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A MESSAGE FROM THE
SECRETARY OF THE TREASURY

I am pleased to present the fiscal year 2001 Financial Report of the United States
Government. The Report includes audited financial statements that cover the executive branch, as
well as parts of the legislative and judicial branches of the U.S. Government. In five years, we
have made considerable progress but still have much to accomplish in order to reach our goal of
timely and useful financial reporting.

Accrual based financial reporting is critical to gaining a comprehensive understanding of the
U.S. Government’s operations. For fiscal year 2001, our results were an accrual-based deficit of
$515 billion in contrast to a $127 billion budget surplus reported last fall. The primary difference
between the accrual deficit and the budget surplus is the recognition of expanded military retiree
health benefit costs provided by the National Defense Authorization Act, which was signed into
law on October 30, 2000, and other actuarial expenses. In fact, these expenses caused the
government’s future obligations to its military and civilian retirees to exceed the federal debt held
by the public. As with other future obligations of the federal government, only accrual-based
financial reporting provides this information in context to the public.

The drive to produce financial reports that better disclose our activities to the Congress and
the public continues. This year, for the first time, we are presenting two years of data to facilitate
comparative analysis. In addition, we have added two new financial statements. The
Reconciliation of Net Operating Revenue/(Cost) to the Budget Surplus (unaudited) explains the
differences between the accrual and budget results. The Disposition of the Budget Surplus
(unaudited) explains how the budgetary surplus was utilized.

We have made progress toward the three goals I laid out last year.

For fiscal year 2004, agencies’ financial statements are due 45 days after the fiscal year-end
with the consolidated Financial Report due by December 15", This accelerated timing will
finally allow adequate time to have the financial statements considered in the budget
process. The ultimate goal of the financial information in this report is for it to be used by
decision-makers to improve the management and programs of the Federal government.

After completing our review, we are implementing a new process, developed in consultation
with the Office of Management and Budget and the General Accounting Office, for
preparing future financial statements which will enhance their integrity.

The Treasury Department continues to develop a governmentwide accounting system that
will greatly improve the agencies’ access to data, reduce redundant data reporting, and
eliminate reconciliations between the cash amounts shown on agency and Treasury books.

I believe that the American people deserve the highest standards of accountability and
professionalism from their Government and I will not rest until we achieve them.

W Oian

Paul H. O’Neill
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MANAGEMENT’S DISCUSSION AND
ANALYSIS

Introduction

We are pleased to present the consolidated Financial Report of the United States Government (Financial
Report). This year, for the first time, we are presenting two years of financial information to facilitate comparative
analysis, and have added two new financial statements to help explain the differences between the accrual-based
deficit and the budget surplus, and to explain how the budgetary surplus was used. Although we continue to receive
a disclaimer of opinion from our auditors, in this our 5™ year of preparing financial statements, we are making
progress in our quest to report the financial activities of the U.S. Government timely, reliably, and in a format useful
to the readers. For the second consecutive year, all 24 of the largest departments and agencies completed their
financial statements on time and 18 received an unqualified or clean opinion. We are committed and will continue to
work to improve financial management, modernize the Government’s financial management systems, and
strengthen financial reporting. Our objective is to provide useful, timely reports of financial information to the
American public and the world. To that end, we have set the objective of issuing this report for fiscal 2004
operations by December 15, 2004.

The accompanying Financial Report is required by 31 U.S.C. § 331(e)(1) to be submitted to Congress by
March 31, and consists of Management’s Discussion and Analysis (MD&A), Statements of Net Cost, Statements of
Operations and Changes in Net Position, Reconciliations of Net Operating Revenue/(Cost) to the Budget Surplus
(Unaudited), Dispositions of the Budget Surplus (Unaudited), Balance Sheets, Stewardship Information, Notes to the
Financial Statements, and Supplemental Information. Each section is preceded by a description of its contents.

Executive Summary

With the arrival of the new Administration last year, a major new initiative, “The President’s Management
Agenda,” was launched. The President’s Management Agenda is a strategy for improving the management and
performance of the Federal Government. Government likes to begin programs, but beginnings are not the measure
of success. What matters in the end is achievement of results. The President’s Management Agenda focuses on 14
areas of improvement where the Federal Government can begin to deliver on its promises. The 14 targeted areas
address the most apparent deficiencies where the opportunity to improve performance is the greatest.

Five of the 14 targeted areas are Governmentwide initiatives, including:

e Strategic Management of Human Capital.

Competitive Sourcing.

Improved Financial Performance.

Expanded Electronic Government.

Budget and Performance Integration.

The remaining nine initiatives are program specific, including:
Faith-Based and Community Initiative.

Privatization of Military Housing.

Better Research and Development Investment Criteria.

Elimination of Fraud and Error in Student Aid Programs and Deficiencies in Financial Management.
Housing and Urban Development Management and Performance.
Broadened Health Insurance Coverage through State Initiatives.

A “Right-Sized” Overseas Presence.

Reform of Food Aid Programs.

Coordination of Veterans Affairs and Defense Programs and Systems.

The President’s Management Agenda is a starting point for management reform. It reflects the
Administration’s commitment to achieve concrete and measurable results in the near term. It focuses on remedies to
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problems generally agreed to be serious and commits to implement them fully. The goals of this agenda are being
undertaken in advance of, not instead of, other needed management improvements. Additional goals will be
undertaken as tangible improvements are made in this initial set of initiatives.

Statement of Operations and Changes in Net Position Comparison
(In billions of dollars)
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The above chart shows that the financial results moved to a deficit in fiscal 2001. In this report, the term
surplus/deficit refers to accrual-based amounts, and references to budget-based surplus/deficit amounts will always
be preceded by the term budget. The deficit was $514.8 billion in fiscal 2001, as compared to a surplus of $39.6
billion for fiscal 2000. Despite the deficit, the Government paid down an additional $90.1 billion in debt held by the
public. As a result of sustained debt reductions and a significant increase in Federal employee and veteran benefits
payable, this year debt held by the public is no longer the largest liability on the Government’s balance sheets. As is
also evident in the chart, revenues failed to increase in fiscal 2001; in fact they decreased modestly by $31.1 billion
from fiscal 2000 due to lower corporate income tax receipts reflecting the impact of a weakening economy and the
one-time shift of $23 billion of the September estimated corporate tax payments into October. The Net Cost of U.S.
Government Operations increased significantly in fiscal 2001 by $545.4 billion when compared to fiscal 2000 costs.
The largest reason for the increase is due to the effect of a new law that increased the military retirement health
benefits liability by $293.0 billion. Under this legislation, TRICARE benefits are extended to military retirees and
their beneficiaries who are eligible for Medicare, and a fund is established to pay these benefits (a new
intragovernmental investment fund similar to those for other Federal pension programs). This resulted in civilian
and military retirement and post-retirement health care becoming the largest liability of the Federal Government.

Over the past 4 fiscal years, significant adjustments to the actuarial liabilities have had large effects on the
Governmentwide net cost of operations and the surplus (deficit). The following charts show that absent these
adjustments, costs are trending upward at a 3 to 4 percent rate and the net cost has varied within a range from break-
even to a $115 billion surplus. Actuarial liabilities include Federal employee and veteran benefits payable and are
discussed in Note 11 of the Notes to the Financial Statements. In fiscal 1998 through 2001, there have been
significant changes in the veterans compensation and burial benefits liability in the following amounts: increase of
$109.8 billion in fiscal 1998, decrease of $94.9 billion in fiscal 1999, increase of $69.4 billion in fiscal 2000, and
increase of $139.3 billion in fiscal 2001. These significant changes are a result of changes in interest rate and other
actuarial assumptions. In addition to the $293.0 billion increase in the military retirement health benefits liability (as
mentioned in the previous paragraph), there has also been a $91.3 billion increase in other actuarial assumption
changes relating to the military retirement health benefits.
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Mission and Organizational Structure

No other entity in the world compares in size, scope, and complexity to the U.S. Government. Its budgeted
outlays were $1.9 trillion in 2001. A civilian Federal workforce of 2.7 million individuals plus 1.4 million
Department of Defense active duty military personnel serves a diverse Nation of more than 278 million Americans.

To fulfill its constitutional mandates, the U.S. Government undertakes a wide variety of programs to:

Maintain strong, ready, and modern military forces.
Provide homeland security.

Provide critical international leadership.

Contribute to energy security.

Protect the environment.

Boost agricultural productivity.

Facilitate commerce and support housing.

Support the transportation system.

Help economically distressed urban and rural communities.
Assist States and localities in providing essential education and training.
Promote health care.

Foster income security.

Provide benefits and services to veterans.

Administer justice.

The form of Government that exists in the United States is a constitutional representative democracy. The
following organization chart illustrates the constitutionally mandated separation of powers into the three main
branches of Government. It also illustrates the breadth and complexity of the executive branch.
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THE GOVERNMENT OF THE UNITED STATES

| THE CONSTITUTION ‘

| LEGISLATIVE BRANCH

| EXECUTIVE BRANCH ‘

‘ JUDICIAL BRANCH ‘

THE CONGRESS

SENATE HOUSE

Architect of the Capital
United States Botanic Garden
General Accounting Office
Government Printing Office
Library of Congress
Congressional Budget Office

THE PRESIDENT
THE VICE PRESIDENT
Executive Office of the President

White House Office
Office of the Vice President
Council of Economic Advisers
Council on Environmental Quality
National Security Council
Office of Administration
Office of Homeland Security (*)
Office of Management and Budget
Office of National Drug Control Policy
Office of Policy Development
Office of Science and Technology Policy

THE SUPREME COURT OF THE
UNITED STATES

United States Courts of Appeals
United States District Courts
Territorial Courts

United States Court of International Trade
United States Court of Federal Claims
United States Court of Appeals for the

Armed Forces
United States Tax Court
United States Court of Appeals
for Veterans Claims

Administrative Office of the United States Courts

Federal Judicial Center

Office of the U.S. Trade Representative
(*) Per Executive Order # 13228, signed 10/08/01

United States Sentencing Commission

DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT DEPARTMENT
OF HEALTH OF HOUSING
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AGRICULTURE COMMERCE DEFENSE EDUCATION ENERGY peApro] OEVELOSLENT
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INDEPENDENT ESTABLISHMENTS AND GOVERNMENT CORPORATIONS

African Development Foundation
Central Intelligence Agency
Commodity Futures Trading

Commission

Consumer Product Safety Commission
Corporation for National and

Community Service

Defense Nuclear Facilities Safety

Board

Environmental Protection Agency
Equal Employment Opportunity

Commission

Export-Import Bank of the U.S.
Farm Credit Administration
Federal Communications

Commission

Federal Deposit Insurance

Corporation

Federal Election Commission
Federal Emergency Management

Agency

Source: U.S. Government Manual 2001-2002

National Foundation on the Arts

Federal Housing Finance Board
Federal Labor Relations Authority
Federal Maritime Commission
Federal Mediation and
Conciliation Service
Federal Mine Safety and
Health Review Commission
Federal Reserve System
Federal Retirement Thrift
Investment Board
Federal Trade Commission
General Services Administration
Inter-American Foundation
Merit Systems Protection Board
National Aeronautics and
Space Administration
National Archives and Records
Administration
National Capital Planning
Commission

National Credit Union Administration

and the Humanities

National Labor Relations Board

National Mediation Board

National Railroad Passenger
Corporation (Amtrak)

National Science Foundation

National Transportation Safety
Board

Nuclear Regulatory Commission

Occupational Safety and Health
Review Commission

Office of Government Ethics

Office of Personnel Management

Office of Special Counsel

Overseas Private Investment
Corporation

Peace Corps

Pension Benefit Guaranty
Corporation

Postal Rate Commission

Railroad Retirement Board
Securities and Exchange

Commission

Selective Service System

Small Business Administration
Social Security Administration
Tennessee Valley Authority
Trade and Development Agency
U.S. Agency for International

Development

U.S. Commission on Civil Rights
U.S. International Trade

Commission

U.S. Postal Service
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The United States is impressive in its position as one of the world powers. The following table illustrates
several interesting facts about the United States, as compared with other countries.

Amount for the Information Country
Item of Interest United States as of Rank Comments
Land area 9,158,960 square 4t Russia, China, and
kilometers Canada are larger
Population 278.1 million July 2001 est. ¢ | Chinaand India are
greater
Gross domestic product $9.963 trillion 2000 est. 1t China was second with
$4.5 trillion
Gross domestic product—per nd Luxembourg was first
capita $36,200 2000 est. 2 with $36,400
- . 3.678 trillion kilowatt- st China was second with
Electricity—production hour 1999 1 1173 trillion
Military expenditures— North Korea was first
percent of gross domestic 3.20 percent Fiscal 1999 est. 41* with an estimate of 25-
product 33 percent
SOURCE: Central Intelligence Agency’s The World Factbook 2001

Financial Results

The deficit as shown in these financial statements for fiscal 2001 is $514.8 billion, as compared to a budget
surplus of $127.0 billion. The primary components of the difference between the budget and accrual numbers are
increases in the liability for military health liabilities of $388.6 billion, and an increase in the liability for veterans
disability of $115.2 billion. For a detailed reconciliation showing the differences, see the Reconciliations of Net
Operating Revenue/(Cost) to the Budget Surplus (Unaudited) statement in the Financial Statements section.

In fiscal 2000, the financial statements showed a surplus of $39.6 billion, as compared to a budget surplus of
$236.9 billion.

Revenue and Cost Summary

Revenue

Government revenue comes from two sources: nonexchange transactions and exchange transactions.
Nonexchange revenues arise primarily from exercise of the Government’s power to demand payments from the
public (e.g., taxes, duties, fines, and penalties). Nonexchange revenue is the U.S. Government’s primary source of
revenue and totaled $2,001.4 billion in fiscal 2001, as compared to $2,040.0 billion in fiscal 2000. More than 98
percent of this total came from tax receipts, with the remainder coming from customs duties and other miscellaneous
receipts. The reduction in nonexchange revenue was due to lower corporate income tax receipts reflecting the impact
of a weakening economy and the one-time shift of September estimated corporate tax payments into October. The
shift amounted to roughly $23 billion moving into October. The Government also issued $35.2 billion in tax rebate
checks to individual taxpayers during the fiscal year.

Exchange revenues arise when a Government entity provides goods and services to the public for a price.
Another term for exchange revenue is earned revenue. Examples of exchange revenues are the mailing and postage
revenue for the U.S. Postal Service and Medicare Part B premiums collected by the Department of Health and
Human Services. During fiscal 2001, the U.S. Government earned $172.3 billion in exchange revenue, as compared
with $161.7 billion in fiscal 2000. Of these revenues, $160.0 billion is offset against the gross cost of the related
agencies’ programs to arrive at the agencies’ net cost, as compared with $156.9 billion for fiscal 2000. Also included
is $12.3 billion ($4.8 billion in fiscal 2000) that was earned by the U.S. Government but not offset against the cost of
any program (e.g., royalties on the Outer Continental Shelf Lands).

The following chart shows the components of revenue by major source.
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The above chart compares significant elements of net cost by fiscal year. As noted earlier, the significant
increase in Department of Defense cost reflected the effect of the extension of medical benefits to retired personnel
in the amount of $293.0 billion, plus another $91.3 billion in other actuarial assumption changes. The second largest
change was the increase in the Department of Veterans Affairs in the amount of $76.9 billion for actuarial
assumption changes for veterans compensation and burial benefits. The net costs of the Department of Health and
Human Services increased by $47.3 billion due primarily to a $22 billion increase in Medicare and a $12 billion
increase in Medicaid.

The net cost of U.S. Government operations was $2,545.8 billion for fiscal 2001, as compared to $2,000.4
billion for fiscal 2000. Net cost represents the gross cost of operations less related earned revenues. The Statement
of Net Cost reflects the cost incurred to carry out the national priorities identified by the President and the Congress,
and are shown by major agency or entity.

Asset and Liability Summary

Assets

The assets of the U.S. Government are the tangible resources available to pay liabilities or to satisfy future
service needs. The accompanying chart depicts a four-year comparison of the major categories of reported assets as
of September 30, for fiscal years 1998 through 2001.

Assets - Key Items Comparison
(In billions of dollars)

P 4

N

y 7

\

Cash and Other Loans Inventories and | Property, Plant All Other Assets
Monetary Assets Receivable Related Property| and Equipment
W1998 96.8 166.8 166.8 299.3 123.1
01999 115.2 183.7 1733 298.8 112.0
B@2000 104.9 207.6 185.2 298.5 115.3
‘Dzom 108.0 208.9 183.8 306.7 118.7

As can be seen from the above chart, in fiscal 2001, assets remained relatively constant from fiscal 2000.
However, the assets presented on the Balance Sheets are not a comprehensive list of Federal resources. Natural
resources, stewardship land (national parks, forests, and grazing lands), national defense assets, heritage assets, and
the Government’s sovereign powers to tax, regulate commerce, and set monetary policy are examples of resources
that are not included in the assets reported on the Balance Sheets. Detailed information about national defense
assets, stewardship land, and heritage assets can be found in the Stewardship Information section. Another example,
the U.S. Government’s most important financial resource, its ability to tax and regulate commerce, cannot be
quantified and is not reflected.
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Liabilities

At the end of fiscal 2001, the U.S. Government reported liabilities of $7,384.9 billion, as compared with
$6,856.9 billion for September 30, 2000. The largest component of these liabilities ($3,360.8 billion) is represented
by pension, disability, and health care costs for Federal civilian and military employees as well as for veterans, as
compared to $2,764.7 billion for September 30, 2000. During fiscal 2001, the increase of $406.8 billion for military
employee benefits was due mostly to reflecting the effect of the National Defense Authorization Act and other
actuarial assumption changes. The increase of $139.3 billion for veterans compensation and burial benefits was the
result of changes in interest rate and other actuarial assumptions. See Note 11 in the Notes to the Financial
Statements for a more detailed explanation for these changes. During fiscal 2000, changes in actuarial and interest
rate assumptions were the primary factors contributing to the increase of $69.4 billion for veterans compensation
and burial benefits payable. The next largest liability ($3,319.8 billion) relates to Federal debt securities held by the
public, as compared to $3,409.9 billion for September 30, 2000, and reflects a $90.1 billion pay down in the debt
held by the public. Another liability is related to environmental cleanup costs associated with environmental
damage/contamination. As of September 30, 2001, the recognized cost of cleaning up environmental
damage/contamination across Government programs was estimated to be $306.8 billion, as compared to $301.2
billion for September 30, 2000.

The accompanying chart presents a four-year comparison of the major components of liabilities reported on the
Balance Sheets as of September 30, for fiscal years 1998 through 2001.

Liabilities - Key Items Comparison
(In billions of dollars)
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Environmental and

and. Veteran Securities Hgld by Disposal Liabilties All Other Liabilities
Benefits Payable the Public
1998 2,685.1 3,717.7 224.5 359.9
01999 2,600.7 3,631.6 313.2 363.7
72000 2,764.7 3,409.9 301.2 381.1
2001 3,360.8 3,319.8 306.8 397.5

As clearly shown above, the Federal debt securities held by the public have decreased significantly over the
past 3 years. The reduction in fiscal 2001 was $90.1 billion, as compared with a $222.7 billion reduction for fiscal
2000. The chart also shows the significant increases in Federal employee and veteran benefits payable for the past
two fiscal years, as explained above. Significant future commitments that are not reported as liabilities are the Social
Security and Medicare programs. Under existing accounting standards, the future costs of these programs are
contained in the Stewardship Section and discussed under Future Commitments. We believe that one of the most
important issues facing the newly reconstituted Federal Accounting Standards Advisory Board (FASAB) will be the
treatment of social insurance.
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Federal Debt and Budget Surpluses

Although we have had 4 consecutive years of budget surpluses, it is important to understand the composition
of budget surpluses, and the relationship that these excess funds have had on reducing or changing the composition
of the Federal debt. There are two components of Federal debt: debt held by the public and intragovernmental debt
holdings.

Debt held by the public includes all Federal debt held by individuals, corporations, State or local governments,
Federal Reserve Banks, foreign Governments, and other entities outside of the U.S. Government. The types of
securities held by the public include, but are not limited to, Treasury Bills, Treasury Notes, Treasury Bonds, U.S.
Savings Bonds, State and Local Government Series securities, Foreign Series securities, and Domestic Series
securities.

Intragovernmental debt holdings generally include nonmarketable securities held by various elements of the
Government itself. The laws establishing Government trust funds (such as the Social Security and Medicare Trust
Funds) generally require the balances to be invested in these special securities. Although intragovernmental debt
holdings are used in the calculation of the Federal debt subject to the statutory debt limit, intragovernmental
transactions are eliminated in the consolidation process of preparing this Financial Report since they are claims of
one part of the Government against another part. However, they are important to an understanding of total debt
because, as the intragovernmental securities are redeemed, other sources of funds will be used to fund the
redemptions.

The following chart presents a 4-year comparison of the components of Federal debt subject to the statutory
debt limit.

Analysis of Federal Debt Subject to the Limit

(In billions of dollars) Current Statutory Debt

/ Limit ($5,950 billion)

5,950 5,591.6* 5,732.8

. 5,567.7
5,439.4 B Intragovernmental

Debt Holdings

ODebt Held by the
Public

* Number on top of bars
represents total Federal debt
subject to the statutory limit, and
has been adjusted for agency
2,380 and Federal Financing Bank
debt and certain unamortized
S e 3,409.9 3,319.8 premiums and discounts not
1,190 subject to the statutory debt in
the amounts of $53.8 billion,
$52.2 billion, $49.2 billion, and
0 $49.0 billion for fiscal 1998,
' ' ' 1999, 2000, and 2001,
1998 1999 2000 2001 respectively.

Fiscal year ending September 30

4,760

1,775.5 1,988.3 2230.9 2.462.0

3,570 -

As can be seen from the above chart, debt held by the public has been reduced by almost $400 billion since
1998; however, total debt subject to the limit has risen by $293 billion over the same period. This is because the
intragovernmental debt holdings have risen faster than the debt held by the public has been repaid. Treasury has
requested that the statutory debt ceiling be raised to $6,700 billion. This was in response to the Administration’s
projection that the current debt ceiling, $5,950 billion, was expected to be reached by the end of March 2002. As of
March 20, 2002, total Federal debt subject to the limit was $5,938 billion ($12 billion from the limit).
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Treasury’s need to borrow from the public has declined over the past several years. Debt maturing has
exceeded the Government’s cash surplus; therefore, new securities have continued to be issued. To adjust the
Government’s borrowing program, Treasury has taken a number of actions, includin