standard procedures and definitions needed to ensure that costs and 
revenues are treated uniformly and consistently. 

We did not attempt to develop a cost accounting system in complete 
detail because the Forest Service needs the flexibility to adapt a basic 
design to its operating structure and procedures and to determine how 
the design might best be implemented and utilized within the agency. 
Thus, we focused our work on ensuring that the basic design is work- 
able, meets standards and requirements, and provides both the Forest 
Service and the Congress with the information they need. 

We worked closely and cooperatively with the Forest Service. At each 
main stage of the process, from conceptual development of the basic 
design to field-testing its feasibility, the Forest Service was directly 
involved. The discussion of our methodology, which follows this section, 
describes the specific kinds of actions we took in this regard. 

The proposed cost accounting system focuses on the timber management 
aspect of Forest Service operations. Under its multiuse mandate, the 
Forest Service manages national forests for recreation, fish and wildlife, 
watershed, and rangeland purposes as well as for timber production. We 
did not attempt to apply this system to these other uses except as timber 
sales relate directly to them. We did not, for example, extend the system 
to account for all costs and revenues associated with maintaining facili- 
ties and operations for public camping, hunting, and fishing. In devel- 
oping the basic design of the system, however, we did so with an eye 
toward the Forest Service eventually applying the same kind of system 
to these other forest uses as well. 
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Chapter 1 
introduction 

generated. The papers were distributed to Forest Service officials, 
whose comments were considered in further refining the basic workings 
of the system. Also, we met with subcommittee staff on several occa- 
sions to inform them of our progress and provide an opportunity for 
them to comment. 

To accomplish the third task, we field-tested the system concepts at four 
national forests: Mt. Hood, Kootenai, Routt (in Colorado), and Coconino 
(in Arizona). Because the Forest Service has a decentralized manage- 
ment structure that leaves considerable discretion to forest supervisors 
as to the kinds of financial information collected, no specific location can 
be fully representative of the Forest Service as a whole. We selected 
these locations upon the recommendation of the Forest Service as pro- 
viding a cross section of the various types of approaches used across the 
country. 

At each of our four field-test locations, we determined whether the basic 
system concepts were workable-that is, whether the information called 
for could be readily generated, whether the results would be complete, 
accurate, and useful, and whether the proposed system made the most 
efficient use of processes and procedures already in place. At two of the 
forests (Routt and Coconino), the team field-testing the system was com- 
posed of both GAO and Forest Service personnel. The jointly conducted 
field tests served as a way to ensure usefulness of the system design to 
Forest Service personnel and to resolve difficulties or uncertainties with 
regard to how the basic design of the system could be implemented, 

Our fieldwork was performed between June 1986 and March 1987. We 
involved officials of the Forest Service in our work throughout this time. 
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Chapter 2 - 
Basic De&p of the Proposed System 

plan and supplementary guidance to district rangers. If a forest has only 
a small timber program, staff at the forest level may become very 
actively involved in assisting districts with the program. This was the 
case at the Routt National Forest, where forest-level staff assisted those 
districts with programs that were too small to support all of the neces- 
sary technical staff. By contrast, Mt. Hood’s heavier timber production 
meant that timber sales could support the necessary staff at the district 
level. For example, the district we visited at Mt. Hood had a full-time 
equivalent staff of 63 and authority to approve sales of up to 2 million 
board feet, while the district we visited at Routt had a full-time equiva- 
lent staff of 24 and authority to approve sales of up to 1,000 board feet, 
or $2,000. 

These differences can also affect the level at which information about 
costs and revenues should be collected and reported. A well-designed 
cost accounting system should provide information on a program’s costs 
and revenues at the same organizational level held accountable for plan- 
ning and managing the program. Because this level may vary from loca- 
tion to location, the basic design of the system must be flexible enough 
to allow the level selected for any given forest to be based on how the 
program is actually administered there. We have chosen to call these 
levels “timber management cost centers.” (Private industry uses a sim- 
ilar concept for matching costs and revenues. For example, timber firms 
group their timber stands into large blocks, such as tree farms or similar 
management units.) 

Forest Service officials told us this approach would be useful. They 
have proposed that, as a first step, the forest level be used as the timber 
management cost center throughout the Forest Service. They said that 
as experience is gained with the system and forest plans are approved, 
they would exercise the option of shifting the timber management cost 
center below the forest level as appropriate. 

We agree with the Forest Service’s decision to implement the proposed 
system initially by designating each administrative unit or national 
forest as a timber management cost center. Our field tests show that 
timber programs at many national forests are too small to justify estab- 
lishing timber management cost centers below the forest level. In these 
cases, forest-level data by sales category will adequately provide the 
cost control information needed by the Forest Service and the oversight 
information needed by the Congress. For a more useful match of timber 
sale costs and revenues at forests with larger programs, however, estab- 
lishment of timber management cost centers at the subforest level (such 
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Chpt43r 2 
Bade Da&p of the Proposed System 

extensive plming and preparation, cutting of trees, or reforestation of 
the land. 

Recording Multiyear The cycle of growing, harvesting, and replanting timber takes many 

and Single-Year Costs 
years, Growing a new stand of timber may take 86 year%; or more, and 
the time involved in planning the sale, harvesting the timber, and refor- 
esting the land may be a decade or more. A cost accounting system 
needs a mechanism for recording costs so that they can be matched 
against the revenues that result. 

Mulltiyear Cost Pools Multiyear costs associated with timber sales fall into two categories: 

l Some multiyear costs can be readily charged to actual sales because they 
occur after the sale boundaries have been identified. As we pointed out 
in chapter 1, timber sale boundaries are not specifically identified until a 
few years before the sale. At that time, specific planning and adminis- 
trative activities begin. These activities continue through harvesting of 
the timber and reforestation of the area, and they conclude when the 
new timber stand is certified as successful. 

l Some other multiyear costs are incurred while the timber is in its growth 
stage and is not part of any identified timber sale. Examples of these 
kinds of costs include fertilization and treatment, precommercial thin- 
ning, pest control, and fire control. These activities are usually focused 
within the timber management cost center without comideration of 
potential sale boundaries. When sale boundaries are established, they 
may not match the boundaries of the area treated. These costs can be 
charged to the timber management cost center but not to actual sales. 

The Forest Service does not currently use any method to accumulate 1 
such multiyear costs for matching against related revenue. Annual 
timber sale costs are recorded under various activity accounts, such as 
“timber sale preparation, ” “timber harvest administration,” and “refor- 
estation” These accounts are closed at the end of each year. The Forest 
Service agrees with our view that a system using cost pools to match 
multiyear costs against revenues generated by those costs would pro- 
vide a better alternative to these practices. A Forest Service contracted 
study reported that a number of large private timber companies use the 
same approach to accumulate such multiyear costs for subsequent 
matching against revenue. 
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have uses that extend beyond the timber sale. In timber sales, roads 
need to be built to move equipment in and out of the logging site and to 
transport harvested logs. In some cases, the roads are built to higher 
standards so that they can also be used for other purposes beside timber 
harvesting-for example, for access to hiking trails, to lakes or rivers, 
or to hunting grounds. Not all roads are built as part of a timber sale. 
Some roads may be built that have no relationship at all to a sale, but 
are intended exclusively for these other kinds of purposes. 

To provide a thorough treatment of road costs, a cost accounting system 
needs to be able to assign costs over the period for which the road is 
used, and to take the different purposes for which the road was built 
into account. Our proposal, as shown in figure 2.2, calls for dealing with 
road costs in two ways: 

9 Roads that will be permanently closed after the harvest (roads that will 
not become part of the Forest Service’s transportation system) will be 
expensed over the period in which timber is removed from the specific 
sale. To do this, the road’s cost will be placed in the sale activity pool- 
the pool covering costs that can be attributed to identified sale areas. 

. Roads that will remain after the harvest (roads that will become part of 
the transportation system) will be placed directly in the growth activity 
pool-the pool covering costs that can be traced to a timber manage- 
ment cost center but not to a specific sale. 

Flgurs 2.2: Allocatlon of Road Coat8 

Roads to ba permmlmtly clorod 
aftor the tlmbor sale (built only for 
timber harvesting): costs placed In I 

sale activity cost pool 

Timber sale area 

1 Road@ to romaln aftor the tlmber 
sale (built for other purposes as 
well, euch as aocess to fishing 
steams). costs placed in growth 
activity cost pool after nontlmber 
costs subtracted 

We also believe that it is appropriate to write off a portion of the cost of 
these roads, as well as any similar capital-type costs, against nontimber 
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Chapter 2 
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center, the Forest Service and the Congress can obtain a reasonably 
accurate and useful measure of the revenues and costs associated with 
the timber sale program. 

Cur proposal, which is illustrated in figure 2.3, matches costs with reve- 
nues in the following manner: 

. Costs in the sale activity pool (the pool for costs that can be linked 
directly to timber sales) would be placed in a deferred-cost? asset account 
and matched with related sale revenues by computing an allowance to be 
charged each year. The allowance, which would be computed annually, 
would be determined by dividing the total pool costs by the volume of 
sales under contract in the timber management cost center and multi- 
plying the result by the volume of timber harvested in those sales during 
the year. Figure 2.3 shows this formula. For example, at the Routt 
National Forest, the formula produced the following 1986 allowance for 
the cost pool: 

$3,446,967 
103,466,OOO board feet X 24,733,400 board feet = $823,751 

Amounts not allocated would be carried over and added to each year for 
matching against the timber harvested in each succeeding year under 
these contracts. 

l Costs in the growth activity pool (the pool for costs that can be charged to 
the timber management cost center, but not directly to timber sales) 
would be placed into another account and matched against revenue gener- 
ated by each year’s harvest in the timber management cost center, again 
using an allowance. The allowance would be determined annually by 
dividing the total costs in the pool by the total estimated volume of har- 1 
vestable timber in the timber management cost center and multiplying the 
result by the volume of timber harvested in the timber management cost 
center during the year. Figure 2.3 also shows this formula. For example, 
at the Coconino National Forest, the formula produced this 1986 allow- 
ance for the cost pool: 

S66,903,987 
13,761,000,000 board feet X 126,746,OOO board feet = $624,115 

%osta that have already been mcurred and paid that represent future economic benefits that should 
be matched agamst the revenue they help generate 
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Figure 2.0: Determining Cost8 to Be Matched Against Revenues 

Salb activity cost pool: Multiyear costs for all identified sale areas 
, 

I Balance of costs In pool Ttmber volume harvested 
Timber volume under contract 

X that year 

Gdowth achvlty cost pool: Multiyear costs for umber management cost center 

Balance of costs in pool 
X 

Timber volume harvested 
Estimated volume of harvestable timber that year 
in the umber management cost center 

Sr-igle-year costs 

I - 

I 
Full cost of such Items as timber harvest 
admlnistration and overhead 

1 I 
I 

: 

Annual allowance 

Annual allowance 

El Single-year amount 

Total amount I 
to be matched 
against revenue 

1 
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Figure 2.4: Sample Reports on Timber Sale Revenues and Expsnses 

Statement of Timber Sale Revenues and Expenses 
Coconino National Forest 
/Fiscal Year 1986 

ource 
Pulp 

Sawlrmber (roundwood) 

Revenues ---- 
TImbar sales 5 7,555,522 s 13,066 --- 
Purchaser road credits 443,762 0 
Associated charges 334,113 7,573 
Interest/penalties 27,171 93 - 
Total 8.360.568 20,752 

Conlrottable exp WlSBS -- 
Sale activity allowance 2.692,759 7.160 

I Orow(h nctivlty allowance 521 ,?t 3 1,295 
1 Single COSIS year 932,066 2.314 

j -~- Total 4,346,558 10,789 
, Gain/loss before 

TVLW of Sale 

co~Z~ 
Other 

resource 

s 17,366 so 
0 0 

372 0 
0 0 

17,740 0 

6,136 0 

1,107 0 
1.976 0 

9,223 0 

I 

Personal 
use Total 

s 174,037 s 7,760,013 
0 443,762 
0 342.056 
0 27,264 

174,037 8,573,117 

60,217 2,966,294 

0 524,115 
19,402 955,760 

79,619 4,446,189 

j payments 
Payment to states 

Net gain/loss 

$4,014,030 $9,963 $8,517 $0 $94,418 $4,126,928 
1,611,26S 4.496 3.643 37,705 1657,333 

$2,202,741 $5,467 $4,674 $56,713 $2,269,595 

I 

iStatement of Timber Sale Revenues and Expenses 
Routt National Forest 
Fiscal Year 1986 

--- 

Timber 

resource 

Sawtimber Recreation 

Type of Sale 

Other resource 

WildlIfe Ranas Watershed 

Personal 
use Total 

Timber sales S 72,655 s 16,943 s 30,497 s 17,097 5 16,635 S 16,406 s 170,433 
Purchaser roadcredits 64,256 18,594 35,271 19,773 18,236 0 176,134 
Associaled charges 23,537 5,474 9,653 5,524 5,374 0 49,762 
Interest and penathes 0 0 0 0 0 0 
Total 180,650 42,011 75,62 1 42,394 41,247 10,406 398,32: 

Controllable expenses 
Sale activity allowance 373,566 66,661 156,365 67,670 65.301 33,826 623,751 
Growth activity allowance 71,950 16,735 30,122 16,667 16,430 0 152,133 
Srngleyear costs 271,099 63,046 113,463 63,618 61,900 24,621 597,766 
Total -- 716.644 166,662 299,990 168.176 163,631 58,549 1,573,652 

Gain/loss before 
payments -___- ($535,994) ($124,651) ($224,369) ($125,782) ($122,384) ($42,143) ($1,175,323) 
Payment to slates 46,529 11,266 20.314 11.366 11,oa1 4,467 107,005 
Net gain/loss ($584,523) ($135,937) ($244,683) ($137,170) ($133,465) ($46,550) ($1,282,328) 

QAO and the Forest Service tomtly developed these statements to illustrate the proposed concept The data IS unaudited, and thecolumns may not 
add due to rounding 

Page 27 GAO/~87-33 Timber Program Accounting 



Chapter 2 
Basic Design of the Proposed By&em 

Flgurs 4.e: Sample Consolidated Timber Sale8 Report8 

Statement ot Timber Sale Revenues and Expenwa 
National Forest Swvice Total 
Fi8cal Ymrr 1986 

Statement of limber Sale Revenues and Expen~ra 
Southwestern Region 
Fiscal Year 1986 

1. A 

S xtement of Timber Sale Revenues and Expenses 1 ^ . _. . . . - 
~oconmo rwuorw roren 
F real Yorr 1986 

27,171 83 0 0 

._ _. . _ __ 521,713 11283 1.107 
%I - .-, COSIS 4346.558 832,om 10,789 2,314 1,070 

9,223 

GAO and the Forest Service jointly developed these statements to illustrate the proposed concept The data is unaudited, and the columnr, may not 

add due to rounding 
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Ekecutive Summary 

Purpose This report responds to a congressional request for a timber sale cost 
accounting system for federal forests. The Forest Service, which plans 
and administers these timber sales, does not have an accounting system 
that can provide an accurate comparison of the costs and revenues asso- 
ciated with growing and selling timber in specific locations. The Subcom- 
mittee on Interior and Related Agencies, House Appropriations 
Committee, asked GAO to develop the basic design of a cost accounting 
system that would provide cost and revenue information for Forest Ser- 
vice managers and for congressional oversight. 

Background The Forest Service manages about 191 million acres of land. In fiscal 
year 1986, it initiated about 360,000 sales of timber on these lands. 
These sales totaled $767 million. 

The National Forest System is divided into nine geographic regions. 
Each region consists of several forests, and each forest is divided into a 
number of ranger districts. For management purposes, the forests com- 
bine into 122 administrative units, each containing one forest or one 
forest plus at least a section of another forest. 

In 1984, the Congress requested development of a timber cost 
accounting system. The Forest Service presented a proposal in March 
1986. GAO examined this proposal at the Subcommittee’s request and 
found that it would not produce the cost accounting information the 
Congress wanted. This finding led to the Subcommittee’s request for 
development of a cost accounting system. 

Results in Brief The basic design proposed by GAO for a timber cost accounting system 
includes provisions for making the system flexible enough to be adapt- 
able to all forests, yet standardized enough to generate comparable 
information that should meet both Forest Service and congressional 
information needs. Main features of the design include requirements for 
the following: 

Y 

. Establishing “timber management cost centers” for matching costs and 
revenues. The level at which these cost centers are established-ini- 
tially the forest-ultimately may vary from forest to forest, depending 
on the size of the timber sale program. 

. Establishing a set of categories for sorting out the great variety of 
timber sales. 

l Using “cost pools” to capture and apportion multiyear costs. 
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Executive Suuuuaxy 
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they are incurred after the sale areas have been identified. Other multi- 
year costs, however, are incurred before these areas are identified and 
must be assigned in some other way. The basic design of the system calls 
for placing multiyear costs into two pools-one for costs directly attrib- 
utable to known timber sales, and one for costs not directly attributable 
to specific sales but traceable to the timber management cost center. 
Yearly costs from each pool would be allotted on the basis of specific 
formulas. Single-year costs, such as for harvest administration, would 
be expensed annually. (See chapter 2.) 

De$e oping Standard Terms Consistent terminology and procedures are needed if the cost and rev- 
and Procedures enue information generated by the system is to be reliable, useful, and 

comparable. The basic design calls for a comprehensive set of definitions 
for costs and other terms and standard operating procedures for all 
units. (See chapter 2.) 

Deyeloping Useful Report 

F°Fats 

The information produced needs to be presented in reports that allow it 
to be analyzed and compared in meaningful and useful ways. The basic 
design calls for developing report formats that provide such information 

/ and that allow the information to be consolidated with information from 
other locations. These reports will show consistent, standard informa- 
tion, useful to both the Congress and the Forest Service. (See chapter 2.) 

Fukher Development of the 
System 

I . 

GAO developed the basic design of the system with input from the Forest 
Service and determined that the design was workable through tests at 
national forests in Oregon, Montana, Colorado, and Arizona. (See 
chapter 3.) 

The Forest Service has agreed with the basic system design and has 
started on more detailed development of the system. QAO thinks the 
Forest Service should continue its current efforts and proceed with its 
plans. As the Service proceeds to implement its system, it needs to 
address several issues: 

Clarify its understanding about the level at which it should manage spe- 
cific fund balances. The Forest Service believes its management arrange- 
ments with congressional committees require adherence to specific fund 
balances at the level of individual districts. The Forest Service wants to 
maintain fund control accountability at the forest level. (See chapter 3.) 
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1 Chapt,t!r 

Introduction 
---- 

This report describes the basic design of a proposed cost accounting 
system for timber sales in federal forests. The system design was devel- 
oped at the request of the Subcommittee on Interior and Related Agen- 
cies, House Appropriations Committee. This chapter explains the 
background of the assignment and describes how we went about our 
work. 

Timber Production in The Forest Service, an agency of the Department of Agriculture, man- 

the ‘kational Forest 
ages about 191 million acres of national forests and grasslands. Each 
year, the Forest Service sells billions of board feet of timber from its 

System forested land.1 It sold 10.8 billion board feet of timber for a total price of 
$568.2 million in fiscal year 1985 and 11 billion board feet for a total 
price of $767 million in fiscal year 1986. 

The national forest system is divided into nine geographic regions. Each 
region consists of several forests, and each forest is divided into a 
number of ranger districts. For management purposes, the forests are 
combined into 122 administrative units, each containing one forest or 
one forest plus at least a section of another forest. 

The Forest Service sells timber by designating areas to be harvested and 
soliciting bids for the timber. In fiscal year 1986, it initiated 366,874 
such sales. In fiscal year 1986, the number of new sales stood at 
349,977.” 

Timber production is only one of several uses for national forest land. 
Under the %Iultiple-Use Sustained-Yield Act of 1960, the Forest Service 
manages its lands for five main uses: 

9 timber production, 
l outdoor recreation, 
l rangeland grazing and feeding, 
. preservation of watershed, and 
. habitat for fish and wildllfc. 

Federal law makes planning for these multiple uses a formal process. 
The Forest and Rangeland Renewable Resources Planning Act of 1974, 

‘A board foot is the equivalent of a pme of wood 1 inch thick, 1 foot wide, arid 1 foot long 

‘These figures do not include sales of “nonconvertibles,” such as Christmas t&s, cones, burls, and 
the like These sales do not mvolve extensive cutting of trees or reforestation of the land In fiscal 
year 1985, there wet-c’ 226,493 such sales, In fiscal year 1986, there were 206,132 
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Introduction 

The Timber Management 
Cycle 

Timber is a renewable resource. Figure 1.2 shows the basic steps in the 
cycle of growing, harvesting, and replanting it. The length of time 
involved in completing the cycle varies with the species of tree. For the 
Douglas fir of Pacific Northwest forests, for example, the cycle takes 
about 80 years; for the Southern pines grown in forests in the South, it 
takes about 40 years. Regardless of the total length of time, most of the 
cycle is spent in growing the timber to maturity. Most timber sale 
activity, including planning and administering the sale and reforesting 
the area, takes place during a relatively small part of the cycle. 

Figure 1.2: limber Management Cycle 
in Na tlonal Forests 

flmber growth: trees mature, 
asslsted by such activities as 

fertlllzlng, pest control, fire control, 
and precommerclal thinning 1 

undertaken, timber value appraised, 

For a large commercial sale, planning activities generally take place 
more than 6 years before the sale award: Approximate sale boundaries 
are identified, general conditions of the area are surveyed, and a brief 
logging and transportation plan is prepared. Generally about 5 years 
before the award, a description of the sale, including location and 
approximate sales volume, is published. During the next 6 years, other 
activities are undertaken to prepare for the sale, including assessing the 
environmental impacts of harvesting the timber, estimating the timber 
volume more accurately, and appraising its value. 
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Clupter 1 
Iutroduction 

-- 

appropriation, the Forest Service was requested to develop a cost 
accounting system. The conference report on the appropriation 
described the tasks and objectives of the system as follows: 

“In developing the expanded timber cost accounting system, in line with 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 actual 
costs and benefits. The system should also allow for identifying other aspects of the 
timber program, such as firewood and nonconvertible products.“4 

The Forest Service responded by organizing a special Timber Sale Pro- 
gram Accounting Task Force. In March 1986, the task force issued a 
draft of a proposed reporting system. At the Subcommittee’s request, we 
analyzed the proposed system and concluded that it would not be fully 
responsive to the directive for a cost accounting system because the 
Forest Service had placed its emphasis on formatting a new external 
report called “Report One-The Financial Account,” which we believed 
would be of limited use to the Congress and itself in managing the 
timber sale prograrn5 The Subcommittee subsequently requested that 
we develop an example of a system which would meet the necessary 
requirements for such cost accounting systems and which would provide 
information useful to the Subcommittee and the Forest Service. The 
letter requesting this work is in appendix I. 

Objective and Scope of Our objective in this study was to develop the basic design of a cost 

Our Work 
accounting system that would provide consistent, complete, and accu- 
rate information for the Forest Service to use in the following: 

. timber sales planning and budgeting, 
l timber sales management, 
l forest plan monitoring, and 
. “stewardship” reporting to the Congress and the public in terms of 

annual financial results of the timber sales program. 

4H Rept 98-l 169, Public Law 98-473 

6Timber Sale Accountmg~sis of Forest Servvze’s P 
Analysis of Koo- Repoo System (GAO/AFMD-86-42, Apnl4,1986) and Timber Sale AccounCmg 

temu NationalForest (GAO/AFMD-86-62BR, June 6,1986) 
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Chapter 1 
lntroductiun 

We developed the basic design of the system in such a way that it will 
conform to the requirements of title 2 of the GAO Policies and Procedures 
Manual for Guidance of Federal Agencies. Federal law charges us with 
establishing accounting principles, standards, and related requirements 
that executive agencies are to follow. Title 2, which was first issued in 
1978 and revised in 1984, contains the direction to the agencies in this 
regard. 

Methodology Used in Our work was divided into three main parts: 

Our Work 
I 

l identifying all the costs and revenues that enter into the growing and 
selling of timber to the public so as to establish a “baseline” of informa- 
tion requested by the Subcommittee, 

. developing the basic design of the accounting system, and 

. testing and evaluating the practicality and usefulness of the system’s 
basic design. 

, 

To accomplish the first task, we interviewed officials and analyzed doc- 
uments at Forest Service headquarters in Washington, DC., and at dis- 
trict offices in three national forests: Mt. Hood in Oregon, Mt. Baker/ 
Snoqualmie in Washington, and Kootenai in Montana. At the districts 
and forests, we examined individual sales to determine the activities 
involved in planning and administering a sale. This included not only 
those activities that related specifically to such sale actions as selecting 
the sale area, preparing for competitive bids, and administering 
awarded sale contracts, but also to activities such as pest control, fire 
prevention, erosion control, road maintenance, and reforestation that 
also needed to be identified as being related to the growing and selling of 
timber. We confirmed our understanding of the system with Forest Ser- 
vice officials, with other officials at the Department of Agriculture, and 
with others having expertise in the area of timber accounting. 

To accomplish the second task, we used the information we gathered to 
develop a set of “concept papers” describing key features of a system 
that we believe would meet congressional needs for information and also 
meet requirements for executive agency accounting systems as set forth 
in title 2. These concept papers covered the topics of developing appro- 
priate system objectives, establishing cost pools, matching costs and rev- 
enues, treating road costs, and establishing the proper organizational 
level at which to collect and report information. Also included were 
examples of cost definitions that would be needed, sale categories that 
would be most useful to focus on, and financial reports that could be 
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Chapter 2 

Basic Design of the Proposed System 

. 

. 

The Forest Service needs a timber sales cost accounting system that can 
be adapted to a variety of management environments and generate con- 
sistent information. The basic design we have developed for the system 
takes both of these needs into account. It includes the following: 

Flexibility in selecting the management level at which costs and reve- 
nues will be matched. Timber management is the responsibility of 
forest- and district-level line officers (managers), but the size of the 
timber sales program determines the degree to which each level is 
involved. During the system’s initial implementation, all national forests 
will match costs and revenues at the forest level. Once the system is in 
place and forest plans are approved for implementation, forests will 
have the flexibility to adjust their matching of costs and revenues to 
other subforest levels (such as district, vegetation area, etc.) if such an 
adjustment is determined to be more useful. 
Consistent information in all locations through the use of standard cate- 
gories of timber sales, “cost pools” for capturing and apportioning multi- 
year costs, clear definitions of terms, uniform procedures for operating 
the system, and useful formats for reporting financial results. 

Eskblishing Timber 
Mtiagement Cost 
Centers for Matching 
Costs and Revenues 

As stated in chapter 1, national forests vary greatly in the amount of 
timber they produce. At the Routt National Forest, one of the four for- 
ests at which we tested our design, timber sales offered in fiscal year 
1986 totaled 61 million board feet. By contrast, at the Mt. Hood National 
Forest, three of the forest’s seven districts offered timber sales higher 
than that amount. 

These differences are found throughout the national forest system. 
During fiscal year 1986, the Forest Service’s 122 administrative units 
offered for sale about 11 billion board feet. About two-thirds of the 
administrative units offered less than 100 million board feet of timber 
for sale, while a few offered more than 400 million board feet. Amounts 
ranged from a low of 100,000 board feet offered by the Coronado 
Administrative Unit to a high of 849.8 million board feet offered by the 
Willamette Administrative Unit. Two administrative units did not offer 
any timber for sale in 1986. 

Differences in timber production affect the way in which a forest’s 
timber program is managed. Under the Forest Service’s decentralized 
management system, regional and forest-level officials have a great deal 
of flexibility in deciding how to organize, plan, and manage timber sales. 
Each forest specifies its approach in its land and resources management 
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Basic Defdgn of the Propoeed System 

as the district or vegetation area) will need to be carefully examined 
after experience is gained with the system and all forest plans are 
finally approved for implementation. 

Establishing Useful 
Categories of Timber 
Sales 

Timber sales range greatly in their purpose. Some are primarily held to 
supply the large amounts of wood needed for the nation’s timber-related 
products, while others are held primarily for other objectives, such as 
thinning a stand of timber or removing unwanted or diseased trees for 
improved wildlife habitat. They also range greatly in size, from as small 
as personal use sales for Christmas trees to as large as 5 million board 
feet or more of standing timber. 

To provide a useful analysis of this range of timber sales, a set of cate- 
gories needs to be developed. Categorizing the sales will allow a compar- 
ison of the net revenue or net cost of the various types of sales. Using 
such categories will also provide the Congress with needed oversight 
information. (For example, see figure 2.4.) 

In the proposed cost accounting system, the same categories must be 
applied at all locations. If different sets of categories are developed for 
different timber management cost centers, the information generated by 
the system will not be comparable from place to place. In our work in 
the national forests and our discussions with Forest Service line officers 
and other officials, we examined several possible sets of categories that 
might be used. Ultimately, the responsibility for determining what cate- 
gories of reporting are needed for management purposes rests with the 
Forest Service. Forest Service line officers told us that their manage- 
ment needs would be best served by the following set of standard cate- 
gories that could be further subdivided as deemed useful for lme officer 
accountability purposes. 

Timber resource sales: timber sales conducted primarily for the nation’s 
timber supply. At the Coconino National Forest, line officers wanted this 
group to be broken down further based on products-saw timber, pulp- 
wood, and commercial fuel wood. 
Other resource timber sales: timber sales conducted primarily to meet 
goals related to range, watershed, fish and wildlife, or recreational uses 
of the forest. At the Routt National Forest, line officers wanted this 
group broken down into recreation, wildlife, range, and watershed. 
Personal use and nonconvertible sales: sales of noncommercial fuel 
wood, Christmas trees, cones, burls, and the like, that do not involve 
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Basic Design of the Proposed System 

. 

. 

The proposed design uses two cost pools to capture the different types 
of multiyear costs and allow them to be matched against revenues. 
These cost pools are illustrated in relationship to the timber rotation 
cycle in figure 2.1. They would capture the following types of costs: 

The first cost pool, which we are calling the “sale activity pool,” would 
accumulate nearly all multiyear costs in the stages of sale planning and 
initial reforestation. These are the stages in which specific sale areas 
have been identified. The only multiyear costs in these stages that will 
not be accumulated in this pool are for roads that will be used after the 
sale ends. 
The second pool, which we are calling the “growth activity pool,” would 
accumulate multiyear costs in the growth stage of the rotation cycle. 
These costs cannot be attributed directly to sales because individual sale 
boundaries have not yet been identified, but they can be attributed to 
the timber management cost center as a whole. 

Figure 2,l: Relatlonehlp of Coat Pools 
to TImbar Management Cycle 

We of segments shows relative length In years 

Multiyear costs placed In 
sale actlvlty cost pool 
(except certain multiyear 
road costs) 

M&year costs placed In 
growth actlvlty cost pool 

Timber sale planning, timber harvest admInIstratIon, 

El 

and refofestat~on portIons of timber management cycle 

Timber growth portion of timber management cycle 

Road costs are one multiyear cost overlapping both cost pools. These 
costs overlap because some roads built during the timber sale process 
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um when an mtual dollar amount is identified at the time the road is 
built aa having been incurred specifically for that use. In accounting ter- 
minology, such planned additional uses constitute “joint products”- 
that is, outpute deliberately produced simultaneously with the primary 
product, Bec~ae an added cost is incurred to produce a joint product, 
the proportional added cost can be properly charged to it. For example, 
if the Fore& Service decides that a logging road should initially be built 
to a higher construction standard so that it can later be used for public 
access to campgrounds, lakes, or hunting areas, it would be proper to 
charge the additional construction cost incurred to the other uses. 

Forest Service personnel said they agreed with our use of cost pools for 
handling multiyear costs. They also agreed that the two pools we pro- 
posed would work, 

Eh@&Year Costs 

, 
I 

Some timber sale program costs do not need to be treated as multiyear 
co&s, Unlike multiyear costs, these single-year costs are directly related 
to the revenue generated in the year they are incurred. These single- 
year costs are primarily of two kinds: 

l Timber harvest administration costs, such as those for overseeing the 
purchaser’s removal of timber, These costs are incurred during the 
actual harvest. 

l Overhead items, such as general administrative costs, that can be attrib- 
uted to the timber program generally but not to a specific sale or timber 
management cost center. An example would be time charged to a 
forest’s timber sale program by district rangers. 

These single-year costs would not be placed in either of the multiyear 
cost pools, Instead, they would be maintained separately for matching 
against the year’s revenues. Forest Service officials agreed with this 
approach, 

Matching Costs and 
Revenues 

Once cost pools are in place to accumulate multiyear costs, the year’s 
revenues can be matched against the appropriate portion of the accumu- 
lated costs and against applicable single-year costs that do not carry 
over to subsequent years. We do not think that matching costs and reve- 
nues on a sale-by-sale basis is practical, given the numbe/r of sales and 
the length of time involved in bringing a stand of timber to maturity and 
harvest. We do think, however, that if costs and revenues for mean- 
ingful sales categories are matched for each timber management cost 
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Amounts not allocated would become the beginning balance of the suc- 
ceeding year’s pool and be matched with each succeeding year’s 
harvests. 

l Single-year coats that do not carry over from year to year would be 
expensed in the year incurred. Unlike the cost pool amounts, single-year 
costa would involve no carryover to future years. 

Forest Service officials agreed with this approach for matching costs and 
revenues. 
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Chapter 2 
Basic Design of the Propof4ed System 

Establishing Standard If an accounting system is to keep accurate track of costs and revenues, 

Definitions of Data and 
its components need to be defined so that all who use the system can 
understand them and apply them consistently. This means developing a 

Sttidard Operating set of definitions for all accounts and terms that are to be used and 

Prkedures ensuring that such definitions are properly applied. Each cost pool, for 
example, needs to be carefully defined in terms of the kinds of costs that 
are to be included and the way in which cost pool allowances are to be 
calculated. 

We believe that the Forest Service, not GAO, is the appropriate entity to 
identify and define all the costs and revenues generated by the growing 
and selling of timber. For illustrative purposes, we did develop a list 
showing the cost categories that could be included in the completed 
system. We have provided a complete list of these costs to the Forest 
Service under separate cover. 

In addition to clear and comprehensive definitions of terms, the system 
would require the development of comprehensive operating procedures 
so that all locations would know how and when to process data. Again, 
we believe-and Forest Service officials agree-that the Forest Service 
is the appropriate entity to develop these detailed procedures. As a 
result, we have not done so within the scope of our work. 

Developing Useful 
Formats for Reporting 
Financial Results 

The information produced by this system needs to be presented in 
reports that allow it to be interpreted and compared in meaningful and 
useful ways. One possible report format is shown in figure 2.4. This 
report shows revenues and costs for timber sales at two national forests 
included in our fieldwork, Coconino and Routt. 

The reports break sales into three categories: timber resource sales, 
other resource timber sales, and personal use and nonconvertible sales. 
Revenues are shown by major source classification-timber sales, 
credits granted to timber purchasers for building roads, associated 
charges such as brush disposal, and interest and penalties paid by pur- 
chasers. Costs are shown for the three sale categories discussed above 
and consist of the allowances from sale activity and growth activity cost 
pools and the amount of single-year costs. Gains or losses that result 
from this match of costs and revenues are shown at the bottom of the 
report. 
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Bark Design of the Proposed System 

Under our proposal, information presented for individual timber manage- 
ment cost centers could be combined into consolidated reports. Figure 2.6 
shows an example of this consolidation. In the figure, the report for the 
Coconino National Forest is consolidated into a report for all forests in the 
region. (Because the Coconino was the only forest we visited in the region, 
the remainder of the report contains no numbers.) The regional report, in 
turn, can be consolidated into a report for the Forest Service as a whole. 
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The hypothetical reports illustrate how the cost accounting system can 
show the financial results of a forest’s timber sale program. This rela- 
tively simple reporting is only one dimension that such a system can 
provide. A cost accounting system such as we are proposing provides 
great potential for multidimensional reporting. For example, as experi- 
ence is gained with the system, careful coding of costs could provide 
additional management accountability reports that focus on reasons 
some sales cost more than others, as well as generate more revenues 
than others-reasons such as terrain, species, altitude, and the like. 

Forest Service officials told us they planned to develop such financial 
reports, along with two other kinds of reports on timber sales. The other 
reports which will cover the economic and social benefits of the timber 
sales, along with the financial report, are referred to as the “Timber Sale 

I Program Information Reporting System” by the Forest Service. 

Advantages of the 
System for the Forest 
S&+ice , 

Our main objective in this project was to create the basic design of a cost 
accounting system, well grounded in generally accepted accounting prin- 
ciples, that would provide Forest Service management and the Congress 
with the information they need to control costs and oversee operations. 
The system, of course, must be worth the cost and effort needed to 
implement it. We believe the proposed system design offers several 
advantages to the Forest Service that will make it worthwhile. If 
planned carefully and implemented successfully, the proposed system 
design will be consistent with generally accepted accounting principles 
for federal accounting systems set forth in title 2 of the GAO Policies and 
Procedures Manual for Guid,ance of Federal Agencies. As such, the 
system will offer the opportunity for more complete, accurate, and com- 
parable information needed for enhanced credibility of timber sale pro- 
gram financial information reported to the Congress and the public than 
is now available. As discussed in more detail in the folk/wing section, the 
proposed system design can provide information that will help make 
timber sale planning and management more efficient, provide credible 
data to monitor certain long-term timber management objectives in 
forest plans, and provide useful reports to the Congress and the public 
on the annual financial results of the timber sales program. 

Timber Sale Planning and 
,V anagement 

The Forest Service has a well-defined process for selecting and pack- 
aging timber sales 6 years into the future. The process defines certain 
points at which progressively more detailed sale selection and packaging 
decisions must be made. When making these decisions, the focus on 
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costs involves such things as the purchaser’s logging costs. We were told 
that another major consideration was the cash flow question of whether 
or not the sale is large enough to generate the revenue needed to build 
all desired roads. The present management accountability process for 
sale selection and packaging does not consider whether or not a given 
sale is likely to generate more revenue than costs. The revenue and cost 
information available under the proposed cost accounting system when 
expressed in cost per board foot will allow appropriate Forest Service 
line officers to answer and be held accountable for the question of 
whether or not a contemplated sale is likely to generate more revenue 
than it costs. 

During our field tests, we met with Forest Service officials to discuss 
how they could be held accountable for matching revenue and cost; and 
also possible sale categories that would be useful to them. During these 
meetings, the managers began discussing ways of increasing revenues 
and decreasing costs. For example, to increase revenues, more use of 
minimum bids was discussed. Concerning costs, it was suggested that 
active use of the forest supervisor’s authority to alter the amount 
offered by a specified percentage could be used to reduce the number of 
sales prepared and offered for which no bids are received. It seems clear 
that using the proposed cost accounting system to integrate revenue and 
cost matching considerations into the sale selection and packaging deci- 
sion process can improve the financial results of the timber program 
without negative impact on multiple use aspects. 

The proposed cost accounting system should also prove useful in recov- 
ering costs associated with personal use/nonconvertible sales (one of the 
proposed sale categories in our system design). The current accounting 
system, however, does not disclose whether these sales recover related 
costs. For example, line officers at the Routt National Forest believed 
that these sales were profitable. The test results, however, raised a 
question as to whether or not costs related to these sales were actually 
being recovered. 

Forest Plan Monitoring 
I 

Under the Forest and Rangeland Renewable Resources Planning Act of 
1974 and the National Forest Management Act of 1976, the Forest Ser- 
vice is required to prepare a forest plan for each of its administrative 
units. These plans descnbe how the units will be managed and provide 
for monitoring actual costs and returns to the Treasury. We believe the 
proposed system can dovetail with this monitoring effort to show the 
actual financial results achieved from operations. With the consistency 
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envisioned in the system, the Forest Service should be able to aggregate 
financial data for periods longer than 1 year. Such data will provide a 
more meaningful view of long-term operations discus&d in the forest 
plans. 

Steward s lip Management The proposed system will allow the Forest Service to report thorough 
and accurate information on timber sale operations to the Congress and 
the public. The information collected in the system will allow the Forest 
Service to show the Congress and others how it evaluates the cost of 
timber sale operations at its various management levels. The Forest Ser- 
vice has maintained that timber sales produce more benefits than cost 
when they are viewed as also facilitating multiple use and economic 
benefits. 

The system will also aid the Forest Service in identifying upcoming sales 
that should be evaluated from the perspective of whether timber har- 
vesting is the most efficient means of attaining the desired goal. For 
example, the forest may be planning a sale which has as its objective the 
provision of wildlife habitat for elk. The sale should be evaluated based 
on its net cost or revenue and whether it is the most effective use of 
resources to provide the desired elk habitat. 

Agency Comments and The Forest Service continues to disagree with the aspect of the proposal 

Our Evahation 
that charges the 26 percent of sales revenue paid to state governments 
to the cost of the timber sales program. This issue was raised in our 
April 1986 report. We agree with the Forest Service that such payments 
constitute transfer payments in an economic sense. However, because 
these payments to states are directly linked to timber sales’ revenue, we 
believe such payments, from an accounting perspective, represent a cost a 

to the timber sales program. (Comments from the Deplartment of Agri- 
culture are included in appendix II.) 
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Chapter 3 

Testing and Implementing the System 

In testing the basic design of the proposed timber cost abcounting 
system, we took steps to ensure that the system would be sound and 
reasonable. The basic design was tested at four national forests and 
found to be workable. Throughout the testing process, we worked 
directly with Forest Service officials to ensure that the system could be 
used and would take into account the Forest Service’s management 
needs, as well as the oversight needs of the Congress. 

While the basic design of the system has been developed and tested, 
much of the detailed work, such as the development of standard defini- 
tions and procedures, remains to be done. The Forest Service has 
already made significant progress and has developed a plan and a time- 
table for implementing the system. Action on several other matters can 
help implementation proceed smoothly. 

- 

Testing and Evaluation The basic design of the cost accounting system was developed coopera- 

Within the National 
Forest System 

I 

tively with the Forest Service. In the early conceptual stages of our 
work, we developed a set of concept papers dealing with the basic fea- 
tures required in a timber cost accounting system. These concept papers 
covered our earliest proposals for the workings of the system described 
in chapter 2. We shared these concept papers with Forest Service line 
officers and other officials in a series of meetings, and we used their 
comments to help adjust our proposal in ways that would improve its 
operation. These discussions continued throughout the course of our 
work. 

After the initial adjustments were made, we visited four forests to deter- 
mine if such a system design could be successfully put jn place. The four 
forests included one heavy timber-producing forest (Mt. Hood in 
Oregon), one medium-size timber-producing forest (Kootenai in Mon- a 

tana), and two forests with limited timber production (Routt in Colorado 
and Coconino in Arizona). The tests conducted at each forest consisted 
of gathering the data and making the management judgments necessary 
to complete the reports discussed in chapter 2. 

Tests at the four forests were conducted with a variety of mixes of GAO 
and Forest Service personnel. At Coconino and Routt, we conducted the 
tests, assuming that the forest would be the timber management cost 
center, with Forest Service personnel from headquarters, the region, and 
the forest working directly with us on the fieldwork team. At Kootenai, 
the team had only Forest Service membership. At Mt. Hood, where we 
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limited our test to one district as the timber management cost center, we 
conducted our test with staff from the forest. 

We used the results of our tests to further refine our proposals. For 
example, we developed the proposed categorization of timber sales into 
“timber resource sales, ” “other resource timber sales,” and “personal 
use/nonconvertible sales” after examining several alternate sets of cate- 
gories during the forest tests. 

I 

Forqst Service 
ProgOsals for 
De&loping and 
Implementing the 
System 

The Forest Service has already taken several steps that we think will be 
valuable in bringing about a quick and smooth development of the 
system. By helping to test the basic design, Forest Service personnel 
have been able to determine how it can be turned into a fully developed 
system. The Forest Service has proposed, for example, that initial imple- 
mentation be made by using the forest level as the timber management 
cost center throughout the national forest system. 

Forest Service officials have also prepared an implementation plan that 
calls for incorporating the cost accounting system into the Timber Sale 
Program Information Reporting System, a broader timber sale informa- 
tion system currently under development. However, work remains 
before a new cost accounting system can be implemented. For example, 
all terms and concepts in the new system need to be carefully defined, 
procedures need to be developed for administering the system consist- 
ently from place to place, and staff need to be trained in operating the 
new system. The Forest Service’s implementation plan calls for com- 
pleting the system design by September 1987, training personnel at the 
forest level during fiscal year 1988, and receiving midyear reports from 
all forests during fiscal year 1989. 

Several matters related to implementation need to be raised here. They 
include the Forest Service concern that it is required to practice fund 
control at the district level and the need to build management accounta- 
bility into the system. In addition, consideration needs to be given to 
several implementation items that were under study at the time this 
report was written. These include making decisions about estimates, 
cost allocation, and recording of costs. 

Shifting Fund Control to the We believe that the Forest Service needs to clarify its understanding 
Forest Level about the level at which it should manage specific fund balances. The 

I Forest Service believes that management of its fund reprogramming 
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arrangement with congressional committees requires adherence to spe- 
cific fund balances at the level of individual districts +ithin the forest. 
We believe that emphasis on obligation control causes managers, partic- 
ularly at the district level, to concentrate primarily on the obligations to 
be incurred rather than on total resources used over longer periods. Fur- 
ther, measurement of program outputs and costs and the prices placed 
on goods suffer if the primary emphasis is on fund control rather than 
on the recognition of cost. 

In a letter to us on the matter, the Chief of the Forest Service said he 
would like to apply fund control at the forest level and above. This 
issue, along with other budgetary matters, was also raised in the Ser- 
vice’s comments on our draft report. 

We agree that it is important to appropriately place regponsibility for 
fund control accountability. We believe that raising the level of fund 
control accountability to the forest level is needed to implement the pro- 
posed system effectively and that such a change will provide improved 
management and more meaningful information for congressional and 
management oversight. If no adjustments are made in the level at which 
the funds are controlled by the Service, the accuracy of the system’s 
cost information and congressional oversight that relielj on that cost 
information will suffer. 

N ahtaining Accountabi ity Even the best cost accounting system is of little use if the information it 
at t 7e Line-Officer Level provides does not contribute to establishing and monitoring manage- 

ment objectives. Line officers at the forests we visited said the useful- 
ness of the information provided by the system will depend upon how 
well it is integrated with their daily management activities. They said 
this accountability could be established by making theti responsible for 

I 

the revenues and costs reported in the system in much the same way 
that they are currently held responsible for the annual target of timber 
to be offered for sale wlthrn their Jurisdictions. Respoqsibility for 
meeting this target is considered a crltlcal performancd element in a line 
officer’s performance evaluation, and line officers are ievaluated annu- 
ally on how well it is achieved. We agree that using this existing 
accountability process would be an effective way to etiphasize the 
system, and, in doing so, to help ensure its accuracy and usefulness to 
managers. 
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N a ki$ Decisions About During the tests of the system’s basic design, a number of buestions 
Estimates, Cost AZ ocations, arose as to how various estimates should be made, what approach 

and Recording of Costs should be used to allocate costs, and the like. Many of these questions 
have already been resolved, but some remain under study by the Forest 

I Service. In some situations, for example, the Forest Service is evaluating 
I several options for data sources and estimates that will become part of 

the completed system. The key matters are explained in the following 
sections. 

I%ecxrd@ CusB in the Account8 Actual costs need to be recorded in the accounts on a basis that identi- 
fies the sale category, cost pool, and type of cost involved, This needs to 
be the same throughout the forest service in order for the system to 
generate comparable costs. 

Recording casts as an integral part of the accounting operations of the 
Service is preferable to producing information from a separate system 
designed only to produce data on costs and revenue of timiber sales, 
since the former only requires input once to achieve multiple reporting 
objectives while the latter requires separate-sometimes redundant- 
input of data* Also, we believe that information which is naturally pro- 
duced by such an integrated system is of higher quality because there is 
less opportunity for key input errors and because the data has been sub- 
jected to more rigorous edit and validation. Although we believe that 
existing accounts adequately reflect the types of costs, codes will need 
to be prescribed throughout the Forest Service to relate these costs to 
the proper sale categories and cost pools. Coding actual costs in the sale 
activity pool by the proper sale category will have the additional benefit 
of providing a reasonable basis upon which to allocate co$ts in the 
growth activity pool to the sale categories. 

During our tests, we placed existing account totals in the bppropriate 
cost categories. A very early system implementation task will be the 
issuance of standard cost coding instructions so that actual work done 
will be properly recorded in the accounts for the correct sale categories 
and cost pools. 

Calculating the Growth Activity 
Pool ABowancX? 

The annual growth activity pool allowance is calculated in part by 
dividing the balance of costs in the pool by the estimated volume of har- 
vestable timber in the timber management cost center. The complete 
formula is described in figure 2.3. The Forest Service doeis not now know 
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the actual volume of harvestable timber needed as the formula’s denom- 
inator. During our tests, we used several alternative estimates developed 
by the Forest Service to approximate the desired denominator. 

More analysis needs to be done to develop a denominator that reflects 
the timber to which the costs in the numerator apply. Credibility and 
usefulness demand that the formula’s denominator be a figure that cur- 
rently exists or that can be easily calculated consistently throughout the 
Forest Service. Everyone needs to understand what this figure includes, 
and it must be reevaluated and changed periodically to reflect changing 
conditions. At the conclusion of our tests, the Forest Service was evalu- 
ating several estimates of timber volume now used for planning pur- 
poses to see which one best meets these criteria. 

Annual Review of Cost Pool 
Balances 

I 
/ 

We believe that, with time, the balances in the cost pools have the poten- 
tial to become overstated or understated. The growth activity cost pool, 
for example, will accumulate costs over most of the life cycle of a timber 
stand. This period may be as much as 85 years or more. Furthermore, 
the need for adjustments to the sale activity pool will arise when timber 
is offered but not sold, or sold but later the contract is terminated. 

Because of the potential for overstatements or understatements to 
develop, we believe that the cost pool balances should be reviewed 
annually to determine how realistically they portray what is actually 
happening out in the forest. Guidelines will be needed to help reviewers 
determine how realistic the balances are and what should be done to 
correct any overstatements or understatements. It is possible that cer- 
tain amounts, such as unallocated growth activity costs and planning 
and preparation costs for sales that are offered but not sold, will have to 
be written off periodically. Further testing and study during implemen- I 
tation should result in the information necessary to issue the guidelines. 

Conclusions Based upon the work performed during our review, we believe the pro- 
posed system will provide credible and useful management information 
to the Service as well as for the Congress to use in performing oversight 
activities. The system design is compatible within the existing 
accounting system and will provide the opportunity to assist in moni- 
toring the implementation of forest plans. Finally, the proposed system 
should be valuable in future years for determining more accurate budget 
needs. 
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The data currently exist to start the proposed system, but sound Forest 
Service-wide criteria need to be established so that initial implementa- 
tion is uniform, Establishment of clear definitions, resolutlon of the 
approprht& level of fund control concern, and inclusion of the responsi- 
bility for the system in the Forest Service’s management accountability 
scheme will assist smooth implementation. 

In our view, the Forest Service’s actions to date have been ambitious, 
positive, and promising. The Forest Service has been active in discussing 
the design of a useful cost accounting system, testing its workability in 
national forests, and developing plans to put a full system in place. We 
think the Forest Service should continue its current efforts and proceed 
with its timetable. 

Agency Comments and In commenting on our draft report, the Service said that it cannot raise 

Our j!hluation 
I 
I 

fund control responsibility from the district level to the forest level and 
effectively implement the proposed system without congressional agree- 
ment to several changes it proposes. 

We believe raising the level at which the Forest Service manages its 
fund balances will assist in implementation and allow for improved pro- 
gram management, However, regarding the Forest Service’s proposals 
relating to reprogramming authority, carry-over authority, and reduc- 
tion of congressional budget line items, our work was not of sufficient 
scope to allow us to express our opinion on these proposals. (Comments 
from the Department of Agriculture are in appendix II.) 
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icongress of the “United $tates 
Wmse of Repreaentatibes 

CCammittee on ~ppropchxh~ns 
QUshingon, Y&Z tom 

Mr. Charles A. Bowsher 
Comptroller General 
U.S. General Accounting Office 
441 G Street, N. W. 
Washington, D. C. 20548 

Dear Mr. Bowaher: 

For several years, this Subcommittee has been interested in 
attempting to determine the costs and benefits Of selling 
National foreat timber. During the past year, your office has 
assisted us in this matter by evaluating the efforts of the u. S. 
Forest Service in developing a proposed Timber Program 
Information System, and has reported to us on these efforts 
(CAO~AFMD 86-42). Your work has contributed much to the analysis 
that the Forest Service has accomplished to date at our 
direction, and we would now like to further explore the issues 
involved in this important effort, 

At this time, we would ask that your office perform an 
analysis that would result in providng an example of a system 
structure thet GAO believes would meet the needs of 'the Forest 
Servioe and the Congress. Such a system would include a baseline 
of the types of costs which can be used in planning, executing 
and controlling the management of the timber sales program, We 
view this as being particularly important since we have yet to 
see e clear explanation of what these costs are, or how they 
should be treated by the Forest Service. We believe this proJect 
would &reatly ald the Subcommittee, and the Congress, in their 
deliberations, and also aid the Forest Service in csrrying out 
its responsibilities to manage the lands entrusted to Lt. 

WVt plan to address this subject again during the 
appropriations hearings on the U. S. Forest Service, to be held 
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HP, Charles A. Bowsher 
Hay 21, 1986 
Pege Two 

in the 8pring of 1987, an0 would appreciate hsving your feport 
prior to that time. Since this Is a complex and difticult 
matter, we would hope you would ba able to uee the GAO stnft that 
has provided assistenoe 80 ably to un on this effort during the 
past yeer. Your aaaiatanoe in this met,ter will be eppreoieted. 

Ralph Regula 
RankLnp Hlnority Member 
Subcommittee on Interior 

nnd Related Agencies 
bcommittee o 
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Comments FYom the Department of Agriculture 

United States 

Ag!?bzultum 

Pores t Washington 
tihWWiCe Office 

12th 4 Independence SW 
P.O. Box 96090 
Washington, D.C. 20090-6090 

-- 
Reply To: 1960-Z 

Date: 

Mr. Charles A. Bowsher 
U.S. Comptroller General 
Qenaral Accounting Office 
441 Cl Street, NW 
Washington, DC 20548 

Dear Mr. Bowaher: 
I 

The USOA Forest Service has reviewed the proposed draft report to Congress 
entitled, “Timber Program: A Cost Accounting System Design for TAmber Sales.” 
We believe the draft report includes concepts for a cost accounting system that 
would provide valuable information for congressional oversight. &t also 
provides a positive framework for greater and more effective use of cost 
accounting information for managers of the National Forests’ timber sale 
programs. 

The testing and development of the financial data on the Coconino and Routt 
National Forests were completed jointly between the General Accouritlng Office 
(GAO) and the Forest Service. We expect they are essentially cordect and 
accurate, although no validation of the data was done. We appreciate the 
assistance and cooperation from your team that worked with the Forest Service to 
design and test the system. They should be recognized for their achievement HI 
the development of the proposal. 

In principle, we support the work GAO has done. However, we have a concern with 
the narrow focus on financial statements, since they only depict the results of 
operating costs and revenues as defined by the generally accepted accounting 
principles. More information is necessary to understand the breadth of outputs 
from multiple-use management. Economic data, and particularly soo1o-aconomlc 
data, add further dlmonsions of understanding not currently available in GAO’s 
proposed financial statements. 

Wo believe no single financial report can present all the flnancial and cconomi~ 
information needed to understand the costs and benefits of the tlrber sale I 
program. Therefore, we propose using a Timber Sale Program Information 
Rsporting System (TSPIRS) which would consist of three basic reports to dlsplny 
the timber sale program of the Nutional Forests’ administrative units. The 
TSPIRS reports would be as follows: 

Report 1: A financial account, as presented in the GAO draft report to 
Congress. 
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Report 2: An economic account to display the long-range costs and benefits 
associated with the annual timber sale program. 

Report 3: A soclo-economic account to present the impacts of employment, 
income, and program levels on local communities. 

One area where we disagree with QAO's proposal relates to the 25 percent Pund. 
QAO believes the 25 percent fund is a cost of timber sale operations. We see 
the 25 percent fund as a transfer payment to counties rather than a cost of the 
timber sale program. 

The report discusses fund control (appropriation monitoring) which is defined a8 
managing the congressionally appropriated funds to be used for authorized 
purposes and not redirected without conpressionnl approval. Your proposecj 

report states we should place emphasis on managing fund control at the Forest 
Level, and discuss modification of our reprograming rules with Congress to 
facilitate improved cost accounting data. We agree. however, it is not possible 
for us to raise fund control to the Forest level unless Congress can redirect 
the reprograming guidelines to output targets. Certain adjustments are needed 
to more effectively implement the system and collect accurate information. For 
example: 

Renrograming Authority - Currently fund control takes place at all levels 
within the Forest Service. We believe and concur with QAO that for sound 
cost accounting practices to be put into place, fund control needs to be 
lifted to higher levels along with a change in reprograming authority. 

Carry Over Authority: - Unexpended funds appropriated in 1 year carriep over 
to the next would enhance the efficient use of resources, increase program 
productivity, and improve public service. This would encourage financial 
effectiveness and enhance outputs consistent with Forest Plans. Char&es in 
work priorities due to fire. inclement weather, or other unplanned-for- 
events often make it difficult or impossible to close out accounta and 
accomplish work in an orderly fashion in the last quarter of a fiscal year. 

Reduction of Conureaaional Budget Line Items - Our experience has shown 
fewer budget line items at the field level will increase productivity, 
efficiency, and provide more dependable cost information. Currently; the 
Forest Service manages numerous Congressional Budget Line Items. It would 
be beneficial to streamline the budget process by reducing and realigning 
the number of Congressional Budget Line Items. 

Upon congressional acceptance of the proposed CA0 system, the Foreat Service 
will begin initial implementation this year and anticipate full implementation 
on ell National Forests in fiscal year 1989. The source of information for the 
Proposed QAO system is the Forest Service Central Accounting System (CAS) which 
is now the official Forest Service accounting system. Using information1 from 
our official accounting system as a beginning point for the proposed OAO system 
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provides a broad baeia for understanding and consistency throughout the Forest 
Service. AS opportunities to use the proposed cost accounting techniques 
develop, WC) will give appropriate consideration in dealing with other items such 
as indirect costs. 

Thank you for the opportunity to respond to the proposed report Your team 
should be commended on their efforts to develop sn improved cost acoounting 
system for our timber sale program. 

Sincerely, 

-F. DALE ROBERTSON 
Chief 
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