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ABOUT THE DEPARTMENT OF DEFENSE  
AGENCY FINANCIAL REPORT
This Fiscal Year (FY) 2025 Agency Financial Report (AFR) refers to the Department of Defense (DoD) in accordance with 
statutory requirements.  While mindful of the recent Executive Order 14347 and ongoing legal determinations regarding 
the Department’s name, this report utilizes the designation “Department of Defense” because the AFR is a statutorily 
mandated report, all relevant legislation designates the Department as the “Department of Defense,” and the funding for 
programs discussed herein were issued to the Department of Defense.  We may use the “Department of War” designation 
in other, non-statutory communications, as allowed by the Executive Order.

The estimated cost of the AFR for the Department is $529,925 in Fiscal Year 2025.  This includes $203,999 in expenses 
and $325,926 in labor.  The estimated cost of the AFR was generated on September 16, 2025.

U.S. Army Paratroopers from 2nd Brigade Combat Team, 82nd Airborne Division, conduct their final assessment on live-fire week, which includes the 
firing of live rounds and explosives while moving as a unit during Joint Readiness Training Center Rotation 25-05 on Fort Polk, Louisiana, March 23, 
2025.  (U.S. Army Photo by Sgt. Dominick Smith)

2

2 PREFACE  

https://www.govinfo.gov/content/pkg/FR-2025-09-10/pdf/2025-17508.pdf


TABLE OF CONTENTS
PREFACE

Message from the Secretary of War 04

MANAGEMENT’S DISCUSSION AND ANALYSIS 07
Strategic Overview 08
Organization 09
Financial Position & Condition 11
Supplemental and Emergency Response Funding 15
Financial Performance 17
Performance Overview 21
Major Programs 22
Analysis of Systems, Controls, and Legal Compliance 34

FINANCIAL SECTION (UNAUDITED) 43
Message from the Under Secretary of War (Comptroller)/Chief Financial Officer 44
Independent Auditor’s Report 46
Principal Financial Statements 103
Notes to the Financial Statements 109
Required Supplementary Information 206

OTHER INFORMATION 215
Summary of Financial Statement Audit and Management Assurances 216
Revenue Forgone 222
Management and Performance Challenges 223
Payment Integrity Information Act Reporting 232
Civil Monetary Penalty Adjustment for Inflation 241
Biennial Review of User Fees 244
Grant Programs 245
Federal Entity Trading Partner Information 246
Financial Reporting Related Legislation 248

APPENDICES 251
Appendix A: Consolidation Entities 252
Appendix B: Acronyms 253
Websites and Media Platforms 258
Acknowledgments 260

FY 2025    |   AGENCY FINANCIAL REPORT 

PREFACE 3Table of contents



MESSAGE FROM THE 
SECRETARY OF WAR
December 18, 2025

It is my distinct honor to lead the warriors of the Department of War (DoW) under the 
leadership of our Commander-in-Chief, Donald J. Trump.  Our mission is clear: to secure Peace 
through Strength while always putting America first.  We will achieve this in three ways: by 
restoring the warrior ethos, rebuilding our military, and reestablishing deterrence.

The Department cannot resolve decades of war, neglect of America’s defense industrial base, 
and soaring national debt through unchecked spending.  The magnitude and urgency of these 
challenges demand clear prioritization and sound strategic choices. 

The Department of War remains steadfast in its commitment to rigorous annual financial 
statement audits and is actively conducting a comprehensive budget review.  This regimen 
ensures that taxpayer dollars are used efficiently and effectively to advance President Trump’s 
defense priorities.  I have directed this budget review to identify planned expenditures from 
the Fiscal Year (FY) 2026 budget that could be realigned from low-priority and less-impactful 
programs to advance President Trump’s America First vision for our national defense.  Through 
this process, we will develop a list of potential expenditures to fund these priorities while 
sharpening our focus on the Department’s core mission:  deterring threats and winning wars. 

The FY 2025 audit offers greater transparency and accountability.  We are dedicated to openly 
sharing audit results and using them as a guide for continuous improvement.  The Department 
firmly believes that stakeholder engagement is a sign of openness and accountability.  
Recognizing that trust from the American public, Congress, and our partners is essential, we 
are devoted to earning and maintaining that trust through clear, proactive communication and 
responsible financial management. 

The Department of War’s FY 2025 audit process marks an essential step in our ongoing 
commitment to enhanced transparency, accountability, and responsible stewardship of 
resources.  This year’s audit revealed remediations in key areas, reflecting significant progress 
in financial management.  Moreover, the audit process has directly spurred the implementation 
of critical process and system improvements to address identified findings.  Leveraging these 
findings to drive impactful reforms, technology upgrades, and process improvements is central 
to our strategy.  We believe this report clearly illustrates that progress and our unwavering 
dedication to ensuring every taxpayer dollar is used effectively and efficiently to strengthen 
our national defense.

Guided by the principle of Peace through Strength, these strategic audit shifts represent our 
resolute commitment to President Trump’s vision for a secure and prosperous America.  By 
prioritizing resources, embracing innovation, and fostering a culture of accountability, the 
DoW will continue to adapt and thrive in an ever-changing global landscape, ensuring the 
readiness and dominance of the U.S. military for generations to come.

Pete Hegseth
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F-22 Raptors and T-38 Talons from the 1st Fighter Wing conduct 
an elephant walk at Joint Base Langley-Eustis, Va., Jan. 31, 2025.  
(U.S. Air Force photo by Tech Sgt. Matthew Coleman-Foster)

Top Left:
Marines perform water-based exercises while training in the 
Marine Corps Martial Arts Program at Joint Base McGuire-Dix-
Lakehurst, N.J., Jan. 10, 2025.  (Air Force Senior Airman Matt 
Porter)

Left:
A soldier assigned to the 3rd U.S. Infantry Regiment, known as 
“The Old Guard,” walks the mat at the Tomb of the Unknown 
Soldier in Arlington National Cemetery, Va., Jan. 6, 2025.  
(Elizabeth Fraser, Army)
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DEPARTMENT 
OF DEFENSE
MISSION
The Mission of the DoD (or the Department) is to provide the military 
forces needed to deter war and ensure our nation’s security.  The 
Department is conducting this mission by focusing on restoring the 
warrior ethos, rebuilding the military, and reestablishing deterrence, 
in accordance with President Trump’s America First Defense Policy 
and direction to achieve peace through strength.  As directed in the 
Secretary’s Interim National Defense Strategic Guidance, DoD will 
execute on the following lines of effort: Defend the Homeland, Deter 
the People’s Republic of China (China) in the Indo-Pacific, and Increase 
burden sharing with Allies and Partners to address all threats.

STRATEGIC OVERVIEW
The United States faces one of the most dangerous strategic environments in our Nation’s history.  This environment is 
characterized by:

	� A vulnerable U.S. Homeland arising from years of unsecured borders and increasingly capable air and missile threats.

	� China’s unprecedented military buildup and the direct threat that it poses to America’s security and economy.

	� A range of other threats, including: the Russian Federation, Islamic Republic of Iran, Democratic People’s Republic of 
Korea, and select terrorist organizations.

In the face of these threats, President Trump has charged the Department with supporting his America First defense policy 
agenda and achieving his vision of Peace through Strength.  The scale and urgency of the challenges we face demand clear 
prioritization, strategic discipline, and fiscal responsibility, all of which are reflected in the budget.

REESTABLISH DETERRENCE AGAINST THOSE 
WHO WOULD THREATEN THE AMERICAN 
PEOPLE BY ALLOCATING RESOURCES 
TOWARDS:

	� Defending the Homeland by sealing our borders, repelling forms of 
invasion including illegal immigration and narcotics trafficking, advancing 
America’s interests in the Western Hemisphere, modernizing and 
diversifying nuclear forces, bolstering cyber capabilities, conducting 
counter terror operations focused on organizations that possess 
capability and willingness to strike the homeland, and, the development 
and deployment of President Trump’s Golden Dome next-generation 
missile shield.

	� Deterring China in the Indo-Pacific by prioritizing combat credible 
military forces and capabilities postured forward in the Western 
Pacific.  This includes funding the President’s priorities of shipbuilding, 
strengthening our space capabilities, and the development of the Next-
Generation Air Dominance manned fighter, the F-47.
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RESTORE THE WARRIOR ETHOS BY:
	� Giving a pay raise to our military and making investments to increase 

their quality of life.

	� Prioritizing military excellence, readiness, and increasing recruiting 
efforts.

REBUILD THE MILITARY AND REVITALIZE 
AMERICA’S DEFENSE INDUSTRIAL BASE BY:

	� Realizing savings through reform and optimization that can be applied 
directly towards increased lethality.  In partnership with the Department 
of Government Efficiency, the Department continues to assess its 
workforce requirements across the enterprise and implement strategic 
reforms to our acquisition processes and business practices.

	� Investing in our industrial base for critical requirements, such as 
munitions and ships, including submarines.

ORGANIZATION

The Secretary of Defense is the principal assistant and advisor to the President in all matters relating to the Department 
and exercises authority, direction, and control over the Department in accordance with  
Title 10, United States Code, section 113(b).  The Department is comprised of the:  Office of the Secretary of Defense (OSD); 
Joint Chiefs of Staff; Joint Staff; Military Departments; Combatant Commands; Office of Inspector General of the DoD; 
Defense Agencies; DoD Field Activities; other offices, agencies, activities, organizations; and, commands established or 
designated by law, the President, or the Secretary of Defense.

More information on the Department’s history, leadership, and structure is available on the DoD website.

Secretary of Defense Pete Hegseth poses for a photo with midshipmen during his visit to the U.S. Naval Academy, Annapolis, Maryland, April 1, 2025. 
(DoD photo by U.S. Navy Petty Officer 1st Class Alexander Kubitza)
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The Department reports the below organizations by 
major programs in the Statement of Net Cost.

DEPARTMENT OF THE 
ARMY

The Department of the Army 
includes the Department of the 
Army General Fund and Working 
Capital Fund.

DEPARTMENT OF THE 
NAVY

The Department of the Navy 
includes the United States Navy 
General Fund, Department of the 
Navy Working Capital Fund, and 
the United States Marine Corps 
General Fund.

DEPARTMENT OF THE 
AIR FORCE

The Department of the Air Force 
includes the United States Air 
Force General Fund and Working 
Capital Fund, and the United States 
Space Force General Fund.

SUPPORT 
ACTIVITIES

The Department of Defense 
Support Activities include Other 
Defense Organizations except 
for the Military Retirement Fund, 
and activities under the Military 
Departments.

MILITARY 
RETIREMENT FUND

The Military Retirement Fund 
(MRF) includes funding to support 
retired military personnel.

CIVIL 
WORKS

Civil Works includes the United 
States Army Corps of Engineers 
(USACE) Civil Works programs.
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FINANCIAL POSITION & CONDITION

RESOURCES

In FY 2025, the Department received total appropriations of $1,312.1 billion from Congress (see Figure 1).

Figure 1.  Trend in DoD Appropriations

Appropriations
(Dollars in billions)

FY 2025 FY 2024 FY 2023 FY 2022 FY 2021

DoD Budget Authority  $� 861.5  $� 909.7  $� 851.8  $� 776.6  $� 704.8 

Treasury contribution for Military 
Retirement and Health Benefits

 191.4  181.0  141.0  125.0  114.9 

Civil Works Projects executed  
by USACE

 10.9  10.6  11.7  25.9  6.2 

Trust Fund Receipts  313.8  288.2  232.6  283.1  215.9 

Trust Fund Resources Temporarily  
not Available

 (218.8)  (195.3)  3.6  (191.1)  (136.7)

Reconciliation Funding  153.3  -    -    -    -   

Appropriations (Discretionary and 
Mandatory) Reported on Statement  
of Budgetary Resources (SBR)

$� 1,312.1 $� 1,194.2 $� 1,240.7 $� 1,019.5 $� 905.1

Discretionary Budget Authority

Discretionary Budget Authority, commonly referred to as funding, represents the majority of the appropriations the 
Department receives from Congress.  For FY 2025, Congress provided such funding through the American Relief Act  
(div. B of P.L. 118-58 (Disaster Relief Supplemental Appropriations Act)) as well as a series of continuing resolutions, 
culminating in the Full-Year Continuing Appropriations Act (div. A of P.L. 119-4).  This discretionary funding totaled  
$861.5 billion for FY 2025, appropriated across seven categories (see Figure 2).

Figure 2.  FY 2025 Discretionary Budget Authority

Appropriation Category
FY 2025

Dollars in 
billions Percentage

Operation and Maintenance $�  339.0  39.4%

Military Personnel  185.6  21.5%

Procurement  174.0  20.2%

Research, Development, Test, and Evaluation  141.8  16.5%

Military Construction  17.1  2.0%

Family Housing  2.1  0.2%

Revolving Funds  1.9  0.2%

Total Discretionary Budget Authority $�  861.5  100%
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Operation and Maintenance

FY 2025 Operation and Maintenance (O&M) appropriations decreased by $24.2 billion from FY 2024.  Generally, funds 
in this category provide for the Department’s day-to-day costs.  This includes amounts for: training and operations, 
civilian pay, contract services for maintenance of equipment and facilities, fuel, supplies, and repair parts for weapons and 
equipment.

Military Personnel

FY 2025 Military Personnel appropriations increased by $9.1 billion from FY 2024.  Generally, funds in this category 
provide for military compensation to the Active and Reserve members of the Military Services.  This includes various types 
of pay, benefits, and DoD contributions to retirement savings under the Blended Retirement System.  Specifically, FY 2025 
Military Personnel appropriations included funding for a 4.5 percent military base pay raise effective January 1, 2025.

Procurement

FY 2025 Procurement appropriations decreased by $26.9 billion from FY 2024.  Generally, funds in this category provide 
for the acquisition of equipment.  This includes: unmanned aerial systems; air and missile defense systems across the 
operational force; additional aircraft to replace combat-worn strike fighters, ammunition, spare parts for existing 
equipment to maintain combat readiness; and, individual personal protective gear to support the warfighter.

Research, Development, Test, and Evaluation

FY 2025 Research, Development, Test, and Evaluation (RDT&E) appropriations decreased by $6.3 billion from FY 2024.  
Generally, funds in this category provide for critical investments in: basic and applied technologies; advanced technology 
development, prototypes and design; development for major acquisition programs; and, upgrades to ensure weapon 
systems used today—and those developed for the future—provide capabilities to maintain a technological advantage over 
potential adversaries.

Military Construction

FY 2025 Military Construction appropriations increased by $0.1 billion from FY 2024.  Generally, funds in this category 
provide for the improvement of existing infrastructure as well as the construction of new facilities for operational and 
training needs, unaccompanied housing, and other buildings to support the DoD mission worldwide.

Family Housing

FY 2025 Family Housing appropriations increased by $0.1 billion from FY 2024.  Generally, funds in this category provide 
for: the construction of new housing; improvements to existing housing units; operation and maintenance of government 
- owned housing; and, the leasing of housing facilities domestically and internationally.  Additionally, the funds provide for 
the oversight of the Military Housing Privatization Initiative (MHPI), which enables the Military Departments to leverage 
private sector expertise and funding to accelerate the improvement and sustainment of quality installation housing in 
the U.S. and its territories.  Under the MHPI program, private sector partners own, operate, and maintain housing units, 
commonly under a ground lease with the host installation.
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Revolving Funds

FY 2025 Revolving Funds decreased by $0.1 billion from FY 2024.  Generally, funds in this category provide direct 
appropriations into the Defense Working Capital Fund (DWCF) to buy operating materials and supplies, or transport 
personnel, materiel, or other items required to satisfy a mobilization condition.  Annual direct appropriations support 
the Defense Commissary Agency (DeCA), to support various activities including the cost of operating commissaries, 
headquarters operations, and field operating activities.  When a new DWCF activity is established, its founding cash 
corpus is established by a direct appropriation.  Reprogramming associated with increased fuel cost also contributes to the 
DWCF.

Additional information regarding FY 2025 DoD Programs can be found on the Department’s public website.

Civil Works Projects Executed by USACE

FY 2025 funding received for Civil Works projects increased by $0.3 billion from FY 2024.  The funding received in  
FY 2025 was used to execute a number of civil works projects that included: supporting commercial navigation; protecting, 
restoring, and managing the aquatic ecosystem; and, reducing storm and flood damage.  The Congress appropriates 
funding directly to the USACE under the Consolidated Appropriations Act, 2024, and Infrastructure Investment and Jobs Act.

MANDATORY APPROPRIATIONS

In addition to the discretionary budget authority received from annual appropriation acts, the Department also receives 
mandatory appropriations from the provisions of previously enacted laws.  The amounts the Department receives for 
these mandatory appropriations are generally stipulated by statutorily defined criteria.

Treasury Contribution for Military Retirement and Health Benefits

The Department of the Treasury (Treasury) is required to contribute payments to the Military Retirement Fund (MRF), 
under the provisions of 10 U.S.C. § 1466(c)(1) and for the Medicare-Eligible Retiree Health Care Fund (MERHCF), under 
the provisions of 10 U.S.C. §1116(a)(1).  The funds cover: (1) a portion of the present value of future benefits payments to 
be paid to eligible retirees; and, (2) the fiscal year’s amortization of the funds’ unfunded liability.  The Secretary of Defense 
determines the amounts of these contributions based on projection models that rely on data (e.g., average force strength) 
and assumptions (e.g., future inflation rates).

Trust Fund Receipts

Funds are paid into multiple DoD trust funds, primarily MRF and MERHCF, from various sources including the Treasury 
contributions, described above, and payments from the Uniformed Services (i.e., the Military Services), the  
National Oceanic and Atmospheric Administration, and the Commissioned Corps of the U.S. Public Health Service to cover the 
cost of benefits earned in the current year, and interest earned on Treasury investments held by the trust funds.  See Note 
21, Disclosures Related to the Statement of Budgetary Resources (SBR), in the Financial Section, for additional information.

Trust Fund Resources Temporarily Not Available

Certain resources that were appropriated in the current year are precluded from obligation during the current year by a 
provision of law, such as a benefit formula or limitation.  The Department will obligate these resources in future years to 
pay the current unfunded liabilities of the corresponding trust funds.
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Creating Helpful Incentives to Produce Semiconductors (CHIPS)

The Department received $400.0 million in mandatory funding in the CHIPS Act of 2022 for FY 2023 to FY 2027 to 
facilitate the procurement of semiconductors in the United States.  Of the $400.0 million appropriated in FY 2025, the 
Department obligated $131.1 million as of September 30, 2025.  These funds may not be apportioned or obligated until 
the enactment of the respective year’s full-year appropriations for the Department.1

Reconciliation Funding

During FY 2025, Public Law 119-21, was passed by the Congress and signed into law by the President on July 4, 2025.  
DoD received $153.3 billion in multi-year, mandatory appropriations to fund Administration priorities, including: Golden 
Dome for America, Shipbuilding and the Maritime Industrial Base, Servicemember Quality of Life, Restocking America’s 
Arsenal of Munitions, Nuclear and Pacific Deterrence, Border Security, Enhancing Military Readiness and Air Superiority 
and Achieving a Clean Audit.  This funding will be apportioned to DoD over multiple fiscal years in accordance with 
Congressionally approved spend plans.

1. CHIPS funding is not shown on Figure 1 due to rounding.

Republic of Korea (April 7, 2025) Rear Adm. Todd F. Cimicata, commander, Logistics Group Western Pacific/Task Force 73 (COMLOG WESTPAC/
CTF-73), speaks with Republic of Korea (ROK) Navy Cmdr. Dong Sakong, the commanding officer of the Tongyeong-class salvage and rescue ship 
ROKS Gwangyang (ATS-32), during a tour as part of a joint dive and salvage exercise at Jinhae Naval Base, Republic of Korea, April 7, 2025.   
(U.S. Navy photo by Mass Communication Specialist 2nd Class Jordan Jennings)
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SUPPLEMENTAL AND EMERGENCY RESPONSE FUNDING

Public Law 118-158, the “American Relief Act, 2025”, was passed by the Congress and signed into law by the President on 
December 21, 2024.  The DoD received $6.6 billion under Division A of P.L. 118-158 (Further Continuing Appropriations 
Act, 2025) and $5.2 billion under Division B of P.L. 118-158 (Disaster Relief Supplemental Appropriations Act). 

NATURAL DISASTER RESPONSE

This act provided the Department with an additional $5.2 billion of supplemental funds across multiple appropriation 
categories for necessary expenses related to the consequences of several severe storms that occurred in calendar years  
2023 to 2024 such as hurricanes Ian, Nicole, Idalia, Helene, Milton, and Typhoon Mawar.

As of FY 2025, the Department obligated a cumulative total of $3.5 billion, and $1.7 billion remains available for future 
obligation. 

SUBMARINE INDUSTRIAL BASE UPLIFT

This act provided the Department with an additional $5.7 billion of supplemental funding in the Shipbuilding and 
Conversion, Navy appropriation for the Virginia Class Submarine program and for workforce wage and non-executive 
salary improvements for other nuclear-powered vessel programs. 

As of FY 2025, the Department obligated a cumulative total of $4.2 billion, and $1.5 billion remains available for future 
obligation.

NATIONAL SECURITY SYSTEMS RISK REDUCTION AND MODIFICATION

This act provided the Department with an additional $913.4 million of supplemental O&M funds to conduct risk reduction 
and modification of National Security Systems. 

As of FY 2025, the Department obligated a cumulative total of $913.4 million, and $0.0 million remains available for future 
obligation. 

Flags and shovels are displayed prior to the Space Campus groundbreaking ceremony within the U.S. Central Command area of responsibility on  
Jan. 14, 2025.  (U.S. Air Force photo by Senior Airman Violette Hosack)
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Retired Lt. Col. Bill Buice, a former A-1 Skyraider 
pilot, poses for a photo in front of the new OA-1K 
Skyraider II at Hurlburt Field, Fla., April 3, 2025.  
The OA-1K Skyraider II takes its name from the A-1 
Skyraider, which Buice flew in Vietnam from June 
1967-July 1968 before being shot down, forcing him 
to medically retire.  (U.S. Air Force photo by Staff Sgt. 
Natalie Fiorilli).

BUDGETARY RESOURCES

The Department’s total budgetary resources represent the total funding available for its operation, and the relationship 
between the budgetary resources and the outlays made against them.  In accordance with federal statutes and related 
regulations, obligations may be incurred, and payments made only to the extent that budgetary resources are available to 
cover such items.  In FY 2025, the Department reported $1.9 trillion in total budgetary resources (see Figure 3).

Figure 3.  Composition of DoD Total Budgetary Resources (Unaudited)

Description
(Dollars in billions) 

FY 2025 FY 2024 FY 2023 FY 2022 FY 2021

Appropriations (Discretionary and 
Mandatory) Reported on SBR

$� 1,312.1 $� 1,194.2 $� 1,240.7 $� 1,019.5 $� 905.1

Unobligated Balances from Prior 
Year Budget Authority

 335.7  288.4  269.1  213.8  211.2 

Spending Authority from Offsetting 
Collections

 151.1  140.0  240.9  150.3  153.7 

Contract Authority  97.3  90.7  90.9  81.2  74.0 

Total Budgetary Resources $� 1,896.2 $� 1,713.3 $� 1,841.6 $� 1,464.8 $� 1,344.0

Of the $1.9 trillion in Total Budgetary Resources for FY 2025, $1.5 trillion was obligated.  The remaining Unobligated 
Balance of $0.4 trillion relates primarily to appropriations available to cover multi-year investment projects requiring 
additional time for procurement of goods and services.

Expired unobligated appropriations remain available for five years after expiration for valid upward adjustments to prior 
year obligations but are not available for new obligations.  In FY 2025, the amount of the Expired Unobligated Balance,  
End of Year increased by $1.9 billion to $26.9 billion in FY 2025 from $25.0 billion in FY 2024.  In carrying out its 
operations, the Department must balance the goal of judiciously obligating available budgetary resources before 
they expire with the mandate to avoid over-obligating or over-expending funds, which may result in a violation of 
the Antideficiency Act. Consequently, the Department must always maintain a prudent level of expired unobligated 
appropriations to facilitate these adjustments in accordance with  31 U.S.C. §1553.

See Note 21, Disclosures Related to the Statement of Budgetary Resources, in the Financial Section for additional information.
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FINANCIAL PERFORMANCE

The following table summarizes the Department’s condensed FY 2025 financial position and results of operations, 
including comparisons of financial balances from the current year to the prior year (see Figure 4).  Further details on 
causes of significant changes and trends can be found on the DoD major program pages.

Figure 4.  Financial Performance Summary (Unaudited)

Dollars in billions FY 2025 FY 2024
Increase/(Decrease)

$ %

NET POSITION

Assets:

Fund Balance with Treasury $� 1,005.7 $� 855.5 $� 150.2 17.6%

Investments, Net 2,240.6 2,020.8 219.8 10.9%

Accounts Receivable  18.5 18.6  (0.1) -0.6%

Other Assets* 17.4 12.6  4.8 38.1%

Inventory and Related Property, Net  386.4 368.6 17.7 4.8%

General and Right-to-Use Property,  
Plant and Equipment, Net  983.0 849.5  133.5 15.7%

Total Assets  $� 4,651.7  $� 4,125.6  $� 526.0  12.7%

Liabilities:

Accounts Payable $� 49.8 $� 45.8 $�  4.0 8.6%

Other Liabilities** 39.1 41.6  (2.5) -6.1%

Federal Employee and Veteran Benefits Payable 4,532.2 4,145.5 386.7 9.3%

Environmental and Disposal Liabilities 108.0 101.1  6.9 6.9%

Total Liabilities  $� 4,729.1  $� 4,334.0  $� 395.1  9.1%

COSTS

Gross Program Costs $� 1,152.0 $� 1,110.3 $� 41.7 3.8%

Less: Earned Revenue  (231.3)  (168.6)  (62.7) 37.2%

Losses/(Gains) from Actuarial Assumption Changes for 
Military Retirement Benefits  242.0  236.8  5.2 2.2%

Net Cost of Operations  $� 1,162.7  $� 1,178.4  $� (15.7)  -1.3%

Net Position (Assets minus Liabilities)  $� (77.4)  $� (208.4)  $� 131.0  -62.8%

* Other Assets includes Other Assets, Cash & Other Monetary Assets, Advances & Prepayments, and Loans Receivable
** Other Liabilities includes Other Liabilities, Debt, Loan Guarantee Liability, Advances from Others, and Deferred Revenue
Rounding may cause small differences in totals
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As of September 30, 2025, the Department’s $4.7 trillion in assets predominantly comprises Investments; Fund Balance 
with Treasury (FBwT); General and Right-to-Use Property, Plant and Equipment, Net (GPP&E); and Inventory and Related 
Property (I&RP), which together represented 99.2 percent of the Department’s assets (see Figure 5).

Figure 5.  Summary of Total Assets (Unaudited)

TREND IN ASSETS
$ in Billions

2021

All Other Assets Investments

$3,243.1
$3,528.7

$3,795.0

$4,125.6

$4,651.7

2022 2023 2024 2025

1,801.1 1881.7 1,986.1 2,104.9 2,411.1

1,442.0 1,647.0 1,808.9 2,020.8 2,240.6

FY 2025 ASSETS
$ in Billions

$2,240.6 (48.2%)
Investments

$1,005.7 (21.6%)
Fund Balance with 
Treasury

$983.0 (21.1%)
General and Right-to-
Use Property, Plant and 
Equipment, Net

$386.4 (8.3%)
Inventory and 

Related Property
$17.4 (0.4%)
Other Assets*

$18.5 (0.4%)
Accounts Receivable

*Includes Other Assets, Cash and 
Other Monetary Assets, Advances and 
Prepayments, and Loans Receivable.

During FY 2025 the Department’s total assets 
increased by $526.0 billion (12.7 percent) over 
the FY 2024 amount, primarily attributable to 
the following changes:

	� Investments in securities issued by the 
Treasury increased by $219.8 billion 
due to normal portfolio growth funded 
by contributions provided by Treasury 
and the Uniformed Services. See Note 5, 
Investments, Net, in the Financial Section 
for more information.

	� FBwT increased $150.2 billion, primarily 
as a result of increases in budgetary 
resources received over recent years. 
See Note 3, Fund Balance with Treasury, 
in the Financial Section for more 
information.

	� GPP&E increased by $133.5 billion 
largely driven by asset additions, 
recognition of previously unrecorded 
asset costs, and updates to depreciation 
estimates reflecting revised useful 
lives.  Increases were also related to 
construction-in-progress related to 
vessel development and adjustments to 
asset values.  Depreciation estimates 
were also revised to align with updated 
equipment lifespans.  These changes 
reflect ongoing efforts to improve 
financial reporting accuracy.  See Note 9, 
General and Right-to-Use PP&E, Net in the 
Financial Section for more information.

	� I&RP increased by $17.7 billion 
primarily due to inventory revaluation, 
reconciliation adjustments, and asset 
reclassification to improve accuracy and 
compliance with financial standards.  
These actions reflect a broader 
initiative to enhance transparency and 
consistency in asset reporting.  See 
Note 8, Inventory and Related Property, 
Net in the Financial Section for more 
information.
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As of September 30, 2025, the Department’s $4.7 trillion of liabilities predominantly comprises Federal Employee and 
Veteran Benefits Payable, which represented 95.8 percent of the Department’s liabilities  (see Figure 6).

Figure 6.  Summary of Total Liabilities (Unaudited)

Federal Employee and Veteran Benefits Payable All Other Liabilities

TREND IN LIABILITIES
$ in Billions

2021 2022 2023 2024 2025

$2,988.0

$3,751.1
$3,950.3

$4,334.0

$4,729.1

2,823.1 3,578.6 3,768.2 4,145.5 4,532.2

164.9

172.5
182.1

188.5

196.8

FY 2025 LIABILITIES
$ in Billions

*Includes Other Liabilities, Debt, and 
Loan Guarantee Liability

$24.9 (0.5%)
Other Liabilities*

$14.2 (0.3%)
Advances from Others and 
Deferred Revenue

$4,532.2 (95.8%)
Federal Employee and 

Veteran Benefits Payable

$49.8 (1.1%)
Accounts Payable

$108.0 (2.3%)
Environmental and 
Disposal Liabilities

The Department’s liabilities are backed by the 
full faith and credit of the U.S. Government. 
In FY 2025, the Department’s total liabilities 
increased by $395.1 billion (9.1 percent) over 
the FY 2024 amount, primarily attributable to 
the following changes:

	� The Federal Employee and Veteran 
Benefits Payable increased by  
$386.7 billion, primarily attributable to 
a $244.7 billion increase in the actuarial 
liability of the Military Retirement 
Fund and a $142.1 billion increase in 
the actuarial liability in the Medicare-
Eligible Retiree Healthcare Fund.  See 
Note 13, Federal Employee and Veteran 
Benefits Payable, in Financial Section for 
more information.
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The major programs composing the greatest share of the Department’s $920.7 billion FY 2025 Net Cost of Operations 
were Department of the Air Force; Department of the Army; Department of the Navy; Support Activities, and Military 
Retirement Fund which together represented 98.6 percent of the Department’s Net Cost of Operations (see Figure 7).

Figure 7.  Summary of Net Cost Operations (Unaudited)

TREND IN NET COST OF OPERATIONS
$ in Billions

2021

$821.2

$1,348.7

$945.8

$1,178.4 $1,162.7

2022 2023 2024 2025

$13.1 (1.4%)
Civil Works

FY 2025
NET COST OF OPERATIONS

$ in Billions

$233.6 (25.4%)
Department of  
the Air Force

$207.2 (22.5%)
Department of 
the Navy

$138.3 (15.0%)
Department of 
the Army

$233.5 (25.4%)
Support Activities

$95.1 (10.3%)
Military Retirement 
Fund

During FY 2025, the Department’s Net Cost of 
Operations decreased $15.7 billion  
(1.3 percent) over the FY 2024 amount.
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PERFORMANCE OVERVIEW

STRATEGIC PRIORITIES AND OBJECTIVES

The FY 2026 to 2030 DoD Strategic Plan outlines both strategic and performance goals and measures, designed to 
achieve the Administration’s priorities (as reflected in Congressional Mandates, Executive Orders, Memoranda, and 
Proclamations) and DoD’s top business operational goals.  The FY 2025 performance results will be published in the  
FY 2026 to 2030 DoD Strategic Plan, to be submitted alongside the President’s Budget for FY 2027, and made available to 
the public on the Director of Administration and Management (DA&M)’s website.

The Ticonderoga-class guided-missile cruiser USS Philippine Sea (CG 58) departs Naval Station Norfolk, Jan. 20th, 2024. 
(U.S. Navy photo by Chief Mass Communication Specialist Evan Thompson)
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MAJOR PROGRAMS

DEPARTMENT OF 
THE ARMY
MISSION
The Department of the Army (or the Army) mission remains constant: to 
deploy, fight, and win our Nation’s wars by providing ready, prompt, and 
sustained land dominance by Army forces across the full spectrum of 
conflict as part of the Joint Force.  The Army mission is vital to the Nation 
because we are a service capable of defeating enemy ground forces and 
indefinitely seizing and controlling those things an adversary prizes most 
- its land, resources, and population.

SIGNIFICANT CHANGES IN FINANCIAL POSITION & CONDITION

	� Other Than Intragovernmental, Other Assets for General Fund (GF) increased by $0.9 billion (45.7 percent) primarily 
due to an increase in permanently removed but not yet disposed GPP&E, mostly consisting of wheeled and tracked 
combat assault and tactical vehicles.  Other Assets reflect equipment reclassified as permanently removed from 
service. 

	� Net Change in Unexpended Appropriations (Includes Funds from Dedicated Collections) for GF decreased by  
$14.3 billion (76.3 percent) primarily due to  the $8.6 billion decrease in appropriations received as well as  
$8.5 billion increase in appropriations used.  These changes were impacted by the higher beginning balance for FY 
2025 that in turn resulted from the $18.7 billion increase in appropriations realized during the prior year  
(see FY 2024 Army Annual Financial Report).

	� Unapportioned, unexpired accounts for GF increased by $6.1 billion (7,489.9 percent) primarily due to increases of 
$2.9 billion in the Army’s Operation and Maintenance authority, and $1.5 billion and $1.3 billion related to Military 
Personnel and Procurement, respectively.

	� Gross Costs for GF decreased by $20.3 billion (8.4 percent) primarily due to exchange-related losses reported as 
part of the Equipment data call, partially offset by $1.0 billion less in exchange-related losses reported within the 
Operating Materials & Supplies (OM&S) data call for FY 2025.

	� Earned Revenue for GF increased by $40.1 billion (144.7 percent)  primarily due to exchange-related gains due to 
cumulative adjustments for accumulated depreciation, reflecting the Army General Fund’s adoption of Equipment 
useful lives, as directed by the DoD Financial Management Regulation.

	� Other Than Intragovernmental, I&RP, Net for WCF increased by $0.9 billion (4.6 percent) primarily due to  the 
recording of new OM&S activity of spare and repair parts.
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KEY PERFORMANCE RESULTS

The Army Working Capital Fund’s (AWCF) key performance measures include its: Net Operating Results (NOR) and 
Accumulated Operating Results (AOR), Performance to Promise, and Supply Availability. 

The NOR and AOR performance measure represents the difference between revenues and costs, measuring the net cost 
of operations within a single year.  The goal of the AWCF is for costs to equal revenue at the end of the fiscal year, with 
AOR representing the cumulative NOR since the AWCF’s inception.  The AOR is used to assess operational performance 
relative to the ability to recover costs and maintain sufficient capital to fund operations.  The goal is to achieve an AOR of 
zero in the budget year.  When the AOR is not zero, rates are revised for the subsequent fiscal year, either at year-end or as 
needed.

The Performance to Promise performance measure reflects the AWCF’s commitment to supporting materiel throughout 
its entire lifecycle.  It ensures that equipment can be maintained in operational environments with minimal resources, 
supporting operational readiness and sustainability.  The Cumulative Performance to Promise Metric evaluates the 
Army’s ability to meet customer requirements by tracking monthly command schedule performance goals.  Army Material 
Command (AMC) has set a target of 100.0 percent for this metric, indicating expected performance within established 
timelines.  In FY 2024, the Information’s Operations (IO) met requirements within the planned timeframe more than  
90.0 percent of the time. 

The Supply Availability (SA) performance measures the depth and breadth of inventory required to meet tactical units’ 
demands across the full spectrum of military operations.  The goal is to release orders within the required month based 
on delivery deadlines.  The SA fill rate is the percentage of orders released out of the total due for the month.  AMC has 
established a target has established a target SA rate of 92.0 percent for materials critical to readiness.

SIGNIFICANT OPPORTUNITIES & RISKS

Inventory Backorders
	� Opportunity: Army can reduce inventory backorders, which would increase supply availability fill rates and enhance 

operational capacity to fulfill current orders within the current year’s budget.

Performance to Promise
	� Opportunity: Army can improve its Performance to Promise by reviewing and improving materiel lifecycle 

management guides.  This will identify and implement efficiencies to enhance lifecycle management processes, 
improve delivery timelines, and reduce costs. 

	� Risk and Mitigation: Reduced materiel maintenance operational capacity could decrease operational readiness 
for Performance to Promise.  To address this risk, Army intends to implement organizational cultural changes 
and process improvements, which are expected to stabilize costs while maintaining operational readiness within 
projected budget levels.

Supply Availability
	� Risk and Mitigation: Cost reductions and increased demand have accelerated inventory depletion beyond 

projections.  To mitigate this risk, the Army plans to enhance operational procedures to reduce costs and implement 
continuous inventory monitoring to anticipate higher demands.  These measures aim to maintain supply availability 
goals and support overall readiness at lower costs and with more predictable projected costs.
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DEPARTMENT OF 
THE NAVY
MISSION
To recruit, train, equip, and organize to deliver combat-ready Naval forces 
to win conflicts and wars, while maintaining security and deterrence 
through sustained forward presence.

SIGNIFICANT CHANGES IN FINANCIAL POSITION & CONDITION

	� General and Right-to-Use Property, Plant, and Equipment, Net Other than Intragovernmental increased by  
$29.3 billion (6.2 percent) primarily due to  increases in investments in shipbuilding of $17.1 billion and adjustments 
to accumulated depreciation to standardize placed in service dates for Buildings and Equipment of $11.5 billion.

	� Gross Cost increased by $23.3 billion (11.0 percent) primarily due to:

1.	 Valuation changes of various PP&E assets of $6.3 billion.
2.	 Losses due to a price increase on electronic equipment for the United States Ship (USS) Arleigh Burke of  

$5.7 billion.
3.	 A reclassification of operating materials and supplies considered excess, obsolete, and unserviceable,  primarily 

ammunition and scrap metal, of $2.8 billion.
4.	 A loss from inventory returned to the Navy of $1.3 billion.

	� Earned Revenue increased $3.3 billion (11.0 percent) primarily due the Department of the Navy’s Working Capital 
Fund reported gains of $1.1 billion related to clean-up of historical balances.  Additionally, the Navy General Fund 
reported gains related to conversion of assets to the Enterprise Resource Planning (ERP) system of $780.0 million, 
and gains from the return of ship-based asset carcasses for credit with contractors of $714.0 million.

KEY PERFORMANCE RESULTS

The Department of the Navy (DON) key performance measures include: Strengthening Shipbuilding and the Maritime 
Industrial Base, Fostering an Adaptive Warfighting Culture, and Improving Personnel Health, Welfare, and Training.

The Strengthening Shipbuilding and the Maritime performance measure involves the DON to accelerate the efforts to 
expand domestic shipbuilding capacity, modernize public and private shipyards, strengthen supply chains, and address 
workforce shortages in the maritime industrial base.  These actions aim to deliver a robust, sustainable fleet to meet 
national defense needs.  The DON successfully added one Virginia Class Submarine and two Littoral Combat Ships (LCS) 
to the Fleet during the FY, further strengthening undersea dominance and expanding surface warfare capacity in support 
of a balanced and ready naval force.  Additionally, the DON is ensuring training and deployment requirements are fully 
supported to maintain Fleet readiness.  It is investing in critical maintenance for support ships and sustaining regular 
deployment cycles with a target of maintaining fifty-eight underway days per quarter for deployed forces.
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The Fostering an Adaptive Warfighting Culture performance measure is achieved through the DON to continue to 
strengthen accountability and readiness by improving how information is managed, protected and applied across the 
enterprise.  These efforts enhance the reliability and performance of supporting operations, ensuring that the naval 
mission is backed by capable, responsive and well-aligned internal practices.  The DON has advanced IT modernization 
by consolidating legacy networks, reducing technical debt, and adopting agile practices like Development, Security, and 
Operations (DevSecOps).  Operation Cattle Drive has divested obsolete business systems, enhancing cybersecurity 
and cloud integration.  These efforts, in alignment with FY 2025 budget priorities, establish a secure, agile, and digitally 
evolving infrastructure for maritime decision advantage.  Additionally, the DON is developing flexible, cost-effective, and 
robust security solutions that use commercial and government-furnished hardware and software, both of which can be 
tailored to any platform and in any operating environment.

The Improving Personnel Health, Welfare, and Training performance measure is achieved through the DON’s 
commitment to cultivating a forward-leaning, accountable warfighting culture that emphasizes innovation, leadership, 
and agility.  Concurrently, the DON continues to prioritize the quality of life, retention, and professional development of 
our military and civilian personnel.  The DON surpassed its FY 2025 recruiting goal, bringing in approximately 3,500 more 
than the target.  The DON also achieved 100.0 percent manning in key recruiting areas and maintained a strong civilian 
workforce.  Civilian personnel, such as accountants, auditors, and engineers provide support to the military personnel and 
most of them are direct hire.  Additionally, programs are being advanced to expand higher education opportunities for 
active-duty personnel and to strengthen officer development through Reserve Officers Training Corps (ROTC) training 
at colleges and universities.  Tuition assistance continues to provide pathways for Sailors to pursue academic goals, while 
ROTC remains focused on preparing future Navy officers.

SIGNIFICANT OPPORTUNITIES & RISKS

Strengthening Shipbuilding and the Maritime Industrial Base
	� Opportunity: Strategic investments in workforce development, shipyard modernization, and advanced 

manufacturing technologies offer the Navy the opportunity to dramatically reduce ship maintenance backlogs and 
cycle times.

	� Risk and Mitigation: Neglecting to modernize ship maintenance processes poses a significant risk to fleet readiness. 
Persistent backlogs and long cycle times will limit ship availability, increase operational strain, and potentially 
jeopardize mission success.  Successfully capitalizing on the opportunity for strategic investments will lead to 
increased fleet readiness, reduced operational costs, and a more resilient naval force.

Fostering an Adaptive, Accountable and Warfighting Culture
	� Opportunity: Consolidating IT systems under Navy ERP provides the Navy with a platform to improve resource 

management efficiency, ultimately contributing to the overall strength and effectiveness of the Department.

	� Risk and Mitigation: Failure to fully migrate to Navy ERP and maintaining disparate legacy systems will perpetuate 
inefficiencies, increase cybersecurity vulnerabilities, hinder data-driven decision-making, and impede the Navy’s 
ability to achieve and sustain auditability.  Completing the Navy ERP migration by FY 2026 will enable advanced data 
analytics, improving decision-making and bolstering audit readiness, translating to millions in potential savings and 
reducing the burden of compliance with IT regulations and auditability.

Improving the Health, Welfare and Training of Our People
	� Opportunity: Proactive investment in facility modernization presents a crucial opportunity to enhance naval 

capabilities and readiness.  The new Jacksonville shiplift and land-level repair facility serves as a model, 
demonstrating how targeted infrastructure improvements can triple dry-dock capacity, accelerate repairs, and 
significantly increase fleet availability. 

	� Risk and Mitigation: Deferring critical facility upgrades and modernization efforts exposes the Navy to significant 
operational risks.  Aging infrastructure can lead to equipment failures, reduced capacity, safety hazards, and 
increased maintenance costs, ultimately hindering the Navy’s ability to project power and respond effectively 
to global challenges.  Continued investment in  facility modernization projects across the enterprise can yield 
substantial improvements in operational effectiveness.
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DEPARTMENT OF 
THE AIR FORCE
MISSION
The  U.S. Air Force (USAF) mission statement is: To fly, fight, and win...
airpower anytime, anywhere. The  U.S. Space Force (USSF)’s mission 
statement is: Secure our Nation’s interests in, from, and to space.

SIGNIFICANT CHANGES IN FINANCIAL POSITION & CONDITION

	� Advances from Others and Deferred Revenue for GF increased by $3.5 billion (117.9 percent) primarily due to 
advances with Department of Commerce specifically regarding Public Law 117-167, 31 United States Code 3324.  
Additionally, the increase was also driven by changes with other selected activities, which resulted in a change in 
coding from internal to the Department of the Air Force (DAF) to Unknown Trading Partners (Unidentified).

	� Net Changes in Unexpended Appropriations for GF increased by $14.1 billion (133.6 percent) primarily due to:

1.	 Operations and Maintenance (O&M) Air Force Active of $7.1 billion increase.
2.	 Procurement of $5.2 billion increase from a combination of increase of $9.2 billion on Aircraft Procurement 

offset by a decrease of $3.1 billion on Other Procurement and a decrease of $0.9 billion on  
Missile Procurement & Ammunition.

3.	 Military Personnel (MILPERS) $2.6 billion increase from a combination of $2.5 billion increase is associated 
with MILPERS, Air Force and $0.1 billion increase is associated with Medicare-Eligible Retiree Health Fund 
Contribution Air Force.

4.	 Research, Development, Test, and Evaluation (RDT&E) on Air Force Active of $1.1 billion increase.

	� Family Housing & Military Construction (MILCON), Gross Cost for GF decreased by $7.0 billion (143.9 percent) 
primarily due to  the decrease in MILCON was due to the rebaseline of Real Property (RP) assets during 4Q of  
FY 2025 to move balances between systems and revalue the RP population under Statement of Federal Financial 
Accounting Standards (SFFAS) 50.  The rebaseline removed the assets from various appropriations were due to 
posting logic in the Accountable Property System of Record, however total Statement of Net Cost (SNC) was not 
affected.

	� Net Cost of Operations for WCF increased by $3.0 billion (127.5 percent) was primarily due to the $2.3 billion 
adjustment required to correct an overstatement in inventory resulting from erroneous posting logic within 
the Financial Inventory Accounting and Billing System (FIABS).  FIABS incorrectly valued inventory when the 
Maintenance division completed the repair of an asset and transferred the item back to the Supply division.  
This caused a negative net inventory value being recorded in the ‘Held for repair’ account and an automated 
reconciliation was used to correct the balances.  However, the reconciliation does not address the in-transit account.  
Therefore, causing the overstated amount to not be corrected resulting in the increase in Net Cost of Operations 
reported in FY 2025.
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KEY PERFORMANCE RESULTS

The DAF key peformance measures include: Comprehensive Modernization, Collaborative Combat Aircraft (CCA) 
program, and Investing in Critical Infrastructure and Information Systems.

Comprehensive Modernization performance measure represents the advancement of the DAF agenda.  The goal is to 
integrate cutting-edge autonomous systems upgrading critical infrastructure, and streamlining IT operations to enhance 
mission readiness and operational effectiveness across the force.

The Collaborative Combat Aircraft (CCA) program performance measure represents the DAF’s effort to integrate 
autonomous systems into the future force and the DAF began ground testing for the CCA program which was a major 
milestone.  By leveraging open architectures and commercial technologies, CCA allows for rapid integration, iterative 
upgrades, and scalable production.  The goal of the CCA program is to accelerate fielding through innovative design, 
acquisition strategies, and to turn readiness into operational dominance.  This program will extend operational reach, 
enhance survivability, and deliver decisive advantages in highly contested environments at a fraction of the cost of 
traditional fighters. 

Investing in Critical Infrastructure and Information Systems performance measure represents the DAF’s modernization 
efforts, the DAF will reduce maintenance costs and system downtime, risks that directly impact daily operations and 
training.  The goal of the DAF is to commit to investing in critical infrastructure and information systems, while also 
providing greater transparency and insight into its spending and effectiveness of its IT investments. 

Other efforts included aligning the Headquarters Cyberspace Capabilities Center as a Field Operating Agency under the 
Office of the DAF Chief Information Officer to streamline and consolidate IT functions and ensure unity of effort in IT 
service delivery across the DAF.  By combining and aligning functions, the IT enterprise will be able to produce capabilities 
in shorter, more rapid development cycles ensuring requirements are expediently actioned and delivered to the force.

SIGNIFICANT RISKS

Modernization
	� Risk and Mitigation: DAF is facing an  increasingly complex and contested global security environment, the DAF 

is accelerating modernization efforts and prioritizing strategic investments across all domains to preserve its 
competitive edge, ensure mission resilience, and maintain decisive advantage over emerging threats.

Highly Contested Environments
	� Risk and Mitigation: To maintain and secure the DAF’s qualitative advantage in highly contested environments, the 

DAF invested roughly $174.0 million in advancing an operationally optimized Advanced Battle Management System 
to improve situational awareness and provide decision-support tools and roughly $675.0 million in fielding Next 
Generation Air Dominance systems which will allow the DAF to achieve control of the air.

Space Capabilities
	� Risk and Mitigation: The DAF is committed to enhancing and securing its space capabilities by investing roughly 

$1.3 billion in programs to enhance its space domain awareness such as the Deep Space Advanced Radar Capability, 
SILENTBARKER, and $9.1 billion in developing resilient space capabilities that guarantee its continuity of critical 
services to the joint forces.

Cybersecurity
	� Risk and Mitigation: The DAF relies on key cyber capabilities to conduct and support operations across all domains 

and to enhance U.S. military advantages.  Fortifying cyberspace operations remains a critical challenge that requires 
immediate and focused attention.  This commitment is underscored by initiatives to secure systems, networks, 
and data through network consolidation, modern software methodologies, and cloud hosting.  These efforts aim 
to maintain operational integrity, improve Department audit outcomes, enhance mission resilience, and reinforce 
global deterrence and assurance credibility.
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SUPPORT 
ACTIVITIES
MISSION
To support and prepare DoD Combat Forces.  This major program includes 
Other Defense Organizations, except for the Military Retirement Fund 
and the activities under the Military Departments.

SIGNIFICANT CHANGES IN FINANCIAL POSITION & CONDITION

	� The United States Transportation Command (USTRANSCOM) Earned Revenue increased by $1.2 billion (12.8 
percent) primarily due to increased workload and higher rates. Gross Costs increased by $0.2 billion (2.5 percent).   
The primary drivers of these financial shifts were an increased airlift and sealift workload attributable to missions in 
the United States Central Command, Southwest Asia, and the United States Indo-Pacific Command regions.

	� The Defense Information Systems Agency (DISA) WCF’s General and Right-to-Use PP&E increased by  
$133.6 million (9.0 percent) and other liabilities increased by $86.1 million (17.2 percent) primarily due to newly 
identified leased assets under SFFAS 54 and increased construction-in-progress for the Defense Information 
Systems Network Infrastructure Services.  Accounts receivable increased by $154.1 million (18.0 percent) primarily 
due to increase in intragovernmental receivables for various services (contracting, telecommunications and 
cybersecurity).  This reflects DISA’s ability to comply with new accounting standards, growing demand for DISA’s 
services across the DoD, and the decision to invest in modernizing its infrastructure, both of which are significant for 
DoD-wide asset management.
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KEY PERFORMANCE RESULTS

	� The Defense Advanced Research Projects Agency (DARPA) performance measure represents prioritizing 
accelerated innovation within the DoD Strategic Management Framework.  The DARPA Expedited Research 
Implementation Series (ERIS) is testing methods to reduce the time to contract award.  In its first five months, 
ERIS received over 250 submissions and achieved a procurement administrative lead time of just 5 days for the 
initial award.  This approach not only attracts new proposers and performers to agency efforts but also lowers 
their proposal and performance costs.  These initiatives align with Executive Order 14265 “Modernizing Defense 
Acquisitions and Spurring Innovation in the  Defense Industrial Base,” which emphasizes speed, flexibility, and 
efficient execution.

	� The Defense Acquisition University (DAU) performance measure represents playing a vital role in training 
military and civilian personnel in acquisition, technology, and logistics, which is essential the workforce.  DAU 
reduces costs by delivering standardized training and resources that improve the efficiency and effectiveness of 
acquisition processes, leading to better budget management and resource utilization.  For FY 2025, DAU’s Cost Per 
Learning Hour (LH) is approximately $38.77.  In comparison, the average cost per learning hour in private industry 
is approximately $124.00, according to the 2024 State of the Industry Report from the Association for Talent 
Development.  The projected total learning hours for FY 2025 are approximately 5.6 million, totaling $217.0 million.

	� The Defense Commissary Agency’s (DeCA) performance measure represents providing premier service to military 
patrons at a lower cost as Patron Savings is the key performance indicator.  DeCA’s savings goal for FY 2025 is  
25.0 percent, a target set since FY 2023.  The agency met its savings goal in both previous fiscal years—25.5 percent 
in FY 2023 and 25.0 percent in FY 2024—and achieved a 25.2 percent savings rate in FY 2025.  In FY 2025, DeCA’s 
sales totaled $4.8 billion, saving customers over $1.6 billion.  Projected sales for FY 2026 are $5.0 billion.

	� The Defense Threat Reduction Agency (DTRA) Weapons of Mass Destruction (WMD) Combat Support and 
Operations sub-activity group performance measure represents providing essential support to military leaders 
and forces confronting WMD threats.  This support includes assisting the Chairman of the Joint Chiefs of Staff, 
Combatant Commanders, and Military Services in countering threats from chemical, biological, radiological, 
nuclear, and high-yield explosive weapons, ensuring the safety and security of the United States, its forces, and 
its allies.  For the Mission Assurance programs, DTRA completed 125 Survivability, Mission Assurance, and Red 
Team Assessments.  These assessments identify vulnerabilities in critical systems, networks, and architectures that 
could be exploited below the level of armed conflict by state or non-state threat networks or impacted by natural 
or accidental hazards.  The insights from these assessments enable DTRA to provide recommendations to mitigate 
risks to critical infrastructure within the DoD portfolio, equipping leadership with vital information to determine 
appropriate vulnerability remediation, migration, or acceptance strategies.

	� DISA performance measure represents employing highly skilled and experienced teams of government and 
contractor personnel at Hybrid Compute centers to manage hardware and software applications encompassing a 
broad spectrum of computing, storage, and communications technologies.  The facilities have been designed and 
are managed to provide secure, available, and interoperable environments for processing under military control.  
Collectively these facilities provide a robust enterprise computing environment to over four million users through 
approximately: 17 mainframes; 10,000 servers; 73 petabytes of storage; 235,000 square feet of raised floor; and 
3,400 network devices.  Since FY 2007, the number of customer driven server operating environments has increased 
by 202.0 percent, and total storage gigabytes have increased by 1,110.0 percent.  The costs associated with 
operating and maintaining these data centers and providing assured computing services has decreased by  
4.0 percent since FY 2006.  Through centralized management, economies of scale, and optimized resource 
utilization, DISA’s computing services model has provided more server operating environments, for only a small 
percentage increase in cost.  This centralized approach saves the DoD resources compared to a decentralized 
approach where each component manages its own computing infrastructure.
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SIGNIFICANT OPPORTUNITIES & RISKS

DISA’s Cloud for Enhanced Warfighter Capabilities
	� Opportunity: DISA can leverage the Cloud for Enhanced Warfighter Capabilities, specifically through the Joint 

Warfighting Cloud Capability (JWCC) program.  This program is significant because it provides the DoD with 
direct access to multiple Cloud Service Providers (CSPs) to acquire commercial cloud capabilities and services at 
mission spe – at all classification levels, from headquarters to the tactical edge.  DISA plans provide for a strategy 
to aggressively leverage JWCC to transition legacy systems and applications to the cloud.  This transition will allow 
us to decommission outdated infrastructure, improve cybersecurity, and significantly enhance data accessibility for 
warfighters in the field.

	� Risk and Mitigation: There is an increasing workload on DISA’s existing data centers.  This is driven by growing data 
volumes, new technologies, and the need to support increasingly complex mission requirements.  To mitigate this 
risk, DISA is actively working to reduce its data center footprint through cloud migration and optimization efforts.  
By continuing to invest in modernization and optimization, DISA aim to avoid service disruptions, maintain data 
integrity, and prevent increased vulnerability to cyberattacks.

Defense Health Agency’s (DHA) Financial Reporting and Internal Control
	� Opportunity: Under the leadership of the Assistant Secretary of War for Health Affairs (ASW(HA)), the Defense 

Health Program (DHP) enterprise has an opportunity to continue to strengthen its financial reporting procedures.  
During FY 2025, DHA strengthened its financial reporting procedures and internal control environment, 
directly contributing to the Department’s vital financial statement audit objectives.  This year witnessed pivotal 
breakthroughs, including the successful remediation of the long-standing DHP Fund Balance with Treasury 
scope limitation – a critical milestone that unlocks greater financial transparency.  For the first time ever, the 
DHP successfully withstood rigorous audit testing of revenue generated from Medicare-eligible retiree medical 
encounters, demonstrating a new level of financial maturity. 

	� Risk and Mitigation: Further bolstering its audit posture, the DHP resolved a long-standing deficiency in 
civilian payroll reconciliation and oversight procedures, eliminating a persistent source of risk. Underscoring its 
commitment to innovative healthcare research, the U.S. Army Medical Research and Development Command 
flawlessly supported audit testing of DHP funds awarded through grants and cooperative agreements, proving the 
robust internal controls and consistent compliance now embedded within the DHP enterprise’s grant program.  
These achievements, while not exhaustive, represent a monumental leap forward in addressing prior-year audit 
findings, enhancing audit readiness, and positioning the DHP enterprise for continued audit success – a testament to 
ASW(HA)’s unwavering dedication to transparency and responsible stewardship of taxpayer dollars.

DTRA’s Strategic Environment
	� Opportunity: DTRA has the opportunity to improve the efficiency and effectiveness of agency-wide capabilities 

and further enhance DTRA’s reach across the Indo-Pacific.  DTRA can strengthen Countering Weapon of Mass 
Destruction Cooperation, Interoperability, and Posture by shaping capacity-building efforts that reinforce networks 
with Allies and partners that prevent and deter threat actors from acquiring, using or proliferating WMD materials, 
expertise, and delivery systems.

	� Risk and Mitigation: One of the biggest threats include the China’s unprecedented military buildup and its intent to 
seize control of the Indo-Pacific.  To meet these challenges, DTRA will develop a deeper partnership and presence 
with the Commonwealth of Australia, focused on enhanced operational and exercise support, expanded research 
and development, technical information sharing, and coordinated regional partner engagements.  In addition, the 
agency will continue to evaluate its forward posture to rebalance between embedded and reach back capabilities 
and deepen its partnership with the United States Strategic Command in light of growing nuclear risks from state 
actors.

DeCA’s Discount Savings
	� Opportunity: DeCA has a savings that represents a 25.0 percent discount over off base competitors.  Savings is 

DeCA’s greatest strength in this time of economic uncertainty and represents our greatest opportunity for increased 
sales.  Expanding fresh and prepared foods, offering CLICK2GO, a curbside pickup option, and improving produce 
are focus areas to maintain patron savings and increase sales.  DeCA is also working with industry to optimize its 
supply chain and increase its in-stock to 98.0 percent.
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USTRANSCOM Enhancing Global Mobility Capacity
	� Opportunity: USTRANSCOM has highlighted Enhancing Global Mobility Capacity as a significant opportunity.  

USTRANSCOM provides the essential surface, sealift, and airlift capacity to the Total Force and is concerned with 
the reduction in capacity, readiness, and availability of the organic Ready Reserve Force.

	� Risk and Mitigation: Adversaries are actively developing capabilities aimed at disrupting our mobility and 
sustainment operations across multiple domains.  A modernized and connected sealift, airlift and air refueling fleet 
are required to achieve a decisive advantage.  By 2032, 54.0 percent of government owned sealift ships will reach 
the end of their service life.  To address this concern, USTRANSCOM deploys initiatives to maintain aged material 
and purchase used vessels from the commercial market, supporting a modern and ready fleet.  USTRANSCOM 
is working with its DoD partners on recapitalization initiatives to enhance materiel modernization and capacity, 
including the production of U.S. government-owned fleet of ships, sealift tankers, and the next generation air 
refueling system.  These efforts will enhance our readiness to rapidly respond to complex and unplanned operations 
while guaranteeing our transportation capabilities are ready and responsive.

Air transportation specialists from the 621st Contingency Response Wing, 621st Contingency Response Squadron offload cargo from a KC-46 
Pegasus from the 157th Air Refueling Wing during exercise Turbo Distribution at Westover Air Reserve Base, Mass., March 11, 2025.   
(U.S. Air Force photo by Master Sgt. Tristan McIntire)
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MILITARY
RETIREMENT FUND
MISSION
DoD Military Retirement Fund (MRF) provides benefits for military 
members’ retirement from active duty and the reserves, disability 
retirement benefits, and survivor benefits.  The MRF accumulates funds 
to finance, on an actuarial basis, the liabilities of DoD and the U.S. Coast 
Guard (USCG) under military retirement and survivor benefit programs.

SIGNIFICANT CHANGES IN FINANCIAL POSITION & CONDITION

	� The Federal Employee and Veterans Benefits liability increased by $244.7 billion (14.0 percent) primarily due to  
increases in the actuarial liability and the liability for benefits due and payable.  The actuarial liability is adjusted at 
the end of the fiscal year based on revised actuarial assumptions, plan amendments, and experience.

	� Net Change in Cumulative Results of Operations increased by $43.5 billion (349.4 percent) primarily due to losses/
gains from Actuarial Assumptions Changes as it increased by $55.8 billion (53.0 percent).  The Earned Revenues 
increased by $11.3 billion (4.0 percent) primarily due to an increase in Interest Revenue of $6.2 billion.   
In addition, there was an increase in the contributions from Department of Treasury and Services for total of  
$5.1 billion in FY 2025.

KEY PERFORMANCE RESULTS

MRF’s key performance measures include Benefits to Military Retirees and Survivors, Intra-Governmental Securities and 
Federal Employees and Veteran Benefits.

Benefits to Military Retirees and Survivors performance measure represent the total benefits paid to the military 
retirees and annuitants during the fiscal year.  MRF paid approximately $80.5 billion in FY 2025 compared to 
approximately $72.2 billion in FY 2024. 

Intra-Governmental Securities was $1.8 trillion in FY 2025 which represents a large portion of DoD’s assets.   
The performance measure represents the total balance of the assets invested with U.S. Treasury.  The investments are a 
portfolio of Treasury securities including bonds, notes, and Treasury Inflation Protection Securities.  The growth in the 
total intra-governmental securities is primarily due to U.S. Treasury and Military Service contributions. 

Federal Employees and Veteran Benefits payable was $3.1 trillion in FY 2025.  The performance measure represents the 
actuarial liability, liability for benefits due and payable to the retirees and annuitants.
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CIVIL
WORKS
MISSION
The United States Army Corps of Engineers (USACE) has a 
multifaceted mission that supports both national defense and 
civil infrastructure. The USACE Civil Works (USACE-CW) mission 
supports three main areas: (1) Commercial Navigation; (2) Flood and 
Storm Damage Reduction; and (3) Aquatic Ecosystem Restoration.

SIGNIFICANT CHANGES IN FINANCIAL POSITION & CONDITION

Intragovernmental Accounts Receivable increased by $197.4 million (20.7 percent) primarily due to  disaster relief efforts 
for hurricane Helene in North Carolina, and the California Wildfires and Straight-line Winds.  The majority of this activity 
and the corresponding receivables increase occurred in FY 2025.

KEY PERFORMANCE RESULTS

Civil Works’s key performance measures include: Disaster Events Response and the Federal Emergency Management 
Agency (FEMA).

Disaster Events Response performance measure represents the response to disaster events.  In FY 2025, the USACE 
responded to 39 new disaster events providing critical support to Federal, State, Local, Territorial, and Tribal partners 
facing severe weather, flooding, and coastal storms.  Nationwide, more than 5,000 USACE personnel either deployed to 
affected areas or offered reach-back expertise to bolster response efforts.  The Corps utilized over $8.6 million in Flood 
Control and Coastal Emergencies (FCCE) funding to address a wide range of incidents, including three named storms — 
two of which were hurricanes — a glacial outburst in Alaska, atmospheric river conditions in the Pacific Northwest, major 
flooding along the Lower Mississippi River, and historic flood levels in Central Texas.

FEMA’s performance measure represents mission assignments for emergency response.  FEMA allocated approximately 
$3.9 billion for 89 mission assignments, primarily focused on debris removal following wildfires in Southern California 
and continued recovery operations related to Hurricane Helene.  Under its Civil Works authorities, USACE also leveraged 
National Emergency Preparedness Program funds to support response efforts following an aviation disaster on the 
Potomac River in Washington District of Columbia (D.C.), where the Corps collaborated with other federal agencies to 
remove wreckage obstructing the navigation channel.

SIGNIFICANT RISKS

Maintain the Reliability of Principal Inland Waterways and Coastal Ports
	� Risk and Mitigation: Many of the locks and dams on the inland waterways are beyond their design life and therefore 

require increased maintenance or will require rehabilitation to keep them functioning.  Additionally, the unit price 
of dredging for coastal port improvements has increased in recent years, primarily driven by fuel, steel, and labor 
costs.  Many recently completed channel improvement projects are experiencing increased maintenance dredging 
requirements, further adding to programmatic cost growth.  Environmental requirements and dredging windows 
impact dredging demand at times, increasing the costs of channel dredging.
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ANALYSIS OF SYSTEMS, CONTROLS, AND LEGAL COMPLIANCE

STATEMENT OF ASSURANCE
December 18, 2025

The Department of War (DoW) assessed the effectiveness of internal controls over financial reporting and operations 
in accordance with section 3512(d)(2) of Title 31, U.S. Code (commonly referred to as section 2 of the Federal 
Managers’ Financial Integrity Act of 1982 (FMFIA)) and Office of Management and Budget (OMB) Circular  
No. A-123.  Based on this assessment, as of September 30, 2025, the Department is unable to provide assurance 
over the effectiveness of internal controls in place to support reliable financial reporting with applicable laws and 
regulations.

The Department’s management identified 69 internal controls over reporting financial reporting material 
weaknesses across the following 22 areas:

	� Entity Level Controls

	� Fund Balance with Treasury

	� Financial Reporting Compilation – Beginning 
Balance 

	� Financial Reporting Compilation – DoD-wide 
Oversight and Monitoring

	� Financial Reporting Compilation – Budgetary 
Resources

	� Financial Reporting Compilation – Earned 
Revenue

	� Financial Reporting Compilation – Reconciliation 
of Net Cost of Operation to Outlays

	� Financial Reporting Compilation – Service 
Organization

	� Financial Reporting Compilation – Universe of 
Transactions

	� Financial Reporting Compilation – Unsupported 
Accounting Adjustment

	� Financial Reporting Compilation – Gross Cost

	� Financial Reporting Compilation – Leases

	� Accounts Payable – Contract / Vendor Pay

	� Accounts Payable – Healthcare Liabilities

	� Intradepartmental Eliminations and 
Intragovernmental Transactions (includes 
Reimbursable Work Orders)

	� Inventory

	� Operating Materials & Supplies 

	� General Property, Plant, & Equipment

	� Joint Strike Fighter Program

	� Real Property Assets

	� Environmental and Disposal Liabilities

	� Property in the Possession of Contractors

The Department assessed the effectiveness of internal controls over reporting operations in accordance with 
FMFIA section 2 and OMB Circular No. A 123.  Based on this assessment, as of September 30, 2025, the Department 
provides modified assurance over the effectiveness of internal controls in place to support effective and efficient 
programmatic operations and compliance with applicable laws and regulations.  The Department’s management 
identified 39 material weaknesses across the following 9 assessable units:

	� Acquisition

	� Communications

	� Comptroller and Resource Management

	� Contract Administration 

	� Financial Management Systems Modernization

	� Force Readiness

	� Manufacturing, Maintenance, and Repair

	� Personnel and Organizational Management

	� Support Services
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The Department assessed the compliance of DoW financial management systems in accordance with title 31, U.S. 
Code, section 3512(d)(2)(B), (commonly referred to as FMFIA section 4); section 803(a) of the Federal Financial 
Management Improvement Act of 1996 (FFMIA); and OMB Circular No. A 123, Appendix D.  Based on this 
assessment, as of September 30, 2025 the Department is unable to provide assurance DoW financial management 
systems comply with Federal financial management systems requirements, applicable Federal accounting standards 
promulgated by the Federal Accounting Standards Advisory Board, and the U.S. Standard General Ledger at the 
transaction level.

Management will continue to conduct annual assessments of controls to reduce risks, including fraud risk and risk of 
not achieving an entity’s objectives related to operations, financial reporting, financial systems, and compliance. The 
Department remains committed towards financial excellence and improving upon its ability to provide accurate and 
reliable financial and managerial information to support reporting objectives. 

Pete Hegseth
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MANAGEMENT ASSURANCES

The Department established a tone of the top with a focus on maintaining integrity and accountability in all programs 
and operations to demonstrate consistent responsible stewardship of taxpayer dollars.  The Department’s commitment 
to integrity, ethical values, and an effective system of internal controls helps ensure those in the service to the country 
and civilian workforce remain dedicated to defending the Constitution and are guardians of nation’s largest discretionary 
budget.  The Department has implemented a Risk Management and Internal Control Program (RMIC) to ensure:

	� Effectiveness and efficiency of operations,

	� Compliance with applicable laws and regulations,

	� Reliability of reporting for internal and external use, and

	� Focus on audit remediation and improvement.

The Federal Managers’ Financial Integrity Act  of 1982 (FMFIA) requires federal agencies to evaluate and report 
on the effectiveness of the organization’s internal controls to support effective and efficient operations, reliable 
financial reporting, and compliance with applicable laws and regulations.  In accordance with OMB Circular No. A-123, 
Management’s Responsibility for Enterprise Risk Management and Internal Control and Government Accountability 
Office (GAO) Standards for Internal Control in the Federal Government (“Green Book”), the Department continually 
strives to integrate proactive risk management and effective internal controls into its business activities.  The Department 
conducted its assessment of risk and internal controls, and despite continuous efforts to resolve outstanding material 
weaknesses, the Department is unable to provide assurance of the effectiveness of internal controls in place to support 
reliable financial reporting and compliance, and provides modified assurance over the effectiveness of internal controls in 
place to support effective and efficient programmatic operations and compliance with applicable laws and regulations.
 
The Federal Financial Management Improvement Act (FFMIA) requires Federal Agencies to implement and maintain 
financial management systems in substantial compliance with federal financial management requirements, federal 
accounting standards and the United States Standard General Ledger.  The Department is unable to provide assurance 
DoD financial management systems comply with Federal financial management systems requirements, applicable Federal 
accounting standards promulgated by the Federal Accounting Standards Advisory Board, and the U.S. Standard General 
Ledger at the transaction level for FY 2025.

Based on the Department’s evaluation, it was concluded as of September 30, 2025, Internal Control Over Reporting – 
Financial Reporting (ICOR-FR) was not effective because of 69 conditions across 22 areas, ICOR-operations was not 
effective because of 42 conditions across 11 assessable units, and ICOR-FS was not effective because of 3 conditions 
across 3 assessable units.  The Department continues remediation efforts to address Independent Public Accountant and 
self-identified material weaknesses. 

A U.S. Air Force F-15E Strike Eagle prepares 
to refuel while flying over the U.S. Central 
Command area of responsibility, Feb. 18, 2025.  
(U.S. Air Force photo by Staff Sgt. William Rio 
Rosado)

36

36 MANAGEMENT’S DISCUSSION AND ANALYSIS Analysis of Systems, Controls, and Legal Compliance

https://www.congress.gov/bill/97th-congress/house-bill/1526
https://www.whitehouse.gov/wp-content/uploads/2025/04/OMB-Circular-No.-A-136.pdf
https://www.gao.gov/greenbook
https://www.congress.gov/bill/104th-congress/house-bill/4319


SYSTEMS COMPLIANCE AND STRATEGY

The Department continues transformation efforts to streamline and modernize its financial systems environment for 
enhanced mission effectiveness and auditability.  Modernization and improved interoperability of DoD business systems 
are critical to efficiently respond to warfighter needs, sustain public confidence in the Department’s stewardship 
of taxpayer funds, and support the path to full auditability.  Efforts include capturing additional opportunities for 
consolidation and ensuring enduring systems are compliant with Federal Financial Management Improvement Act of 
1996 (FFMIA) and Federal Information Security Modernization Act (FISMA) requirements.  These efforts were further 
illuminated in Section 5 of Executive Order 14249, “Protecting America’s Bank Account Against Fraud, Waste, and Abuse”.   
This executive order directs consolidation of core financial systems, directs using standard financial management solutions 
available through the Financial Management Marketplace, administered by the Financial Management Quality Service 
Management Office, and directs compliance with Federal accounting and financial reporting standards and relevant 
regulations, orders, guidance documents, policy statements, and other agency actions published by the Department of the 
Treasury.

In accordance with Title 10 U.S.C. §240g, the Department submitted an updated Defense Business Systems (DBS) Audit 
Remediation Plan to the Congress in July 2025.  The plan provided a current account of DBS being introduced, replaced, 
updated, modified, or retired in connection with the Department’s financial statement audit.  The plan established a 
strategy that:

	� Captures in-service, retirement, and other pertinent dates for affected DBS;

	� Provides current cost-to-complete estimates for each affected DBS; and,

	� Documents dependencies among the various DBS and the introduction, replacement, update, modification, and 
retirement of such systems.

Since June 2024, the DoD retired 6 systems from the portfolio and removed 19 systems from the inventory list.  From  
FY 2025 to FY 2027, the DoD plans to retire another 39 ICOR-FR relevant systems, equating to 15.0 percent of 
the inventory.  In FY 2025, the Department’s migrated capability and/or financial information to enduring financial 
management systems and retired outdated systems, further simplifying the financial management systems environment.  
This progress is continually updated and reported through the DBS Audit Remediation Plans provided to Congress.

In accordance with Title 31 U.S.C. §3512 SEC 803, the Department reported the results of its enduring core financial 
systems level of compliance with the FFMIA requirements to the Defense Business Council, as required by  
Title 10 U.S.C. §2222 and consistent with Office of Management and Budget (OMB) Circular No. A-123, Appendix D.   
Federal Financial Management System Requirements, Applicable Federal Accounting Standards, and U. S. Standard 
General Ledger at the transaction level:

	� Federal Financial Management System Requirements,

	� Applicable Federal Accounting Standards, and,

	� U. S. Standard General Ledger at the transaction level.

In FY 2025, Components continue to demonstrate progress to bring systems into substantial compliance with applicable 
FFMIA requirements.  Additional information is provided in the Other Information FMFIA Section 4 of this agency 
financial report.
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LEGAL COMPLIANCE

Antideficiency Act

The Antideficiency Act (ADA), which is codified in 31 U.S.C. §§1341(a)(1), 1342, and 1517(a), stipulates that federal 
agencies may not obligate or expend funds in excess of the amount available in an appropriation, or fund, or in advance of 
appropriations; accept voluntary services on behalf of the Federal Government or employ personal services in excess of 
that authorized by law, except as it may be necessary in emergencies involving the safety of human life or the protection 
of property; or obligate, authorize, or expend funds that exceed an apportionment or amounts permitted by a regulation 
prescribed for the administrative control of an appropriation.  An ADA violation is a serious matter as it represents a 
violation of a federal statute.  A federal employee who violates the ADA may be subject to administrative sanctions (e.g., 
suspension from duty without pay or removal from office) or penal sanctions (e.g., fines or imprisonment). 

In keeping with the reporting requirements for violations of the Act under 31 U.S.C. §1351, the Department reports 
confirmed ADA violations to the President through the Director of the OMB, the Congress, and the Comptroller General 
of the United States.

During FY 2025, the Department confirmed two cases involving purpose statute violations.  The Department allowed the 
Reserved National Guard units of the States and Territories, including the District of Columbia, to make or authorize bonus 
and retention obligations without being constrained by funding limitations.  In addition, the Department also transferred 
funds for non-specific repair projects and “parked” the funds for later use as projects became identified and definitized.  
These two cases resulted in ADA violations of Title 31 U.S.C. 1341(a)(1)(A).  The Department has corrective action plans to 
address the violations and is committed to their prompt resolution.  For further information, please review  
https://www.gao.gov/legal/appropriations-law/resources.

Further information about the Department’s reported ADA violations and remedial actions taken are included in  
GAO’s annual compilation of Antideficiency Act Reports.

A Soldier assigned to Bayonet Company, 1st Battalion, 5th Infantry Regiment, 1st Infantry Brigade Combat Team, 11th Airborne Division, provides 
cover for an Indian Army Soldier, under the command of Col. Yash Agrawal, assigned to the 4/8 Gurkha Rifles Infantry Battalion, 91st Infantry Brigade, 
during Exercise Tiger Triumph near Visakhapatnam, India, April 3, 2025.  (U.S. Army photo by 1st Sgt. James Tomlinson)
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U.S. Navy Aviation Boatswain’s Mate (Handling) 3rd Class Elyjah Currie signals to a U.S. Marine Corps CH-53E Super Stallion, assigned to Marine 
Heavy Helicopter Squadron (HMH) 462, Marine Aircraft Group 16, 3rd Marine Aircraft Wing, on the flight deck of amphibious transport dock ship 
USS Somerset (LPD 25) as part of the Quarterly Underway Amphibious Readiness Training 25.2 off the coast of Marine Corps Base Camp Pendleton, 
California, March 5, 2025.  (U.S. Navy photo by Mass Communication Specialist 2nd Class Nettie Mae Manfull)

Digital Accountability and Transparency Act 

The Digital Accountability and Transparency Act of 2014 (DATA Act) empowers the American public with unprecedented 
access to financial data through USAspending.gov to track what the federal government spends on contracts and financial 
assistance awards—the source, recipients, and beneficiaries.  This landmark legislation expanded upon the Federal Funding 
Accountability and Transparency Act of 2006 (FFATA), demanding a higher standard for public reporting.  This results in 
agencies across the federal government being held accountable for the completeness, accuracy, and timeliness of reported 
information.  The DATA Act doesn’t just reveal the amount of funding a department receives, it also sheds light on the 
sources of funding—such as appropriations, transfers, and carry-forward balances—and how it’s allocated and spent, down 
to specific contract and financial assistance awards.

The increasing emphasis on open data has united stakeholders across federal agencies in pursuit of a common goal: 
producing high-quality spending data while safeguarding classified information critical to operational security.  Each 
month, the Department publishes appropriation, obligation, and outlay data to USAspending.gov, ensuring taxpayers have 
a clear view of how their money is distributed.  On a quarterly basis, additional spending and award data reveal details 
about specific contracts and financial assistance initiatives.  As of June 2025, the Department certified the alignment of 
over $15.6 billion across more than 951,795 active awards, reinforcing its commitment to transparency while protecting 
sensitive information.

The impact of open spending data extends far beyond numbers—it fuels accountability, informs policy decisions, and 
fosters public trust.  As technology evolves, the ability to refine, visualize, and interpret government spending will only 
strengthen.  The path forward continues to balance transparency with security, ensuring that every taxpayer has the right 
to understand how federal dollars shape the nation’s future.
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U.S. Marines and Sailors with Combat 
Logistics Battalion 6, Combat Logistics 
Regiment 2, 2nd Marine Logistics Group, 
and 1st Battalion, 6th Marine Regiment, 
2d Marine Division, hike as part of a 
tactical exercise during Mountain Training 
Exercise 2-25 at Marine Corps Mountain 
Warfare Training Center Bridgeport, 
California, March 3, 2025.  (U.S. Marine 
Corps photo by Sgt. Mary Torres)

Payment Integrity Information Act

In accordance with the Payment Integrity Information Act of 2019 (PIIA) and OMB Circular No. A-123, Appendix C, the 
Department is required to report the status and recovery of improper and unknown payments to the President and 
Congress.  In FY 2024, the Department did not fully comply with two of the six PIIA compliance requirements; specifically, 
conducting adequate risk assessments and publishing reliable improper and unknown payment estimates.  While the 
Department did not fully comply with the PIIA compliance requirements at an individual program level, the Department 
increased PIIA compliance from 50.0 percent in FY 2023 to 79.0 percent in FY 2024.

In FY 2025, the Department reported 41 programs in Phase 1.  Of those, 15 programs conducted improper payment 
risk assessments, 13 resulted in a determination that they were not likely to be susceptible to significant improper and 
unknown payments, and two programs were determined to be highly susceptible to significant improper payments.   
The remaining programs are adhering to their Phase 1 risk assessment timeline and will adhere to the three-year reporting 
cycle requirement. 

The Department reported Phase 2 improper and unknown payment estimates for six programs in FY 2025.  Due to the 
previous larger programs being restructured within the Payment Integrity portfolio with the intent to target high risk 
payment populations and drive DoD Component accountability, three of the six Phase 2 programs exceeded the  
10.0 percent PIIA compliance criteria.  Extensive corrective action plans have been developed and will be implemented 
in FY 2026 to reduce the improper and unknown payments.  It is important to note that the largest contributing factor to 
exceeding the statutory threshold is attributed to technically improper payments where the right person or entity was 
paid the correct amount, but the payment process did not adhere strictly to regulatory or statutory requirements, such as 
missing a valid signature on the key supporting documentation.

The Department continues to demonstrate progress toward achieving all the PIIA compliance measures evaluated in 
the annual DoD Office of Inspector General (OIG) review of the Department’s Payment Integrity portfolio.  The Phase 1 
classification of low-risk programs and the targeted focus of high-risk Phase 2 programs has allowed the Department to 
adopt a more granular approach to identifying the causes of improper payments, resulting in improved decision-making, 
more efficient allocation of resources, and the establishment of controls and processes to prevent and recover improper 
payments.  These proactive measures to address challenges and augment financial stewardship capabilities reinforces the 
Department’s steadfast dedication to achieving compliance with the requirements of the PIIA.

Preventing and recovering improper payments are among the top financial management priorities of the Department.  
See the Other Information section and the PaymentAccuracy.gov website for additional information on the results of the 
Department’s payment recovery audit program.
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https://www.paymentaccuracy.gov/


Prompt Payment Act

The Prompt Payment Act requires federal agencies to pay vendors timely and pay interest penalties when payments 
are issued past their due dates.  The Department complies with the Prompt Payment Act when applicable by statute, 
regulation, and within the terms of the contract.  Defense Finance and Accounting Service (DFAS) is responsible for 
consolidating interest data for the Department; however, each DoD Component is responsible for capturing, validating, 
and explaining the results of their data.  Established metrics are used to track payment timeliness and interest penalties for 
late payments.

The Department’s goal is to average $90.00 or less in interest paid per million (IPPM) Prompt Payment Act dollars 
disbursed on a monthly basis across all applicable contracts.  For FY 2025, the average interest paid per million Prompt 
Payment Act dollars disbursed on a monthly basis was $118.90, which represents a $13.62 increase from the average 
interest paid per million Prompt Payment Act dollars disbursed on a monthly basis in FY 2024.  The Department continues 
to have recurring challenges, such as invoices without receiving reports, late and insufficient obligation posting, system 
migrations, prevalidation matching errors, and instant overage.  These recurring challenges attribute to a large portion of 
IPPM and continue to have significant impacts as volume increases.  Corrective actions focus on concentrated efforts to 
prioritize and clear the inventory of overaged invoices, reduce manual payments, and continued efforts to migrate from 
legacy to ERP systems.

The Department’s Procure-to-Pay (P2P) process encompasses all business functions necessary to obtain goods and 
services through the execution of procurement processes and procedures, including procurement requirements, strategy, 
award management, receipt and acceptance, entitlement, disbursement, and closeout.  This process continues to be 
modernized, through the standardization of electronic data interchange, or “handshakes.”  These efforts will improve the 
interoperability and integrity of the end-to-end P2P process, lead to more timely actions overall, and assist in reducing the 
number of late payments by the Department.

NASA astronaut and Space Force Col. Nick Hague is helped out of a SpaceX Dragon spacecraft onboard the SpaceX recovery ship MEGAN after he, 
fellow astronauts Suni Williams and Butch Wilmore, and Roscosmos cosmonaut Aleksandr Gorbunov landed in the water off the coast of Tallahassee, 
Fla., March 18, 2025.  (U.S. Air Force photo courtesy of NASA by Keegan Barber)
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Alaska Army National Guardsmen, assigned to Detachment 2, 
Charlie Company, 3-140th Security and Support Battalion, guide 
a UH-72A Lakota light utility helicopter while loading it onto an 
Alaska Air National Guard C-17 Globemaster III at Joint Base 
Elmendorf-Richardson, Alaska, Oct. 11, 2024.  (Alaska National 
Guard photo by Alejandro Peña)

Top Left:
U.S. Marines with the 15th Marine Expeditionary Unit fast-rope 
onto the flight deck of the amphibious assault ship USS Boxer 
(LHD 4) during an air power demonstration as part of a Tiger 
Cruise aboard Boxer in the Pacific Ocean, Nov. 16, 2024. 
(U.S. Marine Corps photo by Sgt. Amelia Kang)

Left:
Damage Controlman Fireman Gavin Davies, from Anza, 
California, left, and Damage Controlman 1st Class Sammy 
Cohen, from Antioch, California, connect hoses aboard the 
Arleigh Burke-class guided-missile destroyer USS Milius (DDG 
69) in the South China Sea, Feb. 26, 2025.  (U.S. Navy photo by 
Mass Communication Specialist 3rd Class Trevor Hale)
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MESSAGE FROM THE UNDER 
SECRETARY OF WAR (COMPTROLLER)/
CHIEF FINANCIAL OFFICER
December 18, 2025

The result of the Fiscal Year (FY) 2025 year-end audit reaffirms the Department of War’s 
(DoW) commitment to responsible financial stewardship.  At the heart of our mission lies 
the protection of our nation and its interests, and we recognize that effective financial 
management is integral to achieving that goal. 

This year’s audit cycle has provided us with a crucial opportunity to critically examine 
our financial processes, identify areas for improvement, and implement reforms that will 
enhance our accountability and transparency.

These efforts are not just a compliance exercise.  They are an opportunity to strengthen 
our financial systems and processes, improve decision-making, and to ensure that we are 
equipped to meet the evolving challenges of the 21st century.  We understand that every 
dollar entrusted to us is a dollar earned by the American taxpayer.

For FY 2025, we have seen measurable audit outcomes that demonstrate our efforts are 
yielding tangible results.  We maintained existing audit opinions and successfully closed 
one material weakness and consolidated another across the Department.  Additionally, 
we have implemented new controls and systems to enhance our stewardship of 
taxpayer dollars, using audit findings to drive reforms, technology upgrades, and process 
improvements across various areas.

Our commitment extends beyond addressing immediate audit findings.  While we made 
significant progress in FY 2025, the Department of War will not reach its goal of achieving 
a clean financial statement audit without a significant acceleration of its efforts.  We will 
change the trajectory in FY 2026 to rapidly address longstanding issues through a revised 
strategy and approach.

We recognize that achieving our financial management goals requires a collaborative 
effort across the entire Department.  We are committed to working closely with 
Congress, our federal and industry partners, and our military and civilian personnel 
to achieve our shared objectives.  By working together, we will strengthen the DoW’s 
financial management capabilities and ensure that we are able to effectively support our 
national security mission.

Finally, I want to express my sincere gratitude to the men and women of the DoW, both 
military and civilian, who dedicate themselves to safeguarding our nation and ensuring 
the responsible stewardship of taxpayer dollars.  Your hard work and dedication are 
essential to our success, and I am proud to serve with each and every one of you.

Thank you for all that you do. 

Jules W. Hurst III
Performing the Duties of the Under Secretary of 

War (Comptroller)/Chief Financial Officer
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Independent Auditor's Report 
 
 

INSPECTOR GENERAL 
DEPARTMENT OF DEFENSE 
4800 MARK CENTER DRIVE 

ALEXANDRIA, VIRGINIA  22350-1500 
 

 

 

December 18, 2025 
 
MEMORANDUM FOR SECRETARY OF WAR 

UNDER SECRETARY OF WAR (COMPTROLLER)/CHIEF 
   FINANCIAL OFFICER OF THE DEPARTMENT OF WAR                                        

 
SUBJECT: Independent Auditor’s Reports on the DoD FY 2025 Financial Statements  

(Project No. D2025-D000FV-0064.000, Report No. DODIG-2026-032) 

We are providing the subject Independent Auditor’s Reports to be published in the DoD 
FY 2025 Agency Financial Report.  Our reports are issued to accompany the DoD 
Agency-Wide Financial Statements as of the fiscal year ended September 30, 2025.   

This audit report fulfills the DoD Office of Inspector General (DoD OIG) requirement to 
audit the DoD Agency-Wide Financial Statements, as outlined in section 3521, title 31, 
United States Code.  It is supported by Component audit reports developed by 
independent public accounting firms.  We participate in the selection of these firms 
and monitor them, as outlined in section 240, title 10, United States Code. 

We conducted our group audit in accordance with generally accepted government 
auditing standards; Office of Management and Budget Bulletin No. 24-02; and the 
Government Accountability Office/Council of the Inspectors General on Integrity 
and Efficiency, “Financial Audit Manual.”1  Our attached Independent Auditor’s 
Reports consist of:  

• Report on the Financial Statements; 

• Report on Internal Control over Financial Reporting; and 

• Report on Compliance with Applicable Laws, Regulations, Contracts, 
and Grant Agreements. 

Our audit consolidated the results of: (1) audits of the Military Services and other 
significant DoD Components, and (2) audit procedures we conducted over balances for 
DoD Components that were not under audit by an independent public accounting firm.  

 
1  Government Accountability Office GAO-21-368G, “Government Auditing Standards,” April 2021. 

Office of Management and Budget Bulletin No. 24-02, “Audit Requirements for Federal Financial Statements,” July 2024. 

Government Accountability Office/Council of the Inspectors General on Integrity and Efficiency, “Financial Audit Manual,”  
Volume 1, June 2025; Volume 2, June 2024; and Volume 3, August 2025. 
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Material weaknesses identified at the DoD Component level combined with materials 
weaknesses identified at the DoD level led to a disclaimer of opinion.   

The Report on Internal Control over Financial Reporting includes a description of 
26 material weaknesses and 2 significant deficiencies related to the DoD’s internal 
controls over financial reporting.2  In that report, we consolidated the FY 2024 
Beginning Balances material weakness into other FY 2025 financial statement material 
weaknesses to align with specific deficiencies, such as the Fund Balance with Treasury.  
This change provides greater specificity and transparency into areas in which the DoD 
and its Components must improve their financial management.  The Report on 
Compliance with Applicable Laws, Regulations, Contracts, and Grant Agreements 
includes a description of five instances of noncompliance.   

To foster transparency and provide insight into these reports, the DoD OIG will issue its 
annual report on understanding the results of the DoD financial statement audit.  The 
report will provide a plain language explanation of the results of the audit and specify 
the entities that contribute to each material weakness.  Additionally, the DoD OIG will 
add to its website metrics related to the DoD’s financial statement audit performance. 

Sound financial management is the responsibility of management at every level in the 
Department.  Reliable financial statements provide better information for decision 
makers and promote responsible stewardship of taxpayer dollars.  Effective internal 
controls help ensure accurate and reliable information for key areas that affect 
operational readiness, such as the availability of assets and funds.   

We appreciate the cooperation and assistance received during the audit and look forward 
to continuing our work in this critically important area.  The Inspector General Act, as 
amended, requires OIGs to post their reports on their website.  Accordingly, this report 
will be posted at https://www.dodig.mil. 

 
 
 
 
Steven A. Stebbins 
Acting 

 
2  A material weakness is a deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable 

possibility that a material misstatement of the entity’s financial statements will not be prevented, or detected and corrected, 
on a timely basis.  A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
severe than a material weakness yet important enough to merit attention by those charged with governance. 
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DEPARTMENT OF DEFENSE 
4800 MARK CENTER DRIVE 

ALEXANDRIA, VIRGINIA  22350-1500 

 

   
 

 
December 18, 2025 

Report on the Financial Statements  

Disclaimer of Opinion 
The DoD Agency-Wide Financial Statements include the Agency-Wide consolidated 
balance sheet, consolidated statement of net cost, consolidated statement of changes in 
net position, combined statement of budgetary resources, and related note disclosures 
in the DoD Agency Financial Report.  These statements are referred to as the financial 
statements in this report.  We were engaged to audit the financial statements as of and 
for the fiscal year ended September 30, 2025, as required by the Chief Financial Officers 
Act of 1990, and in accordance with Office of Management Budget (OMB) guidance 
requiring single-year presentation.1  The resulting audit report fulfills the DoD Office of 
Inspector General requirement to audit the DoD Agency-Wide Financial Statements, as 
outlined in section 3521, title 31 United States Code.   

Because of the significance of the matters described in the “Basis for Disclaimer of 
Opinion” section of this report, we could not obtain sufficient, appropriate evidence 
to provide a basis for an audit opinion on the financial statements.  Accordingly, we 
do not express an opinion on the accompanying financial statements.  Thus, the 
financial statements may contain undetected misstatements that are both material 
and pervasive.  

Basis for Disclaimer of Opinion 
As the group auditor for the DoD Agency Financial Report, the OIG is responsible for 
performing the audit of the DoD Agency Financial Report and overseeing the financial 
statement audits of significant DoD Components, such as the Military Services.  The 
OIG used the results from that audit work to form an opinion on the DoD Agency 
Financial Report.   

 
1 Public Law 101-576, “Chief Financial Officers Act of 1990,” as amended, November 1990. 

Office of Management and Budget, Circular A-136, “Financial Reporting Requirements,” July 2025. 
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Independent public accounting firms that were engaged to perform financial statement 
audits issued disclaimers of opinion for the following DoD reporting entities.2   

• Department of the Army General Fund 

• Department of the Army Working Capital Fund 

• U.S. Navy General Fund 

• Department of the Air Force General Fund 

• Department of the Air Force Working Capital Fund 

• U.S. Transportation Command Transportation Working Capital Fund 

• Defense Intelligence Agency 

• National Geospatial-Intelligence Agency  

• Defense Health Program General Fund  

• Defense Information Systems Agency General Fund  

• Defense Logistics Agency Working Capital Fund  

The DoD reporting entities that received disclaimers of opinion on their financial 
statements, when combined, account for at least 43 percent of the DoD’s total assets 
and at least 64 percent of the DoD’s total budgetary resources.  These combined 
balances are material to the Agency-Wide Financial Statements.   

Additionally, we identified the following material misstatements during our audit. 

• Building Partner Capacity programs are a means by which the DoD uses its 
own appropriations to build the capacity and capabilities of partner-nation 
security forces.  To fulfill the missions of these programs, Congress 
appropriates funding to the DoD.3  However, the DoD did not accurately report 
the status of that funding in the Agency-Wide Financial Statements.  The DoD 

 
2 A DoD Component is a Military Department, Defense agency, DoD field activity, combatant command, or other organizational 

entity within the DoD.  A reporting entity is the financial statement entity, such as the Defense Logistics Agency General Fund. 

As of the date of this audit report, the Agency Financial Reports for the U.S. Marine Corps and Defense Logistics Agency 
Stockpile Transaction Fund have not been published.  In addition, the Department of the Navy Working Capital Fund will not 
publish an Agency Financial Report in FY 2025, as it is under a 2-year audit cycle.  As a result, we were unable to confirm the 
accuracy or consider amounts or disclosures directly attributed to those reporting entities.   

3 While some Building Partner Capacity programs are funded with non-DoD appropriations, we included only 
DoD appropriations in the misstatement amounts discussed in this report. 
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transferred some of this funding to a trust fund account for the future 
purchase of goods and services.  The DoD recorded the funding as spent when 
it transferred the funds, instead of when goods or services were purchased for 
the partner nation.  This accounting treatment resulted in an $18.9 billion 
material misstatement in the amount of Building Partner Capacity funding on 
the Agency-Wide Financial Statements, which is reported in the DoD-Wide 
Oversight and Monitoring material weakness in our Report on Internal 
Control over Financial Reporting. 

• The Joint Strike Fighter Program is a multiservice, multinational acquisition to 
develop and field strike fighter aircraft for the Departments of the Navy and 
Air Force, the Marine Corps, and international partners.  However, DoD 
management did not account for or report Global Spares Pool assets for the 
Joint Strike Fighter Program in the Agency-Wide Financial Statements, as 
required by OMB Circular No. A-136 and Statements of Federal Financial 
Accounting Standards (SFFAS) 3 and 6.4  This omission resulted in a material 
misstatement in the DoD’s assets on the Agency-Wide Financial Statements.  
Because the DoD is unable to provide or obtain accurate and reliable data to 
verify the existence, completeness, or value of its Global Spares Pool assets for 
the Joint Strike Fighter Program, we could not quantify the material 
misstatement in the DoD’s assets on the Agency-Wide Financial Statements.  
We report on this matter in the Joint Strike Fighter Program material 
weakness identified within our Report on Internal Control over Financial 
Reporting. 

We considered the matters described previously as a scope limitation in forming our 
conclusions on the financial statements.  As a result, our work may not have identified 
all issues that could affect the financial statements.   

Other Matters 
DoD management referenced information on websites or other forms of interactive data 
within the Agency Financial Report.  This information is not a required part of the 
financial statements or supplementary information required by the Federal Accounting 
Standards Advisory Board.  As a result, this information was not subjected to our audit   

 
4 OMB Circular No. A-136, “Financial Reporting Requirements,” July 2025. 

Federal Accounting Standards Advisory Board (FASAB), SFFAS No. 3, “Accounting for Inventory and Related Property,” 
October 1993. 

FASAB, SFFAS No. 6, “Accounting for Property, Plant, and Equipment, November 1995. 
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procedures.  Accordingly, we do not express an opinion or provide any assurance on the 
websites, data, or information referred to on these websites, or other forms of 
interactive data included in the Agency Financial Report.  

Management’s Responsibility for the Agency Financial Report 
DoD management is responsible for the Agency Financial Report.  Specifically, 
management is responsible for:  (1) preparing financial statements that conform with 
generally accepted accounting principles; (2) preparing, measuring, and presenting the 
Required Supplementary Information, which includes the Management’s Discussion and 
Analysis, in accordance with generally accepted accounting principles; and 
(3) maintaining effective internal control over financial reporting, including the design, 
implementation, and maintenance of internal control relevant to the preparation and 
fair presentation of financial statements that are free from material misstatement, 
whether due to fraud or error. 

Auditor’s Responsibility for the Agency Financial Report 
Our responsibility is to express an opinion on the financial statements based on our 
performance of the audit, and to review the Management’s Discussion and Analysis 
section within the Agency Financial Report in accordance with generally accepted 
government auditing standards (GAGAS); OMB Bulletin No. 24-02; and the Government 
Accountability Office/Council of the Inspectors General on Integrity and Efficiency, 
“Financial Audit Manual.”5  However, because of the significance of matters described in 
the “Basis for Disclaimer of Opinion” section, we could not obtain sufficient, appropriate 
evidence to provide a basis for an audit opinion on the financial statements. 

GAGAS requires that we exercise professional judgment and maintain professional 
skepticism throughout the audit.  Additionally, GAGAS requires us to be independent 
of the DoD and to meet our other ethical responsibilities in accordance with the 
relevant ethical principles relating to our audit. 

Required Supplementary Information 
OMB mandates that the Required Supplementary Information, which includes 
Management’s Discussion and Analysis, be presented in the Agency Financial Report to 
supplement the financial statements.  The Required Supplementary Information is the 

 
5  Government Accountability Office GAO-21-368G, “Government Auditing Standards,” April 2021. 

OMB Bulletin No. 24-02, “Audit Requirements for Federal Financial Statements,” July 2024. 

Government Accountability Office/Council of the Inspectors General on Integrity and Efficiency, “Financial Audit Manual,” 
Volume 1, June 2025; Volume 2, June 2024; and Volume 3, August 2025. 
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responsibility of management and, although not a part of the financial statements, it is 
required by the OMB and Federal Accounting Standards Advisory Board, who consider 
it to be an essential part of financial reporting for placing the financial statements in an 
appropriate operational, economic, or historical context.  We were unable to apply 
certain limited procedures to the Required Supplementary Information in accordance 
with GAGAS because of managements’ inability to provide sufficient, appropriate 
evidence that led to the disclaimers outlined in the “Basis for Disclaimer of Opinion” 
section.  Accordingly, we do not express an opinion or provide any assurance on 
this information.   

Other Reporting Required by Government 
Auditing Standards 
In accordance with GAGAS and OMB Bulletin No. 24-02, we also issued reports dated 
December 15, 2025, on our consideration of the DoD’s internal control over financial 
reporting and compliance with provisions of applicable laws, regulations, contracts, and 
grant agreements.  The purpose of these reports is to describe the scope of our testing 
of internal control over financial reporting and compliance with provisions of applicable 
laws, regulations, contracts, and grant agreements, and the results of that testing; it is 
not to provide an opinion on the effectiveness of the DoD’s internal control over 
financial reporting or on compliance.  These reports are an integral part of an audit 
performed in accordance with GAGAS and OMB Bulletin No. 24-02 and should be 
considered in assessing the results of our audit.  

Agency Comments 
We provided a draft of this report to the Under Secretary of War (Comptroller)/Chief 
Financial Officer of the Department of War (USW[C]/CFO) to provide a formal response; 
their response follows our audit reports.  Government Auditing Standards require the 
auditor to perform limited procedures on the USW(C)/CFO’s response to the findings 
identified during our engagement and described in the accompanying Agency Financial 
Report.  In the USW(C)/CFO’s response, they acknowledged the findings identified and   
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expressed their commitment to resolving critical issues.  The USW(C)/CFO’s response 
was not subjected to the other auditing procedures applied in the engagement of the 
financial statements and, accordingly, we express no opinion on the response.  

 
 
 
 
Lorin T. Venable, CPA 
Assistant Inspector General for Audit 
Financial Management and Reporting 
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December 18, 2025 

Report on Internal Control over Financial Reporting 
We conducted the audit of the DoD Agency-Wide Financial Statements, as required 
by the Chief Financial Officers Act of 1990, and in accordance with generally accepted 
government auditing standards; Office of Management and Budget (OMB) 
Bulletin No. 24-02; and the Government Accountability Office (GAO)/Council of the 
Inspectors General on Integrity and Efficiency, Financial Audit Manual.1  The financial 
statements are composed of the consolidated balance sheet, consolidated statement 
of net cost, consolidated statement of changes in net position, combined statement of 
budgetary resources, and related note disclosures as of and for the fiscal year ended 
September 30, 2025.  Our Report on the Financial Statements, dated December 18, 2025, 
disclaims an opinion on the financial statements because of the significance of 
the matters described in the Basis for Disclaimer of Opinion section of our report, 
which indicates we could not obtain sufficient, appropriate audit evidence to provide 
a basis for an audit opinion. 

Management Responsibilities  
DoD management is responsible for:  (1) maintaining effective internal control over 
financial reporting, including the design, implementation, and maintenance of internal 
control relevant to the preparation and fair presentation of financial statements that are 
free from material misstatement, whether due to fraud, abuse, or error; and 
(2) evaluating the effectiveness of internal control over financial reporting based 
on criteria established under the Federal Managers’ Financial Integrity Act of 1982.2   

Auditors previously communicated the recommendations included in this report to DoD 
and DoD Component management through notices of findings and recommendations to 
address identified findings.3  Additionally, the recommendations included in this report 

 
1 GAO-21-368G, “Government Auditing Standards,” April 2021.  

OMB Bulletin No. 24-02, “Audit Requirements for Federal Financial Statements,” July 2024. 

GAO/Council of the Inspectors General on Integrity and Efficiency, “Financial Audit Manual,” Volume 1, June 2025; Volume 2, 
June 2024; and Volume 3, August 2025. 

Public Law 101-576, “Chief Financial Officers Act of 1990,” as amended, November 1990. 
2 Public Law 97-255, “Federal Managers’ Financial Integrity Act of 1982,” September 1982. 
3 A DoD Component is a Military Department, Defense agency, or DoD field activity, such as the Defense Logistics Agency, 

a combatant command, or other organizational entity within the DoD.   
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are addressed to DoD management as a whole, including functional areas such as the 
Office of the Under Secretary of War (Comptroller)/Chief Financial Officer of the 
Department of War(OUSW[C]/CFO); Office of the DoW Chief Information Officer; 
and Office of the Under Secretary of War for Acquisition and Sustainment.   

Auditor’s Responsibilities 
Generally accepted government auditing standards and OMB guidance require auditors 
to report on an entity’s internal control over financial reporting.  In connection with our 
audit of the financial statements, we considered the DoD’s internal control over 
financial reporting when we designed audit procedures for the purpose of expressing 
an opinion on the financial statements, but not for the purpose of expressing an opinion 
on the effectiveness of internal control.  Accordingly, we do not express an opinion on 
the effectiveness of the DoD’s internal control over financial reporting.  We did not 
consider all internal controls relevant to operating objectives as broadly defined by the 
Federal Managers’ Financial Integrity Act of 1982, such as those controls relevant to 
preparing performance information and ensuring efficient operations.  Additionally, 
as the group auditor for the DoD consolidated financial statements, we performed audit 
procedures at the Agency-Wide level and considered the results of the DoD reporting 
entities’ audits to identify material weaknesses and significant deficiencies in internal 
control over financial reporting.4  Based on the scope and limitations of our work and 
the effects of these limitations noted throughout this audit report, we did not design 
our internal control work to identify all deficiencies in internal control, including those 
that might be material weaknesses or significant deficiencies.  Therefore, additional 
material weaknesses or significant deficiencies may exist that we did not identify.   

Identified Material Weaknesses 
A material weakness is a deficiency, or a combination of deficiencies, in internal control 
over financial reporting, such that there is a reasonable possibility that a material 
misstatement of the entity’s financial statements will not be prevented or detected 
and corrected in a timely manner.  Descriptions of the 26 material weaknesses we 
identified through our audit and our recommendations to address them are as follows.     

 
4 A DoD reporting entity is the financial statement entity, such as the Defense Logistics Agency general fund. 
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1.  Financial Management Systems Modernization 

The Federal Financial Management Improvement Act of 1996 (FFMIA) requires the 
DoD to implement and maintain financial management systems that substantially 
comply with Federal financial management systems requirements, applicable Federal 
accounting standards, and the U.S. Standard General Ledger (the general ledger) at the 
transaction level.5  The DoD uses thousands of systems, hundreds of which are relevant 
to internal controls over financial reporting.  Many of these systems used to report data 
in the DoD Component and Agency-Wide Financial Statements did not comply with the 
FFMIA.  For example, several general ledger systems that maintain material balances 
are not scheduled to retire until FY 2031, even though the DoD plans state that the 
DoD will correct this weakness by FY 2028.  The DoD has acknowledged its 
noncompliance with the FFMIA since FY 2001.   

Through our audit procedures, we identified that DoD management did not:  

• develop and maintain systems that were FFMIA compliant, or 

• have a complete and accurate list of financial management systems. 

These conditions occurred because DoD management did not: 

• have modernization plans for financial management systems that were 
aggressive enough to ensure the timely remediation of its FFMIA 
noncompliance, and the plans did not consistently include the adoption 
of all capabilities available through the DoD’s existing enterprise resource 
planning systems;6  

• accurately define a legacy system;7 or 

• coordinate with DoD Components to fully understand business processes 
to identify all financial management systems that were relevant to internal 
controls over financial reporting.  

  

 
5 Public Law 104-208, Title VIII, “Federal Financial Management Improvement Act of 1996,” September 1996. 
6 A modern enterprise resource planning system is a system that is capable of running all of the core business processes, such 

as finance, human resources, supply chain, contracting, and procurement, in one integrated system.   
7 The Office of the Department of War Chief Information Officer defines a legacy system as a system scheduled to be retired in 

the next 3 years, regardless of how outdated it may be.  
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As a result, the DoD’s failure to modernize the financial management systems 
environment increased the risk of the DoD not being able to produce accurate, reliable, 
and timely financial management information or achieve compliance with the FFMIA.  
This will continue to impede the ability of the DoD and its Components to achieve an 
unmodified audit opinion. 

Recommendations 

We recommended that DoD management coordinate with DoD Component 
management to: 

• develop a comprehensive plan with detailed milestones for each DoD system to 
become FFMIA compliant or be retired and replaced in a timely manner; 

• expedite the retirement and replacement of systems that the DoD does not 
intend to modernize to make the systems FFMIA compliant; 

• expedite the modernization of systems that the DoD intends to continue using to 
make the systems FFMIA compliant; 

• update the definition of a legacy system to ensure it encompasses systems that 
are outdated and need to be modernized or retired, regardless of when the DoD 
chooses to modernize or retire them; 

• document and review all end-to-end business processes to identify all systems 
that are relevant to internal controls over financial reporting; 

• develop a control to ensure the completeness and accuracy of the data used to 
track systems relevant to financial reporting; and 

• continue to oversee and monitor the identification and retirement of 
noncompliant systems until the DoD is substantially compliant with the FFMIA.  

2.  Configuration Management  

The GAO Federal Information System Controls Audit Manual states that configuration 
management involves the identification and management of security features for all 
hardware, software, and firmware components of an information system at a given 
point and systematically controls changes to that configuration during the system’s life 
cycle.  Configuration management controls are designed and implemented to prevent 
unauthorized or untested changes to critical information system resources and provide 
reasonable assurance that systems are securely configured and operate as intended.  
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In addition, configuration management controls are designed and implemented to 
provide reasonable assurance that software programs and changes to software 
programs go through a formal, documented systems development process that 
identifies all changes to the baseline configuration.  System owners should authorize, 
document, test, and independently review system changes.  This is done to reasonably 
assure that changes to applications are approved, work as intended, and do not result in 
the loss of data or program integrity.  Furthermore, the National Institute of Standards 
and Technology (NIST) Special Publication (SP) 800-53 establishes mandatory controls 
to protect information on Federal information systems by identifying and addressing 
risks related to configuration management controls.8 

Through our audit procedures, we identified that the DoD’s configuration management 
controls over its financial management systems at the Component level did not comply 
with NIST SP 800-53.  Specifically, the DoD Components did not: 

• develop, document, and disseminate configuration management plans and 
procedures to facilitate the implementation of configuration 
management policies; 

• retain records of configuration changes to DoD Component financial 
management systems; 

• monitor and review activities associated with configuration-controlled changes 
to the DoD Component financial management systems; or 

• define, document, approve, and enforce physical and logical configuration 
access restrictions associated with changes to DoD Component financial 
management systems. 

These conditions occurred because DoD management did not coordinate with 
Component management to ensure Components developed and implemented 
comprehensive configuration management control policies, procedures, and 
processes over the financial management systems affecting the Agency-Wide 
Financial Statements. 

As a result of the lack of proper configuration management controls, the DoD increased 
the risk of unauthorized or inappropriate changes to the financial management systems.  
The identified weaknesses increased the risks of financial management systems and 

 
8 NIST SP 800-53, Revision 5, “Security and Privacy Controls for Information Systems and Organizations,” September 2020. 
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applications not functioning as intended or reporting data that are incomplete or 
inaccurate in the Agency Financial Statements.  

Recommendations 

We recommended that DoD management work with DoD Component management to: 

• review and provide feedback for improving DoD Component configuration 
management policies and procedures; and 

• resolve previously issued Component-level configuration management 
deficiencies within DoD financial management systems.  

3.  Security Management 

The GAO Federal Information System Controls Audit Manual states that security 
management is the foundation of a security-control structure and reflects senior 
management’s commitment to addressing security risks.  Security management 
programs should provide a framework and continuous cycle of activity for managing 
risk, developing and implementing effective security policies, assigning responsibilities, 
and monitoring the adequacy of the entity’s information system controls.  Without the 
DoD’s control environment including a well-designed security management program, 
security controls may be inadequate; responsibilities may be unclear, misunderstood, 
or improperly implemented; and controls may be inconsistently applied.  Such 
conditions may lead to insufficient protection of sensitive or critical resources and 
disproportionately high expenditures for controls over low-risk resources.  
Furthermore, NIST SP 800-53 establishes mandatory controls for Federal information 
systems to protect information by identifying and addressing risks related to security 
management controls. 

Through our audit procedures, we identified that the DoD’s security management 
controls at the Component level over its financial management systems did not comply 
with NIST SP 800-53.  Specifically, the DoD Components did not: 

• develop, document, and periodically review policies and procedures related to 
their financial management systems; or  

• develop and update plans of actions and milestones for systems with identified 
weaknesses and vulnerabilities.   
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These conditions occurred because DoD management did not ensure the development 
and implementation of Component-level security management policies, procedures, and 
processes over Component financial management systems affecting the Agency-Wide 
Financial Statements. 

As a result, DoD and its Components may not be able to rely on the confidentiality, 
integrity, and availability of data within financial management systems.  The lack of 
security management controls increased the risk of security incidents that affect DoD 
financial management systems. 

Recommendations 

We recommended that DoD management work with DoD Component management to: 

• develop and implement processes to confirm that each financial management 
system has a comprehensive set of policies, plans, and procedures at the system 
level that is required by DoD guidance; 

• review and provide feedback for improving DoD Component security 
management policies and procedures; and  

• resolve previously issued Component-level security management deficiencies 
within DoD financial management systems. 

4.  Access Controls   

The GAO Federal Information System Controls Audit Manual states that access controls 
limit access or detect inappropriate access to information resources, thereby protecting 
these resources against unauthorized modification, intentional or unintentional loss, 
impairment, and disclosure.9  NIST SP 800-53 provides a framework, required by 
OMB Circular No. A-130, for the DoD to establish policies and procedures to identify 
and address risks related to access controls.10 

  

 
9 GAO-24-107026, “Federal Information System Controls Audit Manual,” September 2024. 
10 OMB Circular No. A-130, “Managing Information as a Strategic Resource,” July 2016. 
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Through our audit procedures, we identified that the DoD’s controls at the Component 
level over its financial management systems did not comply with NIST SP 800-53, as it 
relates to access controls.  Specifically, the DoD Components did not consistently: 

• review and monitor user access before providing additional system access or 
determining whether such access remained necessary for a user’s job function;  

• maintain systems that can generate reports that contain all applicable events, 
and maintain a consistent frequency of management’s review of security 
events;11 or 

• remove user access from terminated and separated employees from financially 
significant systems in a consistent and timely manner. 

These conditions occurred because DoD management did not: 

• coordinate with DoD Components to ensure the development and 
implementation of sufficient access controls over the financial management 
systems affecting the Agency-Wide Financial Statements; or 

• fully implement a uniform and reliable off-boarding process, such as the 
Identity, Credential, and Access Management solution, for terminated and 
separated employees across the DoD.12 

As a result, the DoD risks allowing users to gain or retain unauthorized, excessive, or 
otherwise inappropriate access to DoD financial management systems.  In addition, 
without proper event logging and review, the DoD risks being unable to promptly 
detect, investigate, and address unauthorized activities or errors in its financial 
management systems.  Together, these increased the likelihood that the Agency-Wide 
Financial Statements may be materially misstated. 

Recommendations  

We recommended that DoD management work with DoD Component management to: 

• ensure the enforcement of access controls related to user account statuses, 
access reviews, privileged user functions, event logging, and application activity; 

 
11 An event is an observable occurrence in a system.  Event types include password changes, failed logons or failed accesses 

related to systems, security or privacy attribute changes, administrative privilege usage, PIV credential usage, data action 
changes, query parameters, or external credential usage. 

12 Identity, Credential, and Access Management is a set of systems that are the DoD's solution to centrally monitor, manage, 
secure, and audit user identity, access, and authorization across DoD Components. 
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• establish, implement, and monitor a baseline frequency of how often user 
accounts in financial management systems should be reviewed; 

• create a DoD standard to define the time period for revoking a terminated 
or separated user’s access to help facilitate a timely and uniform removal 
process; and 

• monitor the continued implementation of the Identity, Credential, and Access 
Management solution to ensure it stays on schedule and any challenges are 
addressed in a timely manner. 

5.  Segregation of Duties 

NIST SP 800-53 states that Segregation of Duties (SoD) addresses the potential for 
abuse of authorized privileges and helps to reduce the risk of malicious activity without 
collusion.  NIST SP 800-53 establishes mandatory controls for Federal information 
systems to protect information by identifying and addressing risks related to SoD.  
Additionally, the GAO Federal Information System Controls Audit Manual states that 
SoD includes policies, procedures, and an organizational structure to manage who can 
control key aspects of computer-related operations, thereby preventing unauthorized 
actions or unauthorized access to assets or records.  SoD involves segregating work 
responsibilities so that one individual does not control all critical stages of a process.  
Effective SoD split responsibilities between two or more individuals or organizational 
units.  In addition, dividing duties this way establishes controls that reduce the 
likelihood that errors and wrongful acts will go undetected.  

Through our audit procedures, we identified that the DoD’s controls at the Component 
level over its financial management systems did not comply with NIST SP 800-53 
guidance, as it relates to SoD.  Specifically, the DoD Components did not: 

• identify and document SoD at an organizational level; 

• define system access authorizations to align with segregated duties; 

• define and document types of user accounts and account privilege;  

• ensure system owners adhered to the least privilege principle within 
DoD Component financial management systems;13 or 

 
13 Least privilege, as defined in the NIST SP800-53, is the principle that a security architecture should be designed so that each 

entity is granted the minimum system resources and authorizations needed to perform its function. 
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• review accounts at an organizationally defined frequency for compliance with 
account management requirements. 

These conditions occurred because DoD Components did not develop and implement 
comprehensive SoD controls over their financial management systems that affect the 
Agency-Wide Financial Statements.  

As a result, DoD financial management system users may have had inappropriate access 
to critical systems and may have been able to implement changes affecting the DoD 
financial management systems.  This increased the risk of security incidents within the 
systems.  Additionally, there was increased risk of inaccurate, invalid, or unauthorized 
transactions being processed.  Without adhering to the least privilege principle, system 
users may have compromised the confidentiality and integrity of DoD financial 
management systems. 

Recommendations 

We recommended that DoD management work with DoD Component management to: 

• ensure the enforcement of SoD controls related to defining incompatible duties, 
segregating incompatible duties, establishing a minimum frequency of periodic 
reviews, and employing the least privilege principle; 

• review and provide feedback for improving DoD Component SoD policies and 
procedures, once implemented; and 

• resolve previously issued Component-level SoD deficiencies within DoD 
financial managements systems. 

6.  Interface Controls  

The GAO Federal Information System Controls Audit Manual states that interface 
controls are those controls over the timely, accurate, and complete exchange of 
information between systems and applications on an ongoing basis, and complete 
and accurate migration of clean data during conversion.  Interfaces are periodic and 
recurring, and interface controls may be performed manually or automated and may 
be scheduled or event driven.  NIST SP 800-53 provides a framework, required by 
OMB Circular No. A-130, for the DoD to establish policies and procedures to identify 
and address risks related to interface controls. 

FY 2025    |   AGENCY FINANCIAL REPORT 

FINANCIAL SECTION 63Independent Auditor’s Report



 
 

 
 

Through our audit procedures, we identified that the DoD’s interface controls at 
the Component level over its financial management systems did not comply with 
NIST SP 800-53.  Specifically, the DoD Components did not: 

• document the minimum requirements for establishing, designing, maintaining, 
tracking, and terminating information exchanges;  

• determine a complete and accurate population of interface edits and validations 
and identify, review, and remediate errors in a timely manner; or 

• maintain a complete and accurate population of interface processing results 
and errors.  

These conditions occurred because DoD management did not coordinate with its 
Components to ensure the development and implementation of a comprehensive set of 
policies, procedures, and processes that included sufficient interface controls to ensure 
data transmitted to interface files are reconciled, all interface file errors are logged, and 
errors are resolved in a timely manner.   

As a result, DoD management could not validate the completeness and accuracy of its 
data.  Additionally, the DoD could not determine whether significant edits and 
validations were operating as intended.  Therefore, this increased the risk that the 
financial management systems reported data that were incomplete or inaccurate in 
the Agency-Wide Financial Statements. 

Recommendations  

We recommended that DoD management work with DoD Component management to: 

• develop and implement processes to ensure interfaces with financial 
management systems have proper documentation that captures the minimum 
requirements, including the interface characteristics, security and privacy 
requirements, controls, and responsibilities for each system, and the impact 
level of the information communicated;  

• review and provide feedback for improving DoD Component interface control 
policies and procedures; and 

• develop and implement a plan to aggressively and systematically reduce the 
interfaces it maintains. 

64

64 FINANCIAL SECTION Independent Auditor’s Report



 
 

 
 

7.  Universe of Transactions 

OMB Bulletin No. 24-02 states that internal control over financial reporting includes 
ensuring transactions are properly recorded, processed, and summarized to allow for 
reliable financial statements preparation.  In addition, the DoD Financial Management 
Regulation (FMR) states that DoD Components must maintain internal controls to 
ensure the data used in financial reports are accurate, complete, supportable, and 
entered into the finance and accounting systems in a timely manner.14   

Through our audit procedures, we identified that: 

• the DoD did not provide transaction-level populations that support adjustments 
made to reported balances in the financial statements or that support material 
line items; or 

• some DoD Components did not have sufficient documentation to reconcile data 
to underlying transaction-level detail.  For example, DoD Components 
performed reconciliations at a summary level, rather than the transaction level, 
and did not always perform these reconciliations before preparing their 
financial statements. 

These conditions occurred because: 

• the DoD did not ensure the controls, policies, and procedures at the DoD 
Component level were consistently implemented; and 

• some DoD Components did not have internal controls, policies, and procedures 
to maintain sufficient documentation to support a complete universe of 
transactions (UoT) for material line items within the Agency-Wide 
Financial Statements. 

As a result of the lack of UoTs for material line items, the DoD and some of its 
Components could not verify the completeness and accuracy of data reported in their 
respective financial statements; therefore, there is an increased risk that the balances 
in the Agency-Wide Financial Statements may be materially misstated. 

  

 
14 DoD Regulation 7000.14-R, “DoD Financial Management Regulation,” volume 6A, chapter 2, “Financial Reports Roles and 

Responsibilities.” 
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Recommendations 

We recommended that DoD management: 

• establish and implement a DoD-wide plan, including establishing policies and 
procedures, to ensure the availability of a complete UoT that supports material 
line items within the Agency-Wide Financial Statements; 

• include in the DoD-wide plan a strategy to ensure DoD Components develop 
and implement internal controls to confirm the accuracy and completeness of 
data reported on their financial statements; and 

• coordinate with the DoD Components to design or enhance controls within the 
existing systems for preparation, recording, and review of general ledger 
transactions to ensure DoD Components’ systems can provide a complete UoT 
to support their financial statement balances. 

8.  Fund Balance with Treasury  

As of September 30, 2025, the DoD reported a Fund Balance with Treasury (FBWT) 
balance of $1 trillion.  Statement of Federal Financial Accounting Standards (SFFAS) 1 
defines FBWT as the aggregate amount of funds in the DoD’s accounts with the U.S. 
Treasury for which the DoD is authorized to make expenditures and pay liabilities.15  
SFFAS 1 and the Treasury Financial Manual require the DoD to reconcile its FBWT and 
explain any discrepancies between balances reported by the DoD and the Treasury to 
ensure the integrity and accuracy of the Agency-Wide and Government-Wide Financial 
Statements.16  Additionally, the DoD FMR provides guidance to the DoD for reconciling 
and supporting FBWT beginning balances.17  The DoD’s FBWT is maintained within 
various U.S. Treasury accounts, or treasury indexes (TIs), including TI-97, which is a 
shared appropriation used by more than 50 Defense agencies and programs.18  The 
Defense Finance and Accounting Service (DFAS), as the DoD’s principal accountant, is 
responsible for working with the DoD Components to reconcile FBWT balances for 
TI-97 and perform necessary accounting adjustments to ensure the consolidated  
TI-97 FBWT balance matches the balance reported to the Treasury.  The DoD’s FBWT 

 
15 FASAB Handbook, SFFAS 1, “Accounting for Selected Assets and Liabilities,” March 1993, as amended. 
16 Department of the Treasury, Bureau of the Fiscal Service, “Treasury Financial Manual,” volume 1, part 2, chapter 5100, 

“Fund Balance with Treasury Accounts.” 
17 DoD Regulation 7000.14-R, “DoD Financial Management Regulation,” volume 4, chapter 2, Annex 1: “Supporting Fund 

Balance With Treasury Balances Brought Forward.” 
18 In addition to TI-97, the following TIs are also included in the Agency-Wide FBWT:  TI-17 (Navy/Marines), TI-21 (Army), TI-

57 (Air Force), and TI-96 (U.S. Army Corps of Engineers). 
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balance should equal the beginning balance for the fiscal year plus or minus 
disbursements and collections that occurred in the current fiscal year.  As of 
September 30, 2025, the consolidated TI-97 FBWT balance was $223.8 billion, 
or 22 percent of the total Agency-Wide FBWT balance.19   

Through our audit procedures, we identified that DoD management and DFAS could not 
adequately support:  

• FBWT beginning balances for TI-97, specifically historical balances from 
multiple data sources; and 

• accounting adjustments that affected TI-97 FBWT balances. 

These conditions occurred because DoD management and DFAS did not: 

• perform a reconciliation in accordance with the DoD FMR of historical  
TI-97 FBWT balances; or 

• provide sufficient and appropriate documentation to support accounting 
adjustments that affect TI-97 FBWT balances. 

As a result, there is a risk that TI-97 FBWT balances may be incomplete or inaccurate.  
Therefore, there is a high risk that FBWT balances reported within the Agency-Wide 
Financial Statements may be materially misstated.  

Recommendations 

We recommended that DoD management, in coordination with DFAS: 

• perform a reconciliation in accordance with the DoD FMR, volume 4, chapter 2, 
Annex 1, of all FBWT beginning balance data that affects TI-97 to ensure that the 
TI-97 FBWT balance is complete and accurate; and 

• establish effective internal controls to include proper and sufficient 
documentation to support accounting adjustments made to  
TI-97 FBWT balances.  

 
19 Military Departments general and working capital fund balances are not included in this finding.  
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9.  Inventory and Stockpile Materials 

As of September 30, 2025, the DoD reported an Inventory and Stockpile Materials 
balance of $155.4 billion.20  SFFAS 3 requires the DoD to value its inventory and 
stockpile materials on the basis of historical cost or on a basis that reasonably 
approximates historical cost.21  SFFAS 48 amends SFFAS 3 and allows the DoD to use 
a one-time alternative valuation method for establishing the opening balances of 
inventory and stockpile material.22   

Through our audit procedures, we identified several deficiencies related to the DoD’s 
inventory and stockpile materials practices.  Specifically, DoD and its Components 
did not: 

• account for inventory and stockpile materials in accordance with SFFAS 3, or an 
alternative valuation method allowable by SFFAS 48;   

• substantiate the existence, completeness, and valuation of inventory and 
stockpile materials reported on the Balance Sheet; or 

• monitor inventory counts to ensure inventory and stockpile materials activity 
were reported accurately.   

These conditions occurred because the DoD and its Components did not: 

• design their control environment and business processes to:  

o consistently and accurately report values of inventory and stockpile 
materials in accordance with SFFAS 3, or   

o use an alternative valuation method to establish opening balances in 
accordance with SFFAS 48; and 

• have internal controls or follow guidance to maintain key supporting 
documentation to substantiate the existence, completeness, and valuation of the 
DoD’s inventory.  

 
20 Inventory, Operating Materials and Supplies, and Stockpile Materials are all reported within the Inventory and Related 

Property line item on the Balance Sheet. 
21 FASAB Handbook, SFFAS 3, “Accounting for Inventory and Related Property,” October 1993. 
22 FASAB Handbook, SFFAS 48, “Opening Balances for Inventory, Operating Materials and Supplies, and Stockpile Materials,” 

January 2016. 
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As a result, the DoD could not support a material portion of its inventory and stockpile 
materials balances.  This increased the risk that the balances reported in the Inventory 
and Related Property line item in the Agency-Wide Financial Statements may be 
materially misstated.  

Recommendation 

We recommended that DoD management implement DoD-wide policies and procedures 
to ensure that the DoD Components accurately and consistently report the value, 
disclose assertions, and maintain support for inventory and stockpile materials in 
accordance with SFFAS 3 and 48.  

10.  Operating Materials and Supplies 

As of September 30, 2025, the DoD reported an Operating Materials and Supplies 
(OM&S) balance of $231 billion.23  SFFAS 3 requires the DoD to value OM&S at historical 
cost or on a basis that reasonably approximates historical cost.  SFFAS 48 amends 
SFFAS 3 and allows the DoD to use a one-time alternative valuation method for 
establishing the opening balances of OM&S.  Furthermore, SFFAS 3 requires that OM&S 
be categorized as:  (1) held for use; (2) held in reserve for future use; or (3) excess, 
obsolete, and unserviceable (EOU).  Excess OM&S are assets that exceed the amount 
expected to be used in normal operations and do not meet management’s criteria to be 
held in reserve for future use.  Obsolete OM&S are assets that are no longer needed due 
to changes in technology, laws, customs, or operations.  Unserviceable OM&S are assets 
that are physically damaged and cannot be consumed in operations.  SFFAS 3 also states 
that EOU OM&S should be valued at their estimated net realizable value.24 

Through our audit procedures, we identified the following deficiencies related to the 
DoD’s accounting and reporting of OM&S.   

• DoD Components did not properly value their OM&S or use an alternative 
valuation method to make an unreserved assertion to establish opening 
balances for OM&S, in accordance with SFFAS 3, SFFAS 48, and the DoD FMR, 
volume 4, chapter 4.25 

 
23 Inventory, Operating Materials and Supplies, and Stockpile Materials are all reported within the Inventory and Related 

Property line item on the Balance Sheet. 
24 Net Realizable Value is the estimated amount that can be recovered from selling or disposing of an item less the estimated 

costs of completion, holding, and disposal. 
25 An unreserved assertion is an unconditional statement that one of more line items are presented fairly in accordance with 

generally accepted accounting principles. 
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• A DoD Component did not have sufficient controls over the reporting of EOU 
material on its financial statements.  Specifically, the Component did not have: 

o a process to classify assets as EOU material or  

o documentation to support the EOU material reported at net realizable 
value on its financial statements. 

These conditions occurred because the DoD Components did not: 

• implement DoD policies or design, document, and implement their own policies 
and procedures to identify and properly value OM&S inventory, including EOU 
material, in accordance with SFFAS and DoD FMR standards; or 

• ensure their respective accountable property systems of record support valid 
and accurate valuation of OM&S.  

As a result, the lack of controls over OM&S increased the risk that the balances reported 
in the Inventory and Related Property line item in the Agency-Wide Financial 
Statements may be materially misstated. 

Recommendations 

We recommended that DoD management ensure: 

• DoD Components consistently follow SFFAS 48 standards and policies related to 
the alternative valuation method for opening balances and ensure DoD 
Components comply with SFFAS 3 standards once the alternative valuation 
method has been implemented; 

• DoD Components’ accountable property systems of record, or other appropriate 
systems, can accurately account for OM&S activity in accordance with SFFAS 3 
and 48; and 

• DoD Components consistently implement DoD policies and procedures related 
to accurate identification of EOU OM&S and proper recording of material at its 
net realizable value. 

11.  General Property, Plant, and Equipment 

General Property, Plant, and Equipment (PP&E) is made up of General Equipment 
and Internal Use Software.  As of September 30, 2025, the DoD reported a General 
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Equipment and Internal Use Software balance of $501.2 billion.26  SFFAS 6 requires 
the DoD to value its General PP&E on the basis of historical cost or on a basis that 
reasonably approximates historical cost.27  SFFAS 10 requires the DoD to value 
internally developed software on the basis of historical cost or on a basis that 
reasonably approximates historical cost.28  SFFAS 50 amends both SFFAS 6 and 
10 and allows the DoD to use a one-time alternative valuation method for establishing 
the opening balances of General PP&E in the same reporting period in which the 
DoD makes an unreserved assertion that its financial statements are presented 
in accordance with generally accepted accounting principles.29   

Through our audit procedures, we identified that DoD Components could not: 

• provide and maintain appropriate documentation supporting the valuation 
of a material amount of the General PP&E reported on the Agency-Wide 
Financial Statements; 

• substantiate the existence and completeness of General PP&E reported 
on DoD Component financial statements; or  

• adequately demonstrate that their procedures for managing and reporting 
General PP&E are designed or operating effectively.  

These conditions occurred because DoD Components did not: 

• have properly designed or implemented policies, procedures, or controls to 
maintain key documentation supporting the valuation of General PP&E; or 

• have a control environment and business processes that consistently and 
accurately established the historical acquisition cost of General PP&E in 
accordance with SFFAS 6 and 10, or the one-time alternative valuation method 
allowed under SFFAS 50.  

As a result, the DoD did not accurately record, report, and value the General PP&E 
amounts reported in the Agency-Wide Financial Statements; therefore, there is an 

 
26 General Equipment, Internal Use Software, Real Property, and Leases are all reported in the General PP&E line item 

on the Balance Sheet. 
27 FASAB Handbook, SFFAS 6, “Accounting for Property, Plant, and Equipment,” November 1995, as amended. 
28 FASAB Handbook, SFFAS 10, “Accounting for Internal Use Software,” October 1998, as amended. 
29 FASAB Handbook, SFFAS 50, “Establishing Opening Balances for General PP&E: Amending SFFAS 6, 10, and 23, and 

Rescinding SFFAS 35,” August 2016. 
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increased risk that the General PP&E balance in the Agency-Wide Financial Statements 
may be materially misstated.  

Recommendation 

We recommended that DoD management:  

• implement a DoD-wide process to confirm that DoD Components 
appropriately and consistently developed policies, procedures, and controls 
for maintaining key supporting documentation to substantiate the valuation 
of General PP&E in accordance with SFFAS 6 and SFFAS 10 historical cost 
reporting requirements; and  

• disclose an unreserved assertion for the opening balances of its General PP&E, 
after the DoD Components have disclosed unreserved assertions on their 
respective financial statements, as afforded by SFFAS 50. 

12.  Real Property 

As of September 30, 2025, the DoD reported a Real Property balance of $478.7 billion.30  
The DoD FMR states that real property assets consist of buildings, structures, facilities, 
land, land rights, construction-in-progress, assets under capital lease, and leasehold 
improvements.31  The DoD FMR requires DoD Components to properly recognize, 
account for, and report real property on the appropriate financial statements.  
Furthermore, the DoD FMR requires that DoD reporting entities ensure real property 
activity is supported, and the accountable property systems of record that account 
for real property can be reconciled to the DoD reporting entities’ financial statements. 

Through our audit procedures, we identified that: 

• the DoD did not provide a complete UoT for the real property of all DoD 
reporting entities, 

• DoD Components could not support real property balances reported in their 
financial statements, and   

 
30 General Equipment, Internal Use Software, and Real Property are all reported in the General PP&E line item on the 

Balance Sheet. 
31 DoD Regulation 7000.14-R, “DoD Financial Management Regulation,” volume 4, chapter 24, “Real Property.” 
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• DoD Components could not substantiate the existence and completeness of their 
real property assets.   

These conditions occurred because DoD management did not ensure DoD Components 
implemented internal controls, policies, and procedures, or had supporting 
documentation to substantiate the existence, completeness, and valuation of real 
property assets. 

As a result, the DoD’s lack of proper internal controls over real property assets 
increased the risk that the balances reported in the General PP&E line item in the 
Agency-Wide Financial Statements may be materially misstated. 

Recommendation 

We recommended that DoD management establish and implement internal controls, 
policies, and procedures to ensure the DoD can maintain an accurate and complete real 
property balance and ensure consistent implementation of these controls, policies, and 
procedures at the Component level. 

13.  Government Property in the Possession of Contractors 

According to the Federal Acquisition Regulation, government property is all materials 
and property owned or leased by the Government, including material and property the 
Government furnished to contractors for performance of a contract.32  The DoD is 
required to:  (1) recognize and account for government-furnished materials in 
accordance with SFFAS 3 and 48, and (2) recognize and account for government-
furnished property in accordance with SFFAS 6 and 50. 

Through our audit procedures, we identified that: 

• DoD Components could not reconcile the Government Property in the 
Possession of Contractors balances reported on their financial statements to 
an accountable property system of record; and   

• the DoD could not substantiate the existence, completeness, valuation, 
presentation, and disclosure of Government Property in the Possession of 
Contractors reported on the consolidated balance sheet.   

 

 
32 Federal Acquisition Regulation Part 45, “Government Property.” 
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These conditions occurred because DoD Components: 

• did not have the policies, procedures, and internal controls in place to 
consistently and accurately report Government Property in the Possession of 
Contractors in an accountable property system of record in accordance with 
applicable SFFAS, or properly report balances on their financial statements; and   

• relied on contractors to account for government-furnished material and 
property without the policies, procedures, and internal controls in place to 
provide effective oversight of those contractors that managed material and 
property on the Government’s behalf.   

As a result, the DoD could not accurately record and report Government Property in the 
Possession of Contractors balances on its financial statements; therefore, there is an 
increased risk that the Agency-Wide Financial Statements may be incomplete and could 
be materially misstated. 

Recommendations 

We recommended that DoD management: 

• implement DoD-wide policies and procedures for measuring and reporting 
Government Property in the Possession of Contractors to confirm that DoD 
Components appropriately and consistently account for it in accordance with 
SFFAS 3, 6, 48, and 50; and 

• develop standard inventory management policies, procedures, and metrics, and 
develop procedures to ensure the policies and procedures are incorporated 
consistently across all contracts in which the contractor manages government 
inventory control points and contractor-managed warehouses.  

14.  Joint Strike Fighter Program 

The Joint Strike Fighter Program, which has an estimated total life-cycle cost of 
$2 trillion, is a multiservice, multinational acquisition that develops and fields the  
F-35 strike fighter aircraft for the Navy, Air Force, Marine Corps, and international 
partners.33  OMB Circular No. A-136 states that management is responsible for   

 
33 Life-cycle cost includes the costs of Acquisition, such as Research, Development, Test, and Evaluation; Procurement; 

Military Construction; and the costs of Operating and Support/Disposal. 
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providing complete and reliable information, including the disposition of its assets.34  
SFFAS 3 and 6 require property and equipment to be reported on the Balance Sheet 
and the Statement of Net Cost.   

Through our audit procedures, we determined that the DoD did not account for or 
report Global Spares Pool assets for the Joint Strike Fighter Program , or accurately 
record this government property in an accountable property system of record.35  
The DoD could not provide or obtain accurate and reliable data to verify the existence, 
completeness, or value of its Global Spares Pool assets for the Joint Strike Fighter 
Program and did not report this government property on its financial statements as 
of September 30, 2025.  This occurred because DoD officials did not use contracting 
mechanisms to request financial data to support the valuation of government 
property or implement procedures to account for and manage government property 
in accordance with SFFAS 3 and 6.   

As a result, the omission of the Joint Strike Fighter Program Global Spares Pool assets 
resulted in a material misstatement on the Agency-Wide Financial Statements. 

Recommendation 

We recommended that DoD management implement DoD-wide controls to ensure 
all Joint Strike Fighter Program assets are appropriately and consistently recorded, 
reported, and valued.   

15.  Accounts Payable 

As of September 30, 2025, the DoD reported an Accounts Payable balance of 
$49.8 billion.  SFFAS 1 defines Accounts Payable as unpaid amounts the DoD owes to 
other entities for receipt of goods and services, progress in contract performance, or 
rents.  In addition, the DoD FMR states that DoD Components must maintain internal 
controls to ensure data used in financial reports are accurate, complete, supportable, 
and entered into the finance and accounting systems in a timely manner.36   

  

 
34 OMB Circular No. A-136, “Financial Reporting Requirements,” July 2025. 
35 Global Spares Pool assets include spare parts and equipment, not the aircraft and uninstalled aircraft engines. 
36 DoD Regulation 7000.14-R, “DoD Financial Management Regulation,” volume 6A, chapter 2, “Financial Reports Roles 

and Responsibilities.” 
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Through our audit procedures, we identified that the DoD did not: 

• have sufficient documentation to support the existence of its Accounts Payable 
balances; or 

• record unpaid expense transactions appropriately and accurately in the period 
in which the transactions occurred.  

These conditions occurred because the DoD did not: 

• develop and implement internal controls to ensure that the DoD accurately 
included Accounts Payable amounts in its financial statements and that DoD 
Components effectively implemented accounting standards; or   

• follow SFFAS and DoD policy when reporting Accounts Payable balances on its 
financial statements.  Specifically, DoD Component management did not maintain 
supporting documentation or ensure they recorded Accounts Payable in the 
appropriate accounting period for the receipt of goods or services ordered. 

As a result, the DoD had an increased risk of unsupported Accounts Payable 
transactions; therefore, there is increased risk that the Agency-Wide Financial 
Statements may be materially misstated. 

Recommendation 

We recommended that DoD management establish and implement a DoD-wide action 
plan to ensure that accurate Accounts Payable amounts are included in the financial 
statements and that DoD Components are appropriately and consistently implementing 
SFFAS 1 and the DoD FMR.   

16.  Environmental and Disposal Liabilities 

As of September 30, 2025, the DoD reported an Environmental and Disposal Liabilities 
(E&DL) balance of $108 billion.  SFFAS 5 defines a liability as a probable future outflow 
or other sacrifice of resources resulting from past transactions or events.37  
Furthermore, Federal Financial Accounting and Auditing Technical Release 2 requires 
the DoD to recognize liabilities for environmental cleanup costs.38  SFFAS 6 defines 
cleanup costs associated with the closure or shutdown of General PP&E as the costs of 

 
37 FASAB Handbook, SFFAS 5, “Accounting for Liabilities of the Federal Government,” December 1995. 
38 Federal Financial Accounting and Auditing Technical Release 2, March 1998. 
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removing, containing, or disposing hazardous waste.39  Additionally, the DoD FMR 
requires environmental liability estimates to include all environmental liability sites 
in the site universe and that environmental liability estimates “must include all  
asset-driven cleanup, closure, and/or disposal costs.”40 

Through our audit procedures, we identified that a DoD Component: 

• did not include all cleanup, closure, or disposal costs on the E&DL and related 
balances line items; and  

• could not provide supporting records to document completeness of its list of 
environmental sites.  

These conditions existed because the DoD did not ensure a DoD Component followed 
accounting standards to estimate a complete calculation of E&DL.  For example, the DoD 
Component did not:  

• develop a methodology to estimate future environmental disposal costs for 
General PP&E; 

• develop a complete and reasonable estimate across all General 
PP&E categories; or 

• provide sufficient documentation to support that the assessments of 
contaminated environmental sites were complete. 

As a result, the DoD has an increased risk that E&DL and related balances may be 
incomplete or inaccurate; therefore, the Agency-Wide Financial Statements may 
be materially misstated.   

Recommendation 

We recommended that DoD management implement controls to ensure that DoD 
Components use a complete population of cleanup, closure, and disposal costs to ensure 
the E&DL calculation is complete and accurate.  

 
39 FASAB Handbook, SFFAS 6, “Accounting for Property, Plant, and Equipment,” November 1995. 
40 DoD 7000.14-R, “DoD Financial Management Regulation,” volume 4, chapter 13, “Environmental and Disposal Liabilities.” 
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17.  Leases 

On April 17, 2018, the Federal Accounting Standards Advisory Board (FASAB) 
issued SFFAS 54, which revised the financial reporting standards for Federal lease 
accounting.41  SFFAS 54 provided a new set of lease accounting standards to 
recognize lease activities in financial reports and note disclosures.  The FASAB 
deferred the original effective date to reporting periods beginning after September 
30, 2023 (the effective date).  On September 25, 2020, OUSW[C]/CFO released a 
memorandum to the DoD Components establishing the financial reporting policy 
for implementing SFFAS 54 by the effective date.42   

Through our audit procedures, we determined that the DoD and its Components were 
not in compliance with SFFAS 54.  Specifically, 8 of 16 significant DoD Components we 
reviewed did not: 

• identify all leases and intragovernmental leases;  

• determine whether leases were significant to the reporting entity; or 

• recognize and disclose lease activity in accordance with SFFAS 54.43   

This condition occurred because the OUSW(C)/CFO directed the DoD Components to 
begin implementation efforts to fully comply with SFFAS 54 but never ensured the DoD 
Components were taking action to implement the requirements of SFFAS 54.   

As a result, the Agency-Wide Financial Statements and disclosures in the financial 
statements are not compliant with SFFAS 54; therefore, the Agency-Wide Financial 
Statements may be materially misstated. 

Recommendations 

We recommended that DoD management: 

• establish, implement, and monitor a process to oversee the DoD Components’ 
implementation and reporting under SFFAS 54 and regularly communicate 

 
41 FASAB Handbook, SFFAS 54, “Leases,” April 2018. 
42 OUSD(C)/CFO memorandum, “Implementation of Statement of Financial Accounting Standards 54, Leases (FPM 20-03),” 

September 25, 2020. 
43 We considered 16 DoD Components to be significant based on certain thresholds compared to our established  

DoD Agency-Wide audit materiality.   
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expectations to the DoD Components upon establishing these processes and 
until implementation is complete; and 

• oversee the DoD Components’ implementation of SFFAS 54 to ensure they 
properly report their lease activity on their financial statements. 

18.  Unsupported Accounting Adjustments 

The GAO Standards for Internal Control in the Federal Government (Green Book) 
requires the DoD to promptly and accurately record transactions.44  Additionally, the 
DoD FMR states that DoD Components must ensure all adjustments are researched and 
traceable to supporting documents as instructed in the Treasury Financial Manual.45  
Supporting documentation is necessary to provide an audit trail.  DoD Components 
record adjustments for various reasons, including instances in which subsidiary records 
do not reconcile with the general ledger, to correct previously recorded transactions, 
and to align intragovernmental transactions. 

Through our audit procedures, we identified that the DoD did not have effective internal 
controls to provide reasonable assurance that accounting adjustments were valid, 
complete, and accurately recorded.  Many DoD Components recorded accounting 
adjustments that did not have supporting documentation.  In the last two quarters of 
FY 2025, DoD Components recorded more than 5,665 unsupported accounting 
adjustments totaling more than $859 billion.  

This occurred because detailed support did not always exist to support these 
adjustments.  As a result, there is increased risk that the Agency-Wide Financial 
Statements may be materially misstated. 

Recommendations  

We recommended that DoD management: 

• research and correct the underlying problems that require DFAS to process 
accounting adjustments as unsupported; and 

• establish effective control procedures so that manual and system-generated 
adjustments contain sufficient supporting documentation to ensure that 
adjustments are valid, complete, and accurately recorded in its reporting, 

 
44 GAO-14-704G, “Standards for Internal Control in the Federal Government,” September 2014. 
45 DoD Regulation 7000.14-R, “DoD Financial Management Regulation,” volume 4, chapter 2, “Accounting for Cash  

and Fund Balances with Treasury.” 
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accounting, and general ledger systems, including an audit trail to the source 
documentation that required the adjustment. 

19.  Intragovernmental Transactions and Intradepartmental Eliminations 

The Treasury Financial Manual explains that intragovernmental transactions result 
from business activities conducted between two Government entities, such as the 
DoD and Department of State.  These entities conducting business are called trading 
partners, one a buyer and one a seller.  Intradepartmental transactions are those 
occurring between a buyer and a seller within the same department, such as the DoD.  
For example, transactions between the Army General Fund and the Defense Logistics 
Agency Working Capital Fund are within the same department; therefore, the 
transactions are eliminated when the DoD financial statements are consolidated.  The 
DoD is required to eliminate intradepartmental balances from its financial statements 
and report intragovernmental balances on its financial statements.  The Treasury 
eliminates DoD-identified intragovernmental balances from the Government-Wide 
Financial Statements.  For proper eliminations to occur, it is essential that 
the DoD captures accurate trading partner data for intragovernmental and 
intradepartmental transactions.  

Through our audit procedures, we identified that the DoD:  

• did not include proper documentation when recording journal voucher 
adjustments to reconcile trading partner records; and  

• did not record or report all necessary trading partner information at the 
transaction level in accordance with requirements in the Treasury 
Financial Manual.   

These conditions occurred because the DoD did not have effective controls to properly 
capture trading partner information at the transaction level or produce the data 
necessary to reconcile corresponding buyer and seller transactions. 

As a result, DoD intragovernmental transaction journal voucher adjustments and 
intradepartmental eliminations were incomplete, inaccurate, and unsupported; 
therefore, there is an increased risk that intragovernmental balances in the  
Agency-Wide Financial Statements may be materially misstated.  
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Recommendations  

We recommended that DoD management: 

• identify which DoD reporting entities can and cannot obtain the necessary 
trading partner support; 

• monitor the implementation of the G-Invoicing system to ensure that the DoD 
will be able to obtain and provide sufficient details for DoD intragovernmental 
balances and intradepartmental elimination entries;46 and 

• implement controls to ensure that adjustments and journal vouchers for the 
reconciliation of trading partner data are supported by transaction-level details.  

20.  Gross Costs 

As of September 30, 3025, the DoD reported a Gross Costs balance of $1.5 trillion.  
SFFAS 4 states that the DoD should report the full costs of outputs in financial reports 
and that reliable information on the costs of Federal programs and activities is crucial 
for effective management of Government operations.47  SFFAS 4 defines outputs as the 
products and services generated from the consumption of an entity’s resources.  Costs 
of the products and services may include salaries, materials, supplies, equipment, 
facilities, utilities, and other costs.  Statement of Federal Financial Accounting 
Concepts (SFFAC) 2 states that the DoD should provide gross and net cost information 
related to the amounts of outputs and outcomes for programs or organizations on the 
Statement of Net Cost.48  SFFAC 2 also states that the Statement of Net Cost should 
present the amounts paid, the consumption of other assets, and the incurrence of 
liabilities as a result of rendering services, delivering or producing goods, or carrying 
out other operating activities.   

Through our audit procedures, we determined that the DoD and some of its 
Components did not comply with generally accepted accounting principles and did not 
have sufficient support for transactions related to Gross Costs.  

  

 
46 G-invoicing is a Treasury initiative that is being implemented Government-wide, and while not an accounting system, it will 

be a central repository to support the accounting of Buy/Sell transaction events that offers a data exchange platform for 
Federal entities to communicate with one another. 

47 FASAB Handbook, SFFAS 4, “Managerial Cost Accounting Standards and Concepts,” July 1995, as amended. 
48 FASAB Handbook, SFFAC 2, “Entity and Display,” June 1995. 
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Specifically, some DoD Components did not: 

• have adequate controls over Gross Costs processes to reconcile accounts;   

• validate that subledger systems reconcile to the amounts reported in the 
financial statements; 

• accurately record Gross Costs transactions, including operating expenses 
and disbursements;   

• record transactions in a timely manner in the correct accounting period  
or fiscal year; 

• have sufficient processes in place to identify, calculate, record, and report other 
imputed costs; or 

• provide sufficient appropriate evidence to support the existence, completeness, 
and accuracy of Gross Costs. 

These conditions occurred because the DoD did not ensure that the Components 
implemented policies and procedures to properly account for and sufficiently support 
transactions for Gross Costs amounts included on the Statement of Net Cost. 

Without adequate controls to account for, report, and support Gross Costs, DoD 
management did not have reliable financial information to effectively assess the 
financial performance of the DoD’s major programs.  As a result, these deficiencies 
increased the risk that expense-related transactions are materially misstated on the 
Agency-Wide Financial Statements.   

Recommendations 

We recommended that DoD management work with DoD Component management to: 

• develop and implement a DoD-wide action plan to assess, oversee, and ensure 
that DoD Components implement effective internal controls for recording Gross 
Costs; and 

• develop, document, and implement policies and procedures to require or 
strengthen internal control activities to help ensure the existence or occurrence, 
accuracy, and timeliness of recorded transactions and balances to support the 
Statement of Net Cost.  
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21.  Earned Revenue 

As of September 30, 2025, the DoD reported an Earned Revenue balance of 
$569.6 billion.  SFFAS 7 states that Earned Revenues arise when the DoD provides 
goods and services to the public or to another Federal entity for a price.49      

Through our audit procedures, we identified that the DoD and its Components did 
not accurately record transactions related to Earned Revenue.  In addition, DoD 
Components did not: 

• fully design, implement, and document controls over revenue; 

• recognize Earned Revenues from services provided and goods sold, or did not 
recognize these transactions in the appropriate period in accordance with 
generally accepted accounting principles; or 

• have adequate policies and procedures to address risks and maintain 
supporting documentation to support the revenue balances on the financial 
statements and notes. 

These conditions occurred because the DoD did not:  

• have adequate procedures or internal controls to record transactions related to 
Earned Revenue; or  

• perform adequate oversight and coordination with its Components to ensure 
they implemented DoD policies, procedures, and controls to properly account 
for and record Earned Revenue transactions.  

Without adequate controls to account for, report, and support Earned Revenue, 
DoD management did not have reliable financial information to effectively assess 
the financial performance of the DoD’s major programs.  Therefore, controls could 
fail to prevent or detect and correct material misstatements in the Agency-Wide 
Financial Statements. 

  

 
49 FASAB Handbook, SFFAS 7, “Accounting for Revenue and Other Financing Sources and Concepts for Reconciling Budgetary 

and Financial Accounting,” May 1996, as amended. 
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Recommendations 

We recommended that DoD management coordinate with DoD Component 
management to:  

• develop and implement a DoD-wide action plan to assess, oversee, and ensure 
that the DoD Components implement effective internal controls to record 
revenue in a timely manner and produce the Earned Revenue line item on the 
Statement of Net Cost; 

• perform a risk assessment that identifies and analyzes risks relevant to the 
revenue processes; 

• design, document, and implement processes and controls to ensure timely 
recording of related transactions based on the identified risks; and 

• develop, implement, and monitor controls to ensure that supporting 
documentation is consistently maintained and readily available for inspections 
for revenue transactions. 

22.  Reconciliation of Net Cost of Operations to Outlays 

SFFAS 7 requires the DoD to reconcile its budgetary and proprietary data.50  
Additionally, OMB Circular No. A-136 requires the DoD to include this reconciliation 
in the notes to the financial statements. 

Through our audit procedures, we identified that:  

• DoD Components could not support adjustments made to reconcile budgetary 
and proprietary data on the Component financial statements; and  

• the DoD reported a $1.3 billion unreconcilable difference between the 
budgetary and proprietary accounts in Note 24, Reconciliation of Net Cost 
to Net Outlays.  

  

 
50 FASAB Handbook, SFFAS 7, “Accounting for Revenue and Other Financing Sources and Concepts for Reconciling Budgetary 

and Financial Accounting,” May 1996, as amended. 
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These conditions occurred because:  

• DoD Component management did not research, resolve, and reconcile the 
variances between the budgetary and proprietary data throughout the reporting 
period for Note 24 to the Component financial statements; and 

• DoD management did not ensure DoD Components adequately implemented 
procedures for preparing complete, accurate, and consistent financial 
statements and notes disclosures throughout the DoD for Note 24.  

As a result, the Agency-Wide Financial Statements and Note 24 does not accurately 
reflect the financial position of the DoD; therefore, there is increased risk that balances 
in the Agency-Wide Financial Statements may be materially misstated. 

Recommendations 

We recommended that DoD management ensure that DoD Components: 

• support and document the research and resolution, in accordance with SFFAS 7, 
of the variances between budgetary and proprietary data; and 

• implement DoD-wide procedures to ensure that the DoD financial statement 
note disclosures related to Note 24 reconciliations are complete, accurate, and 
consistent and comply with the requirements in OMB Circular No. A-136. 

23.  Budgetary Resources   

SFFAS 7 requires the DoD to present material budgetary information that comes wholly 
or in part from the budget in its Statement of Budgetary Resources (SBR).  The 
statement presents total budgetary resources available to the DoD during the period, 
and the status and outlays of those resources.  The DoD FMR, volume 6B, chapter 7, 
details policy for formatting the SBR and includes a requirement to format the SBR 
to align with the Standard Form 132 (SF 132), “Apportionment and Reapportionment 
Schedule,” and Standard Form 133 (SF 133), “Report of Budget Execution and 
Budgetary Resources,” using budget execution guidance published in OMB Circular 
No. A-11.51  OMB Circular No. A-123 describes management responsibilities in 

 
51 DoD Regulation 7000.14-R, “DoD Financial Management Regulation,” volume 6B, chapter 7, “Statement of Budgetary 

Resources.” 

OMB Circular No. A-11, “Presentation, Submission, and Execution of the Budget,” July 2024. 
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establishing and operating an effective system of internal control, correcting internal 
control deficiencies, and meeting corrective action plan requirements.52 

Through our audit procedures, we identified that significant DoD Components and the 
DoD did not prepare a complete and accurate SBR.  Specifically, significant DoD 
Components did not: 

• accurately prepare, report, and support the balances reported in the SBR; or 

• design their financial reporting procedures to resolve variances identified in the 
reconciliation to ensure that they do not reoccur in future accounting periods. 

These conditions occurred because the DoD did not have adequate internal controls to 
ensure that all DoD Components prepared, accounted for, and reconciled their 
budgetary resources in accordance with the DoD FMR, volume 6B, chapter 7, and OMB 
Circulars No. A-11 and No. A-123.  A few examples follow. 

• Some DoD Components did not implement sufficient controls at the Component 
level to ensure the reporting of budgetary resources was accurate, complete, 
and supported by data from the Components’ financial reporting system. 

• DoD management did not design and implement procedures to ensure that the 
actions taken addressed the root cause of the variances detected on the SF 132 
to SF 133 reconciliation and prevent the variances from reoccurring in future 
accounting periods. 

Without adequate controls to account for budgetary resources, there is an increased 
risk that the DoD and its Components cannot monitor the status of total budgetary 
resources available and the status of those resources during the reporting period.  
The inability to monitor the status of budgetary resources creates the potential 
for violations of the Antideficiency Act, and the Agency-Wide SBR may be 
materially misstated. 

  

 
52 OMB Circular No. A-123, “Management’s Responsibility for Enterprise Risk Management and Internal Control,” July 15, 2016. 
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Recommendations 

We recommended that DoD management develop and implement adequate internal 
controls and procedures to ensure that DoD Components prepare, account for, and 
reconcile budgetary resources in accordance with the DoD FMR, volume 6B, chapter 7, 
and OMB Circulars No. A-11 and No. A-123, including actions to: 

• provide adequate oversight of the controls implemented by DoD Components to 
ensure the reporting of budgetary resources is accurate, complete, and 
supported by data from the Components’ financial reporting system; and 

• design and implement procedures that ensure that action taken address the root 
cause of the variances detected on the SF 132 to SF 133 reconciliation to 
prevent the variances from reoccurring in future accounting periods. 

24.  Service Organizations 

The Green Book states that management may engage service organizations to perform 
certain operational processes for the entity.  However, management retains 
responsibility for monitoring the effectiveness of internal control over the assigned 
processes the service organizations perform.  If the processes a service organization 
provides are significant to a user entity’s internal control objectives, then the user entity 
is responsible for establishing controls that complement the service organization’s 
controls.  Service organizations perform critical activities across the DoD, such as 
inventory management and financial services.  For example, DFAS is a service 
organization that provides accounting services to the DoD and its Components. 

Through our audit procedures, we identified that the DoD did not adequately monitor 
the use of service organizations or the design and implementation of complementary 
user entity controls (CUECs) at the Component level to ensure compliance with the 
Green Book and prevent control failures.53  Specifically, the DoD Components did not 
fully document, implement, test, and monitor their CUECs. 

  

 
53 CUECs are controls that management of the service organization assumes, in the design of the service organization’s system, 

will be implemented by user entities, and are necessary to achieve the control objectives stated in management’s 
description of the service organization’s systems. 
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In addition, auditors issued qualified or adverse opinions in 10 of the 28 reports 
resulting from DoD System and Organization Controls assessments conducted in 
FY 2025, which means the auditors concluded that service organizations did not 
properly design or operate a portion of their controls.54 

These conditions occurred because DoD management did not coordinate with DoD 
Components to ensure the implementation of a comprehensive set of policies, 
procedures, and processes with sufficient service organization controls and effective 
controls to address the CUECs. 

As a result, without sufficient CUECs and service organization controls that are 
operating effectively, the DoD remains at an increased risk that the Agency-Wide 
Financial Statements may be materially misstated. 

Recommendations 

We recommended that DoD management work with DoD Component management to: 

• develop and implement processes to confirm that each Component has 
completed a comprehensive evaluation of the System and Organization Controls 
reports to identify the relevant service organizations and develop 
comprehensive business process documentation to identify relevant CUECs; 

• review DoD Component policies and procedures and provide feedback on them 
to improve the process of identifying, documenting, and testing relevant 
CUECs; and 

• review Component corrective action plans and risk acceptance documentation 
and provide feedback on implementation. 

25.  Component Entity-Level Controls   

The Federal Managers’ Financial Integrity Act of 1982 requires the DoD to establish 
internal control, and the Green Book defines the standards for internal control in the 
U.S. Government.  The Green Book states that internal control is a process used by 
management to help an entity achieve its objectives.  The Green Book also states that   

 
54 The DoD typically manages the risks of service organizations through System and Organization Controls reports.  These 

reports discuss the description and suitability of the design and operating effectiveness of those controls. 
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the five components of internal control—Control Environment, Risk Assessment, 
Information and Communication, Control Activities, and Monitoring—must be designed, 
implemented, and operating together for an internal control system to be effective.   

Through our audit procedures, we identified that DoD Components had material 
deficiencies related to two internal control components—Control Activities and 
Monitoring.  According to the Green Book, Control Activities are the actions 
management establishes through policies and procedures to achieve objectives 
and respond to risks in the internal control system.  Monitoring involves the activities 
established and used to assess the quality of performance and to resolve findings.  
Specifically, DoD Components did not: 

• have sufficient controls in place to ensure reliable financial reporting and 
compliance with applicable standards and generally accepted accounting 
principles; or  

• provide documentation that identified and described processes, controls, and 
their implementation. 

These conditions occurred because: 

• DoD Components did not have or did not effectively design, implement, 
and operate internal controls to prevent or detect identified material 
misstatements; and 

• DoD management did not have proper policies and procedures in place to 
monitor, identify, and resolve internal control deficiencies that could affect 
DoD Component financial statements. 

The DoD could not achieve the objectives of reliable financial reporting, operating 
efficiency and effectiveness, and compliance with generally accepted accounting 
principles.  Ineffective implementation of Component Entity-Level controls increased 
the risk of both ineffective internal controls and misstatement at the DoD Component 
financial reporting level.  As a result, there was an increased risk that the Agency-Wide 
Financial Statements may be materially misstated. 
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Recommendations 

We recommended that DoD management: 

• coordinate with DoD Components to design and implement effective control 
activities that prevent and detect identified risks of material misstatement; and 

• ensure monitoring and documenting of internal control procedures by 
establishing criteria, completing regular reviews, and performing analyses of 
all relevant controls to demonstrate how the internal controls will prevent or 
detect and correct material misstatements. 

26.  DoD-Wide Oversight and Monitoring    

The Federal Managers’ Financial Integrity Act of 1982 establishes management’s 
responsibility for producing reliable financial reports and ensuring financial 
transactions are recorded in accordance with generally accepted accounting principles.  
OMB Circular No. A-123 requires DoD management to establish and integrate internal 
controls into the DoD’s operations and to continuously monitor, assess, and improve the 
effectiveness of those internal controls.55  The DoD FMR states that DoD management is 
responsible for directing, managing, and providing policy guidance and oversight of 
DoD financial management activities, including establishing financial management 
policies for DoD Components and ensuring compliance with applicable accounting 
policies and standards throughout the DoD.56  The DoD FMR also requires that DoD 
Components ensure the data in their financial statements are exactly the same as the 
data included in the Defense Departmental Reporting System, which consolidates the 
data to produce the Agency-Wide Financial Statements.57   

Through our audit procedures, we identified several deficiencies related to DoD 
management’s oversight and monitoring of the Agency-Wide Financial Statements, 
including the following deficiencies. 

• DoD management lacked sufficient processes and documentation for reporting 
financial data included in the DoD Component Level Accounts. 

 
55 OMB Circular No. A-123, “Management’s Responsibility for Enterprise Risk Management and Internal Control,” July 15, 2016. 
56 DoD Regulation 7000.14-R, “DoD Financial Management Regulation,” volume 1, chapter 1, “Chief Financial Officer  

of the DoD.” 
57 DoD Regulation 7000.14-R, “DoD Financial Management Regulation,” volume 6A, chapter 3, “Reporting of Outlays, Receipts, 

and Adjusted Trial Balances,” section 3.2.2.   
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• Component financial statement data included in the Agency-Wide Financial 
Statements did not always match the data included in component-level audited 
financial statements. 

• As of September 30, 2025, DoD management reported $18.9 billion in DoD-
appropriated funds as spent; however, the funds were not spent and were still 
available for use. 

These conditions occurred because DoD management did not: 

• design effective internal controls to ensure complete and accurate reporting of 
financial data within the DoD Component Level Accounts; 

• enforce the DoD FMR, volume 6A, chapter 3, which requires that DoD 
Components ensure their financial statement data are exactly the same as the 
data included in the Defense Departmental Reporting System; 

• have adequate internal controls over identifying DoD Component adjustments 
made after the Agency-Wide Financial Statements were issued and determining 
how to account for them in the Agency-Wide Financial Statements; and  

• develop a process to accurately account for the status of DoD-appropriated 
funds for Building Partner Capacity programs.58 

As a result, the lack of internal controls over financial reporting:  

• led to misstatements on the Agency-Wide Financial Statements and increased 
the risk that the Agency-Wide Financial Statements may be materially 
misstated; and 

• increased the risk that the Government-Wide Financial Statements may 
be misstated.   

In addition, when a DoD Component audit is completed after the Agency-Wide Financial 
Statements are issued, the DoD OIG cannot use the audit opinion on the Component’s 
financial statements to form its opinion on the Agency-Wide Financial Statements, 
which could impede the DoD’s ability to achieve an unmodified audit opinion on the 
Agency-Wide Financial Statements.  

 
58 Building Partner Capacity programs are a means by which the DoD uses its own appropriations to build the capacity and 

capabilities of partner-nation security forces.   
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Recommendations 

We recommended that DoD management: 

• develop, document, and implement adequate internal controls over the DoD 
Component Level Accounts consolidation entity; 

• enforce the DoD FMR, volume 6A, chapter 3; 

• require that all adjustments to DoD Component financial statements occur 
within the Defense Departmental Reporting System;  

• starting in FY 2028, ensure the Agency-Wide Financial Statements are finalized 
after all audit opinions on the Component financial statements are issued; and   

• design and implement controls to ensure that the Agency-Wide Financial 
Statements accurately report all DoD appropriations related to Building 
Partner Capacity programs and accurately report the current status of 
those appropriations. 

Identified Significant Deficiencies 
A significant deficiency is a deficiency, or a combination of deficiencies, in internal 
control that is less severe than a material weakness yet important enough to merit 
attention by those charged with governance.  A description of the two significant 
deficiencies we identified through our audit and our recommendations to address 
them are as follows.    

1. Risk Management Framework   

The Federal Information Security Modernization Act of 2014 requires the DoD to 
provide adequate controls over information security considering the risk of not having 
those controls in place.59  The Risk Management Framework (RMF) provides a 
disciplined, structured, and flexible process for managing security risk.  The RMF 
includes information security categorization; control selection, implementation, and 
assessment; system and common control authorizations; and continuous monitoring.    

 
59 Public Law 113-283, “Federal Information Security Modernization Act of 2014,” December 2014. 
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The DoD’s RMF process adopts the NIST RMF to comply with Federal Information 
Security Modernization Act of 2014 requirements and to carry out DoD missions and 
business functions.60  Success of the missions and functions depends on protecting the 
confidentiality, integrity, and availability of information processed, stored, and 
transmitted by those systems.  Executing RMF tasks links essential risk management 
processes at the system level to risk management processes at the organization level. 

Through our audit procedures, we identified that the DoD did not fully implement the 
RMF for DoD financial management systems.  Specifically, the DoD did not fully: 

• conduct control assessments, 

• conduct system risk assessments, or 

• implement continuous monitoring capabilities. 

These conditions occurred because DoD management did not coordinate with DoD 
Components to monitor and ensure the implementation of an RMF.  

As a result, DoD Components may not have all the information necessary to assess risks 
and may not be able to resolve deficiencies that affect internal control over financial 
reporting.  The lack of RMF controls can affect the completeness and accuracy of 
financial reporting, which increases the risk that the Agency-Wide Financial Statements 
may be misstated. 

Recommendations 

We recommended that DoD management develop and implement processes to ensure 
each DoD Component has: 

• implemented adequate control assessment procedures, 

• implemented a system-level risk assessment, and 

• developed and implemented a continuous monitoring program.  

 
60 NIST SP 800-37, “RMF for Information Systems and Organizations,” December 2018. 
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2. Accounts Receivable 

As of September 30, 2025, the DoD reported a non-Federal Accounts Receivable balance 
of $15.6 billion.61  SFFAS 1 requires the DoD to recognize a receivable when the DoD 
establishes a claim to cash or other assets against other entities, based on either legal 
provisions, such as a payment due date, or goods or services provided.  The DoD FMR 
states that a receivable must be established when payment is not received in advance 
or at the time revenue is recognized.62  In addition, receivables must be recorded when 
earned from the sale of goods and services or when an event results in the 
determination that a debt is owed to the DoD, that is, in the applicable accounting 
system during the month the receivables occur.  DoD Components must maintain 
accounting records for receivables so that all transactions affecting the receivables are 
included in the reporting period of occurrence.  Furthermore, the Green Book requires 
management to design the entity’s information system to obtain and process 
information to meet each operational process’s information requirements and to 
respond to the entity’s objectives and risks. 

Through our audit procedures, we identified that DoD Components did not have 
sufficient documentation to ensure the completeness and accuracy of non-Federal 
Accounts Receivable transactions.  Specifically, DoD Components: 

• could not provide an Accounts Receivable subsidiary ledger at the invoice level 
that reconciles to the general ledger, and 

• did not liquidate receivables collected in prior accounting periods in the 
accounting records. 

These conditions occurred because the DoD did not develop or implement effective 
internal controls to prevent or detect misstatements of non-Federal Accounts 
Receivable balances.  For example: 

• DoD Component accounting systems did not have effective controls to record 
transactions to the correct general ledger accounts, and 

• DoD Components did not follow SFFAS and DoD policy when reporting Accounts 
Receivable balances on the financial statements.  

 
61 Non-Federal Accounts Receivable are amounts that the DoD collects for the U.S. Government or other entities and amounts 

for which the DoD is not authorized to spend. 
62 DoD Regulation 7000.14-R, “DoD Financial Management Regulation,” volume 4, chapter 3, “Receivables.” 
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As a result, there was a significant risk that balances presented in the Agency-Wide 
Financial Statements may be misstated. 

Recommendation 

We recommended that DoD management improve its oversight of non-Federal Accounts 
Receivable balances by ensuring that DoD Components have detailed transactions to 
support balances, have and regularly review reports, and are implementing SFFAS 1 
and the DoD FMR. 

Agency Comments 
We provided a draft of this report to the Under Secretary of War (Comptroller)/Chief 
Financial Officer of the Department of War (USW[C]/CFO) to provide a formal response; 
their response follows our audit reports.  Government Auditing Standards require the 
auditor to perform limited procedures on the USW(C)/CFO’s response to the findings 
identified during our engagement and described in the accompanying Agency Financial 
Report.  In the USW(C)/CFO’s response, they acknowledged the findings identified and 
expressed their commitment to resolving critical issues.  The USW(C)/CFO’s response 
was not subjected to the other auditing procedures applied in the engagement of the 
financial statements and, accordingly, we express no opinion on the response.   

Purpose of This Report 
The Report on Internal Control over Financial Reporting is an integral part of our audit.  
The purpose of this report is to describe the scope and results of our testing of internal 
control over financial reporting, not to provide an opinion on the effectiveness of 
internal control over financial reporting.  This report is not suitable for any 
other purpose. 

 
 
 
 
Lorin T. Venable, CPA 
Assistant Inspector General for Audit 
Financial Management and Reporting 
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OFFICE OF INSPECTOR GENERAL 

DEPARTMENT OF DEFENSE 
4800 MARK CENTER DRIVE 

ALEXANDRIA, VIRGINIA  22350-1500 
 

 
 

December 18, 2025 

Report on Compliance with Laws, Regulations, 
Contracts, and Grant Agreements 
We conducted the audit the DoD Agency-Wide Financial Statements, as required 
by the Chief Financial Officers Act of 1990, and in accordance with generally accepted 
government auditing standards (GAGAS); Office of Management and Budget (OMB) 
Bulletin No. 24-02; and the Government Accountability Office/Council of the Inspectors 
General on Integrity and Efficiency Financial Audit Manual.1  The financial statements 
are composed of the consolidated balance sheet, consolidated statement of net cost, 
consolidated statement of changes in net position, combined statement of budgetary 
resources, and related note disclosures as of and for the fiscal year ended 
September 30, 2025.  Our Report on the Financial Statements, dated December 
18, 2025, disclaims an opinion on the financial statements because of the significance 
of the matters described in the Basis for Disclaimer of Opinion section of our report, 
which indicates we could not obtain sufficient, appropriate audit evidence to provide 
a basis for an audit opinion. 

Management Responsibilities 
DoD management is responsible for complying with provisions of applicable laws, 
regulations, contracts, and grant agreements related to financial reporting and ensuring 
that the DoD’s financial management systems comply substantially with the Federal 
Financial Management Improvement Act of 1996 (FFMIA).2 

Auditor’s Responsibilities 
GAGAS and OMB guidance require auditors to report on an entity’s compliance 
with provisions of applicable laws, regulations, contracts, and grant agreements.  
In connection with our responsibility as the group auditor for the audit of the 
Agency-Wide Financial Statements, we performed tests at the Agency-Wide level 
and considered the results of DoD reporting entity audits to determine whether 

 
1 Government Accountability Office, GAO-21-368G, “Government Auditing Standards,” April 2021. 

OMB Bulletin No. 24-02, “Audit Requirements for Federal Financial Statements,” July 2024.  

Government Accountability Office/Council of the Inspectors General on Integrity and Efficiency, “Financial Audit Manual,” 
Volume 1, June 2025; Volume 2, June 2024; and Volume 3, August 2025. 

2 Public Law 104-208, Title VIII, “Federal Financial Management Improvement Act of 1996,”September 1996. 
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the DoD substantially complied with provisions of applicable laws, regulations, 
contracts, and grant agreements.3  We identified instances of noncompliance that could 
have a direct and material effect on the financial statements, on the determination of 
financial statement amounts the DoD is required to report under GAGAS and the 
provisions of OMB Bulletin No. 24-02, and the requirements referred to in Section 
803(a) of the FFMIA.  However, our engagement objectives did not include providing an 
opinion on compliance with the provision of applicable laws, regulations, contracts, and 
grant agreements; accordingly, we do not express such an opinion.  Additionally, if the 
scope of our work had been sufficient to enable us to express an opinion on the financial 
statements, other instances of noncompliance or other matters may have been 
identified and reported herein. 

Identified Instances of Noncompliance or 
Potential Noncompliance 
The Antideficiency Act.  The Antideficiency Act (ADA) prohibits the DoD and its agents 
from making or authorizing expenditures or obligations that exceed the available 
appropriations or funds.4  It specifies that the DoD or its agents may not contract 
or obligate for the payment of money before an appropriation is made available for 
that contract or obligation unless otherwise authorized by law.  Additionally, the DoD 
and its agents are prohibited from making or authorizing expenditures or obligations 
exceeding an apportionment or the amount permitted by prescribed regulations.  
The ADA specifies that if a DoD officer or employee violates the ADA, the Chief Financial 
Officer must immediately report to the President and Congress all relevant facts and 
provide a statement of actions taken in response to the ADA violation.  The DoD 
Financial Management Regulation, volume 14, chapter 3, requires the DoD to complete 
formal investigations of suspected ADA violations within 15 months.5  The DoD 
reported two ADA cases resulting in multiple violations, totaling $106.9 million, in 
FY 2025.  Additionally, the DoD identified eight ongoing ADA investigations as of 
September 30, 2025, and had four cases open for more than 15 months. 
 
  

 
3 A DoD Component is a Military Department, Defense agency, or DoD field activity such as the Defense Logistics Agency,  

a combatant command, or other organizational entity within the DoD.  A reporting entity is the financial statement entity,  
such as the Defense Logistics Agency general fund. 

4 Public Law 97-258, “Antideficiency Act,” September 1982. 
5 DoD Regulation 7000.14-R, “DoD Financial Management Regulation,” volume 14, chapter 3, “Antideficiency Act Violation 

Process.” 
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We also identified an instance in which a DoD policy and business process could result 
in an ADA violation.  Specifically, the DoD’s use of Discontinued Research Packages to 
write off suspense account and cash management report transactions that lack 
supporting documentation allows for potential violations of the purpose statute, bona 
fide needs rule, or both.  The Government Accountability Office, “Principles of Federal 
Appropriations Law,” states that there are three elements—purpose, time, and 
amount—that must be present for an obligation or expenditure to be legal.6  The first 
element, known as the purpose statute, states that appropriations must only be used for 
objects for which the appropriations were made.  The second element, known as the 
bona fide needs rule, says that appropriated funds can only be used for legitimate needs 
that arise during the period of availability for those funds.  The Discontinued Research 
Package process may allow transactions to be applied to incorrect appropriations, 
applied to the wrong period, or both, which could result in ADA violations.   
 
Federal Financial Management Improvement Act of 1996.  The FFMIA requires the 
DoD to establish and maintain financial management systems that substantially comply 
with the Federal financial management systems requirements, applicable Federal 
accounting standards, and the U.S. Standard General Ledger at the transaction level.  
For areas of FFMIA noncompliance, OMB Circular No. A-136 requires the DoD to 
identify remediation activities that are planned or underway and to describe target 
dates and offices responsible for bringing systems into compliance.7  DoD management 
identified over 130 systems relevant to internal controls over financial reporting that 
were noncompliant with the FFMIA; accordingly, we determined that the DoD and its 
Components did not substantially comply with the FFMIA.  In addition, DoD 
management has not created a strategy for DoD financial management systems 
relevant to internal controls over financial reporting to either become compliant 
with the FFMIA or be retired and replaced in a timely manner.  
 
The Federal Managers’ Financial Integrity Act of 1982.  The Federal Managers’ 
Financial Integrity Act of 1982 (FMFIA) requires DoD management to perform 
evaluations and report on the adequacy of DoD systems of internal accounting 
and administrative control.8  OMB Circular No. A-123, which implements the FMFIA, 
requires DoD management to establish and maintain internal controls to achieve 
the objectives of effective and efficient operations, reliable financial reporting, and 

 
6 Government Accountability Office, “Principles of Federal Appropriations Law,” chapter 3, “Availability of Appropriations:  

Purpose,” Fourth Edition, 2017 (The Red Book). 
7 OMB Circular No. A-136, “Financial Reporting Requirements,” July 2025. 
8 Public Law 97-255, “Federal Managers’ Financial Integrity Act of 1982,” September 1982. 
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compliance with provisions of applicable laws and regulations.9  We identified DoD 
Components that did not substantially comply with the FMFIA.  For example, DoD 
Components did not perform a complete risk assessment to define all compliance 
objectives, identify all risks and information, define risk tolerances, analyze risks, 
and respond to risks identified.  In addition, DoD Components did not monitor the 
effectiveness of their FMFIA internal control assessment programs or implement 
corrective actions in a timely manner.  We also reported multiple material 
weaknesses related to FMFIA noncompliance in our Report on Internal Control 
over Financial Reporting. 
 
The Federal Information Security Modernization Act.  One of the requirements of 
the Federal Information Security Modernization Act (FISMA) is for agencies to provide 
information security controls commensurate with the risk and potential harm of not 
having those controls.10  The National Institute of Standards and Technology publishes 
standards and guidelines for Federal entities to implement in their systems.11  
Deviations from these standards and guidelines represent departures from FISMA 
requirements.  We identified that multiple DoD Components did not comply with 
National Institute of Standards and Technology guidance for their financial 
management systems and thus did not comply with certain aspects of FISMA.  
For example, DoD Components did not fully implement security controls, such as 
policies and procedures for configuration management and security management, 
managing and monitoring access controls, using proper segregation of duties, or 
fully implementing Complementary User Entity Controls. 
 
The Debt Collection Improvement Act.  The Debt Collection Improvement Act of 
1996, as amended by the Digital Accountability and Transparency Act of 2014, 
requires the DoD to report to the Treasury any nontax debts or claims owed to the 
U.S. Government that are delinquent for more than 120 days.12  We identified one 
DoD Component that may be noncompliant with the Debt Collection Improvement Act.  
Specifically, the DoD Component could not sufficiently support the validity of recorded 
debts, which limited the extent of audit procedures that could be performed over 
Debt Collection Improvement Act requirements. 

 
9  OMB Circular No. A-123, “Management’s Responsibility for Enterprise Risk Management and Internal Control,” July 2016. 
10 Public Law 113-283, “Federal Information Security Modernization Act of 2014,” December 2014. 
11 National Institute of Standards and Technology, Special Publication 800-53, Revision 5, “Security and Privacy Controls 

for Information Systems and Organizations,” September 2020, does not apply to national security systems, subject 
to exceptions. 

12 Public Law 104-134, “Debt Collection Improvement Act of 1996,” as amended by Public Law 113-101, “Digital Accountability 
and Transparency Act of 2014,” May 2014. 
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Recommendations 
This report does not include recommendations to correct identified noncompliance 
with provisions of applicable laws, regulations, contracts, and grant agreements.  
Auditors provided notices of findings and recommendations to management for the 
DoD and DoD Components to address reported instances of noncompliance with certain 
provisions of applicable laws, regulations, contracts, and grant agreements during the 
audits.  In addition, auditors of the DoD reporting entities’ financial statements included 
recommendations within their Reports on Compliance with Applicable Laws, 
Regulations, Contracts, and Grant Agreements. 

Agency Comments  
We provided a draft of this report to the Under Secretary of War (Comptroller)/Chief 
Financial Officer of the Department of War (USW[C]/CFO) to provide a formal response; 
their response follows our audit reports.  Government Auditing Standards require the 
auditor to perform limited procedures on the USW(C)/CFO’s response to the findings 
identified during our engagement and described in the accompanying Agency Financial 
Report.  In the USW(C)/CFO’s response, they acknowledged the findings identified and 
expressed their commitment to resolving critical issues.  The USW(C)/CFO’s response 
was not subjected to the other auditing procedures applied in the engagement of the 
financial statements and, accordingly, we express no opinion on the response. 

Purpose of this Report 
The Report on Compliance with Applicable Laws, Regulations, Contracts, and Grant 
Agreements is an integral part of our audit.  The purpose of this report is to describe 
the scope and results of our testing of compliance with provisions of applicable laws, 
regulations, contracts, and grant agreements; not to provide an opinion on compliance.  
This report is not suitable for any other purpose. 

 
 
 
 
Lorin T. Venable, CPA 
Assistant Inspector General for Audit 
Financial Management and Reporting  
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OFFICE OF THE UNDER SECRETARY OF WAR 
1100 DEFENSE PENTAGON 

WASHINGTON, DC 20301-1100 

 
 COMPTROLLER 

 

 
Ms. Lorin T. Venable, CPA  
Assistant Inspector General for Audit 
Office of Inspector General 
Department of War  
4800 Mark Center Drive 
Alexandria, VA  22350-1500 
 
Dear Ms. Venable: 
 
 We have reviewed the audit report and acknowledge the findings and results.  The 
Department of War is committed to resolving its critical issues and achieving an unmodified 
audit opinion by 2028.  This goal reflects our dedication to transparency, accountability, and the 
responsible stewardship of taxpayer resources.  As we look ahead to the upcoming year, we have 
identified key priorities that will guide our efforts toward this objective:   
  

• Defense Working Capital Fund (DWCF):  Our immediate focus is on preparing a 
combined DWCF Financial Report culminating in an unmodified opinion on the 
fiscal year 2027 financial statements over a two-year period.  This milestone will 
serve as a critical building block in our broader financial improvement strategy. 

• Agency-Wide Annual Financial Report:  Building on the success of the DWCF audit, 
the Department will channel its efforts toward achieving an unmodified opinion on 
the fiscal year 2028 agency-wide financial statements.  

• Implementation of Automation and Artificial Intelligence:  To further enhance our 
financial management capabilities, the Department is implementing automation and 
artificial intelligence to automate internal controls, streamline processes, and produce 
accurate financial reports that comply with federal accounting standards.  By 
leveraging these advanced technologies, we will improve efficiency, reduce errors, 
and ensure the integrity of our financial data. 

 These efforts will strengthen public trust and ensure our financial operations align with 
the highest standards of accountability.  We are confident that, through the dedication of our 
team and the integration of innovative technologies, we will achieve these critical milestones.   
Thank you for your continued partnership and oversight as we work toward these goals. 
 
 
 
 
 

Jules W. Hurst III  
Performing the Duties of the Under Secretary of 

War (Comptroller)/Chief Financial Officer 
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PRINCIPAL FINANCIAL STATEMENTS

The principal financial statements are prepared to report the financial position, financial condition, and results of 
operations of the Department of Defense (DoD or the Department), pursuant to the requirements of title 31, United 
States Code, section 3515(b) (31 U.S.C. § 3515(b)).  The statements are prepared from the accounting records of the 
Department and, to the extent possible, in accordance with the formats prescribed by Office of Management and Budget 
(OMB) Circular No. A-136 and, U.S. Generally Accepted Accounting Principles for federal entities as prescribed by the 
Federal Accounting Standards Advisory Board (FASAB).  Reports used to monitor and control budgetary resources 
are prepared from the same records.  The financial statements should be read with the realization that they are for a 
component of the U.S. Government.

The principal financial statements of the Department include the four financial statements described below.

1 CONSOLIDATED BALANCE SHEET 2 CONSOLIDATED STATEMENT  
OF NET COST

Presents the Department’s financial position as of 
September 30, 2025.  Assets reflect the economic 
benefits controlled by the Department, Liabilities 
reflect probable future outflows or other sacrifices of 
resources as a result of past transactions or events, 
and Net Position reflects the residual amounts.

Presents the Net Cost of the Department’s operations 
by major program for the fiscal year ended September 
30, 2025.  The Department’s Net Cost of Operations 
is equal to the gross cost incurred net of exchange 
revenue earned and gains/losses from actuarial 
assumption changes for Military Retirement Benefits.

3 CONSOLIDATED STATEMENT OF 
CHANGES IN NET POSITION 4 COMBINED STATEMENT OF 

BUDGETARY RESOURCES

Presents the change in the Department’s Net Position 
that resulted from the Net Cost of Operations, 
Budgetary Financing Sources, and Other Financing 
Sources for the fiscal year ended September 30, 2025.

Presents information about the Budgetary Resources 
available to the Department, the year-end status of 
the resources, and the outlays of resources for the 
fiscal year ended September 30, 2025.  The Statement 
of Budgetary Resources is the only principal 
financial statement prepared on a combined, rather 
than consolidated, basis.  As such, all intra-entity 
transactions are reflected in the amounts reported on 
the statement.
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CONSOLIDATED BALANCE SHEET

As of September 30, 2025
(Dollars in millions)

2025
(Unaudited) 

Assets (Note 2)

Intragovernmental:

Fund Balance with Treasury (Note 3)  $� 1,005,721.5 

Investments (Note 5) 2,230,016.9 

Accounts Receivable, Net (Note 6) 2,975.7 

Other Assets (Note 10) 1,409.7 

Total Intragovernmental Assets 3,240,123.8 

Total Other than Intragovernmental:

Cash and Other Monetary Assets (Note 4) 1,063.1 

Accounts Receivable, Net (Note 6) 15,572.8 

Loans Receivable, Net (Note 7) 2,128.0 

Inventory and Related Property, Net (Note 8) 386,367.7 

General and Right-to-Use Property, Plant and Equipment, Net (Note 9) 983,008.8 

Advances and Prepayments (Note 10) 9,842.1 

Investments (Note 5) 10,555.6 

Other Assets (Note 10) 2,991.3 

Total Other than Intragovernmental: 1,411,529.4 

Total Assets  4,651,653.2 

Stewardship Property, Plant and Equipment (Note 9)

Liabilities (Note 11)

Intragovernmental:

Accounts Payable  4,911.5 

Debt (Note 12) 2,042.9 

Advances from Others and Deferred Revenue (Note 15) 6,979.8 

Other Liabilities (Notes 13 and 15) 11,208.5 

Total Intragovernmental Liabilities  25,142.7 

Other Than Intragovernmental:

Accounts Payable 44,881.4 

Federal Employee Salary, Leave, and Benefits Payable ( Note 13) 26,492.2 

Pensions, Other Post-Employment, and Veterans Benefits Payable (Note 13) 4,505,748.3 

Environmental and Disposal Liabilities (Note 14) 107,983.6 

Loan Guarantee Liabilities (Note 7)  22.2 

Advances from Others and Deferred Revenue (Note 15)  7,182.9 

Other Liabilities (Notes 15, 16, and 17) 11,625.1 

Total Other Than Intragovernmental: 4,703,935.7 

Total Liabilities  4,729,078.4
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CONSOLIDATED BALANCE SHEET

As of September 30, 2025
(Dollars in millions)

2025
(Unaudited) 

Commitments and Contingencies (Note 17)

Net Position (Consolidated Totals)

Unexpended Appropriations - Funds from Dedicated Collections (Note 18) 0.0 

Unexpended Appropriations - Funds Other Than Dedicated Collections 906,950.7

Total Unexpended Appropriations (Consolidated) 906,950.7 

Cumulative Results of Operations - Funds from Dedicated Collections (Note 18) 13,281.5 

Cumulative Results of Operations - Funds Other Than Dedicated Collections (997,657.4)

Total Cumulative Results of Operations (Consolidated) (984,375.9)

Total Net Position  (77,425.2)

Total Liabilities and Net Position  $� 4,651,653.2 

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

For Year Ended September 30, 2025
(Dollars in millions)

2025
(Unaudited)

Program Costs (Note 19)

Department of the Air Force

Gross Costs  $� 245,027.0 

Less: Earned Revenue  (11,449.8)

Net Program Cost  233,577.2 

Department of the Army

Gross Costs  200,870.4 

Less: Earned Revenue  (62,590.6)

Net Program Cost  138,279.8 

Department of the Navy

Gross Costs  239,724.2 

Less: Earned Revenue  (32,524.5)

Net Program Cost  207,199.7 

Civil Works

Gross Costs  20,599.8 

Less: Earned Revenue  (7,501.4)

Net Program Cost  13,098.4 

Support Activities

Gross Costs  281,335.1 

Less: Earned Revenue  (47,858.5)

Net Program Cost  233,476.6 

Military Retirement Fund

Gross Costs  164,462.5 

Less: Earned Revenue  (69,398.5)

Net Program Cost  95,064.0 

Net Costs Before Losses/(Gains) from Actuarial 

Assumption Changes for Military Retirement Benefits  920,695.7 

Losses/(Gains) from Actuarial Assumption Changes for

Military Retirement Benefits (Note 13)  241,960.1 

Net Program Costs Including Assumption Changes  1,162,655.8 

Costs Not Assigned to Programs  -  

(Less: Earned Revenues) Not Attributed to Programs  -  

Net Cost of Operations  $� 1,162,655.8 

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

For Year Ended September 30, 2025
(Dollars in millions)

2025
(Unaudited)

Unexpended Appropriations

Beginning Balance (Includes Funds from Dedicated Collections of 
$0.0 in FY 2025 - See Note 18)

 $� 753,246.1 

Prior Period Adjustments:

Corrections of Errors  3.3 

Beginning Balance, as adjusted (Includes Funds from Dedicated Collections of 
$0.0 in FY 2025 - See Note 18)

 753,249.4 

Appropriations Received  1,216,512.1 

Appropriations Transferred In/Out  252.0 

Other Adjustments (+/-)  (17,887.2)

Appropriations Used  (1,045,175.6)

Net Change in Unexpended Appropriations (Includes Funds from Dedicated Collections of 
$0.0 in FY 2025- See Note 18)

 153,701.3 

Total Unexpended Appropriations, Ending Balance (Includes Funds from Dedicated Collections of 
$0.0 in FY 2025 - See Note 18)  906,950.7 

Cumulative Results of Operations

Beginning Balance  (961,623.1)

Prior Period Adjustments:

Changes in Accounting Principles (+/-) (Note 28)  18,827.5 

Corrections of Errors (+/-) (Note 28)  55,459.8 

Beginning Balance, as adjusted (Includes Funds from Dedicated Collections of  
$13,967.6 in FY 2025 - See Note 18)

 (887,335.8)  

Other Adjustments (+/-)  6,497.3 

Appropriations Used  1,045,175.6 

Nonexchange Revenue (Note 20)  3,449.5 

Donations and Forfeitures of Cash and Cash Equivalents  1,153.0 

Transfers In/Out Without Reimbursement  231.8 

Donations and Forfeitures of Property  2.8 

Imputed Financing  12,732.7 

Other (+/-)  (3,627.0)

Net Cost of Operations (+/-) (Includes Funds from  Dedicated Collections of 
$347.9 in FY 2025 - See Note 18)

 1,162,655.8 

Net Change in Cumulative Results of Operations Dedicated Collections of 
$(686.1) in FY 2025 - See Note 18)

 (97,040.1)

Cumulative Results of Operations, Ending (Includes Funds from Dedicated Collections of 
$13,281.5 in FY 2025- See Note 18)

 (984,375.9)

Net Position  $� (77,425.2)

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

For Year Ended September 30, 2025
(Dollars in millions)

2025
(Unaudited)

Budgetary
Non-Budgetary 
Credit Reform 

Financing Account

Budgetary Resources

Unobligated Balance from Prior Year Budget  $� 335,717.9  $� 28.2 

Authority, Net (Discretionary and Mandatory) (Note 21)

Appropriations (Discretionary and Mandatory)  1,312,132.9  0.2 

Borrowing Authority (Discretionary and Mandatory)  -   165.4 

Contract Authority (Discretionary and Mandatory)  97,330.5  -  

Spending Authority from Offsetting Collections  151,032.5  95.9 

(Discretionary and Mandatory)  -  

Total Budgetary Resources  1,896,213.8  289.7 

Status of Budgetary Resources

New Obligations and Upward Adjustments (Total)  1,486,824.7  264.7 

Unobligated Balance, End of Year:

Apportioned, Unexpired Accounts  236,837.7  -  

Exempt from Apportionment, Unexpired Accounts  3,964.8  -  

Unapportioned, Unexpired Accounts  141,643.5  25.0 

Unexpired Unobligated Balance, End of Year  382,446.0  25.0 

Expired Unobligated Balance, End of Year  26,943.1  -  

Unobligated Balance, End of Year (Total)  409,389.1  25.0 

Total Budgetary Resources  1,896,213.8  289.7 

Outlays, Net

Outlays, Net (Total) (Discretionary and Mandatory)  1,146,509.8  -  

Distributed Offsetting Receipts (-)  (189,666.1)  -  

Agency Outlays, Net (Discretionary and Mandatory)  $� 956,843.7  $� -   

Disbursements, Net

Disbursements, Net (Total) (Mandatory)  $� -    $� 47.6 

The accompanying notes are an integral part of these statements.
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NOTES TO THE FINANCIAL STATEMENTS

(UNAUDITED)

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NOTE DISCLOSURES RELATED TO THE BALANCE SHEET

NOTE 2.  NON-ENTITY ASSETS

NOTE 3.  FUND BALANCE WITH TREASURY

NOTE 4.  CASH AND OTHER MONETARY ASSET

NOTE 5.  INVESTMENTS, NET

NOTE 6. ACCOUNTS RECEIVABLE, NET

NOTE 7.  LOANS RECEIVABLE, NET AND LOAN GUARANTEE LIABILITIES

NOTE 8.  INVENTORY AND RELATED PROPERTY, NET

NOTE 9.  GENERAL AND RIGHT-TO-USE PP&E, NET

NOTE 10.  OTHER ASSETS

NOTE 11.  LIABILITIES NOT COVERED BY BUDGETARY RESOURCES

NOTE 12.  DEBT

NOTE 13.  FEDERAL EMPLOYEE AND VETERAN BENEFITS PAYABLE

NOTE 14.  ENVIRONMENTAL AND DISPOSAL LIABILITIES

NOTE 15.  OTHER LIABILITIES

NOTE 16.  LEASES

NOTE 17.  COMMITMENTS AND CONTINGENCIES

NOTE 18.  FUNDS FROM DEDICATED COLLECTIONS

OTHER STATEMENTS

NOTE 19.  DISCLOSURES RELATED TO THE STATEMENT OF NET COST

NOTE 20.  DISCLOSURES RELATED TO THE STATEMENT OF CHANGES IN NET POSITION

NOTE 21.  DISCLOSURES RELATED TO THE STATEMENT OF BUDGETARY RESOURCES

NOTE DISCLOSURES NOT PERTAINING TO A SPECIFIC STATEMENT

NOTE 22.  INCIDENTAL CUSTODIAL COLLECTIONS

NOTE 23.  FIDUCIARY ACTIVITIES

NOTE 24.  RECONCILIATION OF NET COST TO NET OUTLAYS

NOTE 25.  PUBLIC-PRIVATE PARTNERSHIPS

NOTE 26.  DISCLOSURE ENTITIES AND RELATES PARTIES

NOTE 27.  SECURITY ASSISTANCE ACCOUNTS

NOTE 28.  RESTATEMENTS

NOTE 29.  SUBSEQUENT EVENTS

NOTE 30.  RECLASSIFICATION OF FINANCIAL STATEMENT LINE ITEMS FOR FINANCIAL REPORT COMPILATION 
                        PROCESS
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NOTE 1.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity
The Department of Defense (Department or DoD) includes the Office of the Secretary of Defense (OSD), The Joint 
Chiefs of Staff (JCS), DoD Office of the Inspector General (DoD OIG), Military Departments, Defense Agencies, DoD 
Field Activities, and Combatant Commands, which are considered, and may be referred to as, DoD Components.  The 
Military Departments consist of the Departments of the Army, the Navy (of which the Marine Corps is a component), and 
the Air Force (of which the Space Force is a component).  Appendix A of the Agency Financial Report (AFR) provides a list 
of the Consolidation Entities which comprise the Department’s reporting entity for the purposes of these consolidated / 
combined financial statements.

The reporting entity is a component of the United States (U.S.) Government.  For this reason, some of the assets and 
liabilities reported by the entity may be eliminated for the Government-wide reporting because they are offset by assets 
and liabilities of another U.S. Government entity.  These financial statements should be read with the realization they are 
for a component of the U.S. Government.

B. Mission of the Reporting Entity
The Department was established by the National Security Act of 1947.  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 war and ensuring our nation’s security.

C. Basis of Presentation
The financial statements have been prepared to report the financial position, financial condition, and results of DoD 
operations, as required by the Chief Financial Officers Act of 1990, as amended and expanded by the  
Government Management Reform Act of 1994 and other applicable legislation.  The financial statements account for 
all resources for which the Department is responsible, unless otherwise noted.  Accounting standards allow certain 
presentations and disclosures to be modified, if needed, to prevent the disclosure of classified information.

To the extent possible, the financial statements have been prepared from the accounting records of the Department in 
accordance with the formats prescribed by Office of Management and Budget (OMB) Circular A 136, Financial Reporting 
Requirements, and with U.S. generally accepted accounting principles (GAAP) for federal entities, as prescribed by the 
Federal Accounting Standards Advisory Board (FASAB).  The Department is unable to fully comply with all elements of 
GAAP and OMB Circular A 136 due to the limitations of financial and non-financial processes and systems that support 
the financial statements.  The Department derives reported values and information for major asset and liability categories 
largely from non-financial 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.

In accordance with FASAB Statement of Federal Financial Accounting Standards (SFFAS) 47, Reporting Entity, in Note 26, 
Disclosure Entities and Related Parties, the Department is disclosing its relationships with Department-sponsored Federally 
Funded Research and Development Centers and DoD Nonappropriated Fund Instrumentalities.

D. Basis of Accounting
The Department’s financial statements and supporting trial balances are compiled from the underlying financial data 
and trial balances of the consolidation entities.  The underlying data is largely derived from budgetary transactions (e.g., 
obligations, disbursements, and collections) from non-financial feeder systems and accruals made for major items such as 
payroll expenses, accounts payable, and environmental liabilities.

The Department presents the Balance Sheet, Statement of Net Cost, and Statement of Changes in Net Position on a 
consolidated basis, which is the summation of the DoD Components reflecting the aggregation of DoD Component data 

110

110 FINANCIAL SECTION Note 1.  Summary of Significant Accounting Policies

https://www.defense.gov/About/Office-of-the-Secretary-of-Defense/
https://www.jcs.mil/
https://www.dodig.mil/
https://www.army.mil/
https://www.navy.mil/
https://www.marines.mil/
https://www.af.mil/
https://www.spaceforce.mil/
https://history.state.gov/milestones/1945-1952/national-security-act
https://www.gpo.gov/fdsys/pkg/STATUTE-104/pdf/STATUTE-104-Pg2838.pdf
https://www.congress.gov/103/bills/s2170/BILLS-103s2170enr.pdf
https://www.whitehouse.gov/omb/
https://www.whitehouse.gov/wp-content/uploads/2025/04/OMB-Circular-No.-A-136.pdf
http://www.fasab.gov/
http://files.fasab.gov/pdffiles/handbook_sffas_47.pdf


after eliminating intradepartmental activities.  The Statement of Budgetary Resources is presented on a combined basis, 
which is the summation of the consolidation entities.  Therefore, intradepartmental activity has not been eliminated.  DoD 
financial transactions are recorded on both a proprietary accrual basis and a budgetary basis of accounting.  Under the 
proprietary accrual basis, revenues are recognized when earned and expenses are recognized when incurred, without 
regard to the timing of receipt or payment of cash.  Under the budgetary basis, the legal commitment or obligation of funds 
is recognized in advance of the proprietary accruals and in compliance with legal requirements and controls over the use of 
federal funds.

The Department is continuing to evaluate the effects of adopting the below accounting standards and other authoritative 
guidance issued by FASAB.

1.	SFFAS 48, Opening Balances for Inventory, Operating Materials and Supplies, and Stockpile Materials: Issued on January 
27, 2016; Effective for periods beginning after September 30, 2016. 
 
The Department plans to utilize deemed cost to value beginning balances for inventory and related property (I&RP), 
as permitted by SFFAS 48.  The Department has valued some of its I&RP using deemed cost methodologies as 
described in SFFAS 48.  However, systems required to account for historical cost for I&RP in accordance with  
SFFAS 3, Accounting for Inventory and Related Property, are not yet fully implemented.  Therefore, the Department is 
not making an unreserved assertion with respect to this line item. 

2.	SFFAS 49, Public-Private Partnerships: Disclosure Requirements: Issued on April 27, 2016; Effective for periods 
beginning after September 30, 2018.  
 
The Department identified Military Housing Privatization Initiative (MHPI) agreements as public-private 
partnerships (P3s) requiring disclosure.  Accordingly, in concurrence with the considerations of SFFAS 47, the 
Department performed assessments of the MHPI P3s and has determined that they meet the criteria for disclosure 
entities.  DoD Components are still assessing agreements to determine if there are additional P3s to disclose.  See 
Notes 25, Public Private Partnerships, and 26, Disclosure Entities and Related Parties, for additional disclosure details 
and information.  The Department continues to assess agreements to determine if there are additional P3s to 
disclose.

3.	SFFAS 50, Establishing Opening Balances for General Property, Plant, and Equipment: Amending SFFAS 6, 10, and 23, and 
Rescinding SFFAS 35: Issued August 4, 2016; Effective for periods beginning after September 30, 2016. 
 
The Department plans to utilize deemed cost to value beginning balances for general property, plant and equipment 
(PP&E) as permitted by SFFAS 50.  Some General PP&E has already been valued using deemed cost methodologies 
as described in SFFAS 50.  However, systems required to account for historical cost for General PP&E in accordance 
with SFFAS 6, Accounting for Property, Plant and Equipment, are not yet fully implemented.  Therefore, the Department 
is not making an unreserved assertion with respect to the General and Right-to-Use Property, Plant and Equipment 
line item. 

4.	SFFAS 53, Budget and Accrual Reconciliation: Amending SFFAS 7 and 24, and Rescinding SFFAS 22: Issued October 27, 
2017; Effective for periods beginning after September 30, 2018. 

5.	SFFAS 54, Leases: Issued April 17, 2018.  The requirements of SFFAS 54 were deferred to reporting periods 
beginning after September 30, 2023 under SFFAS 58, Deferral of the Effective Date of SFFAS 54, Leases: Issued June 
19, 2020.  Early adoption was not permitted.  For additional information, see SFFAS 60, Omnibus Amendments 
2021: Leases-Related Topics, Technical Release 20, Implementation Guidance for Leases, and Technical Bulletin 2023-1, 
Intragovernmental Leasehold Reimbursable Work Agreements. 
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6.	SFFAS 57, Omnibus Amendments 2019: Issued September 27, 2019; Effective dates vary based on the paragraph 
number. 

7.	SFFAS 59, Accounting and Reporting of Government Land: Issued September 30, 2021; Effective dates vary based on 
the paragraph number. 

8.	Interpretation 9, Cleanup Cost Liabilities Involving Multiple Component Reporting Entities: An Interpretation of SFFAS 5 & 6: 
Issued August 16, 2019; Effective for periods beginning after September 30, 2019. 

9.	Technical Bulletin 2020-1, Loss Allowance for Intragovernmental Receivables: Issued February 20, 2020; Effective upon 
issuance.

The Department has not recorded all transactions consistent with GAAP.  The Department continues transitioning to 
systems that can produce GAAP compliant financial statements.  The transactions not recorded consistent with GAAP and 
believed to be materially misstated in the financial statements include, but are not limited to: 

1.	Accounting errors recorded in prior years and impacting the current year financial statements have not been 
recorded and corrected in accordance with GAAP.

2.	Transactions that should have been recorded in prior years, were recorded in the current year.

As DoD Components obtain audit extensions and continue working toward achieving an unmodified audit opinion on 
their financial statements, audit-required adjustments may continue.  This ongoing process could further contribute to the 
potential for material misstatements. 

E. Accounting for Intragovernmental and Intergovernmental Activities 
Intragovernmental Activities: Treasury Financial Manual (TFM) Volume I, Part 2, Chapter 4700, provides guidance for 
reporting and reconciling intragovernmental balances.  Accounting standards require an entity to eliminate intra-entity 
activity and balances from consolidated financial statements to prevent overstatement caused by the inclusion of business 
activity between entity components.  Intragovernmental cost and exchange revenue represent transactions made between 
two reporting entities within the Federal Government.  Cost and earned revenue with the public represent exchange 
transactions made between the reporting entity and a non-federal entity.  The Department is implementing replacement 
systems and a standard financial information structure incorporating the necessary elements to enable the Department to 
correctly report, reconcile, and eliminate intragovernmental balances.

Intergovernmental Activities: Goods and services are received from other federal agencies at no cost or at a reduced 
cost to the providing federal entity.  Consistent with accounting standards, certain costs of the providing entity that are 
not fully reimbursed by the Department are recognized as imputed cost in the Statement of Net Cost and are offset by 
imputed financing in the Statement of Changes in Net Position.  Imputed financing represents the cost paid on behalf of the 
Department by another federal entity.  In accordance with SFFAS 55, Amending Inter-entity Cost Provisions, the Department 
recognizes the general nature of imputed costs only for business-type activities and other costs specifically required 
by OMB, including (1) employee pension, post-retirement health, and life insurance benefits; (2) post-employment 
benefits for terminated and inactive employees, to include unemployment and workers compensation under the Federal 
Employees’ Compensation Act (FECA); and (3) losses in litigation proceedings that are paid from the Treasury Judgement 
Fund. Unreimbursed costs of goods and services other than those identified above are not included in the Department’s 
financial statements.

For additional information, see Note 19, Disclosures Related to the Statement of Net Cost.
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F. Non-Entity Assets
The Department classified assets as either entity or non-entity.  Entity assets are those that the Department has authority 
to use for its operations.  Non-entity assets are those held by the Department but not available for use in its operations.  
Non-entity assets are offset by liabilities to third parties and have no impact on net position.  The Department combines its 
entity and non-entity assets on the Balance Sheet and discloses its non-entity assets in the notes.

For additional information, see Note 2, Non-Entity Assets.

G. Fund Balance with Treasury
Fund Balance with Treasury (FBWT) represents the aggregate amount in the Department’s accounts with the U.S. Treasury 
that is available to pay current liabilities and fund authorized purchases, subject to legal restrictions.  The Department’s 
monetary resources of collections and disbursements are maintained in U.S. Treasury (Treasury) accounts.  The disbursing 
offices of the 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 currently process the majority of the DoD’s 
cash collections, disbursements, and adjustments worldwide. Monthly, each disbursing station reports to the Treasury on 
checks issued, electronic fund transfers, interagency transfers, and deposits.  The model of using DoD’s disbursing systems 
instead of Treasury’s system is recognized by Treasury as Non-Treasury Disbursing Office (NTDO).  DoD is actively 
migrating NTDO transactions to Treasury Disbursing Offices (TDO) under the TDO Enterprise Strategy effort.  TDO is 
DoD’s target end state of executing payments and collections directly between DoD and Treasury using Treasury’s systems 
and Treasury as the Service Provider.  This posture will allow DoD to achieve FBWT accountability and traceability through 
daily reconciliation and reporting directly with Treasury.

FBWT is an asset of the Department and a liability of the U.S. Government General Fund.  Similarly, investments in 
Federal Government securities held by dedicated collections accounts are assets of the Department and liabilities of the 
U.S. Government General Fund.  In both cases, the amounts represent commitments by the U.S. Government to provide 
resources for programs, but they do not represent net assets to the Government as a whole.

When the Department seeks to use FBWT or investments in Government securities to liquidate budgetary obligations, 
Treasury will finance the disbursements in the same way it finances all other disbursements, using some combination of 
receipts, other inflows, and borrowing from the public, if in cases of a budget deficit.

In addition, the Department reports to the Treasury by appropriation on interagency transfers, collections received, and 
disbursements issued.  The Treasury records these transactions to the applicable FBWT account.
 
For additional information, see Note 3, Fund Balance with Treasury. 

H. Cash and Other Monetary Assets
Cash is the total of cash resources under the control of the Department, including coins, 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 foreign currency exchanged for U.S. dollars and foreign currency received as payment 
for goods or services. Foreign currency is valued using the Treasury prevailing rate of exchange.  The TFM Volume I, Part 2, 
Chapter 3200, provides guidance for accounting and reporting foreign currency.

The Department conducts a significant portion of its operations overseas.  Congress established a special appropriations 
account to handle the gains and losses from foreign currency transactions for five general fund appropriation types: 
(1) operation and maintenance, (2) military personnel, (3) military construction, (4) family housing operations and 
maintenance, and (5) family housing construction.  The gains and losses are calculated as the difference between the 
exchange rate 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.

For additional information, see Note 4, Cash and Other Monetary Assets.
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I. Investments 
The Department reports investments in Treasury securities at cost, net of amortized premiums or discounts.  Premiums 
or discounts are amortized over the term of the investments using the effective interest rate method.  The Department’s 
intent is to hold investments to maturity unless they are needed to finance claims or otherwise sustain operations.  
Consequently, no provision is made for unrealized gains or losses on these securities.

For additional information, see Note 5, Investments. 

J. Accounts Receivable
Accounts receivable from other federal entities or the public include reimbursements, receivables, and refunds receivable.  
Allowances for uncollectible accounts are based upon factors such as aging of accounts receivable, debtor’s ability to pay, 
and payment history.

For additional information, see Note 6, Accounts Receivable, Net.

K. Loans Receivable, Net and Loan Guarantee Liabilities
The Department operates a direct loan and loan guarantee program authorized by the National Defense Authorization Act 
(NDAA) for fiscal year (FY) 1996, which provides the Department with the authorities to operate guarantees (both loan and 
rental), conveyance, and leasing of existing property and facilities, differential lease payments, investments (both limited 
partnerships, and stock and bond ownership), and direct loans to the extent of the sanctions which are defined in the 
Federal Credit Reform Act of 1990 (FCRA).

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 taxpayers; to attract private lending, expertise, and innovation; and provide housing more efficiently. 

As required by SFFAS 2, Accounting for Direct Loans and Loan Guarantees, the present value of the subsidy costs associated 
with direct loans and loan guarantees is recognized as costs in the year the direct or guaranteed loan is disbursed.

OMB Circular A-11, Preparation, Submission, and Execution of the Budget, Part 5, and OMB Circular A-136, specify disclosure 
requirements for government direct loans and loan guarantees.

For additional information, see Note 7, Loans Receivable, Net and Loan Guarantee Liabilities.

L. Inventories and Related Property
The Department values substantially all inventory available at historical cost using the moving average cost flow 
assumption.  See Note 20, Disclosures Related to the Statement of Changes in Net Position, for additional details about the 
Department’s implementation of SFFAS 48.  Inventory held for sale 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 requiring repair to make it 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 encouraging the repair and rebuilding 
of certain items.  This repair cycle is essential to maintaining readiness to defend the nation.  The Department’s policy for 
accounting and reporting for Inventory Held for Repair is to use the allowance method as described in SFFAS 3.  Inventory 
Work-in-Process balances include (1) costs related to the production or servicing of items, including direct material, labor, 
and applied overhead; (2) the value of finished products or completed services yet to be placed in service; and (3) munitions 
in production and depot maintenance work with associated costs incurred in the delivery of maintenance services. 

The Department manages only military or government-specific materiel under normal conditions.  Materiel is a unique 
term relating to military force management and includes items such as ships; tanks; self-propelled weapons; aircraft; and 
related spares, repair parts, and support equipment.  Items commonly used in and available from the commercial sector are 
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not managed in the Department’s 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.

Related property includes Operating Materiel and Supplies (OM&S) and stockpile materiel.  OM&S, including munitions 
not held for sale, are valued using various methods including moving average cost, standard price, historical cost, 
replacement price, and direct method.  The Department uses both the consumption method and the purchases method of 
accounting for OM&S. Centrally managed and stored items, such as ammunition and engines, are generally recorded using 
the consumption method and are reported on the Balance Sheet as OM&S.  Under this method, OM&S are expensed when 
consumed.  The purchase method expenses OM&S when purchased.  Many high-dollar items, such as aircraft engines, are 
categorized as OM&S rather than General Equipment.  The Department determined the recurring high dollar-value of 
OM&S in need of repair is material to the financial statements and requires a separate reporting category.

OM&S are recognized at net realizable value through an allowance account.  For excess, obsolete, and unserviceable (EOU) 
inventory transferred to the Defense Logistics Agency (DLA) Disposition Services, the net realizable value will generally 
be zero.  The net realizable value of EOU disposed of through a Qualified Recycling Program or by other means other than 
a transfer to DLA is estimated based on prior disposal proceeds for comparable EOU inventory, such as buyer quotes, or 
other reasonable means.

For additional information, see Note 8, Inventory and Related Property, Net.

M. General Property, Plant and Equipment
The Department generally records General PP&E at the estimated historical cost.  Some consolidating entities used the 
alternative valuation methods from SFFAS 50 based on historical records such as expenditure data, contracts, budget 
information, and engineering documentation.  See Note 20, Disclosures Related to the Statement of Changes in Net Position, 
for additional details about the Department’s implementation of SFFAS 50.

General PP&E assets are capitalized when an asset has a useful life of two or more years and the acquisition cost equals or 
exceeds the relevant capitalization threshold.  The costs of modifications / improvements to existing General PP&E assets 
are capitalized if they (1) extend the asset’s useful life by two or more years, increase the asset’s capability, or increase its 
capacity or size, and (2) equal or exceed the relevant capitalization threshold.  The capitalization threshold for General 
PP&E assets is $250 thousand with the following exceptions:

Table 1. Capitalization Thresholds

DoD Entity Capitalization Threshold
Department of the Navy General Fund (General Equipment and Real Property) $1 million

Department of the Army General Fund (Real Property) $1 million

Department of the Air Force General Fund (General Equipment and Real Property) $1 million

DoD Intelligence Agencies $1 million

Marine Corps General Fund (Real Property) $500 thousand

Marine Corps General Fund (General Equipment) $100 thousand

Except for those related to USACE Civil Works, DoD Intelligence Agencies, and Department of Navy General Fund (Real 
Property), these capitalization thresholds apply to General PP&E asset acquisitions and modifications/improvements 
placed into service after September 30, 2013; General PP&E assets acquired prior to October 1, 2013, were capitalized 
at prior thresholds ($100 thousand for general equipment and $20 thousand for real property).  However, in the years 
leading up to the DoD entities making unreserved assertions under SFFAS 50, each DoD Entity may apply the applicable 
capitalization threshold to its entire population of General PP&E retroactively, irrespective of the capitalization thresholds 
in effect for the years prior to October 1, 2013.  The Department depreciates all General PP&E assets, other than land and 
construction in progress, on a straight-line basis.
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The Department provides government-owned or leased General PP&E (Government-Furnished Property (GFP)) to 
contractors for performing a contract, for which the Department must recognize the GFP for accountability and financial 
reporting purposes.

Contactor-Acquired Property (CAP) is General PP&E acquired by a contractor on behalf of the Department for performing 
a contract, where the government will ultimately hold the title to the General PP&E.  If the CAP has a useful life of at least 
two years and the value of the CAP meets or exceeds the relevant capitalization threshold, GAAP requires the CAP to be 
reported on the Department’s Balance Sheet when title passes to the Department or when the General PP&E is delivered 
to the Department. 

For additional information, see Note 9, General and Right-to-Use, PP&E, Net.

N. Other Assets
The Department conducts business with commercial contractors under two primary types of contracts – fixed price and 
cost reimbursable.  The Department may provide financing payments to contractors to alleviate the potential financial 
burden from long-term contracts.  Contract financing payments are defined in the Federal Acquisition Regulation (FAR), 
Part 32, as authorized disbursements 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.

The Defense Federal Acquisition Regulation Supplement (DFARS) 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 based on percentage or stage of completion are reported as Construction in Progress.  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.

For additional information, see Note 10, Other Assets.

O. Leases
Lease payments for the rental of equipment, internal use software, and operating facilities are classified as either 
intragovernmental, short term or right-to-use lease asset.

An intragovernmental lease is a contract or agreement occurring within a consolidation entity or between two or more 
consolidation entities as defined in SFFAS 47, Reporting Entity whereby one entity (lessor) conveys the right to control the 
use of PP&E (the underlying asset) to another entity (lessee) for a period of time as specified in the contract or agreement 
in exchange for consideration.

A short-term lease is a non-intragovernmental lease with a lease term of twenty-four months or less.

Right-to-use leases are comprised of leases other than short-term leases, contracts or agreements that transfer 
ownership, and intragovernmental leases.  Right-to-use leases differ from short-term and intragovernmental leases in that 
right-to-use asset is recorded on the Department’s balance sheet, whereas short-term and intragovernmental leases only 
record expenses and revenues associated with the lease.

When a right-to-use lease substantially transfers all the benefits and risks of ownership to the Department, the 
Department records the applicable asset as though purchased, with an offsetting liability, and records depreciation on the 
asset.  The Department records the asset and liability at the present value of the rental and other minimum lease payments 
during the lease term (excluding portions representing executory costs paid to the lessor).  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 (e.g., real estate 
or equipment) from a lessor in exchange for payments of funds.
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For additional information, see Note 16, Leases.

P. Liabilities
Liabilities represent the probable future outflow or other sacrifice of resources as a result of past transactions or events. 
However, no liability can be paid by the Department absent proper budget authority.  Liabilities covered by budgetary 
resources are appropriated funds for which funding is otherwise available to pay amounts due.  Budgetary resources 
include new budget authority, unobligated balances of budgetary resources at the beginning of the year or net transfers 
of prior year balances during the year, spending authority from offsetting collections, and recoveries of unexpired budget 
authority through downward adjustments of prior year obligations.  Liabilities are classified as not covered by budgetary 
resources when congressional action is needed before they can be paid. 

For additional information, see Note 11, Liabilities Not Covered by Budgetary Resources.

Q. Environmental and Disposal Liabilities
Environmental and disposal liabilities are estimated costs for the anticipated remediation, cleanup, and disposal costs 
resulting from the use of the Department’s assets or operations.  Consistent with SFFAS 6, recognition of an anticipated 
environmental disposal liability begins when the asset is placed into service.  In accordance with SFFAS 5, Accounting for 
Liabilities of the Federal Government, non-environmental disposal liabilities are recognized when management decides to 
dispose of an asset.  In addition, the Department recognizes non-environmental disposal liabilities for nuclear-powered 
and non-nuclear powered military equipment when placed into service.  These amounts are not easily distinguishable and 
are developed in conjunction with environmental disposal costs.

For additional information, see Note 14, Environmental and Disposal Liabilities.

R. Other Liabilities 
Other Liabilities include the following:

Accrued Payroll consists of estimates for salaries, wages, and other compensation earned by employees but not disbursed 
as of September 30.  Earned annual and other vested compensatory leave is accrued as it is earned and reported on the 
Balance Sheet.  The liability is reduced as leave is taken.  Each year, the balances in the accrued leave accounts are adjusted 
to reflect the liability at current pay rates and leave balances.  Sick leave and other types of non-vested leave are expensed 
when used.

The FECA provides income and medical cost protection to covered federal civilian employees injured on the job, employees 
who have incurred work-related occupational diseases, and beneficiaries of employees whose deaths are attributable to 
job-related injuries or occupational diseases.  The FECA program is administered by the Department of Labor (DOL), which 
pays valid claims and subsequently seeks reimbursement from the Department for these paid claims. 

The FECA liability consists of two elements.  The first element, accrued FECA liability, is based on claims paid by DOL but 
not yet reimbursed by the Department.  The second element, actuarial FECA liability, is the estimated liability for future 
benefit payments and is recorded as a component of federal employee and veterans’ benefits.  The actuarial FECA liability 
includes the expected liability for death, disability, medical, and miscellaneous costs for approved compensation cases.   
The actuarial FECA liability is not covered by budgetary resources and will require future funding. 

SFFAS 51, Insurance Programs, established accounting and financial reporting standards for insurance programs.  The Office 
of Personnel Management (OPM) administers insurance benefit programs available for coverage to the Department’s 
civilian employees; however, they are not required to participate.  These programs include life, health, and long-term care 
insurance.

The life insurance program, Federal Employee Group Life Insurance (FEGLI) plan, is a term life insurance benefit with 
varying amounts of coverage selected by the employee.  The Federal Employees Health Benefits (FEHB) program is 
comprised of different types of health plans that are available to federal employees for individual and family coverage 
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for healthcare.  Those employees meeting the criteria for coverage under FEHB may also enroll in the Federal Employees 
Dental and Vision Insurance Program (FEDVIP).  FEDVIP allows for employees to have dental insurance and vision 
insurance to be purchased on a group basis.

The Federal Long Term Care Insurance Program (FLTCIP) provides long term care insurance to help pay for costs of 
care when enrollees need help with activities they perform every day, or have a severe cognitive impairment, such as 
Alzheimer’s disease.  To meet the eligibility requirements for FLTCIP, employees must be eligible to participate in FEHB; 
however, there is no requirement to enroll in FEHB.

OPM, as the administrating agency, establishes the types of insurance plans, options for coverage, the premium amounts 
to be paid by the employees and the amount and timing of the benefit received.  The Department has no role in negotiating 
these insurance contracts and incurs no liabilities directly to the insurance companies.  Employee payroll withholding 
related to the insurance and employee matches are submitted to OPM.

TRICARE is a worldwide health care program providing coverage for Active and Reserve Component Military Service 
members and their families, survivors, retirees, and certain former spouses.  TRICARE brings together the military 
hospitals and clinics worldwide with network and non-network TRICARE authorized civilian health care professionals, 
institutions, pharmacies, and suppliers to provide access to health care services.  TRICARE offers multiple health care 
plans.  The Defense Health Program serves as the program manager for TRICARE, providing oversight, payment, and 
management of private sector care administered by contracted claims processors.

For additional information, see Note 13, Federal Employee and Veterans Benefits Payable and Note 15, Other Liabilities.

S. Commitments and Contingencies
The Department recognizes contingent liabilities on the Balance Sheet for legal actions where management considers 
an adverse decision to be probable and the loss amount is reasonably estimable.  These legal actions are estimated and 
disclosed in Note 17, Commitments and Contingencies.  However, there are cases where amounts have not been accrued 
or disclosed because the likelihood of an adverse decision is considered remote or the amount of potential loss cannot be 
estimated.

The Department executes project agreements pursuant to the framework cooperative agreement with foreign 
governments.  All these agreements give rise to obligations fully reported in the DoD financial statements, pursuant to 
legal authority, appropriated funds, and none are contingent.  The Department does not enter into treaties and other 
international agreements that create contingent liabilities.
 
The Department does report environmental contingencies separate from legal contingencies.  The environmental 
contingencies are reported in Note 14, Environmental and Disposal Liabilities.  The legal environmental cases are recorded as 
legal contingencies.

For additional information, see Note 17, Commitments and Contingencies.

T. Federal Employee and Veteran Benefits
The Department applies SFFAS 33, Pensions, Other Retirement Benefits, and Other Postemployment Benefits: Reporting the 
Gains and Losses from Changes in Assumptions and Selecting Discount Rates and Valuation Dates, in selecting the discount rate 
and valuation date used in estimating Military Retirement Benefit actuarial liabilities.  In addition, gains and losses from 
changes in long-term assumptions used to estimate the actuarial liability are presented separately on the Statement of Net 
Cost.

Refer to Note 13, Federal Employee and Veterans Benefits Payable and Note 19, General Disclosures Related to the Statement of 
Net Cost, for additional information.
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As an employer entity, the Department recognizes the annual cost of its civilian employees’ pension, other retirement 
benefit plans, and other postemployment benefit plans including health and life insurance plans.  However, as the 
administering entity, OPM, is responsible for executing the benefit plans including accounting for plan assets, liabilities 
and associated gains and losses.  Accordingly, the Department does not display gains and losses from changes in long-term 
assumptions used to measure these liabilities on the Statement of Net Cost.

The majority of DoD employees hired prior to January 1, 1987, participate in the Civil Service Retirement System (CSRS), 
while the majority of DoD employees hired after December 31, 1983 are covered by the Federal Employees Retirement 
System (FERS) and Social Security. Employees hired between January 1, 1984, and December 31, 2012, are covered by the 
FERS basic annuity benefit.  A primary feature of FERS offers a defined contribution plan (Thrift Savings Plan) to which the 
Department automatically contributes one percent of base pay and matches employee contributions up to an additional 
four percent of base pay.  The Department also contributes to the employer’s Social Security matching share for FERS 
participants.

Similar to CSRS and FERS, OPM reports the liability for future payments to retired employees who participate in the FEHB 
Program and FEGLI Programs.  The Department reports both the full annual cost of providing these other retirement 
benefits (ORB) for its retired employees and reporting contributions made for active employees.  In addition, the 
Department recognizes the cost for other post-employment benefits (OPEB), including all types of benefits provided to 
former or inactive (but not retired) employees, their beneficiaries, and covered dependents.

The difference between the full annual cost of CSRS and FERS retirement, ORB, OPEB and the amount paid by the 
Department is recorded as an imputed cost and offsetting imputed financing source in the accompanying financial 
statements.

U. Revenues and Other Financing Sources
As a component of the Government-wide reporting entity, the Department is subject to the federal budget process, which 
involves appropriations provided both annually and on a permanent basis.  The financial transactions that are supported 
by budgetary resources, which include appropriations, are generally the same transactions reflected in the DoD and 
Government-wide financial reports.

The Department’s budgetary resources reflect past congressional action and enable the Department to incur budgetary 
obligations, but do not reflect assets to the Government as a whole.  Budgetary obligations are legal obligations for goods, 
services, or amounts to be paid based on statutory provisions (e.g., Social Security benefits).  After budgetary obligations 
are incurred, Treasury will make disbursements to liquidate the budgetary obligations and finance those disbursements 
in the same way it finances all disbursements, using some combination of receipts, other inflows, and borrowing from the 
public (if there is a budget deficit).

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

General funds are used for collections not earmarked by law for specific purposes, the proceeds of general borrowing, 
and the expenditure of these moneys.  DoD general fund appropriations cover costs including personnel, operation and 
maintenance, research and development, procurement, and military construction.

Working capital funds (WCF) conduct business-like activities and receive 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 flowing through the fund.  Each WCF obtains 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, Congress provides additional appropriations to supplement 
the WCF as an infusion of cash when revenues are inadequate to cover costs within the corpus.  Depot Maintenance and 
Ordnance WCF activities recognize revenue according to the percentage of completion method.  Supply Management 
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WCF activities recognize revenue from the sale of inventory items.

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.  Special fund accounts are 
used to record government receipts reserved for a specific purpose and the expenditure of these receipts.  Certain trust 
and special funds may be designated as Funds from Dedicated Collections.  Funds from Dedicated Collections are financed 
by specifically identified revenues; are required by statute to be used for designated activities, benefits, or purposes; and 
remain available over time.  In accordance with SFFAS 27, Identifying and Reporting Funds from Dedicated Collections, as 
amended by SFFAS 43, Funds from Dedicated Collections: Amending Statement of Federal Financial Accounting Standards  
SFFAS 27, Identifying and Reporting Earmarked Funds, the Department separately accounts for and reports on the receipt, 
use, and retention of revenues and other financing sources for Funds from Dedicated Collections.

For additional information, see Note 18, Funds from Dedicated Collections.

Deposit funds are used to record amounts held temporarily until paid to the appropriate government or public entity.   
They are not DoD funds and, as such, are not available for the Department’s operations.  The Department is acting as an 
agent or custodian for funds awaiting distribution.

In accordance with SFFAS 7, Accounting for Revenue and Other Financing Sources and Concepts for Reconciling Budgetary and 
Financial Accounting, the Department recognizes nonexchange revenue when there is a specifically identifiable, legally 
enforceable claim to the cash or other assets of another party that will not directly receive value in return.

Deferred revenue is recorded when the Department receives payment for goods or services which have not been fully 
rendered.  Deferred revenue is reported as a liability on the Balance Sheet until earned.

The Department does not include non-monetary support provided by U.S. allies for common defense and mutual security 
in amounts reported in the Statement of Net Cost.  The United States has cost sharing agreements with countries, through 
mutual or reciprocal defense agreements, where U.S. troops are stationed or where the U.S. Fleet is in a port.

V. Recognition of Expenses
The Department’s policy requires the recognition of operating expenses in the period incurred.  Estimates are made for 
major items such as payroll expenses, accounts payable, environmental liabilities, and unbilled revenue.

In the case of OM&S, operating expenses are generally recognized when the items are purchased.  The Department has 
issued guidance under which consolidating entities may expense OM&S using the purchase method of accounting rather 
than the consumption method if certain operational and other criteria, as applicable, are met, as set forth under GAAP.

W. Budgetary Resources
The purpose of federal budgetary accounting is to control, monitor, and report on funds made available to federal agencies 
by law and help ensure compliance with the law.

The following budgetary terms are commonly used:

An appropriation is a provision of law (not necessarily in an appropriations act) authorizing the expenditure of funds for a 
given purpose.  Usually, but not always, an appropriation provides budget authority.

Budgetary resources are amounts available to incur obligations in a given year.  Budgetary resources consist of new budget 
authority and unobligated balances of budget authority provided in previous years.

An obligation is a binding agreement that will result in outlays, immediately or in the future.  Budgetary resources must be 
available before obligations can be incurred legally.
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Offsetting Collections are payments to the Government that, by law, are credited directly to expenditure accounts and 
deducted from gross budget authority and outlays of the expenditure account, rather than added to receipts.  Usually, 
offsetting collections are authorized to be spent for the purposes of the account without further action by Congress.  
They usually result from business-like transactions with the public, including payments from the public in exchange 
for goods and services, reimbursements for damages, and gifts or donations of money to the Government and from 
intragovernmental transactions with other Government accounts.  The authority to spend collections is a form of budget 
authority.

Offsetting receipts are payments to the Government that are credited to offsetting receipt accounts and deducted from 
gross budget authority and outlays, rather than added to receipts.  Usually, they are deducted at the level of the agency 
and subfunction, but in some cases they are deducted at the level of the Government as a whole.  They are not authorized 
to be credited to expenditure accounts.  The legislation that authorizes the offsetting receipts may earmark them for a 
specific purpose and either appropriate them for expenditures for that purpose or require them to be appropriated in 
annual appropriations acts before they can be spent.  Like offsetting collections, they usually result from business-like 
transactions with the public, including payments from the public in exchange for goods and services, reimbursements 
for damages, and gifts or donations of money to the Government, and from intragovernmental transactions with other 
Government accounts.

Outlays are the liquidation of obligations that generally take the form of an electronic funds transfer.  Outlays are reported 
both gross and net of offsetting collections, and they are the measure of Government spending.

X. Treaties for Use of Foreign Bases
The Department uses land, buildings, and other overseas facilities 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.  Treaty terms generally allow the 
Department continued use of these properties until the treaties expire.  In the event treaties or other agreements are 
terminated, use of the foreign bases is prohibited and losses are recorded for the value of any irretrievable capital 
assets.  The settlement due to the United States or host nation is negotiated and takes into account the value of capital 
investments and may be offset by environmental cleanup costs, if applicable.

Y. Use of Estimates
The Department’s management makes assumptions and reasonable estimates in the preparation of financial statements 
based on current conditions which may affect the reported amounts.  Actual results could differ materially from the 
estimated amounts.  Significant estimates include such items as environmental liabilities, year-end accruals of accounts 
payable, and actuarial liabilities related to workers’ compensation.

Z. Parent-Child Reporting
The Department is a party to allocation transfers with other federal agencies as a transferring (parent) entity and a 
receiving (child) entity.  An allocation transfer is an entity’s legal delegation of authority to obligate budget authority and 
outlay funds on its behalf.  A separate fund account (allocation account) is created in the U.S. Treasury as a subset of the 
parent fund account for tracking and reporting purposes.  All allocation transfers of balances are credited to this account; 
and subsequent obligations and outlays incurred by the child entity are charged to this allocation account as they execute 
the delegated activity on behalf of the parent entity.  Generally, all financial activity related to 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 all activity be reported in the financial statements of the 
child entity.

The Department receives allocation transfers, as a child entity, from the following agencies: Departments of Agriculture, 
Interior, Energy, and Transportation and the Appalachian Regional Commission.
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Additionally, the Department also receives allocation transfers from certain funds meeting the OMB exception, and all 
related activity is included in the Department’s financial statements.  These funds include South Dakota Terrestrial Wildlife 
Habitat Restoration, Inland Waterways, and Harbor Maintenance.

As a parent entity, the Department reports in these financial statements certain funds allocated to the Departments of 
Transportation and Agriculture.

AA. Transactions with Foreign Governments and International Organizations
The Department is implementing the administration’s foreign policy objectives under the provisions of the  
Arms Export Control Act of 1976 by facilitating the sale of U.S. Government approved defense articles and services to 
foreign partners and international organizations.  The cost of administering these sales is required to occur at no cost to 
the Federal Government.  Payment in U.S. dollars is required in advance for each sale.

BB. Fiduciary Activities
Fiduciary activities which the Department must uphold are the collection or receipt, and the management, protection, 
accounting, investment, and disposition of cash and other assets in which non-federal individuals or entities have an 
ownership interest.  Fiduciary cash and other assets are not assets of the Department and are not recognized on the 
Balance Sheet.

For additional information, see Note 23, Fiduciary Activities.

CC. Tax Exempt Status
As an agency of the federal government, the Department is exempt from all income taxes imposed by any governing body 
whether it is a federal, state, commonwealth, local, or foreign government.

DD. Standardized Balance Sheet, the Statement of Changes in Net Position, Statement of 
Net Cost and Related Footnotes – Comparative Year Presentation
The Department implemented a single-year financial statement presentation format for FY 2025.  This implementation 
follows the guidance specified in Section II.3.1 of Office of Management and Budget Circular A-136.  This transition 
streamlines the reporting process and ensures compliance with current federal financial statement presentation 
requirements.
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NOTE 2.  NON-ENTITY ASSETS

The Department has stewardship accountability and reporting responsibility for non-entity assets.  Non-entity assets 
consist of assets held by but not available to the Department.  These are offset by liabilities to accurately reflect the 
Department’s net position.  Refer to Note 11, Liabilities Not Covered by Budgetary Resources, and Note 15, Other Liabilities, 
for additional information.

Table 2.  Non-Entity Assets

As of September 30
(Dollars in millions)

2025

Intragovernmental Assets

Fund Balance with Treasury  $� 2,359.1 

Accounts Receivable, Net  -   

Total Intragovernmental Assets  2,359.1 

Other than Intragovernmental Assets

Cash and Other Monetary Assets  0.3 

Accounts Receivable, Net  7,744.5 

Total Other than Intragovernmental Assets  7,744.8 

Total Non-Entity Assets  10,103.9 

Total Entity Assets  4,641,549.3 

Total Assets  $� 4,651,653.2 

Restatements
In FY 2024, adjustments were made after the Agency Financial Report was issued.  In FY 2025, adjustments were made to 
correct these differences, increasing total entity assets by $12.0 million.

The Department uses several cost methodologies to provide asset values pursuant to SFFAS 48, Opening Balances for 
Inventory, Operating Materials and Supplies, and Stockpile Materials, and SFFAS 50, Establishing Opening Balances for General 
Property, Plant, and Equipment.  Some consolidation entities used the deemed cost valuation methods from these standards 
based on historical records such as expenditure data, contracts, budget information, and engineering documentation.   
This increased the beginning balance of total entity assets by $18.8 billion.

Additionally, the Department recorded prior period adjustments due to the correction of errors that increased the 
beginning balance of total entity assets by $55.4 billion, primarily due to assets that were not capitalized upon acquisition 
and depreciation revaluation.

Intragovernmental Assets
Fund Balance with Treasury consists primarily of amounts held in nonfiduciary deposit fund accounts and general fund 
receipt accounts.  Deposit funds temporarily hold monies that do not belong to the Federal Government until paid to the 
appropriate party.  General fund receipt accounts represent collections that are not identified by law for another account 
for a specific purpose, and which are transferred to the U.S. Treasury at the end of the fiscal year.  See Note 3, Fund Balance 
with Treasury for additional information.
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Other than Intragovernmental Assets
The Department adopted a revised accounting policy to recognize funds held outside of the U.S. Treasury.  These amounts 
are now considered to be the Department’s cash and are reported in Total Entity Assets.  Cash and other monetary assets 
on this note represent amounts seized during investigation related to waste, fraud, abuse, and corruption within the 
department.  See Note 4, Cash and Other Monetary Assets for additional information.

Accounts Receivable primarily consist of amounts associated with long-term agreements such as easements, sales of 
hydroelectric power, recreational development, and water storage; amounts due to appropriations that have canceled, 
including amounts related to noncompliance with cost accounting standard requirements; and interest, penalties, and fees 
assessed on delinquent accounts.  The Department cannot use proceeds from non-entity accounts receivable and must 
transfer them to the U.S. Treasury unless permitted by law. See Note 6, Accounts Receivable, Net for more information.
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NOTE 3.  FUND BALANCE WITH TREASURY

The U.S. Treasury records cash receipts and disbursements on the Department’s behalf; funds are available only for the 
purposes for which they were appropriated.  The Department’s Fund Balance with Treasury (FBWT) consist of general 
funds, revolving funds, trust funds, special funds and other fund types.

FBWT is increased by receiving appropriations, continuing resolutions, transfers-in, and offsetting collections, and it is 
decreased through rescissions and cancellations of budget authority, transfers-out, and disbursements.

Table 3.  Status of Fund Balance with Treasury

As of September 30
(Dollars in millions)

2025

Unobligated Balance  $� 2,510,393.4 

Obligated Balance Not Yet Disbursed  763,994.0 

Non-Budgetary FBWT

Clearing accounts  115.4 

Deposit funds  2,294.5 

Disbursing Officer Funds  (981.1)

Non-entity and other  171.4 

Total Non-Budgetary FBWT  1,600.2 

Non-FBWT Budgetary Accounts

Investments in U.S. Treasury-Securities  (2,111,142.6)

Unfilled Customer Orders without Cash Advance  (101,469.0)

Unfunded Contract Authority  (38,904.6)

Borrowing Authority  (186.9)

Budgetary Receivables from Federal Sources  (18,563.0)

Total Non-FBWT Budgetary Accounts  (2,270,266.1)

Total FBWT  $� 1,005,721.5 

Other Disclosures
The Status of FBWT reflects the reconciliation between the budgetary resources supporting FBWT (consisting of 
Unobligated Balance and Obligated Balance Not Yet Disbursed) and those resources provided by other means.

Unobligated Balance represents the cumulative amount of budgetary authority set aside to cover future obligations.

Obligated Balance Not Yet Disbursed represents funds set aside to liquidate amounts due on binding agreements that 
have not been paid.

Non-Budgetary FBWT includes accounts that do not have budget authority such as clearing accounts, deposit funds, 
disbursing officer funds, and non-entity funds. 

Non-entity FBWT represents amounts held by but not available to the Department. Other balances on this line include 
taxes and fees collected by the U.S. Army Corps of Engineers.
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Non-FBWT Budgetary accounts create budgetary authority and unobligated balances, but do not record to FBWT as there 
has been no receipt of cash or direct budgetary authority, such as appropriations.  The Non-FBWT Budgetary accounts are 
comprised of the following:

	� Investments in U.S. Treasury securities provide the Department with budgetary authority and enable the 
Department to access funds to make future benefit payments or other expenditures.  The Department must redeem 
these securities before they become part of the FBWT. 

	� Unfilled Customer Orders without Cash Advances are accounts receivable that provide budgetary resources when 
recorded.  FBWT is only increased when reimbursements are collected, not when orders are accepted or have been 
earned.

	� Contract Authority permits the Department to incur obligations in advance of appropriations, offsetting collections 
or receipts.  It does not increase FBWT when initially posted but does provide budgetary resources.  FBWT increases 
only after the customer payments for services or goods rendered have been collected.

	� Borrowing authority is budget authority that permits obligations and outlays to be financed by borrowing from 
the U.S. Treasury.  The Department utilizes borrowing authority for the Military Housing Privatization Initiative, 
the Defense Production Act, and the Defense Strategic Capital Credit Program.  Borrowing authority is used in 
compliance with Office of Management and Budget Circular No. A-129.  See Note 12, Debt, for additional information.

	� Budgetary Receivables from Federal Sources are funds receivable by the Department that are owed from a federal 
source.  They are considered budgetary resources because they represent future collections. 

The FBWT reported in the financial statements has been adjusted to reflect the Department’s balance as reported by 
the U.S. Treasury.  The difference between FBWT in the Department’s general ledgers and FBWT reflected in the U.S. 
Treasury accounts is attributable to transactions that have not been posted to the individual detailed accounts in the DoD 
Components’ general ledgers as a result of timing differences or the inability to obtain valid accounting information prior 
to the issuance of the financial statements.
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NOTE 4.  CASH AND OTHER MONETARY ASSETS

Table 4.  Cash and Other Monetary Assets

As of September 30
(Dollars in millions)

2025

Cash  $� 827.0 

Foreign Currency  236.1 

Total Cash and Foreign Currency  $� 1,063.1 

The Department reported $1.1 billion in unrestricted entity cash and foreign currency, as well as $257.0 thousand in 
restricted non-entity cash.  The entity cash and foreign currency (i.e., cash that a reporting entity has authority to use in its 
operations) primarily consists of cash held by disbursing officers to carry out their paying, collecting, and foreign currency 
accommodation exchange missions.  The non-entity cash (i.e., cash that a reporting entity collects and holds in a custodial 
capacity for the U.S. Treasury or other Federal entity) consists of seized assets.

In FY 2025, the Department had $257.0 thousand in seized assets.  This amount consists of $189.4 thousand on hand 
at the beginning of FY 2025 and $67.6 thousand seized during the year, and none disposed or returned to the Treasury.  
These assets were seized in investigations related to waste, fraud, abuse, and corruption in the department.  When assets 
are seized, the Department serves as the custodian until they are returned to the Treasury. 
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NOTE 5.  INVESTMENTS, NET

Table 5A.  Intragovernmental Investments

2025

As of September 30
(Dollars in millions)

Cost/
Acquisition 

Value

Amortization 
Method

Amortized 
(Premium) /

Discount

Interest 
Receivable

Investments, 
Net

Unrealized 
Gain/(Loss)

Market Value
Disclosure

Intragovernmental 
Investments

Non-Marketable,  
Market-Based

Military Retirement Fund $�1,837,275.8  Eff. Int. $� (52,714.5) $� 8,135.2 $�1,792,696.5 $�(254,079.9) $�1,538,616.6 

Medicare Eligible Retiree

Health Care Fund 442,800.3  Eff. Int.  (20,645.4) 3,103.8  425,258.7  (38,468.0)  386,790.7 

U.S. Army Corps of 
Engineers

10,561.1  Eff. Int.  74.6 27.4  10,663.1  (26.6)  10,636.5 

Other Funds  1,403.6  Eff. Int.  (7.3) 2.3  1,398.6  (10.2)  1,388.4 

Total Non-Marketable, 
Market-Based

 2,292,040.8  (73,292.6)  11,268.7  2,230,016.9  (292,584.7)  1,937,432.2 

Total Intragovernmental 
Investments

$� 2,292,040.8 $� (73,292.6) $� 11,268.7 $�2,230,016.9 $�(292,584.7) $�1,937,432.2 

Legend for Amortization Methods:  Eff. Int. = Effective Interest Method

Other Disclosures – Intragovernmental Investments
The Department invests in non-marketable, market-based U.S. Treasury securities.  The value of these securities fluctuates 
in tandem with the selling price of the equivalent marketable security.  Securities are purchased with the intent to hold 
until maturity; thus, balances are not adjusted to market value. See Note 1.I, Investments, for additional information.

The securities were issued to funds legally authorized to invest balances with the U.S. Treasury, which includes funds from 
dedicated collections.  See Note 18, Funds From Dedicated Collections, for additional information.

Securities are an asset to the Department and a liability to the U.S. Treasury.  The Federal Government does not set 
aside assets to pay future benefits or other expenditures associated with these funds.  Cash generated (e.g., from bond 
dividends, proceeds from bond sales, and proceeds from sureties reaching maturity) is deposited in the U.S. Treasury.  Since 
the Department and the Treasury are both part of the Federal Government, these assets and liabilities offset each other 
from the standpoint of the Federal Government as a whole.  For this reason, they do not represent an asset or a liability in 
the U.S. Governmentwide financial statements.

The Treasury securities provide the Department with authority to access funds to make future benefit payments or other 
expenditures.  When the Department requires redemption of securities to make expenditures, the Federal Government 
will meet the requirement by using accumulated cash balances, raising taxes or other receipts, borrowing from the public, 
or curtailing other expenditures.  The Federal Government uses the same method to finance all of its other expenditures.

The Military Retirement Fund’s (MRF) and Medicare-Eligible Retiree Health Care Fund’s (MERHCF) investing goals are to 
maintain expected average maturity of future investments of approximately 15 years or greater depending on the market 
and performance of the portfolio.  The types of investments purchased and related maturity dates are selected to meet the 
projected timing of funds obligation to pay future benefits. The investments consist of the following for MRF and MERHCF:
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	� Zero Coupon Bonds: These bonds do not pay interest, but instead are bought at a larger initial discount.  These 
bonds will mature between August 15, 2033, and August 15, 2035.

	� Bonds: Bonds pay interest between 1.875% and 6.875%.  The maturity dates for bonds held are between  
February 15, 2026, and February 15, 2055.

	� Treasury Inflation-Protected Security (TIPS): TIPS pay interest between 0.125% and 3.875%.  TIPS also pay inflation 
compensation, so the security maintains its original purchase power over the life of the security.  This amount varies 
with the rate of inflation.  The maturity dates for TIPS are between January 15, 2026, and February 15, 2055.

	� One Day: MRF and MERHCF invest in One Day securities daily.  The interest paid by these securities is determined 
by the Treasury daily.

The U.S. Army Corps of Engineers balance in Intragovernmental Securities consists primarily of $10.1 billion in the Harbor 
Maintenance Trust Fund.

Other invested funds primarily consist of $689.6 million in support of relocation activities and $660.4 million for military 
tuition assistance.

Table 5B.  Reconciliation of Investment Activity for Other than Intragovernmental Securities

As of September 30
(Dollars in millions)

2025

Beginning Balance  $� 9,573.5 

Acquisition of Investments  400.00 

Other:

Gains (Losses) upon dissolution of joint ventures  -  

Other  582.1 

Ending Balance  $� 10,555.6 

Other Disclosures – Other than Intragovernmental Investments
Other than Intragovernmental Investments consists of Military Housing Privatization Initiative (MHPI) agreements in the 
form of limited partnerships (LPs) and limited liability companies (LLCs).  An LP or LLC is a single purpose entity, defined 
as public-private partnership (P3) with risk-sharing agreement and an expected life greater than five years.  The private 
sector managing partner provides private industry expertise and financial tools and capital to leverage government 
dollars.  The DoD serves as minority and non-managing member which invests in LPs and LLCs involved in the acquisition 
or construction of family housing at the Department of the Army, Department of the Air Force, and Department of the 
Navy installations.  The DoD provides cash, loan guarantees, land (through long-term ground leases), housing or facilities 
as equity.  The DoD’s involvement in the operations and management of the LP and LLC is governed by evaluating the 
percentage of ownership interest, along with analyzing the indicators of control, which determines the level of influence 
over the partnership.

The P3 investments’ gain was calculated using the equity method in accordance with the 
DoD Financial Management Regulation, Volume 4, Chapter 7, “Investments and Other Assets”.  The amount is shown as Other: 
Other in Table 5B.  See Note 25, Public-Private Partnerships for additional information on cash and non-cash contributions 
to the MHPI LPs. 

Under the authority of the Defense Production Act of 1950, the Department invested $400.0 million in a rare earth elements 
producer to accelerate the build-out of an end-to-end U.S. rare earth magnet supply chain and reduce foreign dependency.
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NOTE 6.  ACCOUNTS RECEIVABLE, NET

Table 6.  Accounts Receivable, Net

2025

As of September 30
(Dollars in millions)

Gross Amount 
Due

Allowance for 
Uncollectible 

Accounts

Accounts Receivable, 
Net

Intragovernmental 

Receivables  $� 3,099.4  $� (123.7)  $� 2,975.7 

Non-Federal Receivables

(From the Public)  16,441.7  (868.9)  15,572.8 

Total Accounts Receivable  $� 19,541.1  $� (992.6)  $� 18,548.5 

Other Disclosures
Accounts receivable represent the Department’s claim for payment from other entities.  Claims with other federal 
agencies are resolved in accordance with the business rules published in Appendix 5 of the Treasury Financial Manual, 
Volume I, Part 2, Chapter 4700.  Allowances for uncollectible accounts due from the public are based on an estimation 
methodology using three years of historical collection data and are calculated on consolidated receivable balances.

The Federal Accounting Standards Advisory Board issued Technical Bulletin 2020-1, Loss Allowance for Intragovernmental 
Receivables, which clarified SFFAS 1, Accounting for Selected Assets and Liabilities.  An allowance recorded to recognize an 
intragovernmental receivable at net realizable value on the financial statements does not alter the underlying statutory 
authority to collect the receivable or the legal obligation of the other intragovernmental entity to pay.  The Department 
recognizes a 100% allowance on intragovernmental accounts receivable aged over two years.

In accordance with SFFAS 1, the Department reported accounts receivable of $6.1 billion based on contractually asserted 
claims against vendors.  This includes principal, interest, and penalties.  These claims are due to various issues, including 
contractor non-compliance with governmental cost accounting standards, contractor overpayments, and accruals for 
debts.

Additionally, the Department has Fuel Exchange Agreements that provide reciprocal fuel sales with foreign countries.  
Accounts receivable and accounts payable balances are periodically offset, with the remaining balances settled in fuel or 
cash payment with the respective country.
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NOTE 7.  LOANS RECEIVABLE, NET AND LOAN GUARANTEE LIABILITIES

Table 7A.  Summary of Direct Loan and Loan Guarantees

As of September 30
(Dollars in millions)

2025

Loans Receivable, Net

Direct Loans

Military Housing Privatization Initiative  $� 1,732.0 

Defense Production Act  268.2 

Defense Strategic Capital Credit Program  127.7 

Water Infrastructure Finance and Innovation Act  0.1 

Total Direct Loans  2,128.0 

Total Default Loan Guarantees  -   

Total Loans Receivable, Net  $� 2,128.0 

As of September 30
(Dollars in millions)

2025

Loan Guarantee Liabilities

Military Housing Privatization Initiative  $� 22.2 

Total Loan Guarantee Liabilities  $� 22.2 

The Department operates both direct loan and loan guarantee programs.  Direct loans are disbursements of funds by the 
Department to nonfederal borrowers under a contract that requires repayment.  Loan guarantees are pledges with respect 
to the payment on a debt obligation of nonfederal borrowers to nonfederal lenders.   
The Federal Credit Reform Act (FCRA) of 1990 governs all new and amended direct loan obligations and loan guarantee 
commitments made after fiscal year (FY) 1991.

The Office of Strategic Capital (OSC) had 1 new credit program activity subject to the FCRA. 

Military Housing Privatization Initiative (MHPI)
The MHPI was authorized by the National Defense Authorization Act (NDAA) for Fiscal Year 1996, which includes a series 
of authorities allowing the Department to work with the private sector to renovate and build military family and 
unaccompanied housing, and the Ronald W. Reagan NDAA for Fiscal Year 2005, which made the authority permanent. 
The MHPI accelerates the construction of new housing built to market standards and obtains private sector capital to 
leverage Government funds.  Using the MHPI direct loan authority, the Department borrows funds from the Treasury 
to provide loans to the private sector for the acquisition, construction and rehabilitation of suitable housing for military 
families.  When the private sector repays the loans, the Department returns the funds to the Treasury.  See Note 12, Debt, 
for additional information.  In specific instances, the Department may use the MHPI loan guarantee authority to provide 
private loan repayment protection to private sector partners against specific risks, limited to downsizing of a military 
installation, prolonged deployment, and base closure.  See Note 25, Public-Private Partnerships, for additional information.

Defense Production Act (DPA)
Under the authority of the Defense Production Act of 1950, a finance agreement was signed with a borrower in March 
2023 to enable the development and manufacture of biologics, vaccines, and nucleic acids.  The projects under the 
finance agreement include acquisition; architectural, engineering, mechanical, electrical, and plumbing work; interior 
improvements of facilities; and completion of systems.
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OSC
In December 2022, the Department established the OSC, which works with private capital to build enduring national 
supply chain security.  Congress subsequently authorized OSC’s mission in the NDAA for FY 2024 and expanded OSC’s 
mission in the Servicemember Quality of Life Improvement and NDAA for FY 2025.  The NDAA for FY 2024 also set out the 
mission of a “Pilot Program on Capital Assistance to Support Defense Investment in the Industrial Base” that defined 
“Capital Assistance” and authorized the credit program through FY 2028.

Under these authorities, a finance agreement was signed with a borrower in July 2025.  A disbursement of $150.0 million 
related to this agreement occurred in August 2025, which is reflected in Table 7C.

Water Infrastructure Finance and Innovation Act (WIFIA)
The Corps Water Infrastructure Financing Program (CWIFP) is a credit assistance program providing direct loans to local, 
State, and Tribal governments, as well as private entities for dam safety and levee projects.  The program enables critical 
local infrastructure investments to improve public safety across the nation.  Projects are fully implemented at the local 
level, with local control and ownership.  CWIFP provides significant financial savings to local taxpayers while leveraging 
minimal federal investment and risk.

CWIFP is authorized by the WIFIA which was signed into law on June 10, 2014 as part of the  
Water Resources Reform and Development Act of 2014.  A Notice of Funding Availability was issued on September 20, 2023.  
No funding for direct loans has been obligated at this time.

Table 7B.  Direct Loans Obligated

As of September 30
(Dollars in millions)

2025

Direct Loans Obligated Post - 1991:

Military Housing Privatization Initiative

Loans Receivable, Gross  $� 1,641.3 

Allowance for Subsidy Cost (Present Value)  90.7 

Direct Loans, Net  1,732.0 

Defense Production Act

Loans Receivable, Gross  246.0 

Allowance for Subsidy Cost (Present Value)  22.2 

Direct Loans, Net  268.2 

Defense Strategic Capital Credit Program

Loans Receivable, Gross  150.0 

Allowance for Subsidy Cost (Present Value)  (22.3)

Direct Loans, Net  127.7 

Water Infrastructure Finance and Innovation Act

Interest and Fees Receivable  0.1 

Direct Loans, Net  0.1 

Total Direct Loans Receivable, Net

Loans Receivable, Gross  2,037.3 

Interest and Fees Receivable  0.1 

Allowance for Subsidy Cost (Present Value)  90.6 

Direct Loans, Net  $� 2,128.0 
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Post-1991 direct loans receivable are reported at the net present value (NPV) of the following projected cash flows, and 
do not represent proceeds the Department would expect to receive from selling the loans.

	� Loan disbursements

	� Repayment of principal, and

	� Payments of interest and other payments over the life of the loan after adjusting for estimated defaults, 
prepayments, fees, penalties, and other recoveries

Interest is calculated using the interest earned method or the compound interest method subject to the terms of each 
agreement.

Table 7C.  Total Amount of Direct Loans Disbursed (Post-1991)

As of September 30
(Dollars in millions)

2025

Direct Loan Programs

Defense Strategic Capital Credit Program  $� 150.0 

Total  $� 150.0 

There was 1 direct loan disbursement in FY 2025.

See Table 7D for the related subsidy expense for new direct loans disbursed and further discussion of subsidy expense on 
Table 7E.

Table 7D. Subsidy Expense for Direct Loan Programs by Component

Table 7D.1.  Subsidy Expense for New Direct Loans Disbursed

2025

As of September 30
(Dollars in millions)

Interest 
Differential

Defaults
Fees and Other 

Collections
Other Total

Military Housing Privatization Initiative  $� -    $� -    $� -    $� -    $� -   

Defense Strategic Capital Credit Program  35.7  (15.2)  -    -    20.5 

Total  35.7  (15.2)  $� -   $� -   $� 20.5 

Table 7D.2.  Direct Loan Modifications and Reestimates

2025

As of September 30
(Dollars in millions)

Total 
Modifications

Interest Rate 
Reestimates

 Technical 
Reestimates 

Total 
Reestimates

Military Housing Privatization Initiative  $� (6.9)  $� (23.1)  $� (42.0) $� (65.1)

Defense Strategic Capital Credit Program  -    0.1  1.8  1.9 

Total  $� (6.9)  $� (23.0)  $� (40.2)  $� (63.2)
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Table 7D.3.  Total Direct Loan Subsidy Expense:

As of September 30
(Dollars in millions)

2025

Military Housing Privatization Initiative  $� (72.0)

Defense Strategic Capital Credit Program  22.4 

Total  $� (49.6)

Subsidy expenses for new direct loans are related to the $150.0 million OSC loan disbursement.

Military Housing Privatization Initiative
Since inception of the program, no MHPI project has ever defaulted on its direct loan obligations.  The Department 
recognizes that situations may arise that necessitate the modification of the terms of certain direct loan agreements to 
ensure the sustainability of affected projects.  Although projects may not be at risk of imminent default or forecasted to 
have debt issues, a sustainment review of MHPI projects is performed periodically.  On an annual basis, there is a  
re-forecast of projected cash flows to assess each project’s sustainability.

Additionally, the Department is planning, programming, and budgeting for direct loan modifications and / or making 
Government Equity Investments for various MHPI projects.

Table 7E.  Subsidy Rates for Direct Loans by Program and Component

2025

As of September 30 Interest 
Differential

Defaults
Fees and Other 

Collections
Other Total

Military Housing Privatization Initiative 0% 0% 0% 0% 0%

Defense Production Act 0% 0% 0% 0% 0%

Defense Strategic Capital Credit Program -13% 18% -1% 0% 5%

Water Infrastructure Finance and Innovation Act 0% 0% 0% 0% 0%

Subsidy rates pertain to loan agreements contracted during the current fiscal year.  There was 1 new direct loan disbursed 
in FY 2025; disbursements and expenses relate to agreements existing at the beginning of the respective fiscal years.

The budget assumption discount rates are part of the economic assumptions for the budget year of obligation. Economic 
assumptions include the interest rates used for discounting cash flows, the rate of inflation, and may include other 
assumptions as applicable to a particular program.  They also include the interest rate charged to the borrower on the loan, 
if the rate is tied to a variable benchmark, such as the rate on specified Treasury securities.

The Department is required to re-estimate the subsidy cost throughout the life of each direct loan or loan guarantee to 
account for differences between the original assumptions of cash flow and actual cash flow or revised assumptions about 
future cash flow.  These re-estimates represent additional costs or savings to the Government, new forecasts about future 
economic conditions, and other events and improvements in the methods used to estimate future cash flows.

The subsidy rates disclosed in Table 7E pertain only to the current year’s cohorts.  These rates cannot be applied to the 
direct loans disbursed during the current reporting year to yield the subsidy expense.  The subsidy expense for new loans 
reported in the current year could result from disbursements of loans from both current and prior year cohorts.  The 
subsidy expense reported in the current year also includes modifications and re-estimates.

134

134 FINANCIAL SECTION Note 7.  Loans Receivable, Net and Loan
Guarantee Liabilities



Table 7F.  Schedule for Reconciling Subsidy Cost Allowance Balances (Post- 1991 Direct Loans)

As of September 30
(Dollars in millions)

2025

Beginning Balance of the Subsidy Cost Allowance  $� (39.5)

Add total subsidy expense for direct loans disbursed

during the reporting years shown in Table 7D.1  20.5 

Adjustments:

Loan Modifications  (6.9)

Subsidy Allowance Amortization  (1.5)

Other  -  

Ending Balance of the Subsidy Cost Allowance before Reestimates  (27.4)

Add or subtract total subsidy reestimates as shown in Table 7D.2  (63.2)

Ending Balance of the Subsidy Cost Allowance  $� (90.6)

The data used for budgetary subsidy cost estimates are updated, or re-estimated, annually after the end of the fiscal year 
to reflect actual loan performance and to incorporate any changes in assumptions about future loan performance.  An 
upward re-estimate indicates that insufficient funds had been paid to the financing account.  A downward re-estimate 
indicates that too much subsidy had been paid to the financing account.

In cases where the Department executes a risk category on a loan-by-loan basis, increases or decreases in subsidy cost 
for different loans within the same cohort and risk category will be netted against each other; that is, loans which require 
increased subsidies may first draw on the excess from any risk categories within the cohort where the re-estimate shows 
a subsidy decrease.  Characteristics or indicators that may predict cost include the loan-to-value ratio, the relationship 
between the loan interest rate and relevant market rates, type of school attended for education loans, country risk 
categories for international loans, various asset or income rations, and major contract terms.

The subsidy allowance amortization may be either positive or negative.  A positive amortization implies that the interest 
received and the accrued interest receivable are greater than the accrued interest expense.  This results in an increase 
to the subsidy cost allowance and a decrease to the loans receivable balance.  A negative amortization implies that the 
interest received and the accrued interest receivable are less than the accrued interest expense.  This results in a decrease 
to the subsidy cost allowance and an increase to the loans receivable balance.
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Table 7G.  Defaulted Guaranteed Loans from Post-1991 Guarantees

In estimating default costs, the following risk factors are considered

	� Loan performance experience

	� Current and forecasted international, national, or regional economic conditions that may affect the performance of 
the loans

	� Financial and other relevant characteristics of borrowers

	� The value of collateral to the loan balance

	� Changes in recoverable value of collateral

	� Newly developed events that would affect the performance of the loan

	� Improvements in methods to re-estimate defaults

There were no defaulted loan guarantees in FY 2025.

Table 7H.  Guaranteed Loans Outstanding

Table 7H.1.  Guaranteed Loans Outstanding

2025

As of September 30
(Dollars in millions)

Outstanding Principal 
of Guaranteed Loans, 

Face Value

Amount of 
Outstanding Principal 

Guaranteed

Military Housing Privatization Initiative  $� 781.5  $� 781.5 

Total  $� 781.5  $� 781.5 

Table 7H.2.  New Guaranteed Loans Disbursed

There were no new guaranteed loans disbursed in FY 2025

Table 7I.  Liability for Loan Guarantees (Present Value)

As of September 30
(Dollars in millions)

2025

Liability for  Post-FY1991 (Present Value):

Military Housing Privatization Initiative  $� 22.2 

Total Loan Guarantee Liabilities for Loan Guarantees  $� 22.2 

Loan guarantee liabilities are reported at NPV.  The cost of the loan guarantee is the NPV of the estimated projected cash 
flows of payments by the Department to cover defaults and delinquencies, interest subsidies, or other payments offset by 
payments to the Department including origination and other fees, penalties, and recoveries.
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Table 7J.  Subsidy Expense for Loan Guarantees by Program and Component

Table 7J.1.  Subsidy Expense for New Loan Guarantees

There were no subsidy expenses for new loan guarantees in FY 2025. 

Table 7J.2.  Modifications and Reestimates

2025

As of September 30
(Dollars in millions)

Total 
Modifications

Interest Rate 
Reestimates

Technical 
Reestimates

Total 
Reestimates

Military Housing Privatization Initiative  $� -   $� (0.9)  $� (1.9)  $� (2.8)

Table 7J.3.  Total Loan Guarantee Subsidy Expense

As of September 30
(Dollars in millions)

2025

Military Housing Privatization Initiative  $� (2.8)

There were no subsidy expenses for new loan guarantees in FY 2025. 

Table 7K.  Budget Subsidy Rates for Loan Guarantees by 
Program for the Current Year’s Cohorts

2025

As of September 30 Interest 
Supplements

Defaults
Fees and Other 

Collections
Other Total

Military Housing Privatization Initiative 0% 0% 0% 0% 0%

Defense Strategic Capital Credit Program 0% 0% 0% 0% 0%

Water Infrastructure Finance and Innovation Act 0% 0% 0% 0% 0%

Subsidy rates pertain to loan agreements contracted during the current fiscal year.  There were no new loan guarantees in 
FY 2025; disbursements and expenses relate to agreements existing at the beginning of the respective fiscal years.

The subsidy rates disclosed in Table 7K pertain only to the current year’s cohorts.  These rates cannot be applied to the 
guarantees of loans disbursed during the current reporting year to yield the subsidy expense.  The subsidy expense for new 
loan guarantees reported in the current year could result from disbursements of loans from both current and prior year 
cohorts.  The subsidy expense reported in the current year also includes modifications and re-estimates.
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Table 7L.  Schedule for Reconciling Loan Guarantee Liability Balances 
(Post-1991 Loan Guarantees)

As of September 30
(Dollars in millions)

2025

Beginning Balance of the Loan Guarantee Liabilities  $� 24.4 

Add interest expense on entity borrowings  $� 0.6 

Less downward reestimates  (2.8)

Ending Balance of the Loan Guarantee Liabilities  $� 22.2 

Table 7L relates to loan guarantee liabilities on Tables 7I through 7K

Table 7M.  Administrative Expenses

Administrative expenses are limited to separately identified expenses in support of the direct loan and loan guarantee 
programs.  Administrative expenses for loans were immaterial and, as such, not funded within the loan program accounts.

Table 7N.  Loans Receivable

Table 7N.1.  Summary Table: Changes in Net Receivables, Post-1991 Direct Loans

As of September 30
(Dollars in millions)

2025

Beginning Balance of the Loans Receivable, Net  $� 1,988.3 

Add loan disbursements  150.00 

Less principal and interest payments received  (136.2)

Add Interest Accruals  74.8 

Less Subsidy Expense  (20.5)

Add Negative Subsidy Payments  0.2 

Less Upward Reestimates  (1.9)

Add Downward Reestimates  65.1 

Other Increase/(Decrease) to the Subsidy Allowance  1.3 

Other changes to the loan modifications  6.7 

Allowance for loan and interest loss adjustments  -   

Other non-cash reconciling items  0.2 

Ending Balance of Loans Receivable, Net  $� 2,128.0 

Table 7N relates to direct loans receivable on Tables 7A through 7F.
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NOTE 8. INVENTORY AND RELATED PROPERTY, NET

Table 8A.  Inventory and Related Property

As of September 30
(Dollars in millions)

2025

Inventory, Net  $� 154,918.8 

Operating Materiels & Supplies, Net  230,972.0 

Stockpile Materiel, Net  476.9 

Total Inventory and Related Property, Net  $� 386,367.7 

Inventory, Net

Table 8B.  Inventory Categories

2025

As of September 30
(Dollars in millions)

Inventory, Gross 
Value

Allowance for Loss Inventory, Net Valuation Method

Held for Sale  $� 85,947.3  $� (0.2)  $� 85,947.1  LAC, MAC 

Held in Reserve for Future Sale  9,474.0  -   9,474.0  MAC 

Held for Repair  53,883.7  (2.2)  53,881.5  LAC, MAC 

Raw Materials  1,630.0  -   1,630.0   MAC 

Work-in-Process  3,986.2  -   3,986.2  MAC, SP 

Excess, Obsolete, and Unserviceable  1,918.7  (1,918.7)  -   NRV 

Total  $� 156,839.9  $� (1,921.1)  $� 154,918.8 

Legend for Valuation Methods: 
LAC = Latest Acquisition Cost, adjusted for holding gains and losses | NRV = Net Realizable Value
SP = Standard Price | MAC = Moving Average Cost | AC = Actual Cost

Recognition of Prior Period Adjustments
The Department uses several cost methodologies to provide inventory values pursuant to SFFAS 48, Opening Balances for 
Inventory, Operating Materials and Supplies, and Stockpile Materials.  Some consolidation entities used the deemed cost 
valuation methods from this standard based on historical records such as expenditure data, contracts, budget information, 
and engineering documentation.  This increased inventory beginning balances by $19.1 billion.

General Composition of Inventory
Inventory is tangible personal property that is held for sale, in the process of production for sale; or to be consumed in the 
production of goods for sale.  Examples include raw materials, finished goods, spare and repair parts, clothing and textiles, 
and fuels held for sale.

The Department assigns inventory to a category based on condition: held for sale; held in reserve for future sale; held 
for repair; raw material; work-in-process; and excess, obsolete, and unserviceable (EO&U).  The decision criteria for 
categorizing inventory is documented in the DoD Financial Management Regulation (FMR), Volume 4, Chapter 4, Paragraph 
3.1 (Inventory Types).
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Inventory Restrictions
The following types of inventory are subject to restrictions on sale.

	� Inventory maintained as war reserve materiel (WRM) with a value of $1.9 billion.  WRM are mission-essential items 
necessary to equip and support the increase in military requirements forecasts in anticipation of a war. 
WRM primarily consists of bulk petroleum, subsistence items, medical supplies and equipment.

	� Commissary items with a value of $388.4 million.  These consist of grocery, meat, and produce items that are limited 
for resale to authorized commissary patrons.

	� Dispositions pending litigation or negotiation with a value of $186.2 million.  Issues include inventory condition, 
pricing disputes, and product specifications.

There are no known restrictions on inventory disposition related to environmental or other liabilities.

Other Disclosures
In addition to amounts reported in Table 8B, the Department has EO&U inventory with a gross value of $1.6 million and an 
NRV of zero.

Operating, Materiels and Supplies, Net

Table 8C.  OM&S Categories

2025

As of September 30
(Dollars in millions)

OM&S, 
Gross Value

Allowance for Loss OM&S, Net Valuation Method

Held for Use  $� 179,346.6  $� (247.9)  $� 179,098.7  Note 1 

Held in Reserve for Future Use  27,019.4  (9.6)  27,009.8  Note 1 

Held for Repair  21,223.1  (2,707.9)  18,515.2  Note 1 

In Development  6,333.4  -   6,333.4  Note 1 

Excess, Obsolete, and Unserviceable  2,881.9  (2,867.0)  14.9  NRV 

Total  $� 236,804.4  $� (5,832.4)  $� 230,972.0 

Legend for Valuation Methods:
Note 1: Direct Method, Consumption Method, Historical Cost, Moving Average Cost, Standard Price, Replacement Price, Direct Cost, Latest Acquisition 
Cost, Estimated Historical Cost, and Specific Identification
NRV = Net Realizable Value

Recognition of Prior Period Adjustments
The Department uses several cost methodologies to provide Operating Materiel and Supplies (OM&S) values pursuant 
to SFFAS 48.  Some consolidation entities used the deemed cost valuation methods from this standard based on historical 
records such as expenditure data, contracts, budget information, and engineering documentation.  This decreased OM&S 
beginning balances by $174.8 million.

General Composition of OM&S
OM&S are tangible personal property to be consumed in normal operations, excluding inventory, stockpile materiel, and 
items used to construct real property or equipment, and includes spare and repair parts, ammunition, tactical missiles, 
aircraft configuration pods, and centrally managed aircraft engines held for consumption.

The Department assigns OM&S to a category based on condition: held for use; held in reserve for future use; held for 
repair; in development; and EO&U.  The decision criteria for categorizing OM&S is documented in the DoD FMR, Volume 4, 
Chapter 4, Paragraph 5.1 (OM&S Types).
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OM&S Restrictions
Restricted munitions are considered obsolete or unserviceable when they cannot meet performance requirements based 
on condition.  However, EO&U OM&S may be used in emergency combat situations when no other suitable munitions are 
immediately available.

Other Disclosures
In addition to amounts reported in Table 8C, the Department has EO&U OM&S with an estimated gross value of  
$16.0 billion and an NRV of zero. 

Stockpile Materiel, Net

Table 8D.  Stockpile Materiel Categories

As of September 30
(Dollars in millions)

2025 Valuation Method

Held for Sale  $� 5.3 HC, LCM

Held in Reserve  471.6 HC, LCM

Total  $� 476.9 

Legend for Valuation Methods:
HC = Historical Cost | LCM = Lower of Cost or Market

Recognition of Prior Period Adjustments
In FY 2024, adjustments were made after the Agency Financial Report was issued.  In FY 2025, adjustments were made to 
correct these differences, increasing stockpile materiel beginning balances by $10.8 million.

General Composition of Stockpile Materiel
Stockpile Materiel are strategic and critical materials held due to statutory requirements for national defense, 
conservation or national emergencies.  The National Defense Stockpile consists of a variety of industrial commodities 
including base and minor metals, ferrous and non-ferrous ores, metal powders, and mercury.  For additional information on 
Defense Logistics Agency’s (DLA’s) mission related to the National Defense Stockpile, see DLA Strategic Material.  Stockpile 
Materiel held by the Navy includes medicines, vaccines, medical devices, and other biological products.

The Department assigns stockpile materiel to a category based on condition: held for sale and held in reserve.  Before 
selling any stockpile materiel, Congress must enact specific enabling legislation.  When authorized to offer materiel for 
sale, the Department reclassifies the materiel from held in reserve to held for sale.

Stockpile Materiel Restrictions
Materiel held by the National Defense Stockpile is restricted unless released by congressional action and made available 
for sale on the open market.  Stockpile materiel may not be disposed of except for (1) necessary upgrading, refining, or 
processing; (2) necessary rotation to prevent deterioration; (3) when determined excess materiel will contribute to a 
potential financial loss if retained; or (4) authorization by law.

The estimated selling price of stockpile materiel held for sale is $9.2 million.  This represents an increase of $3.9 million 
over their carrying value.
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NOTE 9. GENERAL AND RIGHT-TO-USE PP&E, NET

Table 9A.  Major General and Right-to-Use PP&E Asset Classes

2025

As of September 30
(Dollars in millions)

Depreciation / 
Amortization 

Method

Service Life
(Years)

Acquisition 
Value

(Accumulated 
Depreciation / 
Amortization)

Net Book 
Value

Land N/A N/A $� 9,151.4  N/A $� 9,151.4 

Buildings, Structures, and Facilities S/L 35, 40, or 45 *  484,467.5  (263,384.3)  221,083.2 

Leasehold Improvements S/L Lease Term  969.6  (597.6)  372.0 

Internal Use Software S/L 2 - 5 or 10**  19,270.9  (9,814.9)  9,456.0 

General Equipment S/L Various  1,245,445.2  (753,705.5)  491,739.7 

Right-to-Use Lease Asset S/L Lease Term  2,227.5  (625.7)  1,601.8 

Construction-in-Progress N/A N/A  248,134.2  N/A  248,134.2 

Other S/L 35, 40, or 45 *  3,395.3  (1,924.8)  1,470.5 

Total General and Right-to-Use PP&E $�2,013,061.6 $� (1,030,052.8) $� 983,008.8 

Legend for Depreciation/Amortization Methods:  S/L = Straight Line Method

*  Estimated useful service life is 35 years for structures, 40 years for linear structures, and 45 years for buildings
** Estimated useful service life of capitalized IUS is determined during the planning phase of IUS development and is based on how long the IUS is expected  
to provide economic benefit or service potential to the Department. Estimated useful service life of licensed IUS is the term of the license agreement, or 5 
years for perpetual licenses

Recognition of Prior Period Adjustments
The Department uses several cost methodologies to provide General Property, Plant, and Equipment (PP&E) values 
pursuant to SFFAS 50, Establishing Opening Balances for General PP&E.  Some consolidation entities used alternative 
valuation methods from this standard based on historical records such as expenditure data, contracts, budget information, 
and engineering documentation. This decreased General PP&E beginning balances by $134.1 million.

Additionally, land and land rights are excluded from General PP&E opening balances as permitted under SFFAS 50.   
The total acreage of land and land rights excluded in this manner was 22.5 million.

The Department also recorded prior period adjustments due to the correction of errors that increased the beginning 
balance of General PP&E by $55.4 billion, primarily due to assets that were not capitalized upon acquisition and 
depreciation revaluation. 

Other Disclosures
The Department’s PP&E consists primarily of furniture, fixtures, and equipment; construction in progress; buildings and 
structures; internal use software; and land.  A building is a roofed and floored facility with exterior walls and one or more 
levels suitable for single or multiple functions, including protecting human beings and enclosing property from direct 
harsh effects of weather and other natural factors (e.g., office building, hospital, housing, and museum).  A linear structure 
is a facility whose function requires traversing land (e.g., runway, road, rail line, pipeline, fence, pavement, and electrical 
distribution line).  A structure is a facility, other than a building or linear structure, constructed on or in land (e.g., bridge, 
dam, and parking garage).

Right-to-Use Lease Assets represent the Department’s right to control the use of an underlying asset during the lease 
term.  See Note 16, Leases, for additional information.  Also see Note 16 and Note 10, Other Assets, for leases where the 
Department is the lessor.
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Other PP&E consists of “caretaker” real property.  Caretaker real property is unutilized, meaning it is not occupied for 
current program purposes and the Department provides minimal maintenance to that property to only ensure its safety 
and security.  Caretaker property is often awaiting disposal action but can also be returned to active use.

The Department has use of overseas land, buildings, and other facilities obtained through international treaties and 
agreements negotiated by the Department of State.  Treaty covenants restrict the Department’s use and disposal of real 
property (land and buildings) located outside the United States.

Table 9B.  Reconciliation: General and Right-to-Use PP&E, Net

As of September 30
(Dollars in millions) 2025

Balance beginning of year unadjusted  $� 849,462.5 

Effects of implementation of SFFAS 54  -   

Balance beginning of year, adjusted  $� 849,462.5 

Capitalized acquisitions  86,290.7 

Right-to-use lease assets  368.3 

Amortization of right-to-use lease assets  (223.6)

Dispositions  (6,448.3)

Transfer in/(out) without reimbursement  193.5 

Revaluations (+/-)  104,375.7 

Depreciation expense  (51,079.7)

Donations  2.9 

Other (+/-)  66.8 

Balance end of year  $� 983,008.8 

Reconciliation of PP&E
To support the Financial Report of the United States Government compilation process, a reconciliation of PP&E activity is 
provided in Table 9B.

Table 9C.  Heritage Assets

For the period ended September 30
(Physical Count) 2025

Categories
Beginning 

Balance
Additions (Withdrawals) Ending Balance

Buildings and Structures  26,715  4,786  (786)  30,715 

Archaeological Sites  14,734  225  (48)  14,911 

Museum Collection Items  
(Objects, Not Including Fine Art)

 1,432,230  1,838  (2,042)  1,432,026 

Museum Collection Items (Objects, Fine Art)  57,149  1,472  (147)  58,474 
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Heritage Assets and Stewardship Land 
SFFAS 29 provides guidance on accounting and note disclosures for Heritage Assets and Stewardship Land.  The 
Department’s policy is to preserve its Heritage Assets, which are items of historical, cultural, educational, or artistic 
importance.

As the Department executed its mission to provide the military forces needed to deter war and protect the security of our 
country, it has become a large-scale owner of historic buildings, structures, historical artifacts, art, stewardship land, and 
other cultural resources.  Protection of these elements of the nation’s Heritage Assets and Stewardship Land is an essential 
part of the Department’s mission.

The Department, with minor exceptions, uses the Buildings and Stewardship Land in its daily activities and includes the 
Buildings on the Balance Sheet as Multi-Use Heritage Assets.  Multi-Use Heritage Assets are recognized and presented 
with General and Right-to-Use PP&E in the basic financial statements, and additional information for the Multi-Use 
Heritage Assets is included with the Heritage Assets information above and in the Required Supplementary Information 
section.

The Department is unable to identify quantities of Heritage Assets and Stewardship Land added through donation 
or devise (e.g., a clause in a will leaving real estate to the Department) due to limitations of financial and non-financial 
management processes and systems.  However, the Department continues to progress towards this goal.  The Department 
is also working towards disclosing transfers of Heritage Assets and Stewardship Land, as well as establishing standardized 
methods for acquisition and withdrawal.

The Department acquires heritage assets through purchase, transfer from other agencies, donation, or other means.  
The Department designates General and Right-to-Use PP&E assets as heritage assets and withdraws such designations 
through the accessioning and deaccessioning procedures for collections or through evaluation in compliance with the 
National Historic Preservation Act, as amended.  Designation is in accordance with the standards articulated with the 
collection scopes and collecting plans or by application of the criteria of the National Register of Historic Places.  Heritage 
assets within the Department consist of buildings and structures, archeological sites, and museum collections.   
In accordance with the National Historic Preservation Act, the Department defines these as follows:

	� Buildings and Structures listed, or eligible for listing, on the National Register of Historic Places, including multi-use 
heritage assets.

	� Archeological Sites listed, or eligible for listing, on the National Register of Historic Places.

	� Museum Collection Items considered unique due to historical, natural, cultural, educational, artistic, technical, or 
architectural significance.
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Table 9D.  Stewardship Land

For the period ended September 30
(Acres in thousands) 2025

Facility 
Code

Facility Title Beginning Balance Additions (Deletions) Ending Balance

9110 Government Owned Land  9,474  556  (19)  10,011 

9111 State Owned Land  -  -  -  - 

9120 Withdrawn Public Land  1,383  -  -  1,383 

9140 Public Land  6  -  -  6 

Total Stewardship Land  10,863  556  (19)  11,400 

Stewardship Land represents land and land rights owned by the Department, but not acquired for, or in connection with 
items of General and Right-to-Use PP&E.  Regardless of its use, all land from the public domain provided to the Department 
at no cost is classified as Stewardship Land.

The Department uses Stewardship Land for military bases, installations, training ranges, or other military mission related 
functions.

Stewardship Land is categorized by facility type and reported in acres based on the predominant use of the land.

The three categories of Stewardship Land are Government Owned Land, Withdrawn Public Land (not available for 
settlement, sale, location, or entry), and Public Land (held by local governments), all of which are held in public trust.

The Department’s methods of acquisition and withdrawal of Stewardship Land are as follows:

	� Acquiring additional land through donation or withdrawals from public domain

	� Identifying missing land records

	� Disposing of Base Realignment and Closure (BRAC) sites or transferring land to another DoD Component

	� Identifying cemeteries and historical facilities

	� Disposing of BRAC property or excess installations

	� Privatizing residential community initiatives programs
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NOTE 10.  OTHER ASSETS

Table 10.  Other Assets

As of September 30
(Dollars in millions)

2025

Intragovernmental

Advances and Prepayments  $� 1,286.4 

Other Assets  123.3 

Total Intragovernmental  1,409.7 

Other than Intragovernmental

Outstanding Contract Financing Payments  9,651.9 

Advances and Prepayments  190.2 

Other Assets  2,991.3 

Subtotal  12,833.4 

Less: "Outstanding Contract Financing Payments" and "Advances and Prepayments" totaled and 
presented on the Balance Sheet as "Advances and Prepayments"

 (9,842.1)

Net Other than Intragovernmental  2,991.3 

Total Other Assets  $� 4,401.0 

Restatements
In FY 2024, adjustments were made after the Agency Financial Report was issued.  In FY 2025, adjustments were made to 
correct these differences, increasing other than intragovernmental advances and prepayments by $1.3 million.

Intragovernmental
Advances and Prepayments are amounts advanced or prepaid to other federal agencies.  Advances are payments made 
before a good or a service is actually received.  Prepayments are payments made to cover certain periodic expenses before 
those expenses are incurred, such as prepaid rent. 

Other Assets are largely related to the Department’s right to approximately 6.4 million barrels of crude oil (net book value 
of $123.3 million in FY 2025), held by the Department of Energy.  In accordance with the 
Department of Defense Appropriations Act of 1993, these assets are maintained as a Strategic Petroleum Reserve for national 
defense purposes.

Other than Intragovernmental
Outstanding Contract Financing Payments, a separate classification of advances and prepayments, are Department cash 
disbursements to a contractor under the contract prior to Department acceptance of goods and services.

Advances and Prepayments are made in contemplation of the future performance of services, receipt of goods, incurrence 
of expenditures, or receipt of other assets excluding those made as Outstanding Contract Financing Payments. 

In FY 2025, Other Assets (Other than Intragovernmental) consists primarily of General and Right-to-Use PP&E that was 
permanently removed from service but not yet disposed.

Other assets include right-to-use lease receivables where the Department is the lessor.  The Department has  
$99.3 million gross lease receivable with no allowance for uncollectible accounts, for a net of $99.3 million.  Please refer to 
Note 9 General and Right-to-Use PP&E, Net and Note 16, Leases for additional information related to the Department’s lease 
assets.
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NOTE 11.  LIABILITIES NOT COVERED BY BUDGETARY RESOURCES

Table 11.  Liabilities Not Covered by Budgetary Resources

As of September 30
(Dollars in millions)

2025

Intragovernmental Liabilities

Accounts payable  $� 5.4 

Other  2,413.6 

Total Intragovernmental Liabilities  2,419.0 

Other than Intragovernmental Liabilities

Accounts payable  7,352.2 

Federal employee salary, leave, and benefits payable  14,122.3 

Pension, post-employment, and veterans benefits payable  2,413,612.3 

Environmental and disposal liabilities  103,886.3 

Other liabilities  5,697.6 

Total Other than Intragovernmental Liabilities  2,544,670.7 

Total Liabilities Not Covered by Budgetary Resources  2,547,089.7 

Total Liabilities Covered by Budgetary Resources  2,172,988.7 

Total Liabilities Not Requiring Budgetary Resources  9,000.0 

Total Liabilities  $� 4,729,078.4 

Recognition of Prior Period Adjustments
In FY 2024, adjustments were made after the Agency Financial Report was issued.  In FY 2025, adjustments were made to 
correct these differences, decreasing liabilities covered by budgetary resources by $1.2 million.

Intragovernmental Liabilities
Accounts Payable represent liabilities in appropriations that have been canceled, which, when paid, will be disbursed using 
current year funds. 
 
Other Liabilities include Judgment Fund liabilities under the Contract Disputes Act of 1978 for which budgetary resources 
have not yet been obligated.  The Judgment Fund pays court judgments and compromise settlements of lawsuits against 
the government.  Losses in litigation proceedings are paid from the Treasury Judgment Fund but are required to be 
reimbursed by the Department.  It also consists of claims under the Federal Employee Compensation Act paid by the 
Department of Labor but not yet reimbursed by the Department.  See Note 1R, Other Liabilities, for additional information. 

The amount of Intragovernmental Liabilities not Covered by Budgetary Resources but expected to be paid within the next 
year are $1.9 billion. 
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Other than Intragovernmental Liabilities
Accounts Payable represent liabilities in appropriations that have been canceled, which, when paid, will be disbursed using 
current year funds. 

Federal Employee Salary, Leave, and Benefits Payable primarily consist of $14.0 billion in unfunded annual leave.
  
Pension, Post-employment, and Veterans Benefits Payable consist of various employee actuarial liabilities not due and 
payable during the current fiscal year.  These liabilities primarily consist of $1.4 trillion in pension liabilities and $1.0 trillion 
in health benefit liabilities.  See Note 13, Federal Employee and Veterans Benefits Payable, for additional details.

Environmental and Disposal Liabilities represent the Department’s liability for existing and anticipated environmental 
clean-up and disposal.  See Note 14, Environmental and Disposal Liabilities, for additional details.
 
Other Liabilities primarily consist of the following.

	� $2.1 billion in contingent liabilities, which record the amount of liabilities recognized as a result of past events or 
transactions in which a future outflow or other sacrifice of resources is both probable and measurable.   
These include legal contingencies.  See Note 17, Commitments and Contingencies, for additional information.

	� $1.9 billion in liabilities for the disposal of conventional munitions.

	� $638.3 million of uncovered lease liabilities.  The Department reports right-to-use lease assets and corresponding 
lease liabilities for material, non-intragovernmental long-term contracts for which it has the right to control access 
to and/or obtain economic benefits from the use of real property, equipment or other assets.  See Note 16, Leases,  
for additional information.

The amount of Other than Intragovernmental Liabilities Not Covered by Budgetary Resources but expected to be paid 
within the next year are $989.4 million. 

Total Liabilities
Budgetary Resources, which cover liabilities, include (1) new budget authority, (2) unobligated balances of budgetary 
resources at the beginning of the year or net transfers of prior year balances during the year, (3) spending authority from 
offsetting collections, and (4) recoveries of unexpired budget authority through downward adjustments of prior year 
obligations.  Additionally, liabilities are covered by budgetary resources if they are to be funded by permanent indefinite 
appropriations, provided that the resources may be apportioned by OMB without further action by Congress and without 
having to first meet a contingency.

Liabilities Not Covered by Budgetary Resources require future congressional action before budgetary resources can be 
provided, whereas liabilities covered by budgetary resources reflect prior congressional action.  Regardless of when the 
congressional action occurred, when the liabilities are liquidated, the U.S. Treasury will finance the liquidation in the same 
way that it finances all other disbursements, using some combination of receipts, other inflows, and borrowing from the 
public (if there is a budget deficit). 

Liabilities Not Requiring Budgetary Resources are covered by assets that are not budgetary resources to the entity.

Liabilities Not Requiring Budgetary Resources primarily consist of liabilities for non-entity accounts receivable, which 
represent liabilities for amounts to be collected on behalf of the General Fund of the U.S. Treasury and required to be 
transferred to them.  See Note 2, Non-Entity Assets, for additional information.  Additionally, this line consists of  
non-fiduciary deposit fund liabilities, which represent liabilities for money that does not belong to the Federal 
Government. 
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NOTE 12.  DEBT

Table 12.  Debt

2025

As of September 30
(Dollars in millions)

Beginning Balance Net Borrowing Ending Balance

Source of Debt (Intragovernmental)

Debt owed to:

Treasury other than the Federal Financing Bank  $� 1,998.7  $� 44.2  $� 2,042.9 

Total Debt  $� 1,998.7  $� 44.2  $� 2,042.9 

The Department’s debt consists of principal amounts due to the Treasury when borrowing funds from the Treasury for 
the Military Housing Privatization Initiative (MHPI).  Debt is established when MHPI borrows funds from the Treasury 
to provide loans to the private sector for the acquisition, construction and rehabilitation of suitable housing for military 
families.  When the private sector repays the loans, MHPI returns the funds to the Treasury.

In FY 2023, the Department entered into a Finance Agreement pursuant to the terms of the Defense Production Act with 
a borrower.  When the private sector repays the loans, DPA returns the funds to the Treasury.

In FY 2023, the Department established the Office of Strategic Capital, which works with private capital to build enduring 
national supply chain security.  The NDAA for FY 2024 set out the mission of a “Pilot Program on Capital Assistance to 
Support Defense Investment in the Industrial Base” that defined “Capital Assistance” and authorized the credit program 
through FY 2028.

Please see Note 7, Loans Receivable for additional information.
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NOTE 13.  FEDERAL EMPLOYEE AND VETERAN BENEFITS PAYABLE

The Department complies with the requirements of SFFAS 33, which directs that the long-term discount rate, underlying 
inflation rate, (cost of living adjustment [COLA]) and other economic assumptions be consistent with one another.   
A change in the discount rate may cause other assumptions to change as well.  SFFAS 33 also requires the separate 
presentation of gains and losses from changes in long-term assumptions used to estimate liabilities associated with 
pensions and other retirement and postemployment benefits.  SFFAS 33 provides a standard for selecting the discount 
rate and valuation date used in estimating these liabilities.

Table 13A.  Federal Employee and Veteran Benefits Liability

2025

As of September 30
(Dollars in millions)

Liabilities
(Assets Available 
to Pay Benefits)

Unfunded 
Liabilities

Pension and Health Benefits

Military Retirement Pensions  $� 3,053,161.1  $� (1,686,560.3)  $� 1,366,600.8 

Military Pre Medicare-Eligible Retiree Health Benefits  423,310.5  -    423,310.5 

Military Medicare-Eligible Retiree Health Benefits  1,013,616.8  (398,297.2)  615,319.6 

Total Pension and Health Benefits  4,490,088.4  (2,084,857.5)  2,405,230.9 

Other Benefits

FECA  4,367.3  -    4,367.3 

Voluntary Separation Incentive Programs  43.3  (29.9)  13.4 

DoD Education Benefits Fund  583.5  (583.5)  -   

Other  10,665.8  (6,665.1)  4,000.7 

Total Other Benefits  15,659.9  (7,278.5)  8,381.4 

Pensions, Other Post-Employment, and Veteran Benefits Payable 
(presented separately on the Balance Sheet)  4,505,748.3  (2,092,136.0)  2,413,612.3 

Federal Employee and Veteran Benefits Payable  26,492.2  (12,369.9)  14,122.3 

Other benefit-related payables included in Intragovernmental Other 
Liabilities on the Balance Sheet

 1,471.5  (951.2)  520.3 

Total Federal Employee and Veteran Benefits Payable  $� 4,533,712.0  $� (2,105,457.1)  $� 2,428,254.9 

 Actuarial Cost Method Used for Pension and Health Benefits:  Aggregate Entry-Age Normal Method

Market Value of Investments in Non-Marketable, Market Based Securities  included in Assets Available to Pay Benefits: $2.0 trillion.
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Table 13B.  Reconciliation of Beginning and Ending Liability Balances for 
Military Retirement and Other Federal Employee Benefits

2025

As of September 30
(Dollars in millions)

Military 
Retirement 

Pensions

Military Pre 
Medicare-

Eligible Retiree 
Health Benefits

Military 
Medicare-

Eligible Retiree 
Health Benefits

Other Total

Beginning Actuarial Liability $� 2,808,441.4 $� 361,667.8 $� 933,144.8 $� 503.1 $� 4,103,757.1 

Plus Expense:

Normal Cost  76,330.8  18,666.4  25,965.6  104.5  121,067.3 

Interest Cost  84,230.9  11,223.2  28,582.7  15.8  124,052.6 

Plan Amendments  -   -   -   -   -   

Experience Losses (Gains)  1,099.6  13,875.5  (11,802.2)  75.1  3,248.0 

Other Factors  -   -   -   (0.2)  (0.2)

Expenses Before Losses (Gains) from

Subtotal: Expenses Before Losses 
(Gaines) from Actuarial Assumption 
Changes

 161,661.3  43,765.1  42,746.1   195.2  248,367.7 

Actuarial Losses (Gains) due to:

Changes in Trend Assumptions  -   34,462.2  105,994.9  -   140,457.1 

Changes in Assumptions Other 
Than Trend

 160,888.1  (4,039.9)  (55,464.3)  119.1  101,503.0 

Losses (Gains) from Actuarial

Assumption Changes  160,888.1  30,422.3  50,530.6  119.1  241,960.1 

Total Expenses  322,549.4  74,187.4  93,276.7  314.3  490,327.8 

Less: Benefit Outlays  77,829.7  12,544.7  12,804.7  190.6  103,369.7 

Total Changes in Actuarial Liability  244,719.7  61,642.7  80,472.0  123.7  386,958.1 

Ending Actuarial Liability $� 3,053,161.1 $� 423,310.5 $� 1,013,616.8 $� 626.8 $� 4,490,715.2 

The Other column is actuarial liability activity related to the Voluntary Separation Incentive Program and the DoD 
Education Benefits Fund.

Pension and Health Benefits

Military Retirement Pensions
The Military Retirement Fund (MRF) is a non-revolving trust fund.  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.

The MRF is authorized to accumulate funds to pay pensions to retired military personnel and annuities to their survivors.  
The Military Retirement System is a single-employer defined benefit plan.  The DoD Board of Actuaries approves the 
methods and non-economic assumptions for use in the valuation of benefits.  Long-term economic assumptions for 
inflation, salary, and interest are set per SFFAS 33 guidance.  The DoD Office of the Actuary (OACT) calculates the 
actuarial liabilities annually using economic assumptions and actual experience (e.g., mortality and retirement rates).
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Information Related to Military Retirement Fund Benefit Liabilities

Each year the actuarial liability is expected to increase with the normal cost, decrease with benefit outlays, and increase 
with the interest cost; however, it is a complex calculation impacted by the other factors previously discussed, including 
updated actuarial assumptions, plan amendments, and experience.

The September 30, 2025, actuarial liability includes changes due to updated actuarial assumptions and experience. The 
updated long-term economic assumptions under SFFAS No. 33 are as follows: 3.1% discount rate; 3.1% COLA; 3.1% 
across-the-board salary increase.  There is a $104.3 billion loss due to these newly adopted SFFAS No. 33 long-term 
economic assumptions.  There are also updated non-economic assumptions.  Updated non-economic actuarial assumptions 
led to a $56.6 billion loss.  The total effect of the updated actuarial assumptions is an increase in the September 30, 2025, 
actuarial liability of $160.9 billion.  The experience loss of $1.1 billion reflects economic experience being different from 
that assumed, as well as the new census data on which the September 30, 2025, actuarial liability is based.

The first column of Table 13A reflects two distinct types of liabilities related to MRF.  The line entitled “Military Retirement 
Pensions” represents the actuarial liability for future pension benefits not yet paid, i.e., the present value of future benefits 
less the present value of future normal costs.  The line titled “Other” represents retirement benefits due and payable on 
the first business day of the next reporting period.

The second column of Table 13A for MRF, “Assets Available to Pay Benefits,” differs from those reported on the balance 
sheet for MRF.  MRF’s balance sheet assets consist primarily of investments, the value of which is based on the fully 
amortized cost, “book value,” of the securities (see Note 5, Investments and Related Interest).  The value of assets available 
to pay benefits presented in Table 13A is based on available budgetary funding.  The difference between investments and 
assets available to pay benefits is the premium on U.S. Treasury Securities.  At the time of purchase, budgetary funding is 
reduced by the premium on U.S. securities because the premium on securities is no longer a budgetary resource. 

Table 13A also discloses the “Unfunded Liabilities”, i.e. liabilities not covered by budgetary resources, which is the 
difference between the “Liabilities” and the “Assets Available to Pay Benefits.” 

Information Related to MRF’s Actuarial Cost Method

As prescribed by law, the MRF is funded using the Aggregate Entry-Age Normal (AEAN) method.  Per SFFAS 5, AEAN is also 
used to compute the actuarial liabilities reported herein.  AEAN is a method whereby the costs of future retirement and 
survivor benefits for a new entrant cohort are spread over the projected salaries of that group.

Assumptions listed in Table 13C are used by the OACT to calculate the FY 2025 actuarial liability.
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Table 13C.  Actuarial Assumptions for Military Retirement Pension Liability

Projection Year Inflation (COLA) Salary Interest

 FY 2025 2.5% (Actual) 4.5% (Actual) N/A

 FY 2026 2.8% (Estimated) 3.8% (Estimated) 3.1%

 Long Term 3.1% 3.1% 3.1%

Actuarial Cost Method Used: Aggregate Entry-Age Normal Method 
Market value of investments in non-marketable, market-based securities: $1.5 trillion 
Assumed Interest Rate: 3.1%

Chapter 74 of Title 10, United States Code (U.S.C.), requires the Board approve the methods and assumptions used to (1) 
compute actuarial costs and liabilities for funding purposes, (2) amortize the initial unfunded liability, and (3) amortize all 
actuarial gains and losses.  The Board is a Federal Advisory Committee appointed by the Secretary of Defense.

Information Related to MRF’s Revenues

The MRF receives revenues from three sources:  (1) interest earnings on MRF assets, (2) monthly contributions from the 
Military Services, and (3) an annual contribution from the U.S. Treasury.  The contribution from the U.S. Treasury is paid 
into the MRF at the beginning of each fiscal year and represents the amortizations of (1) the unfunded liability for service 
performed before October 1, 1984, and (2) subsequent actuarial gains and losses.  Starting October 1, 2004,  
Public Law 108-136 requires a Treasury contribution for the normal cost amount of the concurrent receipt provisions 
under Sections 1413a and 1414 in addition to the unfunded liability amortization payment.  The DoD Board of Actuaries 
(the Board) approves methods and assumptions used to determine the amounts for contributions by the U.S. Treasury and 
the Military Services, and the Secretary of Defense directs the Secretary of Treasury to make the required payment.

See Note 5, Investments, Net and Note 21, Disclosures Related to the Statement of Budgetary Resources, for additional 
information related to MRF’s investments and received contributions.

Military Retirement Health Benefits (MRHB)
The MRHB are post-retirement benefits the Department provides to non-Medicare-eligible military retirees and other 
eligible beneficiaries through private sector health care providers and the Department’s medical treatment facilities.  
OACT calculates actuarial liabilities annually using assumptions and actual experience.

Assumptions listed in Table 13D were used to calculate the ‘rolled-forward’ FY 2025 actuarial liability.
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Table 13D.  Actuarial Assumptions for MRHB Liability

MRHB Medical Trend FY 2024 - FY 2025 Ultimate Rate FY 2049

 Non-Medicare Inpatient (Direct Care) 5.58% 5.10%

 Non-Medicare Outpatient (Direct Care) 6.60% 5.10%

 Non-Medicare Prescriptions (Direct Care) 9.75% 5.10%

 Non-Medicare Inpatient (Purchased Care) 4.84% 5.10%

 Non-Medicare Outpatient (Purchased Care) 6.60% 5.10%

 Non-Medicare Prescriptions (Purchased Care) 10.73% 5.10%

 U.S. Family Health Plan (USFHP) (Purchased Care) 7.29% 5.10%

Actuarial Cost Method Used: Aggregate Entry-Age Normal Method  
Assumed Interest Rate: 3.2%

For the FY 2025 financial statement valuation, a single equivalent medical cost trend rate of 5.44% was used to calculate 
the total retiree health benefits liability.  The total retiree health benefits liability includes MRHB and Medicare-Eligible 
Retiree Health Care Fund liabilities. 

Medicare-Eligible Retiree Health Care Fund (MERHCF) Benefits
In accordance with NDAA for FY 2001, MERHCF accumulates funds to finance the health care program liabilities of 
Medicare-eligible retirees for all the Uniformed Services and specific Medicare-eligible beneficiaries.  The DoD  
Medicare-Eligible Retiree Health Care Board of Actuaries approves assumptions and methods used in actuarial 
valuations of the MERHCF to calculate normal cost contributions.  OACT calculates the actuarial liabilities annually using 
assumptions and actual experience per SFFAS 33 guidance. 

Assumptions listed in Table 13E were used to calculate the FY 2025 actuarial liability.
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Table 13E.  Actuarial Assumptions for MERHCF Liability

MERHCF Benefits - Medical Trend FY 2024 - FY 2025 Ultimate Rate FY 2049

 Medicare Inpatient (Direct Care) 5.06% 5.10%

 Medicare Outpatient (Direct Care) 6.08% 5.10%

 Medicare Prescriptions (Direct Care) 9.67% 5.10%

 Medicare Inpatient (Purchased Care) 4.55% 5.10%

 Medicare Outpatient (Purchased Care) 6.08% 5.10%

 Medicare Prescriptions (Purchased Care) 11.05% 5.10%

 Medicare USFHP (Purchased Care) 6.12% 5.10%

Actuarial Cost Method Used: Aggregate Entry-Age Normal Method
Market value of investments in non-marketable, market-based securities: $386.8 billion
Assumed Interest Rate: 3.2%

The FY 2025 MERHCF liability includes Medicare liabilities for all Uniformed Services.  The $1,013.6 billion liability 
includes $987.5 billion for the Department, $23.2 billion for the Coast Guard, $2.8 billion for the Public Health Service, and 
$0.1 billion for the National Oceanic and Atmospheric Administration (NOAA).

The FY 2025 normal cost contributions from each of the Uniformed Services were $11.0 billion from the Department, 
$290.1 million from the Coast Guard, $38.0 million from the Public Health Service, and $2.4 million from NOAA. 

For the FY 2025 financial statement valuation, a single equivalent medical cost trend rate of 5.44% was used to calculate 
the total retiree health benefits liability.  The total retiree health benefits liability includes MRHB and MERHCF liabilities.
 

Other Benefits

Federal Employees’ Compensation Act (FECA) 
The Department of Labor (DOL) annually determines the liability for future workers’ compensation benefits including 
the expected liability for death, disability, medical, and miscellaneous costs for approved compensation cases, plus a 
component for incurred-but-not-reported claims.  The liability is determined using historical benefit payment patterns 
related to a specific incurred period to predict the final payment related to that period.  Consistent with past practice, 
these projected annual payments have been discounted to present value that is based on interest rate assumptions on 
the Treasury’s Yield Curve for Treasury Nominal Coupon Issues (TNC Yield Curve) which reflects the average duration of 
income payments and medical payments.  An interest rate for wage benefits of 3.221% was assumed for year one and years 
thereafter.  An interest rate for medical benefits of 2.944% was assumed for year one and years thereafter.

The DOL calculates this liability using wage inflation factors (COLA) and medical inflation factors (consumer price index 
medical [CPIM]).  The actual rates for these factors were also used to adjust the methodology’s historical payments to 
current year constant dollars.  The compensation COLAs and CPIMs used in the projections for various charge back years 
are provided in Table 13F.
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Table 13F.  Actuarial Assumptions for FECA Liability

CBY COLA CPIM

2026 4.35% 2.54%

2027 4.05% 2.90%

2028 3.05% 3.06%

2029 2.45% 3.66%

2030 2.26% 3.84%

Voluntary Separation Incentive (VSI) Program 
The VSI Program was established by NDAA for FYs 1992 and 1993 to reduce the size of the armed forces while avoiding 
serious skill and grade imbalances, which would degrade the readiness of future forces.  The DoD Board of Actuaries 
approved the methods and non-economic assumptions for use in valuing the benefits.  The assumed annual interest rate of 
2.2% used to calculate the actuarial liability was determined in accordance with SFFAS 33 guidance.  Since VSI is no longer 
offered, the actuarial liability calculated annually is expected to continue to decrease with benefit outlays and increase 
with interest costs.

The market value of investments in non-marketable, market-based securities is $30.9 million for FY 2025.

DoD Education Benefits Fund (EBF) 
The EBF was established by NDAA for FY 1985 to recruit and retain military members and aid in the readjustment of 
military members to civilian life.  The DoD OACT calculates the actuarial liability annually based on the assumed interest 
rate of 3.5% as approved by the DoD Board of Actuaries. 

The market value of investments in non-marketable, market-based securities for FY 2025 is $651.6 million.

Other Federal Employment Benefits 
In FY 2025, Other Federal Employment Benefits primarily consists of unfunded annual leave of $14.0 billion and health 
insurance claims on behalf of military employees and veterans, including costs incurred but not yet recorded, of  
$4.0 billion.

Other Benefit-Related Payables included in Intragovernmental Other Liabilities on the 
Balance Sheet
Other Benefit-Related Payables Included in Intragovernmental Other Liabilities on the Balance Sheet includes liabilities 
for clearing accounts, amounts that offset undistributed disbursements or deposited collections awaiting disposition or 
reclassification.  It also includes Employer Contributions and Payroll Taxes Payable, which represents the employer portion 
of payroll taxes and benefit contributions for health benefits, retirement, life insurance and voluntary separation incentive 
payments.  Unfunded FECA Liability and Unfunded Unemployment Insurance Liability, which the DOL bills to the DoD 
for payments made on the Department’s behalf, is also included.  This liability will be funded by future years’ budgetary 
resources.

Life Insurance Liabilities and Other Civilian Insurance Programs
The Department’s life and other insurance programs covering civilian employees are provided through the Office of 
Personnel Management (OPM).  The Department does not negotiate the insurance contracts and incurs no liabilities 
directly to the insurance companies.  Employee payroll withholdings related to the insurance and employer matches are 
submitted to OPM.
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Other Military Insurance Programs
The Defense Health Program (DHP) within the Department provides healthcare for military members through the Military 
Health System (MHS).  The DHP is the nomenclature used to describe a congressionally-mandated uniform program of 
medical and dental care for members and certain former members of the uniformed services and for their dependents.  
The term “uniformed services” means the armed forces and the Commissioned Corps of the National Oceanic and 
Atmospheric Administration (NOAA) and of the Public Health Service.

MHS is a complex system, globally integrating healthcare delivery, public health and medical education, and cutting-edge 
medical research and development.  More information, including its most recently published Agency Financial Report, may 
be found at Office of the Assistant Secretary of Defense for Health Affairs.

Covered individuals of the Department include active duty personnel, military retirees, certain members of the Reserve 
Component, family members, survivors, ex-spouses, and other eligible members.  These MHS beneficiaries receive direct 
care through Military Medical Treatment Facilities (MTFs), private sector care through TRICARE’s civilian provider 
networks and other authorized TRICARE providers, and prescription and mail order coverage through the TRICARE 
Pharmacy Program.

Premium Base Health Plans consist of several programs with coverage offered to Active Duty, Active Duty Family 
Members, Retirees, and Reserve members.  The TRICARE Insurance Portfolio includes TRICARE Prime, TRICARE Select, 
TRICARE Continued Health Care Benefits Program (CHCBP), TRICARE Young Adult Program (TYA), TRICARE Reserve 
Select (TRS), and TRICARE Retired Reserve (TRR).  The majority of these programs are intended to be budget neutral, 
meaning that the premiums should match the outlays. Premiums are adjusted either upward, or downward for each 
calendar year to maintain this neutrality.  Increases or decreases in the number of beneficiaries enrolling in the programs 
would cause minimal effects on program cost or premiums collected, due to the relative stability in the number of 
enrollees.  Premium rate calculations are based on the benefit cost from prior calendar years.  This eliminates any inherent 
risk to third parties, including the beneficiary and the Manage Care Support Contractors, who provide healthcare claims 
processing and the initial collections on behalf of DHP. 

The total amount of Insurance Premium collections was $1.0 billion in FY 2025.  The benefit cost for FY 2025 correlates to 
the premium collections reported. 

For Calendar Year 2025 Monthly Premium Rates are established on an annual basis in accordance with  
Title 10, U.S.C. Sections 1076d, 1076e, 1078a, and 1110b along with Title 32, Code of Federal Regulations, part 199.20, 24, 25 
and 26, as enacted by FY 2017 Section 701 of NDAA; Public Law 114 328.  The enrollment fee and or premium collections 
are credited to the DHP appropriation available under Treasury Account Symbol 0130 for the fiscal year collected.  
Renewal in a specific plan is generally automatic unless declined; however, upper age limitations do exist for certain plans.  
More detailed information is found in the DHP’s Agency Financial Report at the link previously noted.

Unfunded actuarial liabilities ($423.3 billion for FY 2025) related to MHS are reported in Table 13A where it is referred 
to as Military Pre Medicare-Eligible Retiree Health Benefits.  The estimated MHS liability for incurred-but-not-reported 
(IBNR) medical claims ($3.2 billion in FY 2025) is included in Table 13A, Other Benefits, Other.
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https://www.health.mil/About-MHS/OASDHA
https://uscode.house.gov/view.xhtml?hl=false&edition=prelim&req=granuleid%3AUSC-prelim-title10-section1076d&f=treesort&num=0&saved=%7CKHRpdGxlOjEwIHNlY3Rpb246MTA3NiBlZGl0aW9uOnByZWxpbSkgT1IgKGdyYW51bGVpZDpVU0MtcHJlbGltLXRpdGxlMTAtc2VjdGlvbjEwNzYp%7CdHJlZXNvcnQ%3D%7C%7C0%7Cfalse%7Cprelim
https://uscode.house.gov/view.xhtml?hl=false&edition=prelim&req=granuleid%3AUSC-prelim-title10-section1076e&f=treesort&num=0&saved=%7CKHRpdGxlOjEwIHNlY3Rpb246MTA3NiBlZGl0aW9uOnByZWxpbSkgT1IgKGdyYW51bGVpZDpVU0MtcHJlbGltLXRpdGxlMTAtc2VjdGlvbjEwNzYp%7CdHJlZXNvcnQ%3D%7C%7C0%7Cfalse%7Cprelim
https://uscode.house.gov/view.xhtml?req=(title:10%20section:1078a%20edition:prelim)%20OR%20(granuleid:USC-prelim-title10-section1078a)&f=treesort&edition=prelim&num=0&jumpTo=true
https://uscode.house.gov/view.xhtml?req=(title:10%20section:1110b%20edition:prelim)%20OR%20(granuleid:USC-prelim-title10-section1110b)&f=treesort&edition=prelim&num=0&jumpTo=true
https://www.law.cornell.edu/cfr/text/32/199.20
https://www.law.cornell.edu/cfr/text/32/199.24
https://www.law.cornell.edu/cfr/text/32/199.25
https://www.law.cornell.edu/cfr/text/32/199.26
https://www.congress.gov/bill/114th-congress/senate-bill/2943/text/pl?overview=closed for FY 2017 Section 701 of NDAA; Public Law 114 328


Liability for Unpaid Insurance Claims
Beneficiary claims for Premium health care services are processed through the TRICARE Encounter Data Set.  The liability 
balance represents unpaid claims received as of the end of the reporting period.  The risk for future claim cost is accounted 
for under the IBNR calculation.  The IBNR change is a net result of several factors that increase or decrease the reserve, 
including change in claims cost and volume per member, change in administration cost estimates and required margin, 
change in population size, and movement of health care delivery to alternative types of service.

The table below presents the changes in the liability balance for unpaid insurance claims, including IBNR.

Table 13G.  Liability for Unpaid Insurance Claims

As of September 30
(Dollars in millions)

2025

Beginning Balance  $� 2,661.6 

Claims Expense  18,445.5 

Claims Adjustment Expense  (102.9)

Payments to Settle Claims  (17,276.8)

Recoveries and Other Adjustments  43.3 

Ending Balance  $� 3,770.7 
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NOTE 14.  ENVIRONMENTAL AND DISPOSAL LIABILITIES

Table 14.  Environmental and Disposal Liabilities

As of September 30
(Dollars in millions)

2025

Environmental and Disposal Liabilities—Other than Intragovernmental

Accrued Environmental Restoration Liabilities

Active Installations - Installation Restoration Program (IRP)

and Building Demolition and Debris Removal (BD/DR)  $� 21,231.5 

Active Installations - Military Munitions Response Program (MMRP)  4,794.7 

Formerly Used Defense Sites - IRP and BD/DR  4,479.9 

Formerly Used Defense Sites - MMRP  12,842.7 

Other Accrued Environmental Liabilities - Non-BRAC

Environmental Corrective Action  10,921.7 

Environmental Closure Requirements  3,470.8 

Asbestos  11,011.9 

Non-Military Equipment  2.3 

Other  4,104.0 

Base Realignment and Closure Installations

IRP  8,643.9 

MMRP  1,298.3 

Environmental Corrective Action/Closure Requirements  419.7 

Asbestos  7.2 

Environmental Disposal for Military Equipment/Weapons Program

Nuclear Powered Military Equipment/Spent Nuclear Fuel  20,860.0 

Non-Nuclear Powered Military Equipment  983.5 

Other Weapon Systems  415.7 

Chemical Weapons Disposal Program

Chemical Demilitarization - Chemical Materials Agency (CMA)  1,687.0 

Chemical Demilitarization - Assembled Chemical Weapons Alternatives (ACWA)  617.3 

Red Hill Response

Community Spill  -  

Tank Closure Requirements  189.6 

Environmental Corrective Action  1.9 

Total Environmental and Disposal Liabilities  $� 107,983.6 
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The Department has cleanup requirements and conducts the cleanup under the Defense Environmental Restoration 
Program (DERP) at active installations, Base Realignment Closure (BRAC), and Formerly Used Defense Sites.  The 
Department has additional cleanup requirements for active installations not driven by DERP, weapon systems programs, 
and chemical weapons disposal programs.  The weapons systems program consists of chemical weapons disposal, nuclear 
powered aircraft carriers, nuclear powered submarines, and other nuclear ships.  All cleanup efforts are performed in 
coordination with regulatory agencies, other responsible parties, and current property owners, as applicable.

Other Accrued Environmental Liabilities - Non-BRAC, Other consists primarily of Formerly Utilized Sites Remedial Action 
Program (FUSRAP) which the U.S. Army Corps of Engineers is responsible for cleaning up sites with contamination resulting 
from the nation’s early atomic energy program. 

Environmental and Disposal Liabilities Involving Multiple Component Entities
There are instances when the DoD entity that recognizes General and Right-to-Use PP&E during its useful life differs from 
the entity that will eventually be responsible for the future outflow of resources required for cleanup when the General 
and Right-to-Use PP&E is removed from service.  FASAB Interpretation 9, Cleanup Cost Liabilities Involving Multiple 
Component Reporting Entities: An Interpretation of SFFAS 5 and SFFAS 6, clarifies during the General and Right-to-
Use PP&E’s useful life the entity owning the General and Right-to-Use PP&E must continue to recognize inter-period 
operating costs on its Statement of Net Cost and accrue the liability for General and Right-to-Use PP&E on its Balance 
Sheet.  When the General and Right-to-Use PP&E is transferred to the designated entity responsible by law, statute, or 
policy for cleanup, the General and Right-to-Use PP&E and the associated liability must be de-recognized by the entity 
that recognized them during the useful life.  The General and Right-to-Use PP&E then must be recognized by the entity 
responsible for clean-up and liquidating the liability.  The entity recording the environmental and disposal liabilities must 
have sufficient supporting documentation to establish its responsibility for the liability.

Sources for Cleanup Requirements
The Department is required to clean up contamination from past waste disposal practices, leaks, spills, and other activities 
resulting in public health or environmental risks.  The Department accomplishes this effort in coordination with regulatory 
agencies and, if applicable, other responsible parties and current property owners.  The Department is also required to 
recognize closure and post-closure costs for its General and Right-to-Use PP&E and environmental corrective action costs 
for current operations.  Tracking and reporting all environmental information related to environmental restoration costs, 
other accrued environmental costs, disposal costs of weapons systems, and environmental costs related to BRAC action 
are required by the Department.

The Department follows the Comprehensive Environmental Response, Compensation, and Liability Act of 1980 (CERCLA), 
Superfund Amendments and Reauthorization Act of 1986 (SARA), Resource Conservation and Recovery Act of 1976 (RCRA) 
or other applicable federal or state laws to clean up contamination.  The CERCLA, SARA, and RCRA require the 
Department to clean up contamination in coordination with regulatory agencies, current owners of property damaged 
by the Department, and third parties with partial responsibility for environmental restoration.  Failure to comply with 
agreements and legal mandates puts the Department at risk of incurring fines and penalties.

Laws concerning cleanup requirements for nuclear-powered naval vessels govern the Department’s environmental policy 
and regulations for these vessels.  The Atomic Energy Act of 1954, as amended, set forth the development, use, and control 
of atomic energy so as to promote world peace, improve general welfare, increase standard of living, and strengthen free 
competition in private enterprise.  The Nuclear Waste Policy Act of 1982, as amended, supports the use of deep geologic 
repositories for the safe storage and disposal of radioactive waste. The  
Low Level Radioactive Waste Policy Amendments Act of 1985, as amended, authorizes and encourages states to enter into 
compacts for safe and efficient management of low-level radioactive wastes.

The Chemical Weapons Disposal Program is based on the NDAA for FY 1986, directing the Department to carry out the 
destruction of chemical agents and munition stockpile in accordance with the Chemical Weapons Convention.
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https://www.denix.osd.mil/derp/home/
https://www.usace.army.mil/Missions/Environmental/FUSRAP/
https://files.fasab.gov/pdffiles/handbook_interp_9.pdf
https://www.gpo.gov/fdsys/pkg/STATUTE-94/pdf/STATUTE-94-Pg2767.pdf
https://www.gpo.gov/fdsys/pkg/STATUTE-100/pdf/STATUTE-100-Pg1613.pdf
https://www.gpo.gov/fdsys/pkg/STATUTE-90/pdf/STATUTE-90-Pg2795.pdf
https://www.nrc.gov/docs/ML1327/ML13274A489.pdf#page=23
https://www.nrc.gov/docs/ML1327/ML13274A489.pdf#page=419
https://www.congress.gov/bill/99th-congress/house-bill/1083
https://www.congress.gov/bill/99th-congress/house-bill/1083
https://www.gpo.gov/fdsys/pkg/STATUTE-99/pdf/STATUTE-99-Pg583.pdf


Methods for Assigning Total Cleanup Costs to Current Operating Periods
The Department utilizes an estimating methodology model which includes the use of mathematical equations to convert 
resources data into cost data to project environmental cleanup cost.  The Department validates the models in accordance 
with DoD Instruction 5000.61 and estimates liabilities based on data received during preliminary assessment and site 
investigation.

Once the environmental cleanup cost estimates are complete, the Department complies with accounting standards to 
record costs to current and future operating periods, when applicable.  The Department expensed cleanup costs for 
General and Right-to-Use PP&E placed into service before October 1, 1997, unless costs are to be recovered through user 
charges.  As costs are recovered, the Department expenses cleanup costs associated with the life that has passed since the 
General and Right-to-Use PP&E was placed into service.  The Department systematically recognizes the remaining cost 
over the life of the General and Right-to-Use PP&E.

For General and Right-to-Use PP&E placed into service after September 30, 1997, the Department expenses associated 
Environmental cleanup costs using two methods – (1) physical capacity usage of the General and Right-to-Use PP&E or (2) 
systematically recognized over the use life. 

The unrecognized portion of the estimated total cleanup costs associated with disposal of General and Right-to-Use PP&E 
was $4.8 billion as of September 30, 2025.

Nature and Possible Changes in Estimated Cleanup Costs
Environmental and disposal liabilities change over time because of laws and regulation updates, technology advances, 
inflation or deflation factors and disposal plan revisions.  

The Department revises estimates resulting from previously unknown contaminants, re-estimation based on different 
assumptions, and other changes in project scope.

Uncertainty Regarding Accounting Estimates
The accounting estimates used to calculate the reported environmental and disposal liabilities use reasonable judgments 
and assumptions based on available information.  Actual results may materially vary if agreements with regulatory 
agencies require remediation to a different degree than anticipated when calculating the estimates.  Liabilities can 
be further affected if investigation of the environmental sites reveals contamination levels differing from estimate 
parameters.

The Department is responsible for environmental restoration and corrective action for buried chemical munitions and 
agents; however, a reasonable estimate is indeterminable because the extent of the buried chemical munitions and agents 
is unknown.  

The Department has ongoing studies for FUSRAP and will update its estimate as additional information is identified.   

The Department may incur costs for restoration initiatives in conjunction with returning overseas Defense facilities to host 
nations.  The Department continues its efforts to reasonably estimate required restoration costs.  

Emerging Contaminants
Per and Polyfluoroalkyl Substances (PFAS) are classified as emerging contaminants because they do not have established 
regulatory standards, but evolving science has identified potential risks to humans and regulatory standards are under 
consideration. 

PFAS are a large class of chemicals found in many consumer products, as well as in a certain firefighting foam called 
aqueous film forming foam (AFFF).  While the Department is only one of the many users of AFFF, there is significant 
attention on the Department’s use and the subsequent potential impact to human health and the environment.   
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http://www.esd.whs.mil/Portals/54/Documents/DD/issuances/dodi/500061p.pdf


The Department follows the existing federal cleanup law CERCLA and long-standing Environmental Protection Agency 
regulations for all chemicals in its cleanup program, including PFAS.  As the Department continues PFAS site investigations 
and additional regulatory standards are developed and put in place, the PFAS related environmental and disposal liability 
amounts are likely to increase over time.

As of FY 2025, the Department reported PFAS related environmental and disposal liability amounts through the Remedial 
Investigation/ Feasibility Study (RI/FS) phase for most PFAS sites.  The Department concluded that costs after the RI/FS 
phase are not yet reasonably estimable because the extent of the PFAS release has not been determined. 

Red Hill Bulk Fuel Storage Facility
The Red Hill Fuel Storage Facility (Red Hill) is located on the Island of Oahu, Hawaii, and consists of twenty underground 
steel-lined tanks encased in concrete and built into cavities.  In May 2021, approximately 21,000 gallons of fuel was 
released during a fuel transfer when two piping joints ruptured.  Most of the fuel was collected into an empty retention 
line.  An environmental liability was not estimated during FY 2021 since the fuel release was unknown. 

 In November 2021, the retention line was struck by a vehicle operating in the facility causing the fuel to release outside of 
Red Hill.  The fuel migrated into the drinking water supply to Joint Base Pearl Harbor Hickam. 

In May 2022, the Hawaii Department of Health (DOH) issued an Emergency Order for the twenty underground storage 
tanks (UST) to close in accordance with Hawaii environmental regulations.

The Department issued “Department of Defense Report on Red Hill Response Cost Projections” dated August 31, 2022 
(Cost Projection Report) to inform Congress of the Department’s projected costs to defuel and permanently close the Red 
Hill Bulk Fuel Storage Facility to comply with the Hawaii State Department of Health order.  In the report, the Department 
estimated projected costs total $2.0 billion through FY 2027.  The Cost Projection Report was developed in a short 
time frame for budgetary purposes.  Therefore, most of the projected costs were not estimated based on specific site 
information that will be gained from the fuel investigation and response, and do not meet federal accounting standards for 
estimates.  As such, not all costs were reasonably estimable in FY 2022. 

In December 2022, the Department of Navy published and released the  
“Red Hill Tank Closure Plan Analysis of Alternatives & Concept Design to Close In Place” outlining 4 closure alternatives and 
associated costs.  Once Hawaii DOH and EPA approve the Closure Plan, including the tank closure alternative, the current 
liability will materially change to align with this Closure Plan.

In FY 2025, The Department reports $189.6 million under “Red Hill Response - Tank Closure Requirements”, based on 
the standard parametric closure approach.  The current year liability amount is based on the isolation of the impacted 
Red Hill asset closure population and associated liability.  In addition, the Department reports $1.9 million under “Red Hill 
Response – Environmental Corrective Action” as part of pump and treat activities related to response at Red Hill and  
$6.5 thousand under “Red Hill Response – Community Spill”.

Asbestos-Related Cleanup Costs
The Department maintains structures and facilities that may contain asbestos material in the construction or renovation.  
Both CERCLA and RCRA address asbestos cleanup, but there is no legal requirement to test for asbestos or to remove 
and remediate non-friable asbestos before renovation or disposal.  In accordance with FASAB Technical Bulletin 2006-1, 
Recognition and Measurement of Asbestos-Related Cleanup Costs, the Department environmental and disposal liabilities 
include estimated cleanup costs related to friable and non-friable asbestos.  The Department estimates asbestos cleanup 
costs are based on historic cost factors applied to facility square footage in the real property inventory.  Based on the 
inherent uncertainties associated with asbestos environmental cleanup, the estimated cost will be updated as more 
relevant data becomes available.  The Department does not have either an unrecognized portion of the estimated total 
asbestos-related cleanup costs nor asbestos-related cleanup costs that are deemed to be probable but not estimable for 
FY 2025.
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https://cnrh.cnic.navy.mil/Portals/79/CNRH/Documents/red_hill/Reports/TAB A - Red Hill Tank Closure Plan - Jacobs Report Closure Method Analysis_20221512.pdf?ver=Hz4PZAWllvpXpQ2vilXYsA%3D%3D
https://files.fasab.gov/pdffiles/handbook_tech_bulletin_2006_1.pdf


Please see Note 17, Commitments and Contingencies for additional information.
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NOTE 15.  OTHER LIABILITIES

Table 15.  Other Liabilities

2025

As of September 30
(Dollars in millions)

Current 
Liability

Non-Current
Liability

Total

Intragovernmental Liabilities

Disbursing Officer Cash  $� -   $�  -   $� -   

Liabilities for Non-entity Assets  134.9  7,709.2  7,844.1 

Other Liabilities reported on  
Note 13, Federal Employee and Veteran Benefits Payable  947.5  524.0  1,471.5 

Other Liabilities  1,892.9  -   1,892.9 

Total Intragovernmental  2,975.3  8,233.2  11,208.5 

Other than Intragovernmental Liabilities

Withholdings Payable  600.6  -   600.6 

Liability for Non-Fiduciary Deposit Funds and Undeposited Collections  2,346.6  -   2,346.6 

Liability for Clearing Accounts  0.6  -   0.6 

Contract Holdbacks  378.8  -   378.8 

Contingent Liabilities  758.0  1,307.8  2,065.8 

Benefits Due and Payable  0.7  -   0.7 

Lease Liability  855.2  677.2  1,532.4 

Unearned Lease Revenue  99.3  -   99.3 

Other Liabilities without Related Budgetary Obligations  328.5  2,783.9  3,112.4 

Other Liabilities with Related Budgetary Obligations  1,487.9  -   1,487.9 

Total Other than Intragovernmental  6,856.2  4,768.9  11,625.1 

Total Other Liabilities  $� 9,831.5  $� 13,002.1  $� 22,833.6 

Intragovernmental Other Liabilities
Liabilities for Non-entity Assets represent offsetting liabilities for assets held by but not available to the Department. 
These assets primarily consist of accounts receivable which, upon collection, will be remitted to the U.S. Treasury.

Intragovernmental Other Liabilities on the Balance Sheet are not reported on a single footnote.  Certain liabilities are 
required to be reported on Note 13, Federal Employee and Veterans Benefits Payable, while others are reported on this note.  
The amounts reported on Note 13 are included in the table above in order to reconcile the table to the Balance Sheet.

Other Intragovernmental Liabilities on this note primarily consist of Judgement Fund liabilities under the  
Contract Disputes Act of 1978.  The Judgment Fund pays court judgments and compromise settlements of lawsuits against 
the Government.  Losses in litigation proceedings related to contract disputes are paid from the Judgement Fund but are 
required to be reimbursed by the Department.
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https://fiscal.treasury.gov/judgment-fund/reimbursing-judgment-fund.html


Other Than Intragovernmental Other Liabilities
Withholdings Payable represent the amount withheld from employees’ salaries for taxes, employee benefit contributions, 
and wage garnishments.

Liabilities for Nonfiduciary Deposit funds and Undeposited Collections represents liabilities offsetting undeposited 
collections and collections deposited in nonfiduciary deposit funds that do not belong to the Federal Government.

Liabilities for Clearing Accounts represent liabilities that offset unidentifiable collections that belong to the Federal 
Government and that are awaiting disposition or reclassification to another fund or entity.

Contract Holdbacks are amounts withheld from grantees or contractors pending completion of related contracts.  These 
withheld funds serve as an incentive for the satisfactory completion of contractual obligations as defined within the 
agreement and applicable regulations, such as the Federal Acquisition Regulation.

Contingent Liabilities are used to record the amount of liabilities recognized as a result of past events or transactions in 
which a future outflow or other sacrifice of resources is both probable and measurable.  These include legal contingencies. 
See Note 17, Commitments and Contingencies, for additional information.

Benefits Due and Payable represent Voluntary Separation Incentive Payments owed to former employees.

Lease Liabilities represent the present value of lease payments required to be paid to a lessor for the lease term.  Unearned 
lessor revenue represents revenue from leases where the Department is the lessor and earnings were collected in advance 
of the term of the lease.  See Note 16, Leases, for additional information.

Lease Liabilities in Table 15 do not reconcile to the principal amounts reported on Table 16A, Entity as Lessee - Future 
Payments Right-to-Use Leases.  The tables are presented to provide the best available information.  The data in the tables are 
not a comprehensive representation as the Department continues to implement SFFAS 54, Leases, across all Components.

Other Liabilities without Related Budgetary Obligations consist primarily of accrued liabilities for conventional munitions, 
non-environmental disposal liabilities, liabilities for Reserve Officers’ Training Corps contracts, and estimated costs for 
services provided.  

Other Liabilities with Related Budgetary Obligations consist primarily of estimated costs for goods and services provided; 
accrued liabilities for inventory owned and managed on behalf of foreign governments; and international tariff receipts.

Advances from Others and Deferred Revenue
Advances from Others and Deferred Revenue represent payments received for activities not yet performed, representing 
unearned revenue.  The $7.0 billion intragovernmental balance primarily consists of payments from the Department of 
Commerce under Section 103 of the CHIPS Act of 2022, and from the Department of Veterans Affairs for construction of 
medical facilities.  The $7.2 billion Other Than Intragovernmental balance is primarily attributable to amounts received 
from non-federal sponsors as part of cost-sharing agreements for construction of water resources projects, and other 
collections received from public to cover future reimbursable expenses
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https://www.acquisition.gov/browse/index/far
https://www.opm.gov/policy-data-oversight/workforce-restructuring/voluntary-separation-incentive-payments/
https://files.fasab.gov/pdffiles/handbook_sffas_54.pdf
https://www.congress.gov/117/plaws/publ167/PLAW-117publ167.pdf


NOTE 16.  LEASES

The tables are presented to provide the best available information as of FY 2025.  The data in the tables are not a 
comprehensive representation as the DoD continues to implement SFFAS 54 across all Components.

Entity as Lessee – Intragovernmental Leases
The Department is the lessee in numerous intragovernmental leases with various lease terms.  These include $21.8 million 
for land buildings primarily used as office space, storage facilities and housing, $2.0 million for equipment primarily related 
to weather instruments and office equipment like printers and copiers, $1.0 million in other leases primarily for vehicle 
fleets.
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Note 16B.  Entity as Lessor - Future Payments Intragovernmental Leases

2025

As of September 30
(Dollars in millions)

Asset Category

Land and 
Buildings

Equipment Other Total

Intragovernmental

Fiscal Year

2026  $� 1.3  $� -    $� 71.8  $� 73.1 

2027  0.9  -   51.6  52.5 

2028  1.0  -   46.5  47.5 

2029  0.8  -   42.7  43.5 

2030  -   -   35.8  35.8 

2031 - 2035  -   -   41.4  41.4 

2036 and After  -   -   -   -  

Total Intragovernmental

Future Lease Payments  4.0  -   289.8  293.8 

The Department is the lessor in numerous intragovernmental leases with various lease terms.  These leases are primarily 
for administration, recreational use, restaurants, other businesses, and telecommunication services.
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NOTE 17.  COMMITMENTS AND CONTINGENCIES

Legal Contingencies
The Department is a party in various administrative proceedings, legal actions, and other claims awaiting adjudication 
which may result in settlements or decisions adverse to the Federal Government.  These matters arise in the normal course 
of operations; generally, relating to environmental damage, equal opportunity, and contractual matters.  In the event of an 
unfavorable judgment against the Government, some of the settlements are expected to be paid from the  
Treasury Judgment Fund.  In most cases, the Department does not have to reimburse the Judgment Fund; reimbursement is 
only required when the case comes under either the Contracts Disputes Act or the No FEAR Act.

In accordance with SFFAS 5, Accounting for Liabilities of the Federal Government, as amended by SFFAS 12, Recognition of 
Contingent Liabilities Arising from Litigation, an assessment is made as to whether the likelihood of an unfavorable outcome 
is considered probable, reasonably possible, or remote.  The Department has accrued contingent liabilities for material 
contingencies where an unfavorable outcome is considered probable and the amount of potential loss is measurable.  
No amounts have been accrued for contingencies where the likelihood of an unfavorable outcome is less than probable, 
where the amount or range of potential loss cannot be estimated due to a lack of sufficient information, or for immaterial 
contingencies.  The below amounts accrued for legal contingent liabilities are included within the contingent liabilities 
amount reported in Note 15, Other Liabilities.

The Department of Defense is subject to certain international court matters that are still undecided for potential loss 
at the time of this disclosure.  As such, it may result in material legal contingent liabilities to the Department of Defense 
financial statements if the case matters are decided against the Department.

Table 17.  Summary of Legal Contingent Liabilities

As of September 30
(Dollars in millions)

2025

Accrued Liabilities Estimated Range of 
Loss

Lower End Upper End

Legal Contingent Liabilities

Probable  $� 1,707.6  $� 1,212.4  $� 7,708.4 

Reasonably Possible  -   $� 1,332.4  $� 52,084.6 

As of September 30, 2025, legal claims exist for which the amount claimed, and the potential range of loss cannot be 
reasonably determined.  The ultimate outcomes in these matters cannot be predicted at this time.  Sufficient information 
is not currently available to determine if the resolution of the proceedings, actions, and claims will materially affect the 
Department’s financial position or results of operation.

Environmental Contingencies
The Department discloses information about environmental and disposal liabilities in accordance with SFFAS 5 Accounting 
for Liabilities of the Federal Government, SFFAS 6 Accounting for Property, Plant, and Equipment, and FASAB Technical Release 
2 Determining Probable and Reasonably Estimable for Environmental Liabilities in the Federal Government.  See FASAB 
Interpretation 9 for guidance on cleanup cost liabilities involving multiple component entities.  Also, the Department 
continues to review possible environmental contingent liabilities to include friable and non-friable asbestos cleanup costs 
in accordance with Technical Bulletin 2006-1 Recognition and Measurement of Asbestos-Related Cleanup Costs.   
See Note 14, Environmental and Disposal Liabilities, for additional information.
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https://www.fiscal.treasury.gov/fsservices/gov/pmt/jdgFund/judgementFund_home.htm
http://uscode.house.gov/view.xhtml?path=/prelim%40title41/subtitle3/chapter71&edition=prelim
https://www.govinfo.gov/content/pkg/PLAW-107publ174/pdf/PLAW-107publ174.pdf
https://files.fasab.gov/pdffiles/handbook_sffas_5.pdf
http://files.fasab.gov/pdffiles/handbook_sffas_12.pdf
https://files.fasab.gov/pdffiles/handbook_sffas_5.pdf
https://files.fasab.gov/pdffiles/handbook_sffas_6.pdf


Other Contingencies
The Department is a party to numerous individual contracts that contain clauses, such as price escalation, award fee 
payments, or dispute resolution, which may potentially result in a future outflow of budgetary resources.  Pending/
threatening litigation and unasserted claims, administrative or judicial proceedings, lawsuits, and/or other legal actions 
filed against a federal entity that could ultimately result in settlements or decisions adverse to the federal government 
should be reported in this account.  Contingencies considered both measurable and probable in the amount of  
$358.1 million have been accrued for FY 2025.  These liabilities are included within the contingent liabilities amount 
reported in Note 15, Other Liabilities.

It is the Department’s practice to enter into treaties and other international agreements that do not create contingent 
liabilities, as defined in SFFAS 5.  The Department executes project agreements pursuant to the framework cooperative 
activity agreements with foreign governments.  All of these agreements give rise to obligations that are appropriately 
reported in the Department’s financial statements pursuant to legal authority and appropriated funds none are contingent.  
All legally binding agreements to which the Department enters, must first be approved by the Department of State, 
pursuant to Circular 175, prior to negotiation and prior to conclusion.

Commitments
The Department has the following obligations as of FY 2025:

	� Canceled appropriations for which it has a contractual commitment for payment of $7.4 billion.

	� Contractual arrangements related to loan guarantees $759.3 million.

	� See Note 7, Loans Receivable, Net and Loan Guarantee Liabilities, for the face value of outstanding principal of 
guaranteed loans net of the liability recognized at Net Present Value.
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Purpose, Source of Revenue, and Authority for Funds from Dedicated Collections

Harbor Maintenance and Related Funds

Harbor Maintenance Trust Fund (26 U.S.C. §9505) – The Water Resources Development Act of 1986 covers a portion of 
USACE operations and maintenance costs for deep draft navigation.  The Harbor Maintenance Trust Fund is available 
for making expenditures to carry out the functions specified in the Act and for the payment of related administrative 
expenses incurred by the Treasury, USACE, and the Department of Commerce.  Collections on behalf of USACE from the 
Department of Homeland Security, Customs and Border Protection, are made into the Trust Fund from fees assessed on 
port use associated with imports, imported merchandise admitted into a foreign trade zone, passengers, and movement of 
cargo between domestic ports.  Treasury manages and invests for the Trust Fund. 

Coastal Wetlands Restoration Trust Fund (16 U.S.C. §3951-3957), Coastal Wetlands Planning, Protection, and Restoration 
Act as part of Public Law 101-646 – USACE, Environmental Protection Agency, and Fish and Wildlife Service are authorized 
to work with the State of Louisiana to develop, review, evaluate, and approve a plan to achieve a goal of “no net loss of 
wetlands” in coastal Louisiana.  USACE is also responsible for allocating funds among the members of the Louisiana Coastal 
Wetlands Conservation and Restoration Task Force.  Federal contributions of dedicated collections are established at  
75 percent of project costs or 85 percent if the state has an approved Coastal Wetlands Conservation Plan.  This fund is an 
expenditure account and receives funding transfers from the Sport Fish Restoration and Boating Trust Fund, a trust with 
collections from excise taxes on fishing equipment, motorboat and small engine fuels, import duties, and interest.

Inland Waterways Trust Fund (26 U.S.C. §9506) – Collections from excise taxes on fuel used in commercial transportation 
on inland waterways are used by USACE for navigation, construction, and rehabilitation projects on inland waterways.   
The collections are required to be transferred to the General Fund for execution.  The Bureau of the Fiscal Service manages 
and invests for the Trust Fund.

Rivers and Harbors Contributed and Advance Funds

Rivers and Harbors Contributed and Advance Funds (33 U.S.C. §701h, 702f, and 703) – Whenever any state or political 
subdivision offers to advance funds for a flood control project authorized by law, the Secretary of the Army (executed 
by USACE) may accept such funds and expend them in the immediate performance of such work.  The funding is used to 
construct, improve, and maintain levees, water outlets, flood control, debris removal, rectification, and enlargement of 
river channels in the course of flood control and river and harbor maintenance.

Burden Sharing and Other Relocation Activities

Burden Sharing (Public Law 104-106 and 10 U.S.C. § 2350j) – Burden sharing and other cooperative activities involving 
allies and NATO for the acceptance of cash contributions from any country or regional organization designated for 
purposes of 10 U.S.C. § 2350j by the Secretary of Defense, in consultation with the Secretary of State for the following:

	� Compensation for local national employees

	� Military construction projects

	� Supplies and services

Support for Relocation to Activities (10 U.S.C. § 2350k) – Includes the realignment of military installations and the 
relocation of military personnel.  This includes military construction, military family housing, unaccompanied housing, 
general facilities constructions for military forces, and utilities improvements.  Contributions accepted from other nations 
related to the relocation must be used for payments of costs incurred in connection with the relocation.

Mutually Beneficial Activities (Public Law 114-92 and 10 U.S.C. § 2350j) – Accounts established for the acceptance of cash 
contributions from the government of Kuwait for the purpose of paying for the costs of construction (including military 
construction not otherwise authorized by law), maintenance, and repair projects mutually beneficial to the Department 
and Kuwait military forces.
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Contributions accepted for the above activities must be available only for the payment of the related costs.

Other Funds
Other Funds from Dedicated Collections have been aggregated in accordance with SFFAS 43.  The following are the 
primary Other Funds, and are not an exhaustive list.

Special Recreation Use Fees (16 U.S.C. §6812(e)(1)) – The USACE charges and collects Special Recreation Use Fees at 
campgrounds located at lakes and reservoirs that are under their jurisdiction.  Allowable fees include daily use fees, 
admission fees, recreational fees, annual pass fees, and other permit type fees.  The fees cover operation and maintenance 
of recreational sites and camping facilities.

Hydraulic Mining in California, Debris (33 U.S.C. §683) – Operators of hydraulic mines allowing debris to flow to a body 
restrained by a dam or other work erected by the California Debris Commission are required to pay an annual tax as 
determined by the Federal Energy Regulatory Commission (FERC).  USACE collects taxes and expends the taxes under 
the direction of the Department of the Army.  Funds repay advances by the Federal Government or other agencies for 
construction, restraining works, settling reservoirs, and maintenance.

Payments to States, Flood Control Act of 1954 (33 U.S.C. §701c 3) – USACE collects receipts for the leasing of lands 
acquired by the U.S. for flood control, navigation, and allied purposes (including the development of hydroelectric power).  
Funds received are appropriated and made available for use in the following fiscal year with 75 percent of funds provided 
to the state where the property is located.  States may expend the funds for the benefit of public schools and public roads 
of the county where the property is located or for defraying county government expenses.

Maintenance and Operation of Dams and Other Improvements of Navigable Waters (16 U.S.C. §803(f) and 810) – The 
FERC assesses charges against licensees directly benefiting when a reservoir or other improvement is constructed by the 
United States. Proceeds arising from licenses, except those established by the FERC for administrative reimbursement or 
other limited situations, are paid to the Treasury from which specific allocations are made.  From the specific allocations, 
a portion of the license fees is reserved and appropriated as a special fund in the U.S. Treasury.  This special fund is to 
be expended under the direction of the Secretary of the Army for the maintenance and operation of dams and other 
navigation structures that are owned by the U.S. or for construction, maintenance, or operation of headwater or other 
improvements of U.S. navigable waters.  The revenue is received from the public and is an inflow of resources to the 
government.

Fund for Non-Federal Use of Disposal Facilities (for dredged material) (33 U.S.C. §2326) – Non-federal interests may use 
dredged material disposal facilities under the jurisdiction of, or managed by, the Secretary of the Army if the Secretary 
of the Army determines use will not reduce the availability of the facility for project purposes.  Fees may be imposed to 
recover capital, operation, and maintenance costs of the disposal facility from which the fees were collected.

Defense Commissary Agency Surcharge Trust Fund (10 U.S.C. §2685) – Surcharges on sales of commissary goods and 
services finance construction and improvements to the defense commissary facilities.  Revenue is generated through a 
five percent surcharge applied to each sale.  These funds finance construction, repair, improvement, and maintenance, 
including related environmental evaluation and construction costs, of the physical infrastructure of commissary stores and 
central product processing facilities of the defense commissary system.

Proceeds from the Sale of Land, Natick Land Conveyance, Army (Public Law 115-91 Sec 2844) - The Secretary of the 
Army may sell and convey all right, title, and interest of the United States in and to parcels of real property, consisting 
of approximately 98 acres and improvements thereon, located in the vicinity of Hudson, Wayland, and Needham, 
Massachusetts, that are the sites of military family housing supporting military personnel assigned to the U.S. Army Natick 
Soldier Systems Center.
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NOTE 19.  DISCLOSURES RELATED TO THE STATEMENT OF NET COST

Suborganization Program Net Costs

Table 19.  Supporting Schedule by Suborganization

As of September 30
(Dollars in millions)

2025

Department of the Air Force

Air Force General Fund

Gross Cost  $� 262,822.6 

Less: Earned Revenue  (13,482.5)

Air Force Working Capital Fund 

Gross Cost  20,735.4 

Less: Earned Revenue  (15,352.2)

Eliminations  (21,146.1)

Net Program Costs  233,577.2 

Department of the Army

Army General Fund

Gross Cost  222,232.2 

Less: Earned Revenue  (67,863.2)

Army Working Capital Fund 

Gross Cost  15,316.3 

Less: Earned Revenue  (15,145.7)

Eliminations  (16,259.8)

Net Program Costs  138,279.8 

Department of the Navy

Navy General Fund

Gross Cost  217,669.3 

Less: Earned Revenue  (19,459.6)

Navy Working Capital Fund 

Gross Cost  48,710.1 

Less: Earned Revenue  (47,326.8)

U.S. Marine General Fund

Gross Cost  34,733.2 

Less: Earned Revenue  (752.5)

Eliminations  (26,374.0)

Net Program Costs  207,199.7 
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Table 19.  Supporting Schedule by Suborganization

As of September 30
(Dollars in millions)

2025

Civil Works

Gross Cost  20,922.1 

Less: Earned Revenue  (8,914.6)

Eliminations  1,090.9 

Net Program Costs  13,098.4 

Support Activities

Standalone Other Defense Organizations 

Gross Cost  405,610.2 

Less: Earned Revenue  (105,993.3)

Consolidated Other Defense Organizations

Gross Cost  77,202.9 

Less: Earned Revenue  (5,888.2)

Eliminations  (137,455.0)

Net Program Costs  233,476.6 

Military Retirement Fund

Gross Cost  164,462.5 

Less: Earned Revenue  (269,434.9)

Eliminations  200,036.4 

Net Program Costs  95,064.0 

Consolidated

Gross Cost  1,490,416.8 

Less: Earned Revenue  (569,613.5)

Losses/(Gains) from Actuarial Assumption Changes for Military Retirement Benefits  241,960.1 

Eliminations  (107.6)

Total Net Cost  $� 1,162,655.8 
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Supporting Schedule by Suborganization
Given the Departments’ organizational complexity, the accompanying table provides a detailed breakout of net cost 
information by suborganization.  This presentation enhances transparency by aligning each suborganization’s net cost with 
its respective funding sources and operational purpose.

Other Disclosures
The Department presents the Statement of Net Cost in accordance with Office of Management and Budget Circular A-136, 
which requires agencies to report the net cost of operations by defined major programs.  These programs reflect the 
Department’s strategic missions and provide a clear view of how resources are allocated and performance is measured.  
The DoD Agency-Wide major programs are defined in the Management’s Discussion and Analysis.

The Department’s military retirement and postemployment costs are reported in accordance with SFFAS 33, Pensions, 
Other Retirement Benefits, and Other Postemployment Benefits: Reporting the Gains and Losses from Changes in Assumptions 
and Selecting Discount Rates and Valuation Dates.  The standard requires the separate presentation of gains and losses from 
changes in long-term assumptions used to estimate liabilities associated with pensions, other retirement benefits, and 
other postemployment benefits on the Statement of Net Cost.  See Note 13, Federal Employee and Veteran Benefits Payable 
for additional information.

Exchange Revenues
The Department continues to review the available data and applicability of SFFAS 7, Accounting for Revenue and Other 
Financing Sources and Concepts for Reconciling Budgetary and Financial Accounting, for disclosures related to the pricing of 
goods and services provided to the public or another Federal entity.  This includes consideration of pricing policies that 
differ from full cost or market price, transactions governed by law or executive order, intragovernmental exchanges below 
full cost, and any probable and measurable contract losses.  Please see Note 1.E., Significant Accounting Policies, Accounting 
for Intragovernmental and Intergovernmental Activities, for further information related to intra-entity and inter-entity 
activities.

Inter-Entity Costs
Goods and services are received from other Federal entities at no cost or at a cost less than the full cost to the providing 
Federal entity.  Consistent with accounting standards, certain costs of the providing entity that are not fully reimbursed by 
the Department are recognized as imputed cost in the SNC and are offset by imputed revenue in the Statement of Changes 
in Net Position (SCNP). In accordance with SFFAS 55, Amending Inter-Entity Cost Provisions, the Department recognizes the 
general nature of imputed costs only for business-type activities, employee benefits, and losses in litigation proceedings 
that are paid from the Treasury Judgment Fund.  Unreimbursed costs of goods and services other than those identified 
above are not included in the Department’s financial statements.
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NOTE 20.  DISCLOSURES RELATED TO THE STATEMENT OF CHANGES 
IN NET POSITION

Unexpended Appropriations – Prior Period Adjustments
The Department recorded prior period adjustments due to correction of errors under SFFAS 21, that increased the 
beginning balances, as adjusted by $3.3 million due to errors in recording stockpile materiel.

Cumulative Results of Operations – Prior Period Adjustments
The Department recorded prior period adjustments under SFFAS 21, SFFAS 48 and SFFAS 50, that decreased the FY 2025 
beginning balances as adjusted from ($961.6) billion to ($887.3) billion, a difference of $74.3 billion.  These prior period 
adjustments are attributable to the Corrections of Errors and Changes in Accounting Principles. 

The Department recorded prior period adjustments due to correction of errors totaling $55.5 billion related to General 
PP&E, Inventory, Accounts Payable and Advances and Prepayments.  Changes were primarily due to assets that were not 
properly capitalized upon acquisition, depreciation revaluation, and incorrect accruals.  For additional details, refer to 
Note 2, Non-entity Assets, Note 8, Inventory and Related Property, Net, Note 9, General and Right-to-Use PP&E, Net, Note 10, 
Other Assets, and Note 11, Liabilities Not Covered by Budgetary Resources.

Components have elected to change their accounting principles under SFFAS 48 and SFFAS 50 which permit alternative 
methods in establishing opening balances.  In FY 2025, the Department recorded $18.8 billion in adjustments primarily 
related to inventory and General PP&E revaluation.  For additional details, refer to Note 8, Inventory and Related Property, 
Net, and Note 9, General and Right-to-Use PP&E, Net.

Reconciliation Differences

Statement of Budgetary Resources to the Statement of Changes in Net Position
Appropriations (Discretionary and Mandatory) reported on the Statement of Budgetary Resources exceed Appropriations 
Received on the Statement of Changes in Net Position by $95.6 billion in FY 2025.  A reconciliation of these amounts is 
presented in Table 20. 

Table 20.  Reconciliation of Appropriations on the Statement of Budgetary Resources to 
Appropriations Received on the Statement of Changes in Net Position

As of September 30
(Dollars in billions)

2025

Appropriations, Statement of Budgetary Resources  $� 1,312.1 

Permanent and Temporary Reductions  218.8 

Trust and Special Fund Receipts  (313.8)

Miscellaneous items  (0.6)

Total Reconciling Difference  (95.6)

Appropriations Received, Statement of Changes in Net Position  $� 1,216.5 

Permanent and Temporary Reductions are primarily attributable to the amount of prior year balances and current year 
budget authority that has been permanently or temporarily reduced by enacted legislation.

Trust and Special Fund Receipts that are awaiting authorizing legislation, or the satisfying of specific legal requirements 
are not immediately available for obligation. 
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Miscellaneous Items primarily include the current year authority transfers in, authority made available from receipt or 
appropriation balances previously precluded from obligation, non-allocation transfers of invested balances, re-estimated 
loan subsidy appropriation, and current year authority transfers out.

Non-custodial Nonexchange Revenue
The Department recognizes non-custodial nonexchange revenue when there is a specifically identifiable, legally 
enforceable claim to the cash or other assets of another party that will not directly receive value in return.  The U.S. Army 
Corps of Engineers (USACE) reported the majority of the Department’s non-custodial nonexchange revenue for FY 2025.  
The USACE reported the following non-custodial nonexchange revenue:

	� Trust Funds – interest earned on investments, excise taxes and custom duties 

	� General Fund Receipt Accounts – criminal restitution including court ordered fines and penalties awarded to the 
Department, miscellaneous receipts, penalties and interest

	� Special Fund Receipt Accounts – taxes, receipts, licenses, and fees

For the majority of the non-custodial nonexchange revenue recognized in FY 2025, the Department is not the collecting 
entity, but receives trust fund revenues from Treasury which is recorded in accordance with applicable law.

Other Disclosures
See Note 18, Funds from Dedicated Collections, for disclosures related to the parenthetical presentation of funds from 
dedicated collections on Statement of Changes in Net Position.

FY 2025    |   AGENCY FINANCIAL REPORT 

FINANCIAL SECTION 181NOTE 20.  DISCLOSURES RELATED TO THE STATEMENT OF CHANGES IN NET POSITION



NOTE 21.  DISCLOSURES RELATED TO THE STATEMENT OF
BUDGETARY RESOURCES

The Statement of Budgetary Resources (SBR) is presented on a combined basis in accordance with Office of Management 
and Budget (OMB) Circular No. A 136; thus, intra-entity transactions have not been eliminated from the amounts 
presented.  This presentation differs from that of the other financial statements, which are presented on a consolidated 
basis.

Table 21A.  Net Adjustments to Unobligated Balance Brought Forward, October 1

As of September 30
(Dollars in millions)

2025

Unobligated Balance: Brought forward, Oct 1  $� 287,775.2 

Unobligated balance transferred (to)/from other accounts  (19.1)

Unobligated balance transfers between expired and unexpired accounts  -   

Adjustment to unobligated balance brought forward, October 1  1,273.1 

Recoveries of prior year unpaid obligations  66,377.5 

Unobligated balance of contract authority withdrawn  (7,485.8)

Adjustment for change in allocation of trust fund limitation or foreign exchange valuation  -   

Other balances withdrawn to Treasury  (14,089.4)

Other balances not available  -  

Refunds and recoveries temporarily precluded from obligation (special and trust funds)  -  

Recoveries of prior year paid obligations  1,865.0 

Sequester (previously unavailable) for withdrawal  -  

Adjustment for change in allocation (general fund portion)  (49.6)

Adjustment for change in allocation (offsetting collection/collected portion)  49.6 

Adjustment for change in allocation (offsetting collection/receivable portion)  -  

Adjustment for change in allocation (trust fund portion)  49.6 

Anticipated recoveries of prior year unpaid and paid obligations  -  

Anticipated adjustment for change in allocation (general fund portion)  -  

Unobligated Balance from Prior Year Budget Authority, Net (Discretionary and Mandatory)  $� 335,746.1 

Other Disclosures
The Department’s available unobligated budgetary resources increased $48.0 billion over the balance brought forward on 
October 1.  This is primarily due to cancellations of obligations incurred in prior years that were not outlayed and expired 
unobligated authority that was withdrawn to Treasury.

The Department had adjustments to the unobligated balance brought forward, October 1, of $1.3 billion in order to 
establish accurate beginning balances.

Terms of Borrowing Authority Used
Borrowing authority is budget authority that permits the Department to incur obligations and make payments for 
specified purposes from the proceeds of borrowed funds.  The Department utilizes borrowing authority for the Military 
Housing Privatization Initiative, the Defense Production Act, and Defense Strategic Capital Credit Program.  Borrowing 
authority is used in compliance with OMB Circular No. A-129.  See Note 12, Debt, for additional information.
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Table 21B.  Available Borrowing / Contract Authority

As of September 30
(Dollars in millions)

2025

Available Borrowing and Contract Authority at

End of the Period  $� -   

Borrowing authority permits obligations and outlays to be financed by borrowing from the U.S. Treasury.  Any unused 
borrowing authority remaining at the end of a Fiscal Year (FY) must be reapportioned in a subsequent FY. 

Contract authority permits the Department to incur obligations in advance of appropriations, offsetting collections, or 
receipts.  Unless otherwise specified by statute, contract authority is available for obligation only within the FY for which 
the authority is provided.

Table 21C.  Undelivered Orders

As of September 30
(Dollars in millions)

2025

Intragovernmental

Unpaid  $� 173,047.5 

Prepaid / Advanced  6,270.8 

Total Intragovernmental  179,318.3 

Other Than Intragovernmental

Unpaid  511,120.6 

Prepaid / Advanced  9,842.1 

Total Other Than Intragovernmental  520,962.7 

Budgetary Resources Obligated for Undelivered

Orders at the End of the Period  $� 700,281.0 

Other Disclosures
Undelivered unpaid orders exist when goods or services have been ordered but have not been received or paid for.   
The allocation between intragovernmental and other than intragovernmental is estimated by the Department.

Prepaid and advanced undelivered orders exist when goods or services have been ordered and paid for, but the goods or 
services have not been received.

Permanent Indefinite Appropriations
Permanent indefinite appropriations are provided through public law authorizing the Department to retain certain 
receipts.  These appropriations do not specify amounts but are dependent upon the amount of receipts collected.  
Permanent indefinite appropriations cover a wide variety of purposes to help the Department accomplish its missions.  
These purposes primarily include: (1) military retirees’ health care benefits, retirement and survivor pay, and education 
benefits for veterans; (2) wildlife habitat restoration and water resources maintenance; (3) relocation of armed forces 
within a host nation; (4) separation payments for foreign nationals; (5) upkeep of libraries and museums; and (6) subsidy 
re-estimates in support of credit reform programs.

FY 2025    |   AGENCY FINANCIAL REPORT 

FINANCIAL SECTION 183NOTE 21.  DISCLOSURES RELATED TO THE STATEMENT OF
BUDGETARY RESOURCES



Legal Arrangements Affecting the Use of Unobligated Balances
Unobligated balances may be applied only to the objects for which the appropriations were made.  Additionally, 
unobligated balances in fixed-term appropriations are only available for payment of obligations incurred during the period 
of availability, or to complete contracts made within that period.  The Department is not aware of any legal arrangements 
further restricting its unobligated balances.

Table 21D.  Differences between the SBR and the Budget of the U.S. Government

For the year ended September 30
(Dollars in millions)

Fiscal Year 2024 Actual

Budgetary 
Resources

New Obligations 
& Upward 

Adjustments 
(Total)

Distributed 
Offsetting 
Receipts

Agency Outlays, 
Net

Combined Statement of Budgetary Resources  $� 1,713,534.8  $� 1,425,760.0  $� 183,410.2  $� 1,087,300.8 

Expired Accounts1 (67,961.1) (42,904.4)  -   -  

Other 12.3 2.4  21.8  (4.8)

Budget of the U.S. Government  $� 1,645,586.0  $� 1,382,858.0  $� 183,432.0  $� 1,087,296.0 

1SBR contains expired account balances to capture the effect of any adjustments, while the Budget of the U.S. Government does not reflect adjustments 
made to expired accounts due to its focus on current and proposed funding.

Table 21D presents a reconciliation between the Department’s FY 2024 SBR and the actual amounts reported in the  
FY 2026 Budget of the U.S. Government (also known as the President’s Budget).  The FY 2027 President’s Budget will 
display the FY 2025 actual amounts and will be available at a later date at https://www.whitehouse.gov/omb/budget.

Contributed Capital
The Department did not receive any capital infusions in FY 2025.

Other Disclosures
$225.7 billion of FY 2025 General Fund appropriations received by the Department are also recognized on the SBR as 
appropriations received for trust and special funds within the Appropriations (discretionary and mandatory) line.   
This duplicate reporting on the SBR relates to amounts from the Military Services’ contributions and Treasury’s payments 
to the Military Retirement Trust Fund and Medicare-Eligible Retiree Health Care Fund.

The Department received no additional funding in FY 2025 to cover obligations incurred above baseline operations in 
support of contingency operations.

The SBR reflects unobligated expired appropriations of $26.9 billion, which is 1 percent of total budget authority.  The 
Department strives to obligate, as close as prudently possible, to the total available budget authority before it expires.  Its 
internal controls and systemic administrative control of funds are designed to avoid over-obligating or over-expending 
funds in violation of 31 U.S.C §1341, commonly known as the Antideficiency Act.  The large number of contracts, 
projects, and activities (e.g., construction projects, complex acquisitions, cutting edge or high-risk technology efforts, and 
contingency operations) that must be carried out without exceeding available budget authority do result in liabilities that 
must be recorded against finite unobligated expired appropriation balances.  Consequently, some level of unobligated 
expired appropriations must be available for recording adjustments to existing obligations, as authorized by  
31.U.S.C. §1553.
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NOTE 22.  INCIDENTAL CUSTODIAL COLLECTIONS

In fiscal year 2025, the Department collected $15.8 million of incidental custodial revenues generated primarily from fines, 
penalties, and forfeitures of unclaimed money and property.  These funds are not available for use by the Department; they 
are relinquished to the U.S. Treasury at the end of the fiscal year.
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NOTE 23.  FIDUCIARY ACTIVITIES

Table 23A.  Schedule of Fiduciary Activities

2025

As of September 30
(Dollars in millions)

Foreign Cooperative 
Project, Navy

Savings Deposit 
Program

Total

Fiduciary Net Assets, Beginning of Year  $� 2,737.9  $� 26.4  $� 2,764.3 

Contributions  1,285.0  28.7  1,313.7 

Distributions To and On Behalf Of Beneficiaries  (1,006.5)  (33.5)  (1,040.0)

Increase / (Decrease) in Fiduciary Net Assets  278.5  (4.8)  273.7 

Fiduciary Net Assets, End of Period  $� 3,016.4  $� 21.6  $� 3,038.0 

2024

As of September 30
(Dollar in millions)

Foreign Cooperative 
Project, Navy

Savings Deposit 
Program

Total

Fiduciary Net Assets, Beginning of Year  $� 2,130.6  $� 30.2  $� 2,160.8 

Contributions  1,519.5  98.7  1,618.2 

Distributions To and On Behalf Of Beneficiaries  (912.2)  (102.5)  (1,014.7)

Increase / (Decrease) in Fiduciary Net Assets  607.3  (3.8)  603.5 

Fiduciary Net Assets, End of Period  $� 2,737.9  $� 26.4  $� 2,764.3 

Table 23B.  Schedule of Fiduciary Net Assets

2025

As of September 30
(Dollars in millions)

Foreign Cooperative 
Project, Navy

Savings Deposit 
Program

Total

Fiduciary Assets

Fund Balance with Treasury  $� 3,016.4  $� 21.6  $� 3,038.0 

Fiduciary Liabilities

Less: Liabilities  -  -  - 

Total Fiduciary Net Assets  $� 3,016.4  $� 21.6  $� 3,038.0 

2024

As of September 30
(Dollars in millions)

Foreign Cooperative 
Project, Navy

Savings Deposit 
Program

Total

Fiduciary Assets

Fund Balance with Treasury  $� 2,737.9  $� 26.4  $� 2,764.3 

Fiduciary Liabilities

Less: Liabilities  -  -  - 

Total Fiduciary Net Assets  $� 2,737.9  $� 26.4  $� 2,764.3 
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Fiduciary activities exist when the Department has collected, received, managed, protected, accounted for, invested or 
disposed of assets on behalf of non-Federal entities or individuals that have ownership interest that the government must 
uphold.  Fiduciary assets are not recognized on the Balance Sheet or on Note 3, Fund Balance with Treasury, in accordance 
with SFFAS 31, Accounting for Fiduciary Activities.

The Department manages five fiduciary funds—one for foreign cooperative projects (FCP), and four savings deposit 
program (SDP) funds.

Foreign Cooperative Projects
In an effort to leverage share of costs, contracts, and other resources where shared interests exist, the President may 
enter into a cooperative project agreement with the North Atlantic Treaty Organization or with one or more of its member 
countries authorized by 22 U.S.C. §2767.  The Navy recognizes this activity as fiduciary through an established deposit fund 
which allows it to continue providing support to foreign governments without utilizing or encumbering any reimbursable 
authority. 

FCP fiduciary assets increased by $278.5 million in FY 2025 due to increased deposits from foreign partner countries, 
primarily for hardware acquisition and sustainment contracts.  Additionally, the Navy transitioned additional programs 
into the FCP fund in FY 2025 that had been previously executed with operation and maintenance funding.

Savings Deposit Program
Public Law 89 538 authorizes the Department, through the SDP, to collect voluntary contributions up to $10,000 per 
deployment, per member of the Armed Forces serving in designated areas.  These contributions and earned interest  
(10% per year, paid quarterly) are deposited in the U.S. Treasury on behalf of the members.  Military members have access 
to SDP statements for viewing deposits and other activity.  Funds are returned to a military member upon request after 
leaving the designated area; however, after 120 days if a request is not made, the funds are returned to the member 
through direct deposit by the Department.  Funds in excess of $10,000 may be withdrawn quarterly.  Otherwise, while in 
the designated area, a withdrawal of deposit may only be made in limited situations.
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NOTE 24.  RECONCILIATION OF NET COST TO NET OUTLAYS 

Table 24.  Reconciliation of the Net Cost of Operations to Net Budgetary Outlays

2025

As of September 30
(Dollars in millions)

Intragovernmental
Other than 

Intragovernmental
Total

Net Operating Cost (Revenue) reported on 
Statement of Net Cost  $� (32,514.8)  $� 1,195,170.6  $� 1,162,655.8 

Components of Net Operating Cost Not Part of the 
Budgetary Outlays

Property, plant, and equipment depreciation expense  -    (51,079.7)  (51,079.7)

Property, plant, and equipment disposals and revaluations  -    98,187.6  98,187.6 

Lessee Lease Amortization  -    (223.6)  (223.6)

Gains/Losses on lease cancellations  -    0.1  0.1 

Gains on changes from lease modifications  -    -    -   

Cost of goods sold  -    (63,536.2)  (63,536.2)

Inventory and related property disposals and revaluations  -    5,314.0  5,314.0 

Applied overhead/cost capitalization offset

a. Inventory and related property  -    -    -   

b. Property, plant, and equipment  -    -    -   

Gains/Losses on all other investments  -    582.1  582.1 

Other gains/losses on all other investments  -    -    -   

Increase/(decrease) in Assets Not Affecting Budgetary Outlays:

Accounts receivable, net  (14,298.9)  432.2  (13,866.7)

Loans receivable, net (non-FCRA)  -   -   -   

Securities and investments  3,414.6  -   3,414.6 

Advances and Prepayments  (8,008.9)  3,640.2  (4,368.7)

Other assets  (20.2)  1,000.4  980.2 

(Increase)/Decrease in Liabilities Not Affecting  
Budgetary Outlays:

Accounts payable  13,704.9  (3,958.8)  9,746.1 

Debt  -   -   -   

Loans guarantee liability (Non-FCRA)/Loans Payable  -   2.2  2.2 

Lessee Lease Liability  -   (81.2)  (81.2)

Environmental and disposal liabilities  -   (6,924.6)  (6,924.6)

Benefits due and payable  -   0.6  0.6 

Federal employee salary, leave, and benefits payable  -   1,111.7  1,111.7 

Veterans, pensions, and post employment-related benefits  -   (387,826.0)  (387,826.0)

Advances from Others and Deferred Revenue  4,272.1  (33.2)  4,238.9 

Other liabilities  (31.3)  6,536.5  6,505.2 

Financing Sources:

Imputed Cost  (12,732.7)  -   (12,732.7)

Total Components of the Net Operating Cost Not Part of the 
Budgetary Outlays  (13,700.4)  (396,855.7)  (410,556.1)
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Table 24.  Reconciliation of the Net Cost of Operations to Net Budgetary Outlays

2025

As of September 30
(Dollars in millions)

Intragovernmental
Other than 

Intragovernmental
Total

Components of the Budgetary Outlays 
That Are Not Part of Net Operating Cost

Acquisition of capital assets  85.1  86,205.6  86,290.7 

Acquisition of inventory and related property  212.7  71,499.4  71,712.1 

Acquisition of investments  -    400.0  400.0 

Financing sources:

Donated revenue  -    (1,153.0)  (1,153.0)

Transfers out (in) without reimbursements  (230.4)  -    (230.4)

Total Components of the Budgetary Outlays 
That Are Not Part of Net Operating Cost  67.4  156,952.0  157,019.4 

Miscellaneous Items

Distributed offsetting receipts  (186,319.1)  (3,347.0)  (189,666.1)

Recognition of right-to-use lease assets     -    -   

Custodial/Non-exchange revenue  (2,344.2)  (2,175.9)  (4,520.1)

Non-Entity Activity  1,241.3     1,241.3 

Other Temporary Timing Differences  -    (74,290.6)  (74,290.6)

Appropriated Receipts for Trust/Special Funds  -    313,620.3  313,620.3 

Total Other Reconciling Items  (187,422.0)  233,806.8  46,384.8 

Total Net Outlays (Calculated Total)  $� (233,569.8)  $� 1,189,073.7  $� 955,503.9 

Budgetary Agency Outlays, Net (SBR 4210)  $� 956,843.7 

Unreconciled Difference  $� (1,339.8)
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Budgetary and financial accounting are complementary, but there are inherent differences in the timing and types of 
information recorded during the reporting period.  Budgetary accounting is used for planning and control purposes and 
relates to both the receipt and use of cash, as well as reporting the federal deficit.  Financial accounting is intended to 
provide a picture of the government’s financial operations and financial position, so it presents information on an accrual 
basis.  The accrual basis includes information about costs arising from the consumption of assets and the incurrence of 
liabilities.  See Note 1.D, Basis of Accounting, for additional information.

The reconciliation of net outlays, presented on a budgetary basis, and the net cost, presented on an accrual basis, provides 
an explanation of the relationship between budgetary and financial accounting information.  The reconciliation serves 
not only to identify costs paid for in the past and those that will be paid in the future, but also to assure integrity between 
budgetary and financial accounting.  The analysis in Table 24 illustrates this reconciliation by listing the key differences 
between net cost and net outlays.

	� Components of net cost that are not part of net outlays primarily consist of a $244.7 billion increase in actuarial 
pension liabilities and a $142.1 billion increase in actuarial health insurance liabilities. See Note 13, Federal Employee 
and Veterans Benefits Payable, for additional information.

	� Components of net outlays that are not part of net cost primarily consist of $158.0 billion in acquisitions of 
capitalized assets, inventory, and related property.

	� Miscellaneous Items primarily consist of $265.9 billion appropriated to the Military Retirement Fund (MRF).  This is 
offset with a $154.4 billion contribution from the U.S. Treasury to MRF to cover the normal cost amount for combat-
related disability and qualifying service-connected disability benefits under 10 U.S. Code 1413a and 1414 in addition 
to the unfunded liability amortization payment.  See Note 13 for additional information related to MRF’s revenues. 
  
Other Temporary Timing Differences represent prior period adjustments (PPAs) due to corrections of errors and 
changes in accounting principles.  See Note 20, Disclosures Related to the Statement of Changes in Net Position, for a 
summary of all PPAs and further information.

Outlays are payments to liquidate obligations, excluding the repayment of debt principal.  Non-cash outlays are outlays 
that are recognized without a concurrent cash disbursement.  The Department had $51.1 million non-cash outlays related 
to the change in allowance for subsidy cost on direct loans.  See Note 7, Table 7F, Schedule for Reconciling Subsidy Cost 
Allowance Balances, for additional information.

Unreconciled Difference
The unreconciled difference is primarily due to accounting for the acquisitions of and changes in capitalized assets, 
inventory, and related property.  The Department is actively participating in Governmentwide working groups led by the 
U.S. Treasury in an effort to resolve.
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NOTE 25.  PUBLIC-PRIVATE PARTNERSHIPS

The Department identified Military Housing Privatization Initiative (MHPI) agreements as Public-Private Partnerships 
(P3s) requiring disclosure.  P3s are risk-sharing arrangements or transactions with expected lives greater than five years 
between public and private sector entities.  They can be extremely complex agreements which transfer or share various 
forms of risk among the P3 partners and may involve government assets.  Disclosure of P3s fosters accountability and 
improves understanding of the nature and magnitude of risk of loss, including potential risk of loss, when material to the 
financial statements.  SFFAS 49 Public-Private Partnerships, requires disclosing the nature of the Department’s relationship 
with private entities.  These disclosures help achieve the operating performance and budgetary integrity objectives 
outlined in SFFAC 1, Objectives of Federal Financial Reporting.

Overview
The MHPI was authorized in the National Defense Authorization Act  (NDAA) for FY 1996, and consists of legislative 
authorities that facilitate public private real estate transactions between the Military Departments and private sector 
developers/property managers for the provision of family housing, unaccompanied housing, and temporary lodging  
(i.e., transient housing) in support of military members and their dependents in the U.S. and its territories.  The MHPI 
allows the Military Departments to leverage private sector expertise and funding to improve the quality of installation 
housing in the U.S. much faster than the Military Departments could have done through traditional military construction 
and ongoing operation and maintenance funding.

The MHPI Projects are competitively selected single-purpose entities established as Limited Liability Companies (LLCs) or 
Limited Partnerships (LPs), and generally are structured based on the MHPI authorities.  The Military Departments enter 
into long-term (typically 50-year) ground leases that include a nominal consideration from the MHPI Project.  The Military 
Departments convey existing government housing units to the MHPI Projects.  In return, the MHPI Projects assume 
responsibility for operation, maintenance, sustainment, demolition, and recapitalization of the housing during the lease 
term, in accordance with the MHPI authorities as defined in Title 10 U.S.C.

Private sector developers (i.e., MHPI companies) serve as the MHPI Projects’ managing members ensuring performance 
objectives are met over the life of the project ground lease.  The Military Department is a non-managing member of the 
MHPI Project Company if there was a Government equity investment to the project, but typically is not a member of the 
Project Company if there was no Government equity investment to the project.  No MHPI Projects have explicit or implied 
occupancy or performance (Government) guarantees.  Neither the private MHPI companies operating the MHPI Projects, 
the projects themselves, nor the projects’ service providers (e.g., property managers) are Department contractors for 
MHPI housing (or lodging).

The main role of the Military Departments is to monitor the MHPI Projects to ensure adherence to the terms of the project 
documents, as well as applicable legal and regulatory requirements.  Additionally, the Military Departments monitor MHPI 
Projects to ensure project financial performance can sustain quality housing over the life of the ground lease.  To this 
end, Military Departments monitor housing occupancy and resident satisfaction, as well as revenue, operating expenses, 
operating budgets, and the overall financial health of each MHPI Project.  Depending on the structure of a given project, 
Military Departments may also have approval authority for project budgets, certain major project expenditures, changes in 
property management companies, or other key project oversight decisions.

There are a small number of projects that include a mix of Government-owned (installation) land leased to the MHPI 
Project and MHPI Project-owned land, and in rare instances, the MHPI Project provides all of the land for MHPI housing, in 
which case there is no ground lease.  Military Departments also convey the associated real property assets (e.g., buildings, 
structures, and facilities, and utilities) to the MHPI Project LLC or LP.  The contractual terms and termination clauses vary 
by agreement.
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Funding and Contributions
Under the MHPI authorities, and with OSD and the Office of Management and Budget (OMB) approval and OMB budget 
scoring, the Military Departments may provide contributions to the MHPI Project LLC or LP through1:

	� Investments (§2875) - Provision of cash and transfer of real property ownership (land, housing units, and other 
facilities) to an MHPI Project.  In return, the Department receives a portion of that project’s profits and losses (up 
to and not exceeding the monetary contribution at the end of the project ground lease, the time that the project is 
terminated and sold, or in accordance with the project business agreements).

	� Direct Loans (DL) (§2873) - Government loans to an MHPI Project if the loan proceeds are to be used to acquire or 
construct housing units for use as military family or unaccompanied housing, including transient housing, with the 
expectation of future repayment to the U.S. Treasury.2

	� Loan Guarantees (LG) (§2873)2 – Government guarantee of private loans as the Secretary of the Military 
Department considers appropriate to protect the interests of the United States.

	� Differential Lease Payments (§2877) - Provision of monthly payments to a project above the rental amount paid by 
the military personnel.

See Note 7, Loans Receivable, Net and Loan Guarantee Liabilities for additional information.

Any cash equity investment or transfer of funds originating from the military construction accounts to the U.S. Treasury 
to cover the cost of proposed MHPI Project use of federal credit requires that the funds first be transferred to the 
Department’s Family Housing Improvement Fund (FHIF) or Military Unaccompanied Housing Improvement Fund 
(MUHIF), as appropriate, with prerequisite congressional notification.  10 U.S.C. § 2883 also requires providing a 
justification to Congress for the transfer of authorized and appropriated amounts (e.g., Army General Fund, Treasury 
Index 21 Family Housing Construction Funds) to  the Department’s FHIF or MUHIF (e.g., Other Defense Organizations, 
Treasury Index 97) for the acquisition, improvement, or construction of military family housing.  The expected life of each 
MHPI agreement corresponds to the length of the ground lease (recognizing the potential for a ground lease extension 
that may be discussed in the ground lease).  The project ground lease and/or associated legal agreements are established 
through negotiations between the Military Department and the MHPI Project LLC and/or LP.  Should monies exist in 
excess of the required reserves securing or repaying the debt, the required reserves for maintenance of the facilities, and/
or the contractual incentive payments to the managing Partner, the excess would be returned to the Military Department’s 
FHIF or MUHIF account (as appropriate) at entity dissolution.  The Military Departments are not required, or authorized, 
to contribute resources to the MHPI Project beyond any amounts approved by OMB and notified and/or authorized by 
Congress.  If the MHPI Project entity is sold, any net sales proceeds due to the Military Department are deposited in the 
FHIF or MUHIF, as appropriate; such project proceeds/funds cannot be utilized by the Military Department for any other 
MHPI Project contribution/purpose or other Military Department use until such time that the funds are authorized and 
appropriated by Congress.  Otherwise the funds would be an unauthorized augmentation of the appropriations.

     1 The MHPI authorities include Rental Guarantees under 10 U.S.C. § 2876; however, the Military Departments have not proposed or used the 
§2876 authority for any MHPI Project, and have no plans to provide rental guarantees for any future MHPI Projects.

     2 Direct loans and loan guarantees are forms of federal credit, the use of which is covered by OMB Circular A-129, Policies for Federal Credit 
Programs and Non-Tax Receivables.
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Investment Recognition
In FY 2020, the Department adopted Financial Accounting Standards Board Accounting Standards Codification 323 
Investments – Equity Method and Joint Ventures to evaluate and account for its investments in LLC and LP Private 
Partnerships engaged in MHPI Projects.  This treatment was chosen in the absence of specific Federal Accounting 
Standards Advisory Board accounting standards for the MHPI financial arrangement.  Since FY 2021, the Department 
published a revised GAAP-compliant policy which refined the guidance and instructions prescribing evaluation criteria and 
financial treatment to account for and report investments and contributions to the MHPI Projects.  The revised guidance 
provided detailed instruction on recording initial cash and non-cash asset contributions and recording gains and losses 
annually and at the dissolution of the agreements.  The policy was fully implemented in FY 2024.

The following table (next page) represents the aggregated contribution amounts paid to the MHPI Program and LLC and 
LP Private Partners through September 30, 2025. 
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Military Housing Privatization Initiative (MHPI) 
Table 25.  Cumulative Contributions

As of September 30
(Dollars in millions)

2025 Expected Life

Actual 
Amount 

Received

Actual 
Amount Paid

Estimated 
Amount to be 

Received Over 
Expected Life****

Estimated 
Amount to 

be Paid Over 
Expected Life****

DoD Initial Contributions to the 
MHPI Programs (FHIF/MUHIF)*

Direct Cash Contributions 
(see Note 5, Investments, Net)

 $� -   $� -   $� -   $� 4,582.9 

Real property contributions to the MHPI Project LLCs 
and LPs (value of Real Property Assets (RPA) conveyed, 
per OMB scoring documents) 
(see Note 5, Investments, Net)  -   -   -   8,274.4 

Bonds Purchased  -   -   -   -  

Direct loans disbursed  -   -   -   1,970.7 

DoD On-Going Contributions to the MHPI 
Partnerships 

DoD direct payments**  -   264.1  Not Estimable  Not Estimable 

Indirect third-party payment of Basic Allowance for 
Housing (BAH) under § 403 of Title 37

 -  

from members living in privatized housing***  -   4,947.3  Not Estimable  Not Estimable 

Differential lease payments  -   0.4  -   - 

Property, cash, bonds, and direct loans  -   104.4  -   183.6 

Private Partner Initial Contributions to the  
MHPI Partnerships

Direct cash contributions  -   -   650.8  -  

Real property contributions to the LLCs and LPs  -   -   1.5  -  

Bonds issued and construction loan obtained  793.8  -   20,886.3  -  

Private Partner On-Going Contributions to the  
MHPI Partnerships

Direct cash contributions  -   -   71.5  -  

Return of contributions to Partner  -   -   -   167.0 

Real property and land contributions  -   -   -   -  

Bonds issued and construction loans obtained  -   -   -   -  

Bonds and direct loans payment  -   574.3  -   15,848.0 

* The Department’s cash and real property contributions in the table above are currently reported in the Department’s consolidated financial statements.  See Note 5, Investments, Net 
and the Financial Management Regulation Volume 4, Chapter 7: “Investments and other Assets.”
** The Department makes direct payments to MHPI LLCs/LPs as required by Public Law 115-232 §606 (a)(1-3), as amended.
*** If the Service member uses their BAH to pay rent to an MHPI project, the associated BAH amount is an indirect third-party payment from the Military Departments.
**** The expected life of the P3 is the term or period for which the entity is likely to participate in the P3.  Similar agreements or contracts may be combined.  As provided in SFFAS 49, 
paragraph 24.b, Military Departments do not estimate the future amount of BAH to be paid to MHPI entities.  This is due to the uncertainties associated with the number of members 
residing in MHPI housing year over year, the pay grades of members residing in MHPI housing, and the potential changes in the BAH rates that occur in the annual NDAAs and are 
implemented through annual appropriations to the Military Departments.  Further, it is a Service member’s discretionary choice to live in MHPI housing.

Service members may choose to spend their BAH in MHPI housing, non-MHPI housing, or purchase housing.  There is no commitment or guarantee on the part of the Military Departments to 
any MHPI entity to ensure a minimum number of military residents in MHPI housing.

Based on certain criteria, the projects may be authorized to allow Other Eligible Tenants (OETs).  OETs could be military retirees, DoD civilians, or other non-DoD affiliated civilians.  OETs do 
not provide or receive money from the project or the Government.  An MHPI entity is not required to differentiate rental income by tenant military status in its audited financial statements.  
Therefore, the funding received from non-military tenants is also not estimable.
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BAH History
BAH provides uniformed service members equitable housing compensation based on housing costs in local civilian housing 
markets within the 50 U.S. states when government quarters are not provided.

From January 1, 2022 until Congress modifies or rescinds this direction, Public Law 117-81 § 2811 amended Public Law 
115-232 § 606 to direct that payments to the lessor of 50% of the BAH Absorption Rate calculated in accordance with 
the military pay statute in 37 U.S.C. § 403(b)(3)(A)(ii) for covered housing would be made monthly.  Additionally, lessors 
of underfunded projects may receive additional monthly payments from the remaining 50% pool of funds of the BAH 
Absorption Rate at the determination of the Department’s Chief Housing Officer in coordination with the Secretaries of 
the Military Departments.

Risk
MHPI Project entity potential risks include loss of cash and non-cash contributions, inability to recover returns on 
investment, and default under the ground lease.  The MHPI Company that may have contributed equity to the MHPI 
Project is not entitled to the return of its capital contribution nor to be paid interest on its capital contribution, the details 
of which are specified in the project legal agreements.  The Military Departments’ potential risks, depending on the terms 
of the MHPI Project ground lease and associated legal agreements and initial contributions, include loss of the initial 
cash and non-cash contributions, default by the MHPI Project LLC or LP on a DL, the occurrence of an LG threshold event 
against established criteria related to, downsizing of a military installation, prolonged deployment, or base closure that 
would trigger the MHPI Project to file a guaranteed claim, the need to provide direct management support and/or financial 
contribution to the project if the MHPI Project fails to comply with contractual terms (any financial contribution would 
require OSD and OMB approval and Congressional notification), and failure to ensure adequate, affordable installation 
housing to meet the requirements of military personnel.  If unpredicted events occur, such as natural disasters and severe 
weather events, the Military Departments and OSD will work with OMB to restructure the MHPI Project to ensure its 
long-term financial viability.  For example, the project’s insurance provider might contest the amount of damage incurred 
and the size of the claims payment due, resulting in delayed insurance payments and the request for financial restructure 
to obtain more favorable terms for the project’s DL (if it has one), or the contribution of additional Government equity 
should such a contribution be warranted and approved by OSD and OMB.

To mitigate financial risk, each MHPI Project has a legal agreement that prescribes accrual accounting (revenue flow) 
to include liquidation of the agreement.  This financial tool is used to track revenue, expenses, cash flow, and operating 
metrics.  The revenue flow generally allows the MHPI Project an opportunity to earn incentives and returns for MHPI 
Project economic performance after providing capital for the maintenance of the facilities.  Cash and non-cash assets 
in excess of required reserves are returned to the FHIF or MUHIF at agreement liquidation.  Detailed briefings and/or 
reports to the appropriate committees of Congress on the MHPI Projects are required by 10 U.S.C. § 2878 and  
10 U.S.C. § 2884 for each project, conveyance, or lease proposed as a part of the annual budget submission and as an 
annual report concerning the status of oversight and accountability.  Additionally, the House Report 116-63, Pages 23-
24, accompanying H.R. 2745, the DoD Appropriations Bill, 2020, directs the Service Secretaries to submit a report to 
the congressional defense committees detailing how the Services monitor privatized facilities at a national level and any 
planned upgrades to this system to improve transparency.

The MHPI agreements do not explicitly identify risk of loss contingencies, although some projects include reserve accounts 
for specific circumstances, such as an Operating Expense Reserve Account or Utility Reserve Account to save funds to 
protect against unexpectedly high expenses.  The Department’s overall risk associated with these agreements are the total 
initial investment (funding and net book value of assets at the time of transfer), plus the Government loan guarantees of 
private debt (if applicable) associated with the MHPI agreements.

The Department recognizes other risk scenarios may occur, such as MHPI Project non-compliance with the MHPI 
Project ground lease and/or associated legal agreements or risk of loan modifications.  To address non-compliance risk, 
the Department performs compliance reviews which is a joint effort between the Military Department local housing 
office, installation command, and other ranking members with the MHPI Project, such as the MHPI Company that is the 
MHPI Project’s managing member.  These reviews can include exteriors and interiors of privatized housing units and 
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neighborhood tours to view ancillary project amenities such as community centers, playgrounds, and pools, all of which are 
owned, maintained, and operated by the MHPI Project LLC or LP.

MHPI Project performance is measured through a variety of metrics, such as resident satisfaction, maintenance 
management, project safety, and financial management.  The Government Accountability Office Report, GAO-20-280T, 
Preliminary Observations on DoD’s Oversight of the Condition of Privatized Military Housing, provides information about 
the Department’s governance activities.  Public Law 116-92 §§ 3001-3064 prescribes the authoritative guidance which 
defines the accountability and oversight measures of MHPI Projects, protections and responsibilities for tenants, and any 
additional requirements relating to contracts and management of MHPI Projects, although many of these requirements 
only apply to new or renewed MHPI Projects, or projects that voluntarily agree to comply. 

To address the risk of DL or LG modifications or restructures, which may be necessary to ensure the sustainability of 
affected projects that utilize federal credit, a sustainment review is required to be performed every two to three years, 
outlining the future needs of a project.  This review occurs even when the projects may not be at risk of imminent loan 
default.  On an annual basis, the Military Departments are required to re-forecast projected cash flows to assess each 
project’s sustainability risk.  For projects that utilize federal credit (DL or LG), if the assessment identifies a funding 
shortfall or ongoing concern for the project, the Military Department will work with OSD to pursue OMB approval to 
modify the DL or LG and/or restructure the terms of the agreement to help ensure long term viability of the project.  OMB 
must approve all loan modifications before the applicable Military Department and MHPI Project LLC or LP can begin to 
restructure the loan.

Other Disclosures
The Military Departments continue to provide MHPI details within their Agency Financial Report (AFR), for example, 
description of contractual terms, significant events, inherent risks, and gains or losses associated with contributions to 
the MHPI Military Department project Military Department LLC or LP.  Military Departments also assess their MHPI 
agreements to provide actual and estimated amounts received and paid over the expected life of the agreements.   
As main contributors of P3 activity, please refer to Department of the Army, Department of the Navy, U.S. Marine Corps, 
and Department of the Air Force AFRs.

In FY 2025, the Department entered into definitive agreements establishing a P3 with MP 10X Development, LLC.  The 
agreements included a $400.0 million equity investment by the Department in newly authorized and issued Series A 
preferred stock, a commitment for up to $350.0 million in additional funding in the form of additional Series A preferred 
stock, a commitment for a $150.0 million loan to support expansion of heavy rare earth separation to be extended by 
the Department within 30 days following the closing, subject to certain mutually agreed extensions, a 10-year price 
floor commitment by Department for Neodymium Praseodymium (NdPr) products, a 10-year offtake agreement for the 
purchase by the Department of magnet production from the 10X facility, and a warrant issued by the company to the 
Department.  Additional information will be presented in FY 2026.

See Note 5, Investments, Net for the Department’s consolidated cash and real property contributions.

Other Potential P3 Arrangements 
All DoD Components continue to assess agreements using criteria from SFFAS 49 to determine if there are additional P3s 
to disclose.  To date, the assessments have not uncovered any new P3 arrangements.
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NOTE 26.  DISCLOSURE ENTITIES AND RELATED PARTIES

Disclosure Entities
The Department has relationships with DoD-sponsored Nonappropriated Fund Instrumentalities (NAFIs) and Federally 
Funded Research and Development Centers (FFRDCs).  In accordance with  
Statements of Federal Financial Accounting Standards (SFFAS) 47, Reporting Entity, the financial position and results of 
operations of NAFIs and FFRDCs are not reported in the DoD consolidated financial statements. NAFIs and FFRDCs are 
qualitatively material due to the public accountability and high visibility of these activities to Congress and their military 
constituents.  The NAFI’s and FFRDC’s risks and rewards and assets (available for use) and liabilities (to be settled in the 
future) are limited.

Nonappropriated Fund Instrumentalities
NAFIs are entities supported in whole or in part by nonappropriated funds (NAFs) that are intended to provide morale, 
welfare, and recreation programs to enhance the quality of life of DoD personnel.  The NAFs that support these entities 
are generated primarily by sales and user fees.  NAFIs are established by Department policy, controlled by the Military 
Departments, and governed by Title 10, Section 2492 of U.S. Code.  The Department requires Components to assign 
organizational responsibility for NAFI administration, management, and control.  A NAFI acts in its own name to provide 
or assist the Secretaries of the Military Departments in providing programs for DoD personnel.  There are approximately 
460 DoD NAFIs, classified into six program groups to ensure uniformity in the establishment, management, allocation, and 
control or resource support:

1.	Military Morale, Welfare, and Recreational (MWR) Programs,

2.	Armed Services Exchange Programs,

3.	Civilian MWR Programs,

4.	Lodging Program Supplemental Mission Funds,

5.	Supplemental Mission Funds, and

6.	Special Purpose Central Funds.

The Under Secretary of Defense for Personnel and Readiness (USD(P&R)) establishes policy and provides oversight of 
DoD NAFI activities.  The Under Secretary of Defense (Comptroller)/Chief Financial Officer and the Defense Finance and 
Accounting Service, in coordination with the USD(P&R) and the Office of General Counsel, provide guidance on accounting 
policies for use in the preparation of financial statements for their annual audit.  DoD Components appoint advisory 
groups to ensure that each NAFI is meeting the objectives for which they were created.  Additionally, the NAFIs are subject 
to annual financial statement audits conducted by independent public accounting firms.

NAFIs present limited financial and non-financial risks to the Department.  NAFIs are separate legal entities apart from the 
DoD, and they are operated and accounted for in financial systems separate from DoD.  Historically, appropriated funding 
in support of the NAFIs is less than one percent of the sponsor’s budgetary resources.  Together, these factors limit the 
Federal Government’s financial exposure.
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Federally Funded Research and Development Centers
The DoD-sponsored FFRDCs are independent, not-for-profit, private-sector organizations that are established and funded 
to meet special long-term engineering, research, development, or other analytical needs.  In accordance with  
FAR Part 35-017, FFRDCs enable agencies to use private sector resources to accomplish tasks that are integral to the 
mission and operation of the sponsoring agency.  The Department maintains contractual relationships with the parent 
organizations of DoD sponsored FFRDCs to meet some special long-term research or development needs that cannot be 
met as effectively by existing in-house or contractor resources.  The work performed by the FFRDCs provide benefits to 
the Department, which support national security.  There are three categories of FFRDCs:

1.	Research and Development Laboratories,

2.	Systems Engineering and Integration Centers, and

3.	Study and Analysis Centers.

FFRDC relationships are defined through a sponsoring agreement between each DoD sponsoring organization and the 
parent organization that operates each FFRDC.  All DoD funding for FFRDC work is provided through the Department’s 
contract with the FFRDC’s parent organization.  While the Department does not control the day-to-day operations of the 
FFRDCs, the FFRDC is required to conduct its business in a manner befitting its special relationship with the Department, 
operate in the public interest with objectivity and independence, be free from organizational conflicts of interest, and have 
full disclosure of its affairs to the sponsoring agency.

The Department does not have an ownership interest in the FFRDCs and is not exposed to the benefits of gains or risk 
of losses from the past or future operations.  DoD sponsors may only assign tasks which take advantage of the core 
capabilities and unique characteristics of the FFRDC, as established in the sponsoring agreement.  Additionally, Congress 
sets constraints on the amount of staff-years of technical effort that may be funded for FFRDCs.  Historically, funding for 
FFRDCs is less than one percent of the sponsor’s budgetary resources.  Together, the sponsoring agreements, contract 
terms, and Congressional funding controls on staff-years, serve to limit the Federal Government’s exposure to financial 
and non-financial risks arising from FFRDC relationships.

Public Private Partnerships (P3s)
The Military Housing Privatization Initiative P3s meet the criteria for disclosure entities, in accordance with SFFAS 47.  
See Note 25, Public Private Partnerships for additional information.

Related Parties
Pursuant to SFFAS 47 reporting disclosure requirements, related parties are considered related if: (1) one party to an 
established relationship, has the ability to exercise significant influence over the other party in making policy decisions and 
(2) the relationship is of such significance that it would be misleading to exclude information about it.

The list of DoD Consolidation Entities, Disclosure entities and related parties is reviewed and updated annually.  Based on 
the qualified and quantified assessments in accordance with SFFAS 47, the Department determined there are no related 
parties to disclose.

198

198 FINANCIAL SECTION NOTE 26.  DISCLOSURE ENTITIES AND RELATED PARTIES

https://www.acquisition.gov/far/35.017


NOTE 27.  SECURITY ASSISTANCE ACCOUNTS

The Department has a significant role, and works closely with the U.S. Department of State in the execution of the 
activities of the Security Assistance Accounts (SAA), which are budgeted and reported in Title 22, U.S.C. under the purview 
of the Foreign Relations Committees in Congress.  SAA is a significant reporting entity, and in accordance with SFFAS 47, 
Reporting Entity, its stand-alone financial statements are consolidated directly into the U.S. Governmentwide financial 
statements.  See the SAA Agency Financial Report for additional information.

The Department leverages its financial and acquisition systems to facilitate the acquisition of U.S. weapon systems by 
foreign countries.  Based on the contract terms included in the agreements with each foreign country acquiring assets 
utilizing the Foreign Military Sales Trust Fund, there is minimal financial risk to the Department or the U.S. Government.
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https://uscode.house.gov/view.xhtml?path=/prelim@title22&edition=prelim
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NOTE 28.  RESTATEMENTS

In addition to the consolidated audit on the DoD-wide financial statements, twenty-six Components within the 
Department underwent independent standalone audits in FY 2025.  These Components include the Components with 
the highest asset values, as well as those deemed by management to be special-focus.  While striving to maintain or move 
closer to achieving an unmodified audit opinion, Components may uncover accounting errors related to a prior fiscal year.  
In accordance with SFFAS 21 Reporting Corrections of Errors and Changes in Accounting Principles, and given the Department’s 
adoption of a single-year presentation as directed by OMB Circular A-136, the cumulative effect of correcting such errors 
will be reported as an adjustment to the beginning balances within the Statement of Changes in Net Position.  Please refer 
to Note 20, Disclosures Related to the Statement of Changes in Net Position for adjustments affecting beginning balances 
resulting from corrections of errors from prior year and changes in accounting principles. 
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NOTE 29.  SUBSEQUENT EVENTS

As of the date of this report, there are no subsequent events to report.  However, FY 2025 financial statements and related 
notes of the DoD Components listed below were not yet finalized.  As a result, these DoD consolidated/combined financial 
statements were prepared using current draft financial statements of the outstanding DoD Components.  The expected 
timeframe for these events is December 2025 and February 2026.

	� Office of Inspector General (December 2025) 

	� U.S. Marine Corps (February 2026)

	� Defense Logistics Agency, National Defense Stockpile Transaction Fund (February 2026)
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NOTE 30.  RECLASSIFICATION OF FINANCIAL STATEMENT LINE
ITEMS FOR FINANCIAL REPORT COMPILATION PROCESS

Agency financial statements, including the Department’s, are included in the Financial Report of the U.S. Government (FR).  
The FY 2025 FR will be published by The Bureau of Fiscal Service upon its release. 

To prepare the FR, the Department of the Treasury requires agencies to submit an adjusted trial balance, which is a listing 
of amounts by U.S. Standard General Ledger account that appear in the financial statements.  Treasury uses the trial 
balance information reported in the Government-wide Treasury Account Symbol Adjusted Trial Balance System (GTAS) 
to develop a Reclassified Statement of Net Cost, and a Reclassified Statement of Changes in Net Position.  Treasury 
eliminates all intragovernmental balances from the reclassified statements and aggregates lines with the same title to 
develop the FR statements. 

The following tables display the relationship between the Department’s financial statements (on the left side) and the 
Department’s corresponding reclassified statements (on the right side) prior to elimination of intragovernmental balances.  
Certain financial statement lines are presented prior to aggregation of repeated items.  The table also displays the details 
of Dedicated Collections and All Other Funds (funds that are non-dedicated Collections).  The following four columns sum 
across to the Total amount and may be defined as follows:

	� Dedicated Collections Combined represents all transactions that involve Funds from Dedicated Collections prior to 
the elimination of any intra-DoD transactions.

	� Dedicated Collections Eliminations reflects identified transactions between the Department’s Dedicated 
Collections. 

	� All Other Amounts (with Eliminations) includes funds other than Dedicated Collections, presented net of their 
eliminations.

	� Eliminations between Dedicated and All Other reflects intra-DoD transactions between Funds from Dedicated 
Collections and other funds. 

Non-Federal transactions are with individuals, businesses, non-profit entities, and State, local, and foreign governments.

The Department recorded prior period adjustments (PPAs) due to correction of errors totaling $55.5 billion related to 
operating materiel and supplies (OM&S); general property, plant, and equipment (PP&E); advances and prepayments; and 
accounts payable.  Changes were primarily due to assets that were not properly capitalized upon acquisition, depreciation 
revaluation, and incorrect accruals.

Components have elected to change their accounting principles under SFFAS 48, Opening Balances for Inventory, OM&S, and 
Stockpile Materials, and SFFAS 50, Establishing Opening Balances for General PP&E.  The Department recorded  
$18.8 billion in adjustments, primarily related to inventory and general PP&E revaluation.

See Note 20, Disclosures Related to the Statement of Changes in Net Position, for a summary of all PPAs and further 
information. 
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REQUIRED SUPPLEMENTARY INFORMATION

This section provides the deferred maintenance and repairs disclosures, required in accordance with SFFAS 42, and the 
Combining Statement of Budgetary Resources, which disaggregates the information aggregated for presentation on the 
DoD Agencywide Combined Statement of Budgetary Resources.

REAL PROPERTY DEFERRED MAINTENANCE AND REPAIRS

Maintenance and repairs are activities directed toward keeping real property assets in an acceptable condition.  Activities 
include preventive maintenance; replacement of parts, systems, or components; and other activities needed to preserve 
or maintain the asset.  Maintenance and repairs, as distinguished from capital improvements, exclude activities directed 
towards expanding the capacity of an asset or otherwise upgrading it to serve needs different from, or significantly greater 
than, its current use.

Deferred Maintenance and Repairs (DM&R) are maintenance and repairs that were not performed when needed or 
were scheduled to be and are delayed for a future period. DM&R are identified through condition assessment surveys 
in accordance with the September 10, 2013 Under Secretary of Defense for Acquisition Technology and Logistics policy 
memorandum, Standardizing Facility Condition Assessments.  The real property record is the data source for obtaining the 
reported total deferred maintenance and repairs.  Facility Categories are:

	� Category 1: Buildings, Structures, and Linear Structures that are enduring and required to support an ongoing 
mission, including multi-use Heritage Assets;

	� Category 2: Buildings, Structures, and Linear Structures that are Heritage Assets; and

	� Category 3: Buildings, Structures, and Linear Structures that are excess to requirements or planned for replacement 
or disposal, including multi-use Heritage Assets.

206

206 FINANCIAL SECTION REQUIRED SUPPLEMENTARY
INFORMATION

https://www.acq.osd.mil/eie/imr/mc/new-initiatives.html


Table RSI-1.  Real Property Deferred Maintenance and Repairs 
(excluding Military Family Housing)

2025

As of September 30
(Dollars in millions)

Plant Replacement 
Value

Required Work 
(Deferred 

Maintenance & Repair)
Percentage

Property Type

Category 1  $� 2,189,345.3  $� 236,808.8 11%

Category 2  203,640.7  24,844.5 12%

Category 3  60,947.5  16,729.0 27%

Total  $� 2,453,933.5  $� 278,382.3 11%
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Table RSI-2.  Real Property Deferred Maintenance and Repairs 
(Military Family Housing only)

2025

As of September 30
(Dollars in millions)

Plant Replacement 
Value

Required Work 
(Deferred 

Maintenance & Repair)
Percentage

Property Type

Category 1  $� 30,856.0  $� 6,471.0 21%

Category 2  528.0  154.0 29%

Category 3  827.0  351.0 42%

Total  $� 32,211.0  $� 6,976.0 22%

Significant Changes in Real Property Deferred Maintenance and Repairs 
(Excluding Military Family Housing)
As of the end of FY 2025, the Department estimates facility maintenance cost of more than $278.4 billion for facilities 
with replacement cost of $2.5 trillion.  The totals include $11.0 billion in civil works related maintenance needs under the 
USACE with a replacement cost of more than $227.0 billion.

Maintenance and Repair Policies
The Department continues migrating to the Sustainment Management System (SMS), to perform a cyclical assessment of 
real property facilities and assign a facility condition index (FCI), which considers an asset’s key life-cycle attributes such as 
age and material.

Maintenance and Repair Prioritization and Acceptable Condition Standards
The Department considers mission, health and safety, and quality of life when assigning priority to maintenance needs 
and assessing whether a facility is in acceptable condition.  Generally, an asset is considered acceptable when it is in good 
condition with an assigned FCI of 90 percent or above. 

Deferred Maintenance and Repair Exclusions
The deferred maintenance and repair information presented relates to all DoD facilities and is not restricted to capitalized 
assets.
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Table RSI-3.  Equipment Deferred Maintenance and Repairs

As of September 30
(Dollars in millions)

2025

Major Categories

Aircraft  $� 933.1 

Automotive Equipment  373.0 

Combat Vehicles  267.0 

Construction Equipment  -  

Electronics and Communications Systems  101.2 

Missiles  113.0 

Ships  213.4 

Ordnance Weapons and Munitions  338.7 

Other Items Not Identified Above  140.9 

Total  $� 2,480.3 

Maintenance and Repair Policies
Depot maintenance requirements for equipment are developed during the annual budget process and updated based on 
work completion, shifts in priorities, work stoppages, or additional requirements.  Not all unfunded depot maintenance 
requirements are deferred.  In support of the Planning, Programming, Budgeting, and Execution process, each Military 
Service has fairly detailed and methodical processes for determining their depot maintenance requirements.  During this 
process, and as more information becomes available, depot requirements are adjusted and refined, and the amount of 
funding is determined, based on Military Service priorities and assessment of risk.

Ultimately, Military Service depot maintenance requirements and funding amounts are included in the baseline budget.  
In the year of execution, the Military Services may take steps to either mitigate, or exacerbate the levels of deferred 
maintenance depending upon the availability of resources and Military Service priorities.  The Military Services may 
take steps to mitigate deferred maintenance through the reprogramming of resources from canceled programs, or 
from those of a lesser priority, or utilize supplemental funding.  The Military Services may also cancel requirements, 
direct maintenance be performed at the field-level, or even reduce force structure and reprogram those operation and 
maintenance.

Maintenance and Repair Prioritization and Acceptable Condition Standards
The Department prioritizes maintenance and repair requirements based on mission and health and safety.  In addition, 
emerging requirements and real world events drive review and reprioritization of maintenance and repair requirements.  
The Department employs risk-based methodologies in determining acceptable levels of equipment operational risk. 

Deferred Maintenance and Repair Exclusions
The deferred maintenance and repair information presented relates to all DoD equipment and is not restricted to 
capitalized assets.

Significant Changes in Deferred Maintenance and Repair
The Department’s deferred maintenance and repair work for equipment, platforms, and weapon systems decreased by 
$1.1 billion during FY 2025.  The decrease was primarily driven by the Department of the Navy’s maintenance related to 
Aircraft and Missiles, as well as the Department of the Army’s maintenance related to Aircraft and Other assets. 
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Table RSI-4.  Estimated Acreage by Predominate Use -  
General PP&E Land and Permanent Land Rights

As of September 30
(Acres in thousands)

Commercial
Conservation or 

Preservation
Operational

Total Estimated 
Acreage

Start of Prior Year  2  248  24,028  24,278 

End of Prior Year/Start of Current Year*  20  248  24,632  24,900 

End of Current Year  -    260  25,628  25,889 

Held for disposal or exchange

End of Prior Year*  -    -    -    -   

End of Current Year  -    -    1  1 

* The Department has prioritized data cleansing for land in support of SFFAS 59, Accounting and Reporting of Government Land, to report the 
predominant use.  During FY 2025, Components continued to report consolidated estimated acreage for General PP&E land and permanent land 
rights.  As the data and processes for reporting continue to improve, the Department will update the predominant use of its land accordingly based on 
information available.
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Table RSI-5.  Estimated Acreage by Predominate Use -  
Stewardship Land and Permanent Land Rights

As of September 30
(Acres in thousands)

Commercial
Conservation or 

Preservation
Operational

Total Estimated 
Acreage

Start of Prior Year*  -    442  10,426  10,868 

End of Prior Year/Start of Current Year*  -    470  10,380  10,850 

End of Current Year  -    477  10,812  11,289 

Held for disposal or exchange

End of Prior Year*  -    -    -    -   

End of Current Year  -    -    -    -   

* The Department has prioritized data cleansing for land in support of SFFAS 59 to report the predominant use.  During FY 2025, Components continued 
to report consolidated estimated acreage for stewardship land.  As the data and processes for reporting continue to improve, the Department will update 
the predominant use of its land accordingly based on information available.
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Table RSI-7.  Combining Statement of Budgetary Resources 
(Non-Budgetary Credit Reform Financing Account)

2025

As of September 30
(Dollars in millions)

Operations, Readiness 
& Support

Combined

Non-Budgetary Resources:

Unobligated Balance from Prior Year Budget 

Authority, Net (Discretionary and Mandatory)  $� 28.2  $� 28.2 

Appropriations (Discretionary and Mandatory)  $� 0.2  $� 0.2 

Borrowing Authority (Discretionary and Mandatory)  165.4  165.4 

Spending Authority from Offsetting Collections

(discretionary and mandatory)  95.9  95.9 

Total Budgetary Resources  289.7  289.7 

Status of Budgetary Resources

New Obligations and Upward Adjustments (Total)  264.7  264.7 

Unobligated Balance, End of Year:

Unapportioned, Unexpired Accounts  25.0  25.0 

Unexpired Unobligated Balance, End of Year  25.0  25.0 

Unobligated Balance, End of Year (Total)  25.0  25.0 

Total Budgetary Resources  289.7  289.7 

Disbursements, Net

Disbursements, Net (Mandatory)  47.6  47.6 

Disbursements, Net (Mandatory)  $� 47.6  $� 47.6 
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included in the Agency Financial Report.
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Previous Page:
A South Carolina Army National Guard helicopter conducts 
aerial water-bucket operations on the Table Rock and Persimmon 
Ridge wildfires in Pickens County, S.C., March 23, 2025. 
(Army National Guard Sgt. 1st Class Roberto Di Giovine)

Top Left:
A Falcon 9 rocket carrying the Starlink 13-1 mission launches 
from Kennedy Space Center, Florida, Jan. 21, 2025. 
(U.S. Space Force photo by Robert Mason)

Left:
The Arleigh Burke-class guided-missile destroyer USS Dewey 
(DDG 105) sails alongside the Japan Maritime Self-Defense 
Force Asahi-class destroyer JS Asahi (DD-119), Feb. 10, 2025. 
(U.S. Navy photo by Mass Communication Specialist 1st Class 
Devin Monroe)
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SUMMARY OF FINANCIAL STATEMENT AUDIT  
AND MANAGEMENT ASSURANCES

DoD management has a fundamental responsibility to develop and maintain effective internal controls providing 
assurance programs are operating efficiently and effectively to achieve the DoD mission.  A strong internal control 
environment also provides assurance federal resources are used appropriately.

As discussed in the Management’s Discussion and Analysis section, managers throughout the Department are accountable 
for ensuring effective internal controls in their areas of responsibility.  All DoD Components are required to establish and 
assess internal controls over reporting for financial reporting, financial systems and operations.

Management-identified weaknesses are determined by assessing internal controls, as required by the Federal Managers’ 
Financial Integrity Act of 1982 (FMFIA), the Federal Financial Management Improvement Act of 1996 (FFMIA), and Office 
of Management and Budget (OMB) Circular No. A-123, and fall into one of the following categories:

	� FMFIA Section 2, Effectiveness of Internal Control over Financial Reporting;

	� FMFIA Section 2, Effectiveness of Internal Control over Operations; or

	� FMFIA Section 4, Compliance with Federal Financial Management Systems Requirements / FFMIA Section 803(a), 
Implementation of Federal Financial Management Improvements.

SUMMARY OF FINANCIAL STATEMENT AUDIT

Exhibit 1 (Next Page) lists the FY 2025 material weaknesses in the Department’s financial statement reporting as 
identified by the DoD OIG in the Independent Auditor’s Report.  These material weaknesses establish a baseline of DoD 
management identified material weakness as defined by the DoD Risk Management and Internal Control (RMIC) program. 

U.S. Army Cavalry Scouts Pvt. Ronaldino Amisial, below, and Spc. Jesse Picket, above, assigned to 3rd Brigade, 67th Armored Regiment, 1st Armored 
Division, stay ready to conduct military training missions with an M2 Bradley Fighting Vehicle, Drawsko Combat Training Center, Poland, February 25, 
2025.  (U.S. Army photo by Sgt. Devin Klecan)
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Exhibit 1.  Summary of Financial Statement Audit
Audit Opinion: Disclaimer 
Restatement: No

Material Weakness
Beginning 

Balance
New Resolved Consolidated

Ending 
Balance

Financial Management System Modernization 1 1

Configuration Management 1 1

Security Management 1 1

Access Controls 1 1

Segregation of Duties 1 1

Interface Controls 1 1

Universe of Transactions 1 1

Security Assistance Accounts 1 (1) 0

Fund Balance with Treasury 1 1

Inventory and Stockpile Materials 1 1

Operating Materials and Supplies 1 1

General Property, Plant, and Equipment 1 1

Real Property 1 1

Government Property in the Possession of 
Contractors 1 1

Joint Strike Fighter Program 1 1

Accounts Payable 1 1

Environmental and Disposal Liabilities 1 1

Leases 1 1

Beginning Balances 1 (1) 0

Unsupported Accounting Adjustments 1 1

Intragovernmental Transactions and 
Intradepartmental Eliminations 1 1

Gross Costs 1 1

Earned Revenue 1 1

Reconciliation of Net Cost of Operation to Outlays 1 1

Budgetary Resources 1 1

Service Organizations 1 1

Component Entity - Level Controls 1 1

DoD-wide Oversight and Monitoring 1 1

Total Material Weaknesses 28 (1) (1) 26
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SUMMARY OF MANAGEMENT ASSURANCES

The Department maintains consistent categorization with methodologies used by the Independent Auditor and the OIG, 
ensuring readers have a clear understanding of management-identified material weaknesses.

FMFIA Section 2, Effectiveness of Internal Control Over Financial Reporting

Exhibit 2 (Next Page) lists the FY 2025 material weaknesses in internal controls over financial reporting captured by end-
to-end Process, and reports changes from the material weaknesses disclosed in the FY 2024 DoD Agency Financial Report.

Air Force Airman 1st Class Lorraine Tulee prepares an HVAC unit for a circuit board replacement at Joint Base Pearl Harbor-Hickam, Hawaii, 
Feb. 25, 2025.  (Air Force Staff Sgt. Alan Ricker)
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Exhibit 2.  FY 2025 Effectiveness of Internal Control over Financial Reporting (FMFIA §2)
Statement of Assurance: No Assurance

End-to-End 
Process

Area of
Material Weakness

Beginning 
Balance

New Resolved Consolidated
Ending 

Balance

Budget-to-
Report

Entity Level Controls 2 2

Fund Balance with Treasury 1 1

Financial Reporting Compilation - 
Reporting Entity (formerly Security 
Assistance Accounts)

1 (1) 0

Financial Reporting Compilation – 
Beginning Balances

2 1 3

Financial Reporting Compilation –  
DoD-wide Oversight and Monitoring

1 1

Financial Reporting Compilation – 
Budgetary Resources

2 2

Financial Reporting Compilation –  
Earned Revenue

1 2 3

Financial Reporting Compilation – 
Reconciliation of Net Cost of Operations 
to Outlays

1 1

Financial Reporting Compilation –  
Service Organization

2 2

Financial Reporting Compilation – 
Universe of Transactions

3 1 4

Financial Reporting Compilation – 
Unsupported Accounting Adjustments

4 2 6

Financial Reporting Compilation –  
Gross Cost

1 1 2

Financial Reporting Compilation –  
Leases

1 2 3

Procure-to-
Pay

Accounts Payable- Healthcare Liabilities 1 1

Accounts Payable-Contract/ Vendor Pay 9 (2) 7

Intragovernmental Transactions and 
Intradepartmental Eliminations  
(includes Reimbursable Work Order)

3 3

Plan-to-
Stock

Inventory 4 3 7

Operating Materials & Supplies 4 3 (1) 6

Acquire-to-
Retire

General Property Plant and Equipment 2 4 6

Joint Strike Fighter 1 1

Real Property 1 4 5

Environmental and Disposal Liabilities 1 1

Property in the Possession of Contractors 2 2

Total Material Weaknesses 50 23 (3) (1) 69
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FMFIA Section 2, Effectiveness of Internal Control over Management Operations

Exhibit 3 lists the FY 2025 material weaknesses in the internal controls over management operations, captured by 
Assessable Units, and reports the changes from the material weaknesses disclosed in the FY 2024 DoD Agency Financial 
Report.

Exhibit 3. FY 2025 Effectiveness of Internal Control over Management Operations (FMFIA §2)
Statement of Assurance: Modified Assurance

Assessable Unit
Beginning 

Balance
New Resolved Consolidated

Ending 
Balance

Acquisition 4 2 (3) 3

Communications 0 1 1

Comptroller and/or Resource Management 7 5 (3) (3) 6

Contract Administration 4 4 (1) (3) 4

Force Readiness 2 3 (2) (1) 2

Financial Systems Modernization 4 12 (2) (1) 13

Manufacturing, Maintenance, and Repair 2 (1) 1

Personnel and/or Organizational Management 14 3 (10) 7

Support Services 5 (2) (1) 2

Supply Operations 2 (2) 0

Total Material Weaknesses 44 30 (25) (10) 39

The Ohio-class ballistic-missile submarine USS Nevada (SSBN 733) arrives at Naval Base Kitsap-Bangor following routine operations, Feb. 24, 2025.  
(U.S. Navy photo by Mass Communication Specialist 2nd Class Gwendelyn L. Ohrazda)
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FMFIA Section 4, Conformance with Federal Financial Management Systems 
Requirements

In accordance with FMFIA section 4, DoD financial management systems are required to be compliant.  Exhibit 4 lists the 
instances of non-conformance and reports the changes disclosed in the FY 2025 DoD AFR.

Exhibit 4.  FY 2025 Conformance with Federal 
Financial Management System Requirements (FMFIA §4)

Statement of Assurance:  No Assurance

Non-Conformance
Beginning 

Balance
New Resolved Consolidated

Ending 
Balance

Financial Management Systems Modernization 1 1

IT Controls (FISCAM) 1 1

FFMIA Compliance 1 1

Total Material Weaknesses 3 3

FFMIA Section 803(A), Implementation of Federal Financial Management Improvements

Exhibit 5 lists the FY 2025 instances of non-compliance with Section 803(a) of the FFMIA, which requires each federal 
agency to implement and maintain financial management systems that comply substantially with (1) federal financial 
management systems requirements, (2) applicable federal accounting standards, and (3) the United States Government 
Standard General Ledger (USSGL) at the transaction level.

Exhibit 5.  FY 2025 Compliance with Section 803(A) of the  
Federal Financial Management Improvements Act (FFMIA)

Agency Auditor

Federal Financial Management Systems 
Requirements Lack of Compliance Noted Lack of Compliance Noted

Applicable Federal Accounting Standards Lack of Compliance Noted Lack of Compliance Noted

USSGL at Transaction Level Lack of Compliance Noted Lack of Compliance Noted
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REVENUE FORGONE

Defense Logistics Agency (DLA) Energy provides a fuel service to both military and public entities.  The price for fuel 
supplied is determined by OUSD(C).  Often, DLA Energy prices do not match full cost or market prices, and therefore, DLA 
Energy can incur a loss in terms of revenue forgone for a given fiscal year.

Revenue forgone denotes the difference between the price DLA charges in exchange transactions and the full cost or 
market price.  DLA Energy did not incur revenue forgone from fuel sales for the fiscal year ended September 30, 2025.  
The demand for the quantity of petroleum products did not change as a result of the difference in price.  While DLA 
Working Capital Fund (WCF) calculates the dollar impact of revenue forgone using the Standard Fuel Price (SFP), certain 
transactions recorded by DLA use the cost-plus method.

Revenue forgone, as disclosed above, is presented on a net basis.  However, higher prices based on full cost or market price 
might reduce the quantity of goods or services demanded and, therefore, the difference between revenue received and 
such higher prices does not necessarily provide an indication of revenue forgone.

Marine Corps Cpl. Ava Alegria aims a rifle during a Corporals Course culminating event at Marine Corps Recruit Depot Parris Island, S.C., 
Feb 4, 2025. (Marine Corps Lance Cpl. Ayden Cassano)
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An Air Force C-130J Hercules, Marine Corps KC-130J Hercules and an Air Force C-130H Hercules sit on the flightline at Fort Huachuca, Ariz., 
March 11, 2025.  (U.S. Air National Guard photo by Master Sgt. Patrick Evenson)

MANAGEMENT AND PERFORMANCE CHALLENGES

In accordance with the Reports Consolidation Act of 2000, the DoD Office of the Inspector General (DoD OIG) prepares an 
annual statement that summarizes what they consider to be the most serious management and performance challenges 
facing the Department.  This statement is included in a larger DoD OIG report that provides additional background and 
descriptive information about each challenge as well as an assessment of the Department’s progress in addressing the 
challenges.  The report’s forward-looking perspective will be reflected in its FY 2026 designation.

An executive summary of these identified challenges is presented on the following pages.  The complete FY 2025 DoD OIG 
Management and Performance Challenges report, along with historical reports, can be found on the DoD OIG website.

FY 2025    |   AGENCY FINANCIAL REPORT 

OTHER INFORMATION 223Management and  Performance Challenges

https://www.congress.gov/106/plaws/publ531/PLAW-106publ531.pdf
https://www.dodig.mil/Reports/Top-DoD-Management-and-Performance-Challenges/Article/3965830/fiscal-year-2025-top-dod-management-and-performance-challenges/


Inspector General
U.S. Department of Defense

F I S C A L  Y E A R  2 0 2 6

TOP DOD MANAGEMENT AND 
PERFORMANCE CHALLENGES

I N D E P E N D E N C E   I N T E G R I T Y   E XC E L L E N C E   T R A N S PA R E N C Y
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For more information about whistleblower protection, please see the inside back cover.

www.dodig.mil/hotline

HOTLINE
Department of Defense

664.8799 (DSN)| 800.424.9098 (TOLL-FREE) | 703.604.8799 (COMMERCIAL)

Vision
We are a high‑performing team driving positive change.

Mission
We promote the economy, efficiency, and effectiveness of DoD 

programs, and the integrity of its workforce and operations, through 
impactful audits, evaluations, investigations, and reviews.

I N D E P E N D E N C E    I N T E G R I T Y    E X C E L L E N C E    T R A N S P A R E N C Y
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October 29, 2025

This report presents our independent assessment of the DoD’s top management 
and performance challenges for FY 2026.  

Today’s global security environment is exceptionally complex and volatile.  Increasingly 
rapid technological advances are changing the character of warfare.  Our defense industrial 
base is challenged to meet current demands.  Fiscal pressure is unrelenting.  Accordingly, 
the DoD is implementing a broad range of changes to policies, programs, and organizations, 
with a sense of urgency.  While we assess the seven challenges presented in this report to be 
the Department’s most significant enduring challenges, overlaying each are the additional 
challenges of managing change and heightened fraud risk.  

The Department cannot pause to implement change.  Our forces must always be ready 
and able to fight and win our nation’s wars.  The scale and pace of change across the DoD 
create opportunities, and risks, that require focused attention to ensure that the Department’s 
capability and capacity to fulfill its core mission stay strong.

The DoD Office of Inspector General will closely monitor changes across the Department 
and focus our independent and objective oversight on areas where we can best contribute 
to improving the economy, efficiency, and effectiveness of DoD programs and operations.

Steven A. Stebbins
Acting

INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
4800 MARK CENTER DRIVE

ALEXANDRIA, VIRGINIA 22350‑1500
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The FY 2026 Top DoD Management and Performance Challenges and Focus Areas

Challenges Focus Areas

1. Strengthening Deterrence 
Through Strategic Capabilities

• Nuclear Enterprise and Missile Defense
• Unmanned Systems
• Space Domain
• Electromagnetic Spectrum
• Cyber Operations
• Critical Technology (Artificial Intelligence and Quantum)

2. Manning the Force

• Manning and Readiness of the Medical Force
• Specialty Fields—Cyber, Space, and Electromagnetic 

Spectrum Operations
• Military Recruiting and Retention; Non‑Active Duty 

and Civilian Capabilities

This report identifies the top management and performance challenges facing the DoD in the coming 
fiscal year.  We developed this annual statement in accordance with the Reports Consolidation 
Act of 2000 (Pub. L. 106–531).  It reflects our analysis of a range of sources, including DoD OIG 
oversight projects (completed, ongoing, and planned); input from DoD leadership and the broader 
defense oversight community; and review of congressional testimony, independent research, 
Government Accountability Office reports, and the DoD’s strategic documents.  For each challenge, 
presented without prioritization, we examine potential consequences for DoD programs and assess 
the Department’s progress in addressing them.  Addressing these challenges is crucial to the DoD’s 
success in fulfilling its national security mission.

Changes from the fY 2025 top management and performanCe Challenges

This year we established seven enduring management and performance challenges based on our 
analysis of more than 10 years of DoD management and performance challenges reports.  Defining 
these enduring challenges enables us to track trends and report on progress from past years, as 
required by the Reports Consolidation Act of 2000.  Changes in the total number of challenges do not 
indicate that previously identified challenges have been resolved or are now less important.  Also, 
within each of the seven enduring challenges we identified specific focus areas that highlight the 
most significant aspects of each challenge.  We will reassess the focus areas annually to ensure their 
continued relevance. 

Executive Summary
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Challenges Focus Areas

3. Maintaining and Improving 
Materiel Readiness

• Maintenance
• Storage and Upkeep
• Logistical Networks

4. Ensuring Responsive 
and Responsible Modernization 
and Procurement

• Acquisition Processes
• Defense Industrial Base

5. Securing and Sustaining Defense 
Critical Infrastructure

• Cybersecurity
• Facilities
• Military Construction

6. Supporting Quality of Life 
for Military Service Members 
and Their Families

• Environmental Safety
• Healthcare
• Family Support Systems

7. Achieving and Sustaining a Clean 
Financial Audit

• Enterprise‑Wide Strategy
• Internal Controls
• Financial Management Systems

strategiC environment

As the DoD continues to navigate a complex global security landscape, both familiar challenges 
and emerging threats require sustained attention.  These emerging threats include the increasing 
sophistication of state‑sponsored cyberattacks targeting critical infrastructure, the proliferation 
of unmanned and autonomous systems, and adversaries leveraging advanced technologies 
such as artificial intelligence and hypersonic weapons.1  Great power competition with China 
and Russia persists, with both nations advancing military modernization and projecting greater 
assertiveness—China in the Indo‑Pacific, and Russia in Europe and beyond.  The war in Ukraine 
continues to impose significant demands on U.S. military assistance and the defense industrial 
base (DIB), with Russian forces maintaining pressure across multiple fronts.  The conflict has 
demonstrated the importance of robust defense production, resilient supply chains, and effective 
equipment maintenance.

China’s strategic objectives in the Indo‑Pacific remain focused on becoming the preeminent regional 
power, challenging the United States, and unifying Taiwan through rapid military modernization 
across all domains, including cyber, space, and nuclear.  China is also increasing its engagement 

 1 Defense Intelligence Agency, “2025 Worldwide Threat Assessment,” May 11, 2025.

The FY 2026 Top DoD Management and Performance Challenges and Focus Areas (cont’d)
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with countries in Latin America and its pressure campaigns against nations resisting China’s 
territorial claims, such as the Philippines and Taiwan.  These advancements and aggressive actions 
increase the risk of conflict and threaten international air and maritime traffic in the region. 

In the Middle East, a surge of cross‑border strikes, expanding military operations, and targeted 
attacks have intensified the already volatile Middle East.  This escalation coincides with the ongoing 
Israel‑Gaza conflict and worsening humanitarian crisis.  Simultaneously, Iran and its proxies, 
including Hezbollah, Hamas, and the Houthis, are further destabilizing the region.    

Domestically, the Department is prioritizing defense of the homeland.  A key priority is developing a 
multilayered missile defense program designed to protect the U.S. homeland from drone and missile 
threats.  Additionally, actions are underway to broaden the military’s role as a rapid‑response 
force to support law enforcement, manage civil unrest, and protect critical infrastructure along 
the southern border and in American cities.  Economic pressures and workforce challenges also 
impact DoD readiness.  Despite improvements in military recruitment, challenges remain, including 
a shrinking pool of qualified candidates and private sector competition.  The DIB faces pressures 
from complex acquisition processes, supply chain vulnerabilities, and workforce shortages.  Increased 
competition in cyber, space, and electromagnetic operations requires substantial investment in 
emerging technologies like artificial intelligence (AI) and quantum computing.  This competition, 
coupled with the growing dependence of the United States on space‑based assets, highlights the need 
to secure and maintain a leading position in the space domain.  Addressing these challenges requires 
the DoD to defend against increasingly complex threats, invest in crucial technologies, and maintain 
the capacity for rapid response to domestic issues.   

To fulfill its mission, the DoD must balance current readiness with long‑term modernization as it 
makes resourcing decisions while managing budget uncertainty.  Reinforcing alliances and deepening 
partnerships remain essential to countering traditional state threats and emerging security 
challenges at home and abroad.  

FY 2025    |   AGENCY FINANCIAL REPORT 

OTHER INFORMATION 229Management and  Performance Challenges



Whistleblower Protection
U.S. Department of Defense

Whistleblower Protection safeguards DoD employees against  
retaliation for protected disclosures that expose possible fraud, waste,  

and abuse in Government programs.  For more information, please visit  
the Whistleblower webpage at www.dodig.mil/Components/

Administrative‑Investigations/Whistleblower‑Reprisal‑Investigations/
Whistleblower‑Reprisal/ or contact the Whistleblower Protection  
Coordinator at Whistleblowerprotectioncoordinator@dodig.mil

For more information about DoD OIG 
reports or activities, please contact us:

Legislative Affairs Division
703.604.8324

Public Affairs Division
public.affairs@dodig.mil; 703.604.8324

www.dodig.mil

DoD Hotline 
www.dodig.mil/hotline
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PAYMENT INTEGRITY INFORMATION ACT REPORTING

The reduction of improper payments and compliance with the Payment Integrity Information Act of 2019 (PIIA) continues 
to be a top financial management priority for the Department.  The Department supports PIIA compliance through 
the activities of its Payment Integrity portfolio, which comprises 49 separate programs.  Collectively, these programs 
constitute the majority of payments made by the Department annually.  This section provides an overview of the FY 2025 
results of the Department’s Payment Integrity program.  See PaymentAccuracy.gov for the Department’s complete list of 
programs and additional information related to corrective actions and payment recovery efforts.

To address a significant deficiency hindering full compliance with the PIIA, the Department has undertaken a strategic 
reorganization of its payment integrity programs.  Specifically, the Phase 2 programs have been subdivided into more 
concise payment populations.  This segmentation is based on identifying groups with similar characteristics, such as 
the types of payments made (e.g., payroll, contract payments, grants), the recipients of those payments (e.g., employees, 
vendors, beneficiaries), and the strength of their existing internal control profiles.  By focusing on more homogenous 
groups, the DoD will streamline the risk assessment and remediation processes for each payment population.

The rationale behind this approach is that a “one-size-fits-all” methodology for Phase 2 programs proved too broad to 
effectively identify and address improper payments and their causes.  By separating down these larger programs into 
smaller, more refined, groups of payments the DoD can accurately assess the specific risks associated with each payment 
population and tailor its internal controls accordingly.  This targeted approach is expected to lead to more efficient and 
effective efforts to prevent and detect improper payments while also pursuing DoD Component accountability.

This reorganization is designed to facilitate the demonstration of incremental progress towards full PIIA compliance.  
Instead of attempting concurrent review and assessment of all Phase 2 programs simultaneously, the DoD will now focus 
on achieving compliance within smaller, more defined segments, demonstrating tangible improvements along the way.   
This allows for a more balanced implementation of corrective actions and provides greater visibility into the effectiveness 
of those actions.

As a direct result of the reorganization, the number of programs designated as Phase 1 has increased from eight in FY 2023 
to 41 in FY 2025.  This strategic initiative has yielded a demonstrable improvement in the Department’s PIIA compliance 
posture at the program level.  Specifically, the percentage of programs achieving full PIIA compliance has exhibited a 
consistent upward trend, increasing from 25.0 percent in FY 2022 to 50.0 percent in FY 2023, and culminating in the most 
recent compliance rate of 79.0 percent in FY 2024.

PHASE 1: IDENTIFY SUSCEPTIBLE PROGRAMS AND ACTIVITIES WITH  
AN IMPROPER PAYMENT RISK ASSESSMENT. 

Each Phase 1 program conducts a risk assessment to determine susceptibility to improper and unknown payments 
above the statutory threshold.  Programs deemed not susceptible to significant improper and unknown payments above 
the statutory threshold will undergo a risk assessment every three years.  Programs deemed susceptible to significant 
improper and unknown payments must transition to Phase 2 the following fiscal year.

The Department-wide efforts in FY 2025 were focused on performing comprehensive risk assessments to document, 
identify, and classify the inherent risks and mitigating factors of payment types for each program.  The Department 
completed a total of 19 improper payment risk assessments during the fiscal year.  Leveraging these risk assessments, 
the Department developed and implemented appropriate internal controls to reduce improper and unknown payments 
and to uphold financial stewardship of taxpayer money.  This strategy aligns with the OMB’s Joint Financial Management 
Improvement Program and demonstrates that PIIA compliance is achievable through the Department’s current internal 
control environment.
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PHASE 2: REPORT IMPROPER PAYMENT ESTIMATES FOR IDENTIFIED 
SUSCEPTIBLE PROGRAMS WITH A STATISTICALLY VALID SAMPLING  
AND ESTIMATION METHODOLOGY.

Programs classified in Phase 2 use a statistically valid sampling and estimation methodology plan to report an annual 
improper and unknown payments estimate.  Phase 2 is not required if the results of Phase 1 indicate that the program is 
unlikely to be susceptible to significant improper and unknown payments.

Phase 2 operations target programs anticipated to exceed the OMB statutory threshold for improper and unknown 
payments.  Under the PIIA compliance requirements, the Office of Inspector General of the DoD (DoD OIG) determined 
that the Department produced unreliable improper payment, and unknown payment estimates for the fourth consecutive 
year.  Although the Department produced statistically valid sampling plans, the Phase 2 programs were non-compliant 
with the PIIA because the Department could not validate the characteristics of the population variances between the 
entitlement and disbursing systems.  Despite this Universe of Transactions (UoT) validation issue, all Phase 2 programs 
reporting improper payment and unknown payment estimates achieved reconciliation rates exceeding 99.0 percent in 
both FY 2024 and FY 2025.

In FY 2025, the Department continued its efforts to develop and implement a standardized process to identify each 
program’s UoT population data characteristics, validate the completeness of the UoT payment population which is 
greater than 99.0 percent reconciled between entitlement and disbursement systems, and produce reliable improper 
and unknown payment estimates.  Reliable estimates are crucial for DoD to accurately assess the Department’s ability to 
maintain payment integrity.  This information guides the direction of the DoD’s Payment Integrity efforts, helps identify 
high risk areas, and determines the appropriate allocation of resources for establishing internal controls and processes to 
prevent and recover improper payments.

In accordance with OMB Circular No. A-123, Appendix C, Requirements for Payment Integrity Improvement the Department 
categorizes all program outlays as one of three payment types: proper payment, improper payment, or unknown payment.  
A payment is reported as ‘proper’ if it was made to the right recipient for the right amount, reported as ‘improper’ if it was 
made in an incorrect amount or to the wrong recipient or failed to follow applicable statute or regulation, and reported 
as ‘unknown’ for instances where the Department was unable to determine whether the payment falls into the proper or 
improper category as a result of insufficient or lack of documentation.

In FY 2025, the Department’s estimated improper payments were reported in three separate categories per OMB Circular 
No. A-123, Appendix C:

	� Overpayments are payments in excess of what is due.  When an overpayment occurs, the improper amount is the 
difference between the amount due and the amount of the overpayment.  Overpayments result in monetary losses 
that should not have been paid and in theory should be recovered by the Department.

	� Underpayments are payments that are less than what is due.  When an underpayment occurs, the improper amount 
is the difference between the amount due and the amount of the underpayment.  Underpayments are non-monetary 
losses to the Department.

	� Technically Improper Payments are payments made to an otherwise qualified recipient for the right amount, but the 
payment failed to meet all regulatory or statutory requirements.  Technically improper payments are non-monetary 
losses to the Department.
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PHASE 1 PROGRAM RESULTS

In FY 2025, the Department made significant strides in our commitment to financial stewardship and combating improper 
payments.  Through strategic innovation and unwavering dedication, our Payment Integrity Program has achieved 
remarkable results, solidifying our position as a leader in responsible resource management.

One key to our success was the segmentation of complex Phase 2 programs into smaller newly established Phase 1 
programs that are more manageable payment populations with similar risk profiles.  This approach allowed us to bring 
an impressive 14 additional programs into PIIA compliance.  This achievement validates our strategy of incremental 
compliance improvements, enabling tailored internal controls and remediation for programs previously considered 
unwieldy while also enforcing DoD Component accountability for their payments.

This expansion of Phase 1 programs offers a tremendous advantage: a predictable three-year risk assessment cycle.  This, 
in turn, frees up valuable resources, allowing us to concentrate our expertise on programs with inherently higher risks and 
a greater likelihood of improper payments.  By focusing our attention where it’s needed most, we can establish targeted 
controls with maximum impact in preventing and reducing improper payments.

Our proactive and granular compliance approach has not only strengthened our financial accountability but has also been 
lauded by the DoD OIG.  In May 2025, the DoD OIG released its audit report on the Department’s FY 2024 compliance 
with the PIIA.  We are proud to announce that the DoD OIG determined the following 11 newly established programs had 
performed compliant risk assessments, adequately concluding that the programs were likely to make improper payments 
below the statutory threshold:

	� Civilian Pay – Navy

	� DoD Travel Pay Navy – IATS

	� Military Pay Navy – Active Duty

	� Military Pay Navy – Reserve

	� DoD Travel Pay DAF – RTS

	� DoD Travel Pay Marine Corps – IATS

	� DoD Travel Pay Marine Corps – MCTFS

	� Military Pay Marine Corps – Active Duty

	� Military Pay Marine Corps – Reserve

	� Military Health Benefits – TRICARE Overseas Program

	� Military Health Benefits – TRICARE Pharmacy Program

Furthermore, these 11 programs achieved full compliance with PIIA requirements as published in the DoD OIG’s May 
2025 audit report – a remarkable turnaround from their previously non-compliant status in the former Phase 2 programs.

Four phase 1 risk assessments were deemed non-compliant and one of which, DoD Travel Pay Navy – DTS, was moved 
back to phase 2 for FY 2026.  When the Navy determined its DTS program as low risk, it relied on a previous non-
compliant improper and unknown payment estimate that exceeded the statutory threshold.  The Navy is implementing 
additional corrective actions to achieve the PIIA compliance requirements in FY 2026.  Three Defense Health Agency 
(DHA) Phase 1 risk assessments detailed below were deemed non-compliant with the PIIA due to insufficient support for 
the estimate, third party internal controls and the potential impact of other audit agency findings.  DHA originally non-
concurred with the DoD OIG’s decision regarding the adequacy of the risk assessments.  DHA and the DoD OIG resolved 
the open recommendations by agreeing that DHA will adjust the information presented within the risk assessments to 
more clearly connect the risks in the program with their associated oversight actions and internal controls, to ensure 
ease of understanding and clear crosswalk of the information as a ‘best practice’ and to comply with the DoD OIG’s 
recommendations.  The three risk assessments below will be completed and resubmitted to the DoD OIG in FY 2026.
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	� Military Health Benefits – East Region 

	� Military Health Benefits – TRICARE Medicare Dual Eligible Program

	� Military Health Benefits – West Region

Five programs were completed early.  The DoD OIG returned them for further development and resubmission as part of 
the FY 2025 PIIA compliance audit.  Specifically, the following programs:

	� Civilian Pay – DAF

	� Military Pay – DAF Active Duty

	� Military Pay – DAF National Guard 

	� Military Pay – DAF Reserve

	� DoD Travel Pay Marine Corps – DTS

To maintain this momentum, the Department conducted risk assessments on or resubmitted the following additional  
19 Phase 1 programs in FY 2025:

	� Civilian Pay – DAF

	� DoD Travel Pay Marine Corps – DTS

	� Military Pay Army – Active Duty

	� Military Pay Army – Reserve

	� Military Pay – DAF Active Duty

	� Military Pay DAF – Air National Guard

	� Military Pay – DAF Reserve

	� Commercial Pay – DEAMS

	� Commercial Pay – EBS

	� Commercial Pay – FABS

	� Commercial Pay – GFEBS

	� Commercial Pay – IAPS

	� Commercial Pay – NERP

	� Commercial Pay – ONEPAY

	� Commercial Pay – SAVES

	� Commercial Pay – TFMS

	� Military Retirement – Annuitant Pay

	� Military Retirement – Combat Related Special Compensation

	� Military Retirement – Retired Pay

The Department identified the following two programs as being highly susceptible to significant improper payments:

	� Military Retirement – Annuitant Pay

	� Military Retirement – Retired Pay

These two programs will be moved to Phase 2 reporting in FY 2026 where they will develop and implement a sampling and 
estimation methodology plan to produce improper and unknown payment estimates.  The remaining 17 newly established 
programs are considered less risky and will remain in Phase 1.  The DoD OIG is currently reviewing those 19 newly 
established Phase 1 programs as part of the FY 2025 PIIA Compliance audit; those results are anticipated to be final in the 
summer of 2026. 
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This is a testament to the DoD’s commitment to continuous improvement and a culture of fiscal responsibility.   
By strategically allocating resources and embracing innovative compliance strategies, the DoD is minimizing improper 
payment risks across all our operations, ultimately bolstering public trust and ensuring the efficient use of taxpayer dollars.  
FY 2025 marked a pivotal year in the fight against improper payments, and we are committed to building upon this success 
in the years to come.

PHASE 2 PROGRAM RESULTS

The Department Phase 2 programs identified $241,688.7 million in payments or outlays subject to testing under the PIIA 
and estimated a proper payment rate of 99.13 percent ($239,583.2 million), an improper payment rate of approximately 
0.72 percent ($1,737.0 million), of which 0.47 percent ($1,138.8 million) is technically improper, 0.20 percent  
($482.5 million) is underpayments and 0.05 percent ($115.8 million) is attributed to overpayments.   The unknown 
payment rate of approximately 0.15 percent ($368.4 million).  The below section describes the improper and unknown 
payment amounts, projected rates, causes and the mitigating actions planned for the Department’s Phase 2 programs.  
Additional information on the Department’s plans to come into PIIA compliance are available on PaymentAccuracy.gov.  
The amounts and rates may vary slightly from the DoD AFR and OMB submission due to rounding.

Civilian Pay – ODO: Payments disbursed by DFAS to federal civilian employees within the Other Defense Organizations 
for salary, benefits, and other compensation entitlements.

In FY 2025, the Department reported an estimated proper payment rate of 98.27 percent (or $10,935.5 million) and a 
1.73 percent (or $192.4 million) combined improper and unknown payments for the Civilian Pay – ODO program.  The 
majority of which $160.8 million (or 1.5 percent) is technically improper payments derived from systems waiting to be 
upgraded accordingly to produce proper digital signatures which were attributed to the Department of Defense Education 
Activity (DoDEA) civilian payments.  DoDEA has put in robust compensating controls to ensure their civilians are paid 
timely and the correct amount effectively however, those payments will remain technically improper until their systems 
are updated accordingly.  Currently those system corrective actions are ongoing.  The unknown payment errors consisted 
of $28.9 million (or 0.26 percent) were identified primarily due to missing forms and other supporting documentation from 
the reorganization of roles and new personnel not familiar with the process for retaining or providing the appropriate 
documents.  There were also a few rate discrepancies from within the combined ODO civilian salary forms, resulting in 
overpayments projected at $2.7 million (or 0.02 percent).

DoD Travel Pay Army – DTS: Payments disbursed by the Army, through the Defense Travel System (DTS), to Active, 
Reserve, and National Guard Military Service members and civilian employees for temporary travel and transportation-
related expenses.

In FY 2025, the Department reported an estimated proper payment rate of 88.77 percent (or $2,248.6 million) and a 11.23 
percent (or $284.6 million) combined improper and unknown payments for the DoD Travel Pay Army – DTS program.  
Army travelers, reviewing officials, and authorizing officials/certifying officers did not conduct a comprehensive review 
of every DTS voucher for their Command to ensure it contained the substantiating documentation and valid receipts to 
support the expenses for their official government travel.  This encompassing root cause contributed to the following 
delegation of improper and unknown payments, specifically; $125.8 million (or 4.97 percent) of unknown payments,  
$97.9 million (or 3.86 percent) of technically improper, $53.7 million (or 2.12 percent) overpayments and $7.2 million  
(or 0.28 percent) of underpayments.  The primary cause for the unknown payments were the traveler’s DTS claims did 
not contain the corroborating key supporting documentation to determine the validity of the payment.  Although the DTS 
vouchers had incorrect amounts or lacked proper documentation, the approving officials and certifying officers approved 
these travel vouchers for reimbursement.  The technically improper payments were attributed to Army travelers who 
failed to provide valid receipts to support authorized travel expenses.  Lastly, overpayments and underpayments were due 
to travelers claiming incorrect amounts and erroneous mileage reimbursements.  The Army has developed a robust and 
anticipatingly effective corrective action plan centered on ensuring the tone at the top of the Army Commands is geared 
towards achieving OMB regulatory thresholds by ensuring Command emphasis, perpetual collaboration, and targeted 
training to reduce improper and unknown payments.
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DoD Travel Pay DAF – DTS: Payments disbursed by the Air Force, through the DTS, to Active Duty, Reserve, and National 
Guard Military Service members and civilian employees for temporary travel and transportation-related expenses.

In FY 2025, the Department reported an estimated proper payment rate of 92.43 percent (or $2,365.2 million) and a  
7.57 percent (or $193.7 million) in combined improper and unknown payments for the DoD Travel Pay DAF – DTS 
program.  While the DAF had a reduction in improper and unknown payments from FY 2024 by $35.5 million, they 
are continuing and improving on their corrective actions centered on a robust targeted training for newly appointed 
Approving Officials and Travel Pay processing personal coupled with remediate training for personal with repeated 
errors.  Specifically, the improper and unknown payment breakdown is as follows; $105.0 million (or 4.10 percent) of 
technically improper payments, $48.5 million (or 1.90 percent) of overpayments, $28.3 million (or 1.11 percent) of 
unknown payments, and $11.9 million (or 0.47 percent) of underpayments.  The technically improper payment errors were 
primarily attributed to the invalid travel receipts that had missing critical information or were not in the proper format.  
The overpayment and underpayment errors were primarily from meals and incidentals above the allowable per diem 
rates.  Unknown payments were identified primarily by payments that were awaiting corrective action by the traveler or 
approving official and therefore unable to be determined if the payment was proper or not.  For example, the traveler had 
not attached the correct travel receipt in DTS, or the approving official had not approved the amended DTS voucher.   
In addition, the DAF will continue their use of a tracking tool to monitor the number of improper payments identified by 
each approving official and take action to remove permissions as needed.

DoD Travel Pay ODO – DTS: Payments disbursed by the DFAS, through the DTS, for temporary travel and transportation-
related expenses.

In FY 2025, the Department reported an estimated proper payment rate of 89.01 percent (or $369.4 million) and a  
10.99 percent (or $45.6 million) in combined improper and unknown payments for the DoD Travel Pay ODO – DTS 
program.  The bulk of the improper payments $23.0 million (or 5.54 percent) is attributed to the technically improper 
payment errors.  Which were derived from invalid DTS authorizations such as traveling prior to specified date, or invalid 
travel receipts that had missing critical information or were not in the proper format.  Unknown payments projected 
$15.0 million (or 3.60 percent) and were identified where payments that were awaiting corrective action by the traveler or 
approving official and therefore unable to be determined if the payment was proper or not.  Overpayment error projection 
was $7.2 million (or 1.73 percent) and underpayments was $0.5 million (or 0.11 percent) and associated with per diem 
rates such as meals and mileage being over/under paid.  The Department is pursuing three separate corrective action plans 
aligned to the Department Components with the highest rates contributing to the overall ODO improper and unknown 
payments.  These targeted corrective actions will synchronize training and necessary policy updates, revising operational 
procedures and creating accountability mechanisms.

Operations Specialist 2nd Class 
Chris Johnson tracks vessels 
in the area from the combat 
information center aboard the 
Wasp-class amphibious assault 
ship USS Iwo Jima (LHD 7) 
in the Atlantic Ocean, Dec. 4, 
2024.  (U.S. Navy photo by Mass 
Communication Specialist 2nd 
Class Savannah Hardesty)
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DoD Travel Pay ODO – IATS: Payments disbursed by the DFAS, through the IATS, for temporary and permanent travel and 
transportation-related expenses.

In FY 2025, the Department reported an estimated proper payment rate of 86.95 percent (or $12.80 million) and  
13.05 percent (or $1.9 million) in combined improper and unknown payments for the DoD Travel Pay ODO – IATS 
program.  Due to the complex nature of the DoD Travel Pay ODO - IATS workload, high turnover rate for voucher 
examiners, and challenging production performance standards, processors made calculation errors based on incorrect 
rates, missing supporting documentation, and/or reimbursed unauthorized entitlements.  The primary improper payment 
driver was identified as a combination of overpayments and underpayments resulting from calculation errors (wrong rate 
used to compute), missing proper supporting documentation, and/or processing oversight (entitlement paid that was not 
authorized).  These overarching root causes contributed to the following allocation of improper and unknown payments, 
specifically; $0.8 million (or 5.56 percent) unknown payments, $0.7 million (or 4.61 percent) underpayments,  
$0.2 million (or 1.67 percent) overpayments and $0.2 million (or 1.21 percent) of technically improper payments.

To improve accuracy and efficiency in travel payment processing, management is implementing several key initiatives: 
launching an “Audit the Auditor” process with a defined performance standard and supporting checklist to proactively 
detect and address errors; conducting “back-to-basics” training on common error types; exploring eLearning modules for 
travel pay processing; establishing recurring meetings with personnel to emphasize proper claim submission procedures; 
and deploying the SmartVoucher tool for Temporary Duty (TDY) claims and Civilian Permanent Change of Station (PCS) 
claims, providing built-in validation to minimize submission errors.

A U.S. Army Soldier, scans the horizon with an M240 Bravo machine gun reflected in his visor as he flies in a UH-60 Blackhawk during a live fire 
training exercise on Schofield Barracks on Oahu, Hawaii, Nov. 25, 2024.  (U.S. Army photo by Spc. Charles Clark)
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Commercial Pay – MOCAS: Payments disbursed by DFAS, through the Mechanization of Contract Administration Services 
(MOCAS) system, to vendors and contractors for goods and services.

In FY 2025, the Department reported an estimated proper payment rate of 99.38 percent (or $223,651.70 million) and 
0.62 percent (or $1,387.2 million) in combined improper and unknown payments for the Commercial Pay – MOCAS 
program.  The following is the categorized projection of improper and unknown payments; $751.8 million (or 0.33 percent) 
of technically improper payments, $462.2 million (or 0.21 percent) of underpayments, $169.6 million (or 0.08 percent) 
of unknown payments and $3.5 million (or 0.002 percent) of overpayments.  The main payment errors were net credit 
disbursements and short paying invoices based on business decisions, both contributing to a material amount of improper 
and unknown payments exceeding $100M.  The net credit disbursement issue arises from allowing vendors to bill credits 
without a net debit, causing complex calculations and errors due to inaccurate obligation balances.  Short payments are 
intentional underpayments implemented to reduce late payment penalties, preserve funds, and maintain purchasing 
power, with the understanding that these underpayments can be rectified later.

The Department’s strategy to mitigate improper payments centers around enhanced tracking, data analysis, and system 
improvements across multiple areas.  A primary focus is on underpayments (“short pays”), where a comprehensive tracking 
system will be established to categorize and monitor all instances, enabling quarterly analysis to identify root causes and 
inform process adjustments within a defined risk appetite.  Simultaneously, the plan aims to improve Standard Line of 
Accounting (SLOA) compliance and procure-to-pay (P2P) handshakes through a phased system modernization, ensuring 
all applicable feeder systems are included, providing complete and compliant data, and utilizing new metrics to assess data 
accuracy.  This will be achieved through phased implementation over several quarters.

In addition to these systemic improvements, the Department will directly address technically improper payments and 
unknown payments.  A detailed analysis of error root causes will drive the development and implementation of targeted 
corrective actions, including process improvements, training enhancements, and system modifications.  Concurrently, a 
review of documentation retention processes, system conversions, and upgrades will be conducted to improve the tracking 
of unknown payments.  By combining these efforts, the Department aims to significantly reduce improper payments 
through enhanced data visibility, streamlined processes, and targeted corrective actions.

DoD Pauses Improper Payment Reporting for Focused Improvement

While the Civilian Pay – Army and Military Pay Army – National Guard programs demonstrated strong performance in  
FY 2024, reporting improper and unknown payment estimates and rates well below the statutory threshold, the 
Department has made a strategic decision not to report improper payment or unknown payment estimates for these 
programs in FY 2025.  This proactive measure addresses the DoD OIG’s ongoing concern regarding the establishment 
of a complete UoT, a challenge consistently identified as a barrier to full PIIA compliance across the Department.  
By strategically reallocating resources to address the root cause identified by the DoD OIG’s audit findings and 
recommendations, the Department is actively working to avoid the continuous loop of non-compliance and ensure that 
future estimates are based on a solid foundation of data integrity, in which past attempts to produce estimates without a 
complete UoT have proven unreliable and unproductive.  This decision allows for a focused effort to implement necessary 
controls and methodologies to ensure the accuracy and reliability of future estimates, ultimately leading to improved 
financial stewardship and compliance.  The Department recognizes the need for a reliable UoT and the reporting of 
estimates to aid in strategic decision making.  The Department coordinated with OMB and DoD OIG in FY 2025 to agree 
with the decision to move these two programs to Phase 1 reporting in FY 2026, in which they will each complete an 
improper payment risk assessment in FY 2026.
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NASA astronaut and Space Force Guardian Col. Nick Hague, Expedition 72 flight engineer, conducts a six-hour spacewalk in support of science 
experiments and maintenance on the International Space Station, Jan. 16, 2025.  (U.S. Air Force photo courtesy of NASA)

PAYMENT RECOVERY AUDIT

The objective of the Department’s Payment Recovery Audit (PRA) program is to identify, recapture, and reallocate 
overpayments made by DoD Components in support of the DoD mission while simultaneously demonstrating financial 
stewardship of resources.

The Department’s PRA program consists of a combination of cost-effective internal controls implemented by DoD 
Components, PIIA-related initiatives, and recovery activities performed by TRICARE private sector contractors.   
The Department’s PRA efforts are a summation of actions taken by DoD Components with additional collection activities 
performed by the DFAS, DHA, and USACE on behalf of the Department.

In FY 2025, the Department’s PRA program identified $1,369.46 million in overpayments and recovered $1,284.86 million 
or 93.82 percent recovery rate.
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CIVIL MONETARY PENALTY ADJUSTMENT FOR INFLATION

The Federal Civil Penalties Inflation Adjustment Act Improvements Act of 2015, as amended, requires federal agencies to adjust 
the level of civil monetary penalties for inflation annually to efficiently maintain their deterrent effect.  Additionally, this 
law helps deter violations of law, encourages corrective actions for existing violations, and helps prevent fraud, waste, and 
abuse within the Department.  A civil monetary penalty, as defined by 28 U.S.C §2461, is any penalty, fine, or sanction for 
a specific monetary amount assessed or enforced by an agency under federal law, an administrative proceeding, or a civil 
action in the federal courts.

The Department publishes these adjustments as final rules in the Federal Register, separately for USACE and the rest of 
the Department.  Exhibit 6 (Next Page) details the maximum penalties the Department may impose, the authority for 
imposing the penalty, the year enacted, the year of the latest adjustment, and the agency component affected.  Additional 
supporting details about these penalties are available in the Federal Register Volume 90 FR 3693 and FR 38403.

A U.S. Marine Corps CH-53E Super Stallion Helicopter, attached to the 31st Marine Expeditionary Unit, lands at Oyama park for Iron Fist 24 at 
Okinoerabu, Japan, March 11, 2024.  (U.S. Marine Corps photo by Captain Pawel Puczko)
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https://www.congress.gov/114/plaws/publ74/PLAW-114publ74.pdf#page=17
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https://www.federalregister.gov/documents/2025/08/08/2025-15110/civil-monetary-penalty-inflation-adjustment-rule


Exhibit 6.  Civil Monetary Penalty Adjustments for Inflation

Statutory Authority
Penalty Name & 

Description
Year 

Enacted

Latest 
Year of 

Adjustment

Current Penalty 
(Dollar Amount 

or Range)

Agency 
Component

Location 
for Penalty 

Update

National Defense 
Authorization Act for 
FY 2005, 10 U.S.C. 
§113, note

Unauthorized 
Activities Directed 
at or Possession of 
Sunken Military Craft

2004 2025 $165,355
Department 
of the Navy

90 FR 3693

10 U.S.C. §1094(c)(1)
Unlawful Provision of 
Health Care

1985 2025 $14,519
Defense 
Health Agency

90 FR 3693

10 U.S.C. §1102(k)
Wrongful Disclosure-
Medical Records

1986 2025

$8,586 Medical 
Records 

(First Offense)

$57,237
(Subsequent 

Offense)

Defense 
Health Agency

90 FR 3693

10 U.S.C. § 2674(c)(2)

Violation of 
the Pentagon 
Reservation 
Operation and 
Parking of Motor 
Vehicles Rules and 
Regulations

1990 2025 $2,366
Chief 
Information 
Officer

90 FR 3693

31 U.S.C. §3802(a)(1)
Violation Involving 
False Claim

1986 2025 $14,308 
Office of 
Inspector 
General

90 FR 3693

31 U.S.C. §3802(a)(2)
Violation Involving 
False Statement

1996 2025 $14,308 
Office of 
Inspector 
General

90 FR 3693

42 U.S.C. 1320a-7a(a);

32 CFR 200.210(a)(1)
False claims 1996 2025 $25,594 

Defense 
Health Agency

90 FR 3693

42 U.S.C. 1320a-7a(a); 

32 CFR 200.210(a)(1)

Claims submitted 
with a false 
certification of 
physician license

1996 2025 $25,594 
Defense 
Health Agency

90 FR 3693

42 U.S.C. 1320a-7a(a); 

32 CFR 200.210(a)(2)

Claims presented by 
excluded party

1996 2025 $25,594 
Defense 
Health Agency

90 FR 3693

42 U.S.C. 1320a-7a(a);

32 CFR 200.210(a)(2); 
(b)(2)(ii)

Employing or 
contracting with an 
excluded individual

1996 2025 $25,594 
Defense 
Health Agency

90 FR 3693

42 U.S.C. 1320a-7a(a);

32 CFR 200.210(a)(1)

Pattern of claims 
for medically 
unnecessary 
services/supplies

1996 2025 $25,594 
Defense 
Health Agency

90 FR 3693

42 U.S.C. 1320a-7a(a);

32 CFR 200.210(a)(2)

Ordering or 
prescribing while 
excluded

2010 2025 $25,594 
Defense 
Health Agency

90 FR 3693
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Exhibit 6.  Civil Monetary Penalty Adjustments for Inflation

Statutory Authority
Penalty Name & 

Description
Year 

Enacted

Latest 
Year of 

Adjustment

Current Penalty 
(Dollar Amount 

or Range)

Agency 
Component

Location 
for Penalty 

Update

42 U.S.C. 1320a-7a(a);

32 CFR 200.210(a)(5)

Known retention of 
an overpayment

2010 2025 $25,594 
Defense 
Health Agency

90 FR 3693

42 U.S.C. 1320a-7a(a);

32 CFR 200.210(a)(4)

Making or using 
a false record or 
statement that is 
material to a false or 
fraudulent claim

2010 2025 $127,972 
Defense 
Health Agency

90 FR 3693

42 U.S.C. 1320a-7a(a);

32 CFR 200.210(a)(6)

Failure to grant 
timely access to 
OIG for audits, 
investigations, 
evaluations, or other 
statutory functions 
of OIG

2010 2025 $38,392 Defense 
Health Agency 90 FR 3693

42 U.S.C. 1320a-7a(a);

32 CFR 200.210(a)(3)

Making false 
statements, 
omissions, 
misrepresentations 
in an enrollment 
application

2010 2025 $127,972 Defense 
Health Agency 90 FR 3693

42 U.S.C. 1320a-7a(a);

32 CFR 200.310(a)

Unlawfully offering, 
paying, soliciting, 
or receiving 
remuneration to 
induce or in return 
for the referral of 
business in violation 
of 1128B(b) of the 
Social Security Act

1996 2025 $127,972 Defense 
Health Agency 90 FR 3693

33 U.S.C §555

Violations of the 
Rivers and Harbors 
Appropriation Act of 
1922

1986 2025 $7,156 
per violation 

U.S. Army 
Corps of 
Engineers

90 FR 38403

Clean Water Act, 
33 U.S.C. §1319(g)(2)
(A)

Class I Civil 
Administrative 
Penalties for 
Violations of Clean 
Water Act Section 
404 Permits

1987 2025

$27,379 per 
violation, with 
a maximum of 

$68,446

U.S. Army 
Corps of 
Engineers

90 FR 38403

Clean Water Act, 
33 U.S.C. §1344(s)(4)

Judicially Imposed 
Civil Penalties for 
Violations of Clean 
Water Act Section 
404 Permits

1987 2025

Maximum of 
$68,446 per 
day for each 

violation

U.S. Army 
Corps of 
Engineers

90 FR 38403

National Fishing 
Enhancement Act, 
33 U.S.C. §2104(e)

Civil Administrative 
Penalties for 
Violations of Section 
205€ of the National 
Fishing Enhancement 
Act

1984 2025
Maximum of 
$29,980 per 

violation

U.S. Army 
Corps of 
Engineers

90 FR 38403
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BIENNIAL REVIEW OF USER FEES

Under 31 U.S.C. §9701, the Department has the authority to establish charges for services and items of value.  Those user 
fees are intended to reduce taxpayer burden by financing the portion of activities that provide benefits to identifiable 
users beyond what is normally provided to the public.

The Chief Financial Officers Act of 1990 and OMB Circular No. A-25 require federal agencies to biennially review user fees, 
royalties, rents, and other charges imposed by the agency for services and items of value provided to specific recipients, 
beyond those received by the general public.  This review aims to adjust existing charges to reflect unanticipated changes 
in costs or market values, and to review programs where fees for government services or the use of government goods may 
need to be assessed.

In line with these requirements, a comprehensive review of user fees was completed by the Department and reflected in 
the FY 2024 AFR, which identified adjustments responsive to evolving market conditions.  The Department will ensure 
continuous assessment of user fee adjustments, thereby maintaining accurate market value.  Although the review is not 
required for FY 2025, the next biennial review is planned for FY 2026.

Army Command Sgt. Maj. Thomas J. Davenport, right, the incoming command sergeant major assigned to 2nd Battalion, 18th Field Artillery Regiment, 
hugs Command Sgt. Maj. David N. Chastain, the outgoing command sergeant major, during a unit change of responsibility ceremony at Fort Sill, Okla., 
Feb. 19, 2025.  (Army Sgt. Christian Carrillo)
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https://uscode.house.gov/view.xhtml?req=(title%3A31%20section%3A9701%20edition%3Aprelim)
https://www.govinfo.gov/content/pkg/STATUTE-104/pdf/STATUTE-104-Pg2838.pdf
https://www.whitehouse.gov/wp-content/uploads/2017/11/Circular-025.pdf


A U.S. Air Force F-15E Strike 
Eagle performs a flare check over 
the U.S. Central Command area of 
responsibility, March 9, 2025.  (U.S. 
Air Force photo by Senior Airman 
Zachary Willis)

GRANT PROGRAMS

Title 2, Code of Federal l Regulations, section 200.344 (2 CFR 200.344) requires federal agencies that issue grants 
and cooperative agreements (awards) to close the award once they determine that the required work and applicable 
administrative actions have been completed.  To close the award, the awarding agency collects and reviews the required 
financial and performance reports from the awardee to ensure the terms and conditions were met (e.g., the appropriate 
use of awarded funds).  Exhibit 7 provides data related to the Department’s awards and balances for which the closeout 
has not yet occurred, and the period of performance has elapsed by two or more years.

Exhibit 7. Expired DoD Grant and Cooperative Agreement Awards Requiring Closeout

CATEGORY 2-3 Years 4-5 Years More than 5 Years

Number of Grants/Cooperative Agreements 
with Zero Dollar Balances 861 380 285

Number of Grants/Cooperative Agreements 
with Undisbursed Balances 707 214 129

Total Amount of Undisbursed Balances $156,470,295 $68,940,681 $15,154,627

The Department is committed to formally closing assistance awards, and has taken numerous steps to do so, including:

	� Increasing management focus on the importance of closing out expired assistance awards.  Several Components 
have taken advantage of new or updated software applications that make finding expired grants, especially with 
Unliquidated Obligations, much easier.

	� Standardizing and streamlining the closeout process has also been a focus within the Department.

Challenges with closing out assistance awards continue to be related to personnel issues, lingering patent issues, and 
tracking people and documents for older awards.  Reduced personnel availability resulting from the Deferred Resignation 
Program has impacted workload capacity across the Department.  One Component reported losing almost half of its 
warranted grants officers.  This, coupled with increased overall workload, has created challenges in dedicating sufficient 
resources to award closeout activities.  Other challenges impacting closing out of expired awards include difficulty of 
locating points of contact for older awards to obtain completion/final acceptance documentation, securing contractor 
concurrence for de-obligating unexpended funds, and migrating to new software systems.

The Department aims to make further progress in reducing these numbers, taking advantage of the abovementioned 
improvements, and striving to find additional innovations.
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U.S. Marines and Japanese service 
members conduct bilateral flight 
operations in an MV-22B Osprey 
and a V-22 Osprey above Nagasaki, 
Japan, during Iron Fist 25, an 
annual bilateral exercise, Feb. 21, 
2025.  (Marine Corps Sgt. Tyler 
Andrews)

FEDERAL ENTITY TRADING PARTNER INFORMATION

The DoD continues pursuing full implementation of the U.S. Department of the Treasury’s mandate to use Government-
Wide Invoicing (G-Invoicing) for Buy/Sell Intra-Governmental Transactions (IGTs).  The original deadline was October 1, 
2022.  However, the Treasury Financial Manual extended the G-Invoicing implementation deadline to October 1, 2025.  
While several DoD Components have accomplished full compliance, those that did not meet the deadline continue to 
address system compatibility and integration challenges.  The DoD drove broader adoption by implementing procedures 
to identify, reconcile, and resolve intra-governmental balance differences with trading partners.  

Components are developing and enforcing standard operating procedures for reconciliation and elimination to:

	� Define the Buy/Sell IGT population through precise buyer and seller criteria and transaction mapping to establish 
traceability.

	� Conduct reciprocal balance analysis across Components by comparing buyer and seller records to detect and resolve 
variances.

	� Identify unsupported journal vouchers, detect missing documentation, and resolve discrepancies as part of 
exception management to uphold audit integrity.

	� Engage with trading partners to collaboratively resolve disputes and support alignment of reconciliation outcomes.

The G-Invoicing’s structured workflows and internal controls have contributed to reducing the DoD’s long-standing 
reporting discrepancies and have improved the traceability of federal expenditures.  These improvements are critical to 
resolving persistent audit challenges and advancing audit readiness.

Throughout the transition period, G-Invoicing:

	� Facilitated standardized order creation and acceptance between trading partners.

	� Enabled real-time visibility into transaction status and financial obligations.

	� Supported reconciliation and elimination of Buy/Sell activity through reciprocal data validation.

	� Enhanced reporting accuracy by integrating system controls and audit trails.
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U.S. East coast-based Naval Special Warfare Operators (SEALs) conduct dive operations to increase maritime lethality during training off the coast of 
Key Largo, Florida, Feb. 19, 2025.  (U.S. Navy photo by Senior Chief Navy Diver Greg Cuchens)
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FINANCIAL REPORTING RELATED LEGISLATION

Significant reporting entities and components must report agency-specific legislative provisions enacted in the prior 
or current year that address agency-specific financial accounting, reporting, or auditing issues.  Exhibit 8 (and Next 
Page) provides the name of the Act and Public Law citation, along with the associated hyperlink and the purpose of the 
legislation.

Exhibit 8.  Financial Reporting-Related Legislation

Act Name Citation and Hyperlink Purpose

Servicemember Quality of Life 
Improvement and National 
Defense Authorization Act for 
Fiscal Year 2025

Public Law 118-159; 138 
Stat. 1773

https://www.congress.gov/118/
plaws/publ159/PLAW-118publ159.
pdf

The Servicemember Quality of Life Improvement 
and National Defense Authorization Act for Fiscal 
Year 2025 authorizes appropriations for FY 2025 
for military activities of the Department, for 
military construction, and for defense activities of 
the Department of Energy, to prescribe military 
personnel strengths for such fiscal year, and for 
other purposes.

Section 1005
Revision of DoD Financial Management 
Regulation (FMR) requires the Under Secretary of 
Defense (Comptroller) to revise FMR 7000.14-R 
no later than September 30, 2026, to ensure the 
regulation is consistent, clear, and current with 
respect to all requirements and does not include 
any guidance that is subject to change in an annual 
appropriations act.  Special attention should be 
given to prioritizing clarity, adopting modern 
financial practices, considering IT solutions 
that improve usability, and considering the 
recommendations of the Commission on Planning, 
Programming, Budgeting, and Execution (PPBE) 
Reform.

To improve accountability, the Department must 
brief Congress not later than March 24, 2025, 
and then once every 180 days thereafter during 
the three-year period following the date of the 
enactment.

Section 1006
PPBE Reform Implementation Team, requires 
the Department to establish a dedicated cross-
functional implementation team to execute 
recommendations from the Commission on PPBE 
Reform, with the head of the team reporting 
directly to the Deputy Secretary of Defense.  
Additionally, the team must be fully operational 
and resourced, and Congress briefed on the team 
composition and charter, by February 22, 2025.

To improve accountability, the Department must 
brief Congress not later than March 24, 2025, 
and then once every 180 days thereafter during 
the three-year period following the date of the 
enactment of the Act.

Section 1007
Requires, to the greatest extent practicable, the 
use of artificial intelligence or machine learning to 
facilitate financial statement audits.
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Exhibit 8.  Financial Reporting-Related Legislation

Act Name Citation and Hyperlink Purpose

The National Defense 
Authorization Act for 
Fiscal Year 2024

Public Law 118–31; 137 Stat. 528

https://www.congress.gov/118/
plaws/publ31/PLAW-118publ31.pdf

The National Defense Authorization Act for Fiscal 
Year 2024 authorizes appropriations for the 
Department of Defense for the titled fiscal year.

Section 1413 of the National Defense 
Authorization Act for Fiscal Year 2024  
(Public Law 118–31; 137 Stat. 528) was used to 
establish beginning balances for the National 
Defense Stockpile Transaction Fund, which is 
enabling Defense Logistics Agency (DLA) to obtain 
an unmodified audit opinion.

The DLA spent more than five years attempting to 
obtain or recreate transactional detail to support 
receipts of funding, collections, disbursements, 
and transfers in Fund Balance with Treasury from 
beginning with 2006 for the National Defense 
Stockpile Transaction Fund.  Despite extensive 
efforts, DLA was unable to provide sufficient 
evidentiary matter to establish an ending 
balance for Fund Balance with Treasury (FBwT).  
Legislative language allowed for management to 
assert to those balances and enabled the auditors 
to be comfortable with the ending balances for 
FBwT.
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U.S. Marine Corps MV-22B Ospreys, tiltrotor aircraft, with 
Marine Medium Tiltrotor Squadron (VMM) 774 and VMM-764 
perform a formation flight over New Orleans, Feb. 9, 2025.   
(U.S. Marine Corps photo by Sgt. Scott Jenkins)

Top Left:
A soldier applies face paint during Spectrum Blitz at the 
Hohenfels Training Area, Germany, April 10, 2025.   
(Army photo by Sgt. Collin Mackall)

Left:
A U.S. Air Force B-52H Stratofortress assigned to the 69th 
Expeditionary Bomb Squadron flies over Europe during Bomber 
Task Force 25-2 at RAF Fairford, United Kingdom, Feb. 27, 
2025.  (U.S. Air Force photo by Master Sgt. Chris Hibben)
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APPENDIX A: CONSOLIDATION ENTITIES

DoD Consolidation Entities Designated to Prepare and Issue Financial Statements Annually 
as Mandated by OMB Bulletin No. 24-02

Department of the Air Force, General Fund Military Retirement Fund

Department of the Air Force, Working Capital Fund U.S. Army Corps of Engineers - Civil Works

Department of the Army, General Fund U.S. Marine Corps, General Fund

Department of the Army, Working Capital Fund U.S. Navy, General Fund

Department of the Navy, Working Capital Fund

Other DoD Consolidation Entities in DoD-wide Financial Statements

Defense Health Programs 
Defense Logistics Agency,  
National Defense Stockpile Trust Fund

Defense Commissary Agency Defense Logistics Agency, Working Capital Fund

Defense Contract Audit Agency Department of Defense Office of Inspector General

Defense Finance and Accounting Service,  
Working Capital Fund

Other Reporting Entities and Accounts

Defense Health Agency - Contract Resource 
Management

DoD Medicare-Eligible Retiree Health Care Fund

Defense Information Systems Agency, General Fund U.S. Transportation Command

Defense Information Systems Agency,  
Working Capital Fund

Defense Threat Reduction Activity
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APPENDIX B: ACRONYMS

A
ACWA Assembled Chemical Weapons Alternatives

ADA Antideficiency Act

AFFF Aqueous Film Forming Foam

AFR Agency Financial Report 

AO Approving Officials

APG Agency Priority Goals 

APP Annual Performance Plan

APR Annual Performance Report 

APSR Accountable Property System of Record

ASD Assistant Secretary of Defense

B
BAH Basic Allowance for Housing

BRAC Base Realignment and Closure

BRS Blended Retirement System

BSO Budget Submitting Office

C
CA Cyberspace Activities

CAP Corrective Action Plan

CARES
Coronavirus Aid, Relief,  
and Economic Security

CDAO
Chief Digital and  
Artificial Intelligence Officer

CERCLA
Comprehensive Environmental Response, 
Compensation, and Liability Act

CHCBP
TRICARE Continued Health Care  
Benefits Program

CHIPS
Creating Helpful Incentives to  
Produce Semiconductors

CIO Chief Information Officer

CJCS Chairman of the Joint Chiefs of Staff

CMC Commandant of the Marine Corps

CNGB Chief of the National Guard Bureau

CNO Chief of Naval Operations

COLA Cost of Living Adjustment

COTS Commercial Off-The-Shelf

CPI Consumer Price Index

CPIM Consumer Price Index Medical

CSA Chief of Staff of the Army

CSAF Chief of Staff of the Air Force

CSD Customer Support Division

CSO Chief of Space Operations

CSRS Civil Service Retirement System

CUEC Complementary User Entity Controls

D
DA Department of the Army

DAF Department of the Air Force

DAI Defense Agencies Initiative

DBC Defense Business Council 

DBS Defense Business Systems

DEAMS
Defense Enterprise Accounting  
and Management System

DERP
Defense Environmental  
Restoration Program

DFAS Defense Finance and Accounting Service

DHA Defense Health Agency

DHP Defense Health Programs

DISA Defense Information Systems Agency

DITRP
DoD Information Technology  
Portfolio Repository

DLA Defense Logistics Agency

DLMS Defense Logistics Management Standard

DMAG Deputy’s Management Action Group

DMS Digital Modernization Strategy
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DOL Department of Labor

DON Department of the Navy

DPA Defense Production Act

DPIC
Defense Performance  
Improvement Council

DSCA Defense Security Cooperation Agency

DTMO Defense Travel Management Office

DTS Defense Travel System

DW Defense-wide

E
E&DL Environmental and Disposal Liabilities

EBF Education Benefits Fund

EBS Enterprise Business System

ECHO Extended Care Health Option

EDI European Deterrence Initiative

EEBP DLA Enterprise External Business Portal

EFMP Exceptional Family Member Program

eGCR
Enterprise Governance, Risk, and 
Compliance

ELC Entity Level Controls

EMR Electronic Medical Records

EO Executive Order

EOU Excess, Obsolete, and Unserviceable

ERM Enterprise Risk Management

ERP Enterprise Resource Planning

F
FAA Foreign Assistance Act of 1961

FAR Federal Acquisition Regulation

FASAB
Federal Accounting Standards Advisory 
Board

FBWT Fund Balance with Treasury

FCI Facility Condition Index

FCRA Federal Credit Reform Act of 1990

FECA Federal Employees’ Compensation Act

FEDVIP
Federal Employees Dental and  
Vision Insurance Program

FEHB Federal Employees Health Benefits

FERC Federal Energy Regulatory Commission

FERS Federal Employees Retirement System

FFATA
Federal Funding Accountability and 
Transparency Act of 2006

FFMIA
Federal Financial Management 
Improvement Act of 1996

FFRDC
Federally Funded Research and 
Development Centers

FGB FIAR Governance Board

FHIF Family Housing Improvement Fund

FIAR
Financial Improvement and Audit 
Remediation

FISCAM
Federal Information System  
Controls Audit Manual

FL Field Level

FLTCIP Federal Long Term Care Insurance Program

FM Financial Management

FMFIA
Federal Managers’ Financial Integrity  
Act of 1982

FMS Foreign Military Sales

FR
Federal Register, Financial Report  
of the U.S. Government

FUSRAP
Formerly Utilized Sites Remedial  
Action Program

FY Fiscal Year

G
GAAP Generally Accepted Accounting Principles

GAO Government Accountability Office

GCSS-A Global Combat Support System – Army 

GE General Equipment

GF General Fund

GFEBS General Fund Enterprise Business System

GFP Government Furnished Property

GPRA
Government Performance and Results  
Act of 1993

GPRAMA GPRA Modernization Act of 2010
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GTAS
Government-wide Treasury Account 
Symbol Adjusted Trial Balance System

H
HR Human Resources

I
IA Implementing Agency

IAD Information Assurance Division

ICAM 
Identity, Credential, and Access 
Management 

IG Inspector General 

IGD Information Governance Division

IP Improper Payments/Improperly Paid 

IPA Independent Public Auditor

IPPM Interest paid per million

IPPS-A Integrated Personnel Pay System – Army 

IRC Independent Review Commission

IRP Installation Restoration Program

IT Information Technology 

IUS Internal Use Software

J
JCS Joint Chiefs of Staff

JSF Joint Strike Fighter

K
KSD Key Supporting Documents

L
LAC Latest Acquisition Cost

LDTA Lead Defense Travel Administrators

LLC Limited Liability Company

LMO Legislative Management Office

LMP Logistics Modernization Program

LP Limited Partnership

M
MAC Moving Average Cost

MD&A Management Discussion and Analysis

MERHCF 
Medicare-Eligible Retiree  
Health Care Fund 

MHPI Military Housing Privatization Initiative

MHS Military Health System

MMRP Military Munitions Response Program

MOU Memoranda of Understanding

MRE Meals, Ready to Eat

MRF Military Retirement Fund

MRHB Military Retirement Health Benefits

MTF Military Treatment Facilities

MUHIF 
Military Unaccompanied Housing 
Improvement Fund 

MWR Morale, Welfare, and Recreation

N
NAF Nonappropriated Fund

NAFI Nonappropriated Fund Instrumentality

NARA
National Archives and  
Records Administration

NATO North Atlantic Treaty Organization

NDAA National Defense Authorization Act

NDS National Defense Strategy

NFR Notice of Findings and Recommendations

NGA National Geospatial-Intelligence Agency

NOAA 
National Oceanic and  
Atmospheric Administration 

NP2 Navy Personnel and Pay System

NPV Net Present Value

NRV Net Realizable Value

NTDO Non-Treasury Disbursing Office
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O
O&M Operations & Maintenance

OACT Office of the Actuary

OCIO Office of the Chief Information Officer

OCS Operational Contract Support

ODA&M
Office of the Director of  
Administration and Management

ODNI
Office of the Director of  
National Intelligence

OET Other Eligible Tenants

OHDACA
Overseas Humanitarian, Disaster,  
and Civic Aid

OIG Office of the Inspector General

OM&S Operating Materials & Supplies

OMB Office of Management and Budget

OPEB Other Post-employment Benefits

OPM Office of Personnel Management

ORB Other Retirement Benefits

OTL Oracle Time and Labor

OSD Office of the Secretary of Defense

OUSD (C)
Office of the Under Secretary of  
Defense (Comptroller) 

P
P&R Personnel and Readiness

P2P Procure-to-Pay

PCN Process Control Narratives

PDA Presidential Drawdown Authority

PDI Pacific Deterrence Initiative

PFAS Per- and Polyfluoroalkyl Substances

PG Performance Goal

PID Performance Improvement Directorate

PII Personally Identifiable Information

PIIA Payment Integrity Information Act of 2019 

PIO Performance Improvement Officer

PMD Property Management Division

PMO Program Management Office

PP&E Property, Plant, and Equipment

PPA Prior Period Adjustment

PPE Personal Protective Equipment

PRA Payment Recapture Audit

PRC The People’s Republic of China

PSA Principal Staff Assistant

PSI Patient Safety Indicators

R
R&E Research and Engineering

RACER 
Remedial Action Cost  
Engineering Requirements 

RCRA Resource Conservation and Recovery Act

RDT&E
Research, Development,  
Test, and Evaluation

RFID Radio-Frequency Identification

RMF Risk Management Framework

RMIC Risk Management and Internal Controls

RSC Requester Service Center

RSI Required Supplementary Information

S
SAA Security Assistance Accounts

SABRS
Standard Accounting, Budgeting, and 
Reporting System

SAO Senior Accountable Official

SARA 
Superfund Amendments and 
Reauthorization Act of 1986 

SAV Staff Assisted Visit

SBR Statement of Budgetary Resources

SCNP Statement of Changes in Net Position

SDP Savings Deposit Program

SFFAS 
Statement of Federal Financial  
Accounting Standards 

SLA Service Level Agreements

SMP Strategic Management Plan

SMS Sustainment Management System

SNC Statement of Net Cost
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SO Strategic Objectives

SOA Statement of Assurance

SOC Service and Organization Control

SOP Standard Operating Procedure

SP Strategic Priority

SSAE 
Statement of Standards for  
Attestation Engagements 

SSP Shared Service Providers

STAMIS 
Standard Army Management  
Information Systems 

STARS Standard Accounting and Reporting System

T
TDO Treasury Disbursing Offices

TFM Treasury Financial Manual

THAAD Terminal High Altitude Area Defense

TIPS Treasury Inflation-Protected Security

TMEP TRICARE Medicare Eligible Program

TNC Treasury Nominal Coupon

TOP TRICARE Overseas Program

TPharm TRICARE Pharmacy Program

TRR TRICARE Retired Reserve

TRS TRICARE Reserve Select

TSP Thrift Savings Plan

TYA TRICARE Young Adult Program

U
U.S. United States

U.S.C. United States Code

UBO Uniform Business Office

UII Unique Item Identifiers

UoT Universe of Transactions

USACE United States Army Corps of Engineers 

USAI Ukraine Security Assistance Initiative

USCYBERCOM United States Cyber Command 

USD Under Secretary of Defense

USD (P) Undersecretary of Defense for Policy

USFHP United States Family Health Plan 

USMC United States Marine Corps

USSGL United States Standard General Ledger 

UST Underground Storage Tanks

V
VA Department of Veterans Affairs

VCJCS Vice Chairman of the Joint Chiefs of Staff

VSI Voluntary Separation Incentive

W
WCF Working Capital Fund
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WEBSITES AND MEDIA PLATFORMS

DIGITAL SERVICES

The digital landscape is now teeming with websites and media 
platforms fundamentally reshaping how people access news and 
information.  The Department of Defense (DoD) is increasingly 
leveraging Online platforms to disseminate official news, 
policies, and public service announcements, aiming for greater 
transparency and direct citizen engagement.  Simultaneously, 
Armed Forces Network has expanded it’s reach beyond 
broadcast airwaves, establishing robust Online presences 
offering live streaming, on-demand content, and supplementary 
digital news services.  Furthermore, the Internet has become 
a fertile ground for Stars and Stripes and military journalism 
initiatives, providing alternative voices and perspectives often 
distinct from mainstream narratives, enriching the overall 
media ecosystems and offering users a wider spectrum of news 
sources to engage with.

DoW NEWS

Is the Defense Media Activity’s 
(DMA) news service.  It delivers news 
stories, photos, video products, and 
live broadcasts pertaining to senior 
defense leaders and U.S. military 
forces around the world.

Visit

ARMED FORCES 
NETWORK (AFN)

Is a radio and television broadcast 
service that the United States 
Military provides for service 
members who are stationed 
overseas.  The content that’s aired 
by the AFN operates in 17 countries 
throughout 28 broadcast affiliates, 
which the Department of Defense 
operates editorial control over.

Visit

STARS AND STRIPES

Provides independent news and 
information to the U.S. military 
community, including active-duty 
service members, DoD civilians, 
veterans, contractors, and their 
families.  Unique among Department 
of Defense authorized news outlets, 
Stars and Stripes is governed by the 
principles of the First Amendment.

Visit
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https://www.dma.mil/
https://www.war.gov/News/
https://afn-now.myafn.mil/
https://www.stripes.com/


DIGITAL SERVICES

OPPORTUNITIES

Join the Military

	� DoD Civilian careers

	� Contract opportunities for small business

Army Navy Marine Corps

Air Force Space Force

SOCIAL MEDIA PLATFORMS

Subscribe to DoD RSS Feeds. 

Access DoD photos, videos, podcasts, and more 
at the Defense Visual Information Distribution 

Service.

Facebook Instagram LinkedIn

X YouTube

Military One Source
The mission is to contribute to force readiness and quality of life by providing policies and programs that 
advance the well-being of service members, their families, survivors and other eligible members of the 
military community.  [visit]

National Resource Directory
Is a resource website that connects wounded warriors, Service Members, Veterans, their families, and 
caregivers to programs and services that support them.  It provides access to services and resources at the 
national, state and local levels to support recovery, rehabilitation and community reintegration.  [visit]

USA.gov
The mission of the USAGov program is to make it easier for people to find and understand the government 
services and information they need—anytime, anywhere, any way they want.  [visit]
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https://www.usajobs.gov/search/results/?l=&k=department%20of%20defense
https://business.defense.gov/
https://www.army.mil/
https://www.navy.mil/
https://www.marines.mil/
https://www.af.mil/
https://www.spaceforce.mil/
https://www.war.gov/News/RSS/
https://www.dvidshub.net/
https://www.dvidshub.net/
https://www.facebook.com/DepartmentofWar
https://www.instagram.com/deptofwar/#
https://www.linkedin.com/company/deptofwar
https://x.com/DeptofWar
https://www.youtube.com/@deptofwar
https://www.militaryonesource.mil/
https://nrd.gov/
https://www.usa.gov/
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