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Principal Financial Statements And
Notes

The principal financial statements included in this report
have been prepared in accordance with the requirements of
the Chief Financial Officers Act of 1990, the Government
Management Reform Act of 1994, and the Office of
Management and Budget’s Circular A-136, “Financial
Reporting Requirements.” The responsibility for the integrity
of the financial information included in these statements
rests with the management of DoD. The Department’s fiscal
years 2007 and 2006 principal financial statements were
audited by the Office of Inspector General. The auditor’s
report accompanies the principal statements.

The Department’s principal financial statements for fiscal
years 2007 and 2006 consisted of the following:

The Balance Sheet

The Balance Sheet, which presents as of

September 30, 2007 and 2006 those resources owned or
managed by the Department which are available to provide
future economic benefits (assets); amounts owed by the
Department that will require payments from those resources
or future resources (liabilities); and residual amounts
retained by the Department, comprising the difference (net
position).

The Statement of Net Cost

The Statement of Net Cost, which presents the net cost of
the Department’s operations for the years ended
September 30, 2007 and 2006. The Department’s net
cost of operations includes the gross costs incurred by
the Department less any exchange revenue earned from
Department activities.

The Statement of Changes in Net Position
The Statement of Changes in Net Position, which presents
the change in the Department’s net position resulting from
the net cost of the Department’s operations, budgetary
financing sources other than exchange revenues, and other
financing sources for the years ended September 30, 2007
and 2006.

The Statement of Budgetary Resources

The Statement of Budgetary Resources, which presents the
budgetary resources available to the Department during

FY 2007 and 2006, the status of these resources at
September 30, 2007 and 2006, and the outlay of budgetary
resources for the years ended September 30, 2007 and
2006.
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CONSOLIDATED BALANCE SHEET

Department of Defense
As of September 30, 2007 and 2006
(% in millions)

2007 2006
Restated

Assets (Note 2)
Intragovernmental
Fund Balance with Treasury (Note 3) $ 407,167.0 329,045.1
Investments and Related Interest (Note 4) 333,711.0 299,261.2
Accounts Receivable, Net (Note 5) 1,412.9 2,941.8
Other Assets (Note 6) 1,212.5 1,189.6
Total Intragovernmental Assets 743,503.4 632,437.7
Cash and Other Monetary Assets (Note 7) 15,028.0 2,199.8
Accounts Receivable, Net (Note 5) 7,469.4 7,864.1
Loans Receivable (Note 8) 3,207.1 3,855.1
Inventory and Related Property, Net (Note 9) 224,948.7 231,823.2
General Property, Plant and Equipment, Net (Note 10) 474,530.5 465,439.5
Investments and Related Interest (Note 4) 1,412.3 1,089.8
Other Assets (Note 6) 36,246.1 27,928.7
Total Assets $ 1,506,345.5 1,372,637.9
Liabilities (Note 11)
Intragovernmental
Accounts Payable (Note 12) $ 1,911.5 1,549.8
Debt (Note 13) 3,242.3 3,697.8
Other Liabilities (Notes 15 and 16) 11,501.0 13,199.7
Total Intragovernmental Liabilities 16,654.8 18,447.3
Accounts Payable (Note 12) 29,674.0 27,388.4
Military Retirement and Other Federal Employment Benefits (Note 17) 1,874,679.5 1,815,769.5
Environmental and Disposal Liabilities (Note 14) 72,489.9 69,985.1
Loan Guarantee Liability (Note 8) 25.0 36.8
Other Liabilities (Notes 15 and 16) 57,203.7 31,566.1
Total Liabilities 2,050,726.9 1,963,193.2
Net Position
Unexpended Appropriations - Earmarked Funds (Note 23) 8.1 11.4
Unexpended Appropriations - Other Funds 380,510.0 309,521.1
Cumulative Results of Operations - Earmarked Funds (1,280,107.2) (1,271,684.5)
Cumulative Results of Operations - Other Funds 355,207.7 371,596.7
Total Net Position (544,381.4) (590,555.3)
Total Liabilities and Net Position $ 1,506,345.5 1,372,637.9

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENT OF NET COST

Department of Defense
For the years ended September 30, 2007 and 2006

(% in millions)

2007 2006
Restated
Program Costs
Gross Costs $ 668,138.4 $ 634,544.0
Less: Earned Revenue (45,686.4) (48,495.7)
Net Program Costs $ 622,452.0 $ 586,048.3

Cost Not Assigned to Programs - -

Less: Earned Revenue Not Attributable to Programs - -

Net Cost of Operations $ 622,452.0 $ 586,048.3

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION

Department of Defense
As of September 30, 2007 and 2006
($ in millions)

Cumulative Results of Operations

FY 2007

Earmarked Funds

All Other Funds

Eliminations

Beginning Balances $ (1,206,769.4) $ 306,681.6 $ -
Prior Period Adjustments:

Changes in Accounting Principles - (4,230.9) -
Correction of Errors - - -
Beginning Balances, as adjusted (1,206,769.4) 302,450.7 -
Budgetary Financing Sources

Appropriations used 3.3 585,691.3 -
Nonexchange revenue 3,076.9 16,665.2 -
Donations and forfeitures of cash and cash equivalents 63.8 - -
Transfers in(out) without reimbursement 200.2 (78.4) -
Other budgetary financing sources - - -
Other Financing Sources (Non-Exchange)

Donations and forfeitures of property - 13.8 -
Transfers in(out) without reimbursement 243.3 (330.2) -
Imputed financing from costs absorbed by others - 14,813.4 10,392.1
Other (21.8) (8,077.5) -
Total Financing Sources 3,565.7 608,697.6 10,392.1
Net Cost of Operations 8,617.5 624,226.6 10,392.1
Net Change (5,051.8) (15,529.0) -
Cumulative Results of Operations $ (1,211,821.2) $ 286,921.7 $ -
Unexpended Appropriations

Beginning Balances $ 11.4 $ 309,521.1 $ -
Prior Period Adjustments:

Changes in accounting principles - 3,745.5 -
Corrections of errors - - -
Beginning balances, as adjusted 11.4 313,266.6 -
Budgetary Financing Sources

Appropriations received - 658,617.9 -
Appropriations transferred in(out) - (197.49) -
Other adjustments (rescissions, etc) - (5,485.8) -
Appropriations used (3.3) (585,691.3) -
Total Budgetary Financing Sources (3.3) 67,243.4 -
Total Unexpended Appropriations 8.1 380,510.0 -
Net Position $ (1,211,813.1) $ 667,431.7 $ -

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN

NET POSITION

Department of Defense
As of September 30, 2007 and 2006

(% in millions)

2007

2006

Consolidated

Consolidated Total
Total Restated

Cumulative Results of Operations
Beginning Balances $ (900,087.8) $ (870,674.3)
Prior Period Adjustments:
Changes in Accounting Principles (4,230.9) -
Correction of Errors - (8,034.3)
Beginning Balances, as adjusted (904,318.7) (878,708.6)
Budgetary Financing Sources
Appropriations used 585,694.6 552,838.4
Nonexchange revenue 19,742.1 3,057.1
Donations and forfeitures of cash and cash equivalents 63.8 25.4
Transfers in(out) without reimbursement 121.8 958.5
Other budgetary financing sources - 0.6
Other Financing Sources (Non-Exchange)
Donations and forfeitures of property 13.8 47.3
Transfers in(out) without reimbursement (86.9) (83.7)
Imputed financing from costs absorbed by others 4,421.3 4,409.6
Other (8,099.3) 3,415.9
Total Financing Sources 601,871.2 564,669.1
Net Cost of Operations 622,452.0 586,048.3
Net Change (20,580.8) (21,379.2)
Cumulative Results of Operations $ (924,899.5) $ (900,087.8)
Unexpended Appropriations
Beginning Balances $ 309,532.5 $ 273,460.3
Prior Period Adjustments:
Changes in accounting principles 3,745.5 -
Corrections of errors - (0.5)
Beginning balances, as adjusted 313,278.0 273,459.8
Budgetary Financing Sources
Appropriations received 658,617.9 559,255.2
Appropriations transferred in(out) (197.4) (120.7)
Other adjustments (rescissions, etc) (5,485.8) (10,223.4)
Appropriations used (585,694.6) (552,838.4)
Total Budgetary Financing Sources 67,240.1 36,072.7
Total Unexpended Appropriations 380,518.1 309,532.5
Net Position $ (544,381.4) $ (590,555.3)

The accompanying notes are an integral part of these financial statements.
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COMBINED STATEMENT OF BUDGETARY RESOURCES

Department of Defense

For the Years Ended September 30, 2007 and 2006

($ in millions)

Budgetary Financing

Non-Budgetary Credit

Reform Financing

Accounts Accounts
Budgetary Resources
Unobligated balance, brought forward, October 1 $ 85,793.1 $ 46.8
Recoveries of prior year unpaid obligations 44,879.2 -
Budget Authority:
Appropriations received 762,641.4 13.1
Borrowing authority - 381.8
Contract authority 116,690.2 -
Spending authority from offsetting collections:
Earned:
Collected 164,627.8 867.5
Receivable from federal sources (1,277.6) -
Change in unfilled customer orders:
Advanced received 448.9 -
Without advance from federal sources 5,994.0 53.5
Subtotal 1,049,124.7 1,315.9
Nonexpenditure transfers, net, anticipated and actual (118.4) -
Temporarily not available pursuant to Public Law (33,819.5) -
Permanently not available (90,598.2) (791.1)
Total Budgetary Resources $ 1,055,260.9 $ 571.6
Status of Budgetary Resources
Obligations Incurred:
Direct $ 772,419.6 $ 512.4
Reimbursable 170,850.3 -
Subtotal 943,269.9 512.4
Unobligated balance:
Apportioned 98,585.7 23.2
Exempt from apportionment 1,050.5 -
Subtotal 99,636.2 23.2
Unobligated balances not available 12,354.8 36.0
Total Status of Budgetary Resources $ 1,055,260.9 $ 571.6

The accompanying notes are an integral part of these financial statements.
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COMBINED STATEMENT OF BUDGETARY RESOURCES

Department of Defense
For the Years Ended September 30, 2007 and 2006
($ in millions)

2007
Budgetary Non-Budgetary Credit
Financing Reform Financing
Accounts Accounts
Change in Obligated Balance
Obligated balance, net
Unpaid obligations, brought forward, October 1 $ 349,774.5 $ 3,417.8
ée;z:bgrniollected customer payments from Federal sources, brought forward, (55,414.9) (76.9)
Total unpaid obligated balance 294,359.6 3,340.9
Obligations incurred net 943,269.9 512.4
Less: Gross outlays (814,588.1) (421.8)
Obligated balance transferred, net:
Actual transfers, unpaid obligations - -
Actual transfers, uncollected customer payments from federal sources - -
Total unpaid obligated balance transferred, net - -
Less: Recoveries of prior year unpaid obligations, actual (44,879.2) -
Change in uncollected customer payments from federal sources (4,716.4) (53.5)
Obligated balance, net, end of period:
Unpaid obligations 433,577.1 3,508.4
IS_ELS;;eUSncoIIected customer payments from federal (60,131.3) (130.4)
Total, unpaid obligated balance, net, end of period $ 373,445.8 $ 3,378.0
Net Outlays
Net Outlays:
Gross outlays $ 814,588.1 $ 421.8
Less: Offsetting collections (165,077.2) (867.7)
Less: Distributed offsetting receipts (64,105.0) -
Net Outlays $ 585,405.9 (445.9)

The accompanying notes are an integral part of these financial statements.
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COMBINED STATEMENT OF BUDGETARY RESOURCES

Department of Defense

For the Years Ended September 30, 2007 and 2006

($ in millions)

2006

Non-Budgetary Credit

Budgetary Financing Reform Financing

Accounts (Restated) Accounts
Budgetary Resources
Unobligated balance, brought forward, October 1 $ 68,608.6 83.0
Recoveries of prior year unpaid obligations 30,252.3 -
Budget Authority:
Appropriations received 686,284.4 16.0
Borrowing authority - 119.4
Contract authority 59,451.7 -
Spending authority from offsetting collections:
Earned:
Collected 164,718.1 1,169.6
Receivable from federal sources 649.0 -
Change in unfilled customer orders:
Advanced received 313.9 -
Without advance from federal sources 179.1 (46.8)
Subtotal 911,596.2 1,258.2
Nonexpenditure transfers, net, anticipated and actual (156.2) -
Temporarily not available pursuant to Public Law (35,746.3) -
Permanently not available (71,908.9) (1,083.2)
Total Budgetary Resources $ 902,645.7 258.0
Status of Budgetary Resources
Obligations Incurred:
Direct $ 651,019.8 211.3
Reimbursable 165,521.3 -
Subtotal 816,541.1 211.3
Unobligated balance:
Apportioned 74,623.8 1.2
Exempt from apportionment 1,220.4 -
Subtotal 75,844.2 1.2
Unobligated balances not available 10,260.4 45.5
Total Status of Budgetary Resources $ 902,645.7 258.0

The accompanying notes are an integral part of these financial statements.
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COMBINED STATEMENT OF BUDGETARY RESOURCES

Department of Defense
For the Years Ended September 30, 2007 and 2006
(% in millions)

2006
Budgetary
Financing Non-Budgetary Credit
Accounts Reform Financing
(Restated) Accounts
Change in Obligated Balance
Obligated balance, net
Unpaid obligations, brought forward, October 1 $ 302,427.0 3,863.8
Iéistz:b:rniollected customer payments from Federal sources, brought forward, (54,586.9) (123.7)
Total unpaid obligated balance 247,840.1 3,740.1
Obligations incurred net 816,541.1 211.3
Less: Gross outlays (768,310.0) (657.3)
Obligated balance transferred, net:
Actual transfers, unpaid obligations - -
Actual transfers, uncollected customer payments from federal sources - -
Total unpaid obligated balance transferred, net - -
Less: Recoveries of prior year unpaid obligations, actual (30,252.3) -
Change in uncollected customer payments from federal sources (827.8) 46.8
Obligated balance, net, end of period:
Unpaid obligations 320,405.8 3,417.8
Less: Uncollected customer payments from federal sources (55,414.7) (76.9)
Total, unpaid obligated balance, net, end of period $ 264,991.1 3,340.9
Net Outlays
Net Outlays:
Gross outlays $ 768,310.0 657.3
Less: Offsetting collections (165,031.7) (1,169.4)
Less: Distributed Offsetting receipts (48,222.1) -
Net Outlays $ 555,056.2 (512.1)

The accompanying notes are an integral part of these financial statements.
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Note 1. Significant Accounting Policies

1.A. Basis of Presentation

These financial statements have been prepared to report the financial position and results of operations of the Department of
Defense (DoD), as required by the Chief Financial Officers Act of 1990, expanded by the Government Management Reform
Act of 1994, and other appropriate legislation. The financial statements have been prepared from the books and records of
the Department in accordance with the “DoD Financial Management Regulation,” the Office of Management and Budget
(OMB) Circular No. A-136, “Financial Reporting Requirements,” and to the extent possible, generally accepted accounting
principles (GAAP). Effective 4th Quarter, fiscal year (FY) 2006, the Department no longer publishes consolidating/combining
financial statements. The accompanying financial statements account for all resources for which the Department is
responsible unless otherwise noted. Information relative to classified assets, programs, and operations is excluded from the
statements or otherwise aggregated and reported in such a manner that it is not discernable.

The Department is unable to fully implement all elements of GAAP and OMB Circular No. A-136 due to limitations of
its financial and nonfinancial management processes and systems that support the financial statements. The Department
derives its reported values and information for major asset and liability categories largely from nonfinancial systems,
such as inventory and logistics systems. These systems were designed to support reporting requirements for maintaining
accountability over assets and reporting the status of federal appropriations rather than preparing financial statements in
accordance with GAAP. The Department continues to implement process and system improvements addressing these
limitations.

Auditors are required to audit the financial statements of the following Department reporting activities: Army General Fund,
Army Working Capital Fund, Navy General Fund, Navy Working Capital Fund, Air Force General Fund, Air Force Working
Capital Fund, Military Retirement Fund, Medicare-Eligible Retiree Health Care Fund, and U.S. Army Corps of Engineers (Civil
Works).

In addition, the Department requires the Marine Corps General and Working Capital Funds and the following Defense
Agencies to prepare internal stand-alone auditable financial statements: Defense Logistics Agency, Defense Finance and
Accounting Service, Defense Information Systems Agency, Defense Contract Audit Agency, Defense Commissary Agency,
Defense Security Service, Defense Threat Reduction Agency, Defense Advanced Research Projects Agency, Chemical and
Biological Defense Program, Missile Defense Agency, Services Medical Activity, TRICARE Management Activity, U.S. Special
Operations Command, and Defense Security Cooperative Agency.

The Department currently has 13 auditor-identified material weaknesses: (1) Accounts Payable, (2) Accounting Entries,
(3) Environmental Liabilities, (4) Government Property and Materiel in Possession of Contractors, (5) Intragovernmental
Eliminations, (6) Operating Materiels and Supplies, (7) Reconciliation of Net Cost of Operations to Budget (formerly
Statement of Financing), (8) Statement of Net Cost, (9) Financial Management Systems, (10) Fund Balance with Treasury,
(11) General Property, Plant and Equipment, (12) Inventory, and (13) Accounts Receivable.

1.B. Mission of the Reporting Entity

The Department of Defense was established by the National Security Act of 1947. The Department provides the military
forces needed to deter war and protect the security of our country. Since the creation of America’s first army in 1775, the
Department and its predecessor organizations have evolved into a global presence with a worldwide infrastructure dedicated
to defending the United States by deterring and defeating aggression and coercion in critical regions.

The Department of Defense includes the Military Departments, the Defense Agencies and the Department Field Activities.

The Military Departments consist of the Army, Navy (of which the Marine Corps is a component), and the Air Force. The
Defense Agencies and the Department Field Activities provide support services commonly used throughout the Department.

1.C. Appropriations of Funds

The Department receives its appropriations and funds as general, working capital (revolving), trust, special, and deposit
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funds. The Department uses these appropriations and funds to execute its missions and subsequently report on resource
usage.

General funds are used for financial transactions funded by congressional appropriations, including personnel, operation and
maintenance, research and development, procurement, and military construction accounts.

Working capital funds (WCF) received funding to establish an initial corpus through an appropriation or a transfer of
resources from existing appropriations or funds. The corpus finances operations and transactions that flow through the

fund. The WCEF resources the goods and services sold to customers on a reimbursable basis and maintains the corpus.
Reimbursable receipts fund future operations and generally are available in their entirety for use without further congressional
action. At various times, the Congress provides additional appropriations to supplement the WCF as an infusion of cash
when revenues are inadequate to cover costs within the corpus.

Trust funds contain receipts and expenditures of funds held in trust by the government for use in carrying out specific
purposes or programs in accordance with the terms of the donor, trust agreement, or statute. Certain trust and special funds
may be designated as earmarked funds. Earmarked funds are financed by specifically identified revenues, required by statute
to be used for designated activities, benefits or purposes, and remain available over time. The Department is required to
separately account for and report on the receipt, use and retention of revenues and other financing sources for earmarked

funds.
Special fund accounts are used to record government receipts reserved for a specific purpose.

Deposit funds are used to record amounts held temporarily until paid to the appropriate government or public entity. The
Department is acting as an agent or custodian for funds awaiting distribution.

The Department is a party to allocation transfers with other federal agencies as a transferring (parent) or receiving (child)
entity. Allocation transfers are an agency’s legal delegation of its authority to obligate budget authority and outlay funds

to another agency. Generally, all financial activity related to these allocation transfers (e.g., budget authority, obligations,
outlays) is reported in the financial statements of the parent entity. Exceptions to this general rule apply to specific funds for
which OMB has directed that all activity be reported in the financial statements of the child entity. These exceptions include
U.S. Treasury-Managed Trust Funds, Executive Office of the President (EOP), and all other funds specifically designated by
OMB.

The Department is a receiving (child) party to allocation transfers for the following agencies: Departments of Agriculture,
Interior, Energy, and Transportation; the Appalachian Regional Commission; and the Federal Highway Administration.

Additionally, the Department is a party to other allocation transfers as the child for certain funds meeting the OMB exception
and all related activity is thus included in the Department’s financial statements. The exceptions reported by the Department
include South Dakota Terrestrial Wildlife Habitat Restoration, Inland Waterways and Harbor Maintenance, and the EOP.

As the parent, the Department allocates funds to the Departments of Transportation and Agriculture and reports related
activity in its financial statements.

1.D. Basis of Accounting

For FY 2007, the Department’s financial management systems are unable to meet all of the requirements for full accrual
accounting. Many of the Department’s financial and nonfinancial feeder systems and processes were designed and
implemented prior to the issuance of GAAP for federal agencies. These systems were not designed to collect and record
financial information on the full accrual accounting basis as required by GAAP. Most of the Department’s financial and
nonfinancial legacy systems were designed to record information on a budgetary basis.

The Department has undertaken efforts to determine the actions required to bring its financial and nonfinancial feeder
systems and processes into compliance with GAAP. One such action is the current revision of its accounting systems

to record transactions based on the U.S. Standard General Ledger (USSGL). Until all of the Department’s financial and
nonfinancial feeder systems and processes are updated to collect and report financial information as required by GAAP,
the Department’s financial data will be derived from budgetary transactions (obligations, disbursements, and collections),
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from nonfinancial feeder systems, and accruals made for major items such as payroll expenses, accounts payable, and
environmental liabilities.

In addition, the Department identifies program costs based upon the major appropriation groups provided by the Congress.
Current processes and systems do not capture and report accumulated costs for major programs based upon the performance
measures as required by the Government Performance and Results Act. The Department is working toward a cost reporting
methodology that will satisfy the requirement for cost information as mandated in the Statement of Federal Financial
Accounting Standards (SFFAS) No. 4, “Managerial Cost Accounting Concepts and Standards for the Federal Government.”

1.E. Revenvues and Other Financing Sources

The Department receives congressional appropriations as financing sources for general funds that expire annually, on a
multiyear basis, or do not expire. When authorized by legislation, these appropriations are supplemented by revenues
generated by sales of goods or services. The Department recognizes revenue as a result of costs incurred for goods and
services provided to other federal agencies and the public. Full-cost pricing is the Department’s standard policy for services
provided as required by OMB Circular A-25, “User Charges.” The Department recognizes revenue when earned within the
constraints of current system capabilities. In some instances, revenue is recognized when bills are issued.

Depot Maintenance and Ordnance WCF activities recognize revenue according to the percentage of completion method.
Supply Management WCF activities recognize revenue from the sale of inventory items.

The Department does not include nonmonetary support provided by U.S. allies for common defense and mutual security in

amounts reported in the Statement of Net Cost and Note 21, “Reconciliation of Net Cost of Operations to Budget.” The U.S.
has cost sharing agreements with other countries. Examples include countries where there is a mutual or reciprocal defense
agreement, where U.S. troops are stationed, or where the U.S. Fleet is in a port.

1.F. Recognition of Expenses

For financial reporting purposes, the Department’s policy requires the recognition of operating expenses in the period
incurred. However, because the Department’s financial and nonfinancial feeder systems were not designed to collect

and record financial information on the full accrual accounting basis, estimates are made for major items such as payroll
expenses, accounts payable, and environmental liabilities. In addition, expenditures for capital and other long-term assets
are recognized as operating expenses. Expenses for operating materials and supplies are currently recognized when the items
are purchased.

1.G. Accounting for Intragovernmental Transactions

Preparation of reliable financial statements requires the elimination of transactions occurring among entities within

the Department or between two or more federal agencies. However, the Department cannot accurately eliminate
intragovernmental transactions by customer because the Department’s systems do not track buyer and seller data at the
transaction level. Generally, seller entities within the Department provide summary seller-side balances for revenue,
accounts receivable, and unearned revenue to the buyer-side internal Department accounting offices. In most cases,
the buyer-side records are adjusted to agree with the Department’s seller-side balances. Intra-Department governmental
balances are then eliminated. The volume of intragovernmental transactions is so large that after-the-fact reconciliations
cannot be accomplished effectively. The Department is developing long-term system improvements to ensure accurate
intragovernmental information, to include sufficient up-front edits and controls, eliminating the need for after-the-fact
reconciliations.

The U.S. Treasury Financial Management Service is responsible for eliminating transactions between the Department and
other federal agencies. The U.S. Treasury’s “Federal Intragovernmental Transactions Accounting Policies Guide” and
Treasury Financial Manual Part 2 — Chapter 4700, “Agency Reporting Requirements for the Financial Report of the United
States Government,” provide guidance for reporting and reconciling intragovernmental balances. While the Department

is unable to fully reconcile intragovernmental transactions with all federal partners, the Department is able to reconcile
balances pertaining to investments in federal securities, borrowings from the U.S. Treasury and the Federal Financing Bank,
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Federal Employees” Compensation Act transactions with the Department of Labor, and benefit program transactions with the
Office of Personnel Management.

The Department’s proportionate share of public debt and related expenses of the Federal Government is not included. The
Federal Government does not apportion debt and its related costs to federal agencies. The Department’s financial statements,
therefore, do not report any portion of the public debt or interest thereon, nor do the statements report the source of public
financing, whether from issuance of debt or tax revenues. Generally, financing for the construction of the Department’s
facilities is obtained through appropriations. To the extent this financing ultimately may have been obtained through the
issuance of public debt, interest costs have not been capitalized since the U.S. Treasury does not allocate such costs to the
Department.

1.H. Transactions with Foreign Governments and International Organizations

Each year, the Department sells defense articles and services to foreign governments and international organizations under
the provisions of the Arms Export Control Act of 1976. Under the provisions of the Act, the Department has authority to
sell defense articles and services to foreign countries and international organizations generally at no profit or loss to the U.S.
Government. Payment in U.S. dollars is required in advance.

The Department additionally reports foreign military sales transactions on behalf of the Executive Office of the President.
1. I. Funds with the U.S. Treasury

The Department’s monetary resources are maintained in U.S. Treasury accounts. The disbursing offices of Defense Finance
and Accounting Service (DFAS), the Military Departments, the U.S. Army Corps of Engineers (USACE), and the Department
of State’s financial service centers process the majority of the Department’s cash collections, disbursements, and adjustments
worldwide. Each disbursing station prepares monthly reports to the U.S. Treasury on check issues, electronic fund transfers,
interagency transfers, and deposits.

In addition, DFAS sites and USACE Finance Center submit reports to the U.S. Treasury by appropriation on interagency
transfers, collections received, and disbursements issued. The U.S. Treasury records these transactions to the applicable Fund
Balance with Treasury (FBWT) account. The Department’s recorded balance in FBWT accounts and U.S. Treasury’s FBWT
accounts must balance monthly.

1.J. Foreign Currency

Cash is the total of cash resources under the control of the Department, which includes coin, paper currency, negotiable
instruments, and amounts held for deposit in banks and other financial institutions. Foreign currency consists of the total U.S.
dollar equivalent of both purchased and nonpurchased foreign currencies held in foreign currency fund accounts. Foreign
currency is valued using the U.S. Treasury prevailing rate of exchange.

The majority of cash and all foreign currency is classified as nonentity and is restricted. Amounts reported consist
primarily of cash and foreign currency held by disbursing officers to carry out their paying, collecting, and foreign currency
accommodation exchange missions. Cash seized during Operation Iraqi Freedom is restricted to assist the Iraqi people and
support the restoration of Iraq.

The Department conducts a significant portion of its operations overseas. The Congress established a special account

to handle the gains and losses from foreign currency transactions for five general fund appropriations: operation and
maintenance, military personnel, military construction, family housing operation and maintenance, and family housing
construction. The gains and losses are calculated as the variance between the exchange rate current at the date of
payment and a budget rate established at the beginning of each fiscal year. Foreign currency fluctuations related to other
appropriations require adjustments to the original obligation amount at the time of payment. The Department does not
separately identify foreign currency fluctuation transactions.
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1.K. Accounis Receivable

The Balance Sheet reports accounts receivable in three categories: accounts receivable, claims receivable, and refunds
receivable from other federal entities or from the public. Allowances for uncollectible accounts due from the public are
based upon an analysis of collection experience by fund type. The Department does not recognize an allowance for
estimated uncollectible amounts from other federal agencies. Claims against other federal agencies are to be resolved
between the agencies in accordance with dispute resolution procedures defined in the Intragovernmental Business Rules
published in the Treasury Financial Manual at http://www.fms.treas.gov/tfm/vol1/07-03.pdf.

1.L. Direct Loans and Loan Guarantees

The Department operates a direct loan and loan guarantee program authorized by the National Defense Authorization Act
for FY 1996, P.L. 104-106, Section 2801. The Act includes a series of authorities that allow the Department to work with
the private sector to renovate military housing. The Department’s goals are to obtain private capital to leverage government
dollars, make efficient use of limited resources, and use a variety of private sector approaches to build and renovate military
housing faster and at a lower cost to the American taxpayers.

The Act also provides the Department with a variety of authorities to obtain private sector financing and expertise to improve
military housing. The Department uses these authorities individually or in combination. They include guarantees (both

loan and rental), conveyance/leasing of existing property and facilities, differential lease payments, investments (both limited
partnerships and stock/bond ownership), and direct loans.

The National Defense Authorization Act for FY 2005, P.L. 108-375, Section 2805 provided permanent authorities to the
Military Housing Privatization Initiative (MHPI).

The Department operates a loan guarantee program designed to encourage commercial use of inactive government facilities.
The revenue generated from property rental offsets the cost of maintaining these facilities.

The Department administers the Foreign Military Financing program on behalf of EOP. This program is authorized by
sections 23 and 24 of the Arms Export Control Act of 1976, as amended, P.L. 90-629, as amended, and section 503(a). This
program provides loans to help countries purchase U.S.-produced weapons, defense equipment, services, or military training.
The direct loans and loan guarantees related to Foreign Military Sales are included in the basic financial statements.

The Federal Credit Reform Act of 1990 governs all amended direct loan obligations and loan guarantee commitments made
after FY 1991 resulting in direct loans or loan guarantees.

1.M. Inventories and Related Property

The Department values approximately 63% of its resale inventory using the moving average cost method. An additional
9% (fuel inventory) is reported using the first-in-first-out method. The Department reports the remaining 28% of resale
inventories at an approximation of historical cost using latest acquisition cost adjusted for holding gains and losses. The
latest acquisition cost method is used because legacy inventory systems were designed for materiel management rather
than accounting. Although these systems provide visibility and accountability over inventory items, they do not maintain
historical cost data necessary to comply with SFFAS No. 3, “Accounting for Inventory and Related Property.” Additionally,
these systems cannot produce financial transactions using the USSGL, as required by the Federal Financial Management
Improvement Act of 1996, P.L. 104-208. The Department is continuing to transition the balance of the inventories to the
moving average cost method through the use of new inventory systems. However, since the on-hand balances which were
transitioned were not, for the most part, baselined to auditable historical cost, the reported values remain noncompliant with
SFFAS No. 3 and GAAP.

The Department manages only military or government-specific materiel under normal conditions. Materiel is a unique term
that relates to military force management, and includes items such as ships, tanks, self-propelled weapons, aircraft, etc., and
related spares, repair parts, and support equipment. Real property, installations, and utilities that are necessary to equip,
operate, maintain, and support military activities without distinction as to application for administrative or combat purposes
are excluded. Items commonly used in and available from the commercial sector are not managed in the Department’s
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materiel management activities. Operational cycles are irregular and the military risks associated with stock-out positions
have no commercial parallel. The Department holds materiel based on military need and support for contingencies. The
Department does not attempt to account separately for “inventory held for sale” and “inventory held in reserve for future
sale” based on SFFAS No. 3 definitions, unless otherwise noted.

Related property includes OM&S and stockpile materiels. The OM&S, including munitions not held for sale, are valued

at standard purchase price. The Department uses both the consumption method and the purchase method of accounting

for OM&S. Items that are centrally managed and stored, such as ammunition and engines, are generally recorded using

the consumption method and are reported on the Balance Sheet as OM&S. When current systems cannot fully support the
consumption method, the Department uses the purchase method. Under this method, materiels and supplies are expensed
when purchased. During FY 2007, the Department expensed significant amounts using the purchase method because the
systems could not support the consumption method or management deemed that the item was in the hands of the end user.
This is a material weakness for the Department and long-term system corrections are in process. Once the proper systems are
in place, these items will be accounted for under the consumption method of accounting.

The Department determined that the recurring high dollar value of OM&S in need of repair is material to the financial
statements and requires a separate reporting category. Many high-dollar items, such as aircraft engines, are categorized as
OMA&S rather than military equipment.

The Department recognizes condemned materiel as “excess, obsolete, and unserviceable.” The cost of disposal is greater
than the potential scrap value; therefore, the net value of condemned materiel is zero. Potentially redistributed materiel,
classified in previous years as “excess, obsolete, and unserviceable,” is included in the “held for use” or “held for repair”
categories according to its condition.

Inventory available and purchased for resale includes consumable spare and repair parts and repairable items owned and
managed by the Department. This inventory is retained to support military or national contingencies. Inventory held for
repair is damaged inventory that requires repair to make suitable for sale. Often, it is more economical to repair these items
rather than to procure them. The Department often relies on weapon systems and machinery no longer in production. As

a result, the Department supports a process that encourages the repair and rebuilding of certain items. This repair cycle is
essential to maintaining a ready, mobile, and armed military force. Work in process balances include costs related to the
production or servicing of items, including direct material, direct labor, applied overhead, and other direct costs. Work in
process also includes the value of finished products or completed services that are yet to be placed in service and transferred
to an asset account. Work in process includes munitions in production and depot maintenance work with its associated
labor, applied overhead, and supplies used in the delivery of maintenance services.

1.N. Investments

The Department reports investments in U.S. Treasury securities at cost, net of amortized premiums or discounts. Premiums or
discounts are amortized over the term of the investment using the effective interest rate method or another method obtaining
similar results. The Department’s intent is to hold investments to maturity, unless they are needed to finance claims or
otherwise sustain operations. Consequently, a provision is not made for unrealized gains or losses on these securities.

The Department invests in nonmarketable securities. The two types of nonmarketable securities are par value and market-
based intragovernmental securities. The Bureau of the Public Debt issues nonmarketable par value intragovernmental
securities. Nonmarketable, market-based intragovernmental securities emulate marketable securities, but are not publicly
traded.

The Department’s net investments are held by various trust and special funds. These funds include the Military Retirement
Trust Fund; Medicare-Eligible Retiree Health Care Fund; Other Defense Organizations General Fund trust and special
funds; donations (Gift Funds); and the USACE South Dakota Terrestrial Habitat Restoration, Inland Waterways, and Harbor
Maintenance Trust Fund accounts.

Other investments represent limited partnerships entered into on behalf of the U.S. Government in support of the MHPI
authorized by P.L. 104-106, Section 2801. These investments do not require market value disclosure.




Section 2: Financial Information Department of Defense Agency Financial Report 2007 @

1.0. General Property, Plant and Equipment

The SFFAS No. 23, “Eliminating the Category National Defense Property, Plant, and Equipment,” established GAAP for
valuing and reporting military equipment (e.g., ships, aircraft, combat vehicles, weapons) in federal financial statements.
The Standard provided for the use of estimated historical cost for valuing military equipment if obtaining actual historical
cost information is not practical. The Department used the Bureau of Economic Analysis (BEA) estimation methodology to
calculate the value of the military equipment for reporting periods from October 1, 2002, through March 31, 2006.

Effective 3rd Quarter, FY 2006, the Department replaced the BEA estimation methodology with one based on departmental
internal records for military equipment. The Department identified the universe of military equipment by accumulating
information relating to program funding and associated military equipment, equipment useful life, program acquisitions, and
disposals to create a baseline. The military equipment baseline is updated using expenditure information and information
related to acquisitions and disposals.

In FY 2006, the Department revised the real property capitalization threshold from $100 thousand to $20 thousand.

The current $100 thousand capitalization threshold remains unchanged for the remaining General Property, Plant and
Equipment (PP&E) categories. Not all Military Departments have implemented this revised policy due to system and process
limitations. General PP&E assets are capitalized at historical acquisition cost plus capitalized improvements when an asset
has a useful life of two or more years and the acquisition cost equals or exceeds the Department’s capitalization threshold.
The Department also requires capitalization of improvement costs over the Department’s capitalization threshold. The
Department depreciates all General PP&E, other than land, on a straight-line basis.

Prior to FY 1996, General PP&E was capitalized if it had an acquisition cost of $15 thousand, $25 thousand, and $50
thousand for FYs 1993, 1994, and 1995 respectively, and an estimated useful life of two or more years. General PP&E
previously capitalized at amounts below $100 thousand was written off General Fund financial statements in FY 1998. No
adjustment was made for WCF assets that remain capitalized and reported on WCF financial statements.

The USACE Civil Works General PP&E is capitalized at historical acquisition cost plus capitalized improvements when

an asset has a useful life of two or more years and the acquisition cost exceeds $25 thousand. One exception is that all
buildings and structures related to hydropower projects are capitalized regardless of cost. Prior to FY 2004, the USACE
capitalized all buildings and structures regardless of cost. In FY 2003, the USACE increased the threshold (effective FY
2004) for buildings and structures to $25 thousand for all Civil Works appropriations with the exception of Revolving Fund
and Power Marketing Agency assets and expensed all previously acquired assets that did not meet the new $25 thousand
threshold.

When it is in the best interest of the government, the Department provides government property to contractors to complete
contract work. The Department either owns or leases such property, or it is purchased directly by the contractor for the
government based on contract terms. When the value of contractor-procured General PP&E exceeds the Department’s
capitalization threshold, federal accounting standards require that it be reported on the Department’s Balance Sheet.

The Department is developing new policies and a contractor reporting process for Government furnished equipment that
will provide appropriate General PP&E information for future financial statement reporting purposes. Accordingly, the
Department reports only government property in the possession of contractors that is maintained in the Department’s
property systems. The Department has issued new property accountability and reporting requirements for Department
entities to maintain, in their property systems, information on all property furnished to contractors. This action and other
proposed actions are structured to capture and report the information necessary for compliance with federal accounting
standards.

1.P. Advances and Prepayments

The Department’s policy is to record advances and prepayments in accordance with GAAP. As such, payments made
in advance of the receipt of goods and services are reported as assets on the Balance Sheet. The Department’s policy
is to expense or capitalize assets when the related goods and services are received. Not all Department entities have

implemented this policy primarily due to system limitations.
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1.Q. Leases

Lease payments for the rental of equipment and operating facilities are classified as either capital or operating leases. When
a lease is essentially equivalent to an installment purchase of property (a capital lease), and the value equals or exceeds

the current capitalization threshold, the Department records the applicable asset and liability. The Department records

the amounts as the lesser of the present value of the rental and other lease payments during the lease term (excluding
portions representing executory costs paid to the lessor) or the asset’s fair market value. The discount rate for the present
value calculation is either the lessor’s implicit interest rate or the Government’s incremental borrowing rate at the inception
of the lease. The Department as the lessee receives the use and possession of leased property, for example real estate or
equipment, from a lessor in exchange for a payment of funds. An operating lease does not substantially transfer all the
benefits and risk of ownership. Payments for operating leases are charged to expense over the lease term as they become
payable.

Office space and leases entered into by the Department are the largest component of operating leases. These costs were
gathered from existing leases, General Services Administration (GSA) bills, and interservice support agreements. Future year
projections use the consumer price index (CPI) rather than the Department’s inflation factor.

1.R. Other Assets

Other assets include those assets, such as military and civil service employee pay advances, travel advances, and certain
contract financing payments that are not reported elsewhere on the Department’s Balance Sheet.

The Department conducts business with commercial contractors under two primary types of contracts: fixed price and

cost reimbursable. To alleviate the potential financial burden on the contractor that long-term contracts can cause,

the Department may provide financing payments. Contract financing payments are defined in the Federal Acquisition
Regulation, Part 32, as authorized disbursements of monies to a contractor prior to acceptance of supplies or services by the
Government. Contract financing payment clauses are incorporated in the contract terms and conditions and may include
advance payments, performance-based payments, commercial advances and interim payments, progress payments based on
cost, and interim payments under certain cost-reimbursement contracts.

Contract financing payments do not include invoice payments, payments for partial deliveries, lease and rental payments, or
progress payments based on a percentage or stage of completion. The Defense Federal Acquisition Regulation Supplement
authorizes progress payments based on a percentage or stage of completion only for construction of real property,
shipbuilding and ship conversion, alteration, or repair. Progress payments for real property and ships are reported as
construction in progress. It is the Department’s policy to record certain contract financing payments as other asset.

1.S. Contingencies and Other Liabilities

The SFFAS No. 5, “Accounting for Liabilities of the Federal Government,” as amended by SFFAS No. 12, “Recognition

of Contingent Liabilities Arising from Litigation,” defines a contingency as an existing condition, situation, or set of
circumstances that involves an uncertainty as to possible gain or loss. The uncertainty will be resolved when one or
more future events occur or fail to occur. The Department recognizes contingent liabilities when past events or exchange
transactions occur, a future loss is probable, and the loss amount can be reasonably estimated.

Financial statement reporting is limited to disclosure when conditions for liability recognition do not exist but there is at
least a reasonable possibility of incurring a loss or additional losses. Examples of loss contingencies include the collectibility
of receivables, pending or threatened litigation, and possible claims and assessments. The Department’s risk of loss and
resultant contingent liabilities arise from pending or threatened litigation or claims and assessments due to events such as
aircraft, ship and vehicle accidents; medical malpractice; property or environmental damages; and contract disputes.

Other liabilities arise as a result of anticipated disposal costs for the Department’s assets. This type of liability has two
components: nonenvironmental and environmental. Consistent with SFFAS No. 6, “Accounting for Property, Plant and
Equipment,” recognition of an anticipated environmental disposal liability begins when the asset is placed into service.
Based on the Department’s policy, which is consistent with SFFAS No. 5 “Accounting for Liabilities of the Federal
Government,” nonenvironmental disposal liabilities are recognized for assets when management decides to dispose of an
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asset. The Department recognizes nonenvironmental disposal liabilities for military equipment nuclear-powered assets
when placed into service. Such amounts are developed in conjunction with, and not easily identifiable from, environmental
disposal costs.

1.T. Accrued Leave

The Department reports liabilities for military leave and accrued annual leave for DoD civilians. Sick leave for DoD civilians
is expensed when taken. The liability reported at the end of the accounting period reflects the current pay rates.

1.U. Net Position

Net position consists of unexpended appropriations and cumulative results of operations.

Unexpended appropriations represents amounts of authority that are unobligated and have not been rescinded or withdrawn.
Unexpended appropriations also represent amounts obligated for which legal liabilities for payments have not been incurred.

Cumulative results of operations represents the net difference between expenses and losses, and financing sources (including
appropriations, revenue, and gains), since inception. Beginning with FY 1998, cumulative results of operations also includes
donations and transfers in and out of assets that were not reimbursed.

1.V. Treaties for Use of Foreign Bases

The Department has the use of land, buildings, and other overseas facilities that are obtained through various international
treaties and agreements negotiated by the Department of State. The Department purchases capital assets overseas with
appropriated funds; however, the host country retains title to the land and capital improvements. Generally, treaty terms
allow the Department continued use of these properties until the treaties expire. In the event treaties or other agreements

are terminated, whereby use of the foreign bases is prohibited, losses are recorded for the value of any nonretrievable capital
assets. The settlement due to the U.S. or host nation is negotiated and takes into account the value of capital investments and
may be offset by the cost of environmental cleanup.

1.W. Comparative Data
The Department’s financial statements and notes are presented on a comparative basis.
1.X. Unexpended Obligations

The Department obligates funds to provide goods and services for outstanding orders not yet delivered. Unless title has
passed, the financial statements do not reflect a liability for payment for goods and services not yet delivered. Unexpended
obligations includes both obligations for which goods and services have been delivered (title passed) and a liability
recognized, and obligations for which no delivery has occurred and no liability recognized. The balance of unexpended
obligations appears immediately before net outlays in the Statement of Budgetary Resources, and is referred to as “Total,
unpaid obligated balances, net, end of period.”

1.Y. Undistributed Disbursements and Collection

Undistributed disbursements and collections represent the difference between disbursements and collections matched at
the transaction level to a specific obligation, payable, or receivable in the activity field records as opposed to those reported
by the U.S. Treasury. These amounts should agree with the undistributed amounts reported on the departmental accounting
reports. In-transit payments are those payments that have been made, but have not been recorded in the fund holder’s
accounting records. These payments are applied to the outstanding accounts payable balance. In-transit collections are
those collections from other agencies or entities that have not been recorded in the accounting records. These collections
are applied to the accounts receivable balance.
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The Department’s policy is to allocate supported undistributed disbursements and collections between federal and nonfederal
categories based on the percentage of distributed federal and nonfederal accounts payable and accounts receivable.
Unsupported undistributed disbursements are recorded in accounts payable. Unsupported undistributed collections are
recorded in other liabilities.

1.Z. Significant Events

In FY 2007 the Department made several modifications to its financial reports and notes that had significant and pervasive
effects. These changes are summarized below:

In response to updated reporting requirements from OMB, the Department began reporting in its basic financial statements
all activity for the programs it administers on behalf of the Executive Office of the President including the Foreign Military
Sales Program (FMS). Previously, the Department reported these programs as “Other Accompanying Information” in its
Performance and Accountability Report.

Prior to FY 2007, the Department had reported the current year changes only in undelivered orders, contract authority,
collections, and disbursements for FMS. Based on changes to accounting and reporting methodologies, the Department
now correctly reflects undelivered orders, contract authority, and Fund Balance with Treasury (FBWT) for FMS in its financial
statements and notes with cumulative-from-inception balances.

In addition, the Department no longer reports FMS undelivered orders and FBWT in the Statement of Custodial Activity
(SCA). The Department’s remaining custodial activity is immaterial and incidental to its primary mission. Therefore,
the Department is no longer producing a SCA. Note 22 has been renamed and revised to report “Incidental Custodial
Collections.”

In accordance with updated reporting requirements in OMB Circular A-136, the Department eliminated the Statement of

Financing and began presenting the information formerly contained in the Statement in Note 21 “Reconciliation of Net Cost
of Operations to Budget.”

Note 2. Nonentity Assets

As of September 30 2007 2006 Restated

(amounts in millions)

Infragovernmental Assets

Fund Balance with Treasury $ 909263 | $ 2,896.6
Accounts Receivable 0.9 11.6
Total Intragovernmental Assefs 9,927.2 2,908.2
Nonfederal Assets
Cash and Other Monetary Assets 14,879.6 2,085.2
Accounts Receivable 5162.9 5,486.7
Other Assets 9,386.9 106.8
Total Nonfederal Assets 29,429 4 7,768.7
Total Nonentity Assets 39,356.6 10,676.9
Total Entity Assefs 1,466,988.9 1,361,961.0
Total Assets $ 1,506,345.5 | $ 1,372,637.9

Nonentity assets are assets for which the Department maintains stewardship accountability and responsibility to report, but
are not available for the Department’s operations.

Nonentity Fund Balance with Treasury is comprised of deposit funds, seized Iragi cash, the Development Fund for Iraq (DFI),
and advances from foreign governments for Foreign Military Sales Trust Funds (FMSTF) for the purchase of defense articles
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and services. Deposit funds are generally used to record amounts held temporarily until paid to the appropriate party.
Seized Iraqi cash is former Iraqi regime monies confiscated by coalition forces and restricted for support of the Iraqi people.
The DFI consists of proceeds from Iraqi oil sales, repatriated assets from the United States and other nations, and deposits
from unencumbered oil-for-food proceeds. The DFI funds are restricted for Iraqi infrastructure and other Iraqi support needs.

Intragovernmental Accounts Receivable consists of amounts due from cancelled appropriations.

Nonfederal Cash and Other Monetary Assets consists of cash received from foreign governments deposited in the Federal
Reserve Bank, U.S. commercial banks and foreign banks; and cash held by Disbursing Officers to carry out payment,
collection, and foreign currency accommodation exchange missions.

Nonfederal Accounts Receivable consists of amounts due for cancelled year appropriations; and interest, fines and penalties
due on debt. The Department generally cannot use the collections and must distribute them to the U.S. Treasury. The
Department has specific statutory authority to retain collections from certain cancelled year accounts receivable as entity
assets.

Nonfederal Other Assets primarily consists of advances paid to contractors for undelivered defense articles and services owed
to foreign governments.

The Department is reporting nonentity balances of Fund Balance with Treasury of $8.5 billion, Cash and Other Monetary

Assets of $12.4 billion, and Other Assets of $9.2 billion on behalf of the Executive Office of the President. The Department
holds these amounts as stewards on the behalf of others and are therefore, not available for use by the Department.

Note 3. Fund Balance with Treasury

As of September 30 2007 2006 Restated

([amounts in millions)

Fund Balances

Appropriated Funds $ 3830743 | § 313,962.4
Revolving Funds 11,021.1 9,619.6
Trust Funds 9,703.5 2,212.2
Special Funds 396.5 328.1
Other Fund Types 2,971.6 2,922.8
Total Fund Balances 407,167.0 329,045.1
Fund Balances Per Treasury Versus Agency
Fund Balance per Treasury 399,862.9 329,921.4
Fund Balance per Agency 407,167.0 329,045.1
Reconciling Amount $ (7,304.1) | $ 876.3

Fund Balance with Treasury includes immaterial nonentity balances the Department holds on behalf of others, and entity
balances which represent funds with Treasury for which the Department is authorized to make expenditures and pay
liabilities. It reflects the balance of all fund types held by the Department.

Other Fund Types primarily consists of deposit funds, receipt accounts, clearing accounts, seized Iraqi cash, Development
Fund for Iraq, and Foreign Military Sales Trust Funds (FMSTF) advance deposits.

The Department shows a reconciling net difference of ($7.3) billion with the U.S. Treasury. This includes ($11.9) billion
differences due to the U.S. Treasury treatment of allocation transfers, offset by $3.2 billion in cancelled appropriations and
$1.4 billion in unavailable receipt accounts.
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The balance in Fund Balance with Treasury includes $11.9 billion ($3.4 billion entity and $8.5 billion nonentity) that the
Department is executing on behalf of the Executive Office of the President. The Department holds these amounts as stewards
on the behalf of others and are therefore, not available for use by the Department.

Status of Fund Balance with Treasury

As of September 30 2007 2006 Restated
(amounts in millions)

Unobligated Balance

Available $ 99,1884 | $ 75,403.0

Unavailable 338,343.1 302,061.5
Obligated Balance not yet Disbursed 437,085.6 323,823.5
Nonbudgefary FBWT 47557 7,640.4
NonFBWT Budgetary Accounts (472,205.8) (379,883.3)
Total $ 4071670 | $ 329,045.1

The Status of Fund Balance with Treasury is the reconciliation between budgetary and proprietary accounts at Treasury. It
consists of unobligated and obligated balances. The balances reflect the budgetary authority remaining for disbursement
against current or future obligations.

Unobligated Balance is classified as available or unavailable and represents the cumulative amount of budgetary authority
that has not been set aside to cover outstanding obligations. The unavailable balance consists primarily of funds invested in
U.S. Treasury securities that are temporarily precluded from obligation by law.

Obligated Balance not yet Disbursed represents funds that have been obligated for goods and services not received, and
those received but not paid.

Nonbudgetary FBWT includes accounts that do not have budgetary authority, such as deposit funds, receipt accounts,
clearing accounts, and nonentity FBWT.

NonFBWT Budgetary Accounts reduces the Status of FBWT and consists of investments in U.S. Treasury securities, contract
and borrowing authority, unfilled customer orders without advance, and receivables.

Certain unobligated balances are restricted for future use and are not apportioned for current use. Unobligated balances for
trust fund accounts are restricted for use by the Public Law that established the funds.

Disclosures Related to Suspense/Budget Clearing Accounts
(Decrease)/
In