“This
Accountability
Report
demonstrates the
Department of
the Treasury’s
commitment to

strong program
and financial
management.”

A Message from the Secretary of the Treasury
March 1999

for fiscal year 1998 -- the fourth annual Accountability Report we haveissued.

The report describes the Department’ s missions, goal s and accomplishments,
and demonstrates the way in which our diverse functions are tied to the
Department’s broad economic, financial, and law enforcement missions. The
report aso includes the Department’s financial statements and other key
management information.

I am pleased to present the Department of the Treasury’ s A ccountability Report

The Department of the Treasury plays a key role in the core functions of
government, including tax policy and administration, revenue collection, law
enforcement, financial management, banking policy, and international and
domestic economic policy. Among other activities, wefight narcoticstrafficking
and money laundering through our law enforcement agencies, and manage the
federal government’s debt structure. We manufacture and protect the nation’s
currency, process the benefit payments for millions of Americans, protect our
nations's leaders, and help develop policies on the budget, the nation’s tax
structure, international economic matters, and inner city economic devel opment.

The Department of the Treasury continues to strive for greater efficiencies and
improved customer service. This report demonstrates how we are using our key
performance measures to maintain focus on our most critical objectives. We have
worked hard to makethe Government Performance and Results Act adynamicand
integral part of our effortstoimprove how wefulfill our many missions. For fiscal
year 1998, the Department met or exceeded 69 percent of its key performance
targets, and expects to report even better results for future years.

For fiscal year 1998, the Department again received a qualified opinion on its
financial statements. The qualification was primarily due to the well-publicized
problems experienced by the Internal Revenue Serviceinitseffortsto producethe
newly required financial reports on itsadministrative activities. The Department
is working with the Service to correct these problems and meet the
Administration’s goal of achieving an unqualified audit opinion on fiscal year
1999'sfinancial statements.

The American public deservesagovernment that isaccountablefor how it spends
taxpayers money. ThisAccountability Report demonstratesthe Department of the
Treasury’ scommitment to strong program and financial management. Next year,
with the help of all of the senior program and financial managers in the
Department, | plan to report even better results.

Sincerely,

2ot utes

Robert E. Rubin
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“Treasury
focuses its

resources on
helping the
Nation achieve a
number of
important public
policy goals,
including a
healthy economy,
voluntary
compliance with
the tax laws, and
streets that are
safe from illegal
drugs and violent
crime.”

A Message From the Assistant Secretary for Management

and Chief Financial Officer
March 1999

ry, aswell asfor al of the Executive agencies. The Office of Management and

udget’ sfinancial statement guidance not only revised reporting formatsfor vari-
ous financial statements, but also required new financial statements, such as the State-
ment of Net Cost, Statement of Budgetary Resources, and Statement of Financing.

F’gs-‘cal Y ear 1998 presented a significant challenge for the Department of the Trea-
B

Treasury’s responsibilities for complete, timely and accurate reporting of its financia
resources are huge. At September 30, 1998, the Department’s total assets were $5.7
trillion, and total liabilities were $5.6 trillion. $5.5 trillion of these liabilities, most of
which isFedera debt managed by the Department on behaf of the Federal Government,
is not covered by budgetary resources. Net cost of operations for fiscal year 1998 was
$384 hillion, which includes interest on the Federal debt of $363 billion. Total net reve-
nue collected on behalf of the Federal Government was $1.7 trillion.

Whilewe were ableto successfully address the problemsthat resulted in aqualified audit
opinion on the Department’ s fiscal year 1997 financia statements, the Department re-
ceived aqualified opinion on itsfiscal year 1998 financial statements. The qualification
was primarily due to the inability of IRS administrative systems to produce timely,
auditable data to support the new financia statements described above.

We are disappointed in these results and actions are underway to address the problems
for more favorable resultsin fiscal year 1999. However, on a positive note, asin fiscal
year 1997, the Department received unqualified opinions on itsfiscal year 1998 revenue
collection ($1.7 trillion) and debt management ($5.5 trillion) activity.

Treasury focuses its resources on helping the Nation achieve a number of important
public policy goas, including ahealthy economy, voluntary compliancewiththetax laws,
and streets that are safe from illegal drugs and violent crime.

Treasury had many positive results that were in programs of particular importance to
this Administration. From among the roughly 300 measures in the Treasury Perfor-
mance Plan, 90 were selected to be highlighted in the FY 1998 budget. These 90 tar-
gets were selected by the senior managers within each bureau and their respective
Treasury Policy Official. For fiscal year 1998, the Department met or exceeded 69
percent of these key performance targets.

Finally, the report identifies several issuesthat remain a high priority within the Depart-
ment. Theseinclude: Year 2000 compliance; data and EDP security; IRS moderniza-
tion and restructuring; financial management weaknesses; debt collection; government-
wide audited financial statements; and IRS accounts receivable. In future Accountabil-
ity Reports, | expect to report that we have appropriately addressed all of these issues.

Sincerely,

- e - |
S . e i
S A At |

Nancy Killefer
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EXECUTIVE
SUMMARY

INTRODUCTION

The Secretary of the Treasury has primary
responsibility within the Administration for
economic, tax, and fiscal policies. The Secretary
also oversees the Department's other diverse
functions, including law enforcement and financia
operations.

The Department of the Treasury has been
preparing an Accountability Report since Fiscal
Y ear 1995, under the pilot program authorized by
the Government Management Reform Act of
1994, and endorsed by the Office of Management
and Budget.

ORGANIZATION

The Departmental Offices functions as the
“headquarters’ for Treasury, and also carries out
many domestic and international responsibilities.
There are eleven bureaus which report to the
Department: the Bureau of Alcohol, Tobacco and
Firearms;, Office of the Comptroller of the
Currency; U. S. Customs Service; Bureau of
Engraving and Printing; Federal Law Enforcement
Training Center; Financial Management Service,
Internal Revenue Service, U.S. Mint; Bureau of
the Public Debt; U.S. Secret Service; and the
Office of Thrift Supervision.

The Department’s FY98 operating budget for
salaries and expenses was $11.5 hillion, with
141,727 employees.

MISSION

The Department’s strategic plan identifies three
programmatic missions covering its economic,
financial, and law enforcement responsibilities,
and a fourth management misson area
Performance measures were developed for various

goals and objectives in accordance with the
Government Performance and Results Act to
evaluate the Department’ s programs.

FINANCIAL STATEMENT
HIGHLIGHTS

Fiscal Y ear 1998 presented asignificant challenge
for Treasury, as well as for all of the Executive
agencies. The Office of Management and
Budget’s (OMB) financia statement guidance not
only revised reporting formats for various
financia statements, but also required new
financia statements, such as the Statement of Net
Codt, Statement of Budgetary Resources, and
Statement of Financing.

The Department has prepared its financial
statements in accordance with the accounting
standards codified in the Statements of Federal
Financial Accounting Standards and the form and
content requirements issued by OMB. The
Department received a qudified opinion on its
FY97 financial statements. The Office of
Inspector General issued a qualified opinion on
the Department’s FY 1998 financia statements.

Asin FY 97, the Department received unqualified
opinions on its FY 98 revenue collection and debt
management activities. However, among other
problems in the administrative area, the
administrative systems at the IRS were unable to
produce timely, auditable datato support the new
financial statements described above. Actionsare
underway to address these problemsin FY 99.

At September 30, 1998, the Department’s total
assets were $5.7 trillion, and tota liabilities were
$5.6 trillion. $5.5 trillion of these liahilities, most
of which is Federa debt managed by the
Department on behalf of the Federal Government,
isnot covered by budgetary resources. Net cost of
operations for FY98 was $384 hillion, which
includes interest on the Federa debt of $363
billion. Tota net revenue collected on behalf of
the Federal Government was $1.7 trillion.

PROGRAM HIGHLIGHTS
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The following presents key Treasury
initiatives and activities during FY 1998
which contributed to success in achieving the
Department’ s various missions.

ECONOMIC MISSION: Promote
Prosperous and Stable American and
World Economies

The Department of the Treasury has primary
responsibility for formulating and
recommending domestic and international
economic, financial, and fiscal policies that
affect growth and stability.

Domestically: The Administration’s sound
fiscal policy has encouraged sustained
economic expansion, which resulted in the
Federal budget surplus of $70 hillion for
FY98 (0.8% of GDP). Treasury played a
primary role in the formulation and review of
Administration budget and economic policies,
and contributed to the country’s economic
well-being by:

» Developing a consumer financia
education initiative to help consumers get
the information they need to make smart
choices and protect their savings,

* Introducing inflation-indexed Savings
Bonds, making inflation protection avail-
able, on a tax-advantaged basis, for as
little as $50; and

* Improving the economies of distressed
communities (through the Community
Development Financial Institutions Fund)
by awarding $46 million in financia
assistance to community development
organizations, and making 79 Bank
Enterprise Awards totaling amost $28
million to insured depository institutions.

Internationally: Overal, the world economy
grew by 2 percent. Unfortunately, the overal
growth of countries in transition from central
planning to market-based economies fell by
0.2 percent, caused primarily by the economic
downturn in Russia and its severe financia
crisis that resulted in devaluation and default.

Treasury played a key role in the
international economic arena by:

e« Working to secure approval of $18
billion for the U.S. share of the
International  Monetary Fund (IMF)
guota increase and the U.S. contribution
to the IMFs New Arrangement to
Borrow;

»  Successfully negotiating a World Trade
Organizationfinancia servicesagreement
in which 102 member countries
committed to open their markets for
banking and securities; and

*  Reducing multilateral development bank
payments in arrears from $862 million in
FY 1997 to $310 million in FY 98.

FINANCIAL MISSION: Manage
the Government’s Finances

As the primary fiscal agent for the Federal
Government, Treasury manages the nation’s
finances through collecting money due the
United States, making its payments, managing
its borrowing, performing central accounting
functions, and producing coins and currency
sufficient to meet demand. Key
accomplishments for the year were:

»  Providing critical tax code analyses and
playing a vital role in drafting the IRS
Restructuring and Reform Act of 1998;

e Collecting 95 percent of total Federal
receiptsin FY98. Net revenues collected
were $1.7 trillion.



Department of the Treasury  FY 1998 Accountability Report

Page iii

Collecting nearly $14 million of
delinquent debt owed the government,
negotiating $45 million in repayment
agreements with debtors, and collecting
an additiona $4 million through
adminitrative offsets of payments to
debtors;

Collecting in excess of $17.5 hillion in
Customs duties via electronic means,
which was 79.6 percent of total Customs
revenue collected;

Continuing expanson of electronic
collection mechanisms for collecting the
government's  $1.9 trillion in total
revenue. In FY 98, 68.5 percent of total
collections were made electronicaly, up
from 52 percent in FY 97;

Making approximately 862 million
payments in FY 1998, with sixty-three
percent of these payments made
electronically, compared to 58 percent in
1997, resulting in an estimated saving of
$13.1 million in 1998;

Making 99.9% of combined check and
electronic payments on time;

Completing ninety percent of Treasury
marketable securities auction results
within one hour, and completing 98.9%
of marketable Treasury Direct Securities
customer service transactions within
three weeks,

Issuing on time the first ever
Consolidated Financia Statements (CFS)
of the United States government that
were subjected to audit. While the
Genera Accounting Office disclaimed an
opinion on the CFS, this was a critical
first step towards the issuance of audited,
reliable financia statements that will be

useful to a wide variety of interested
audiences,

Successfully introducing the
newly-designed $20 Federa Reserve
Note, incorporating new advanced
counterfeit deterrent features. 9.2 billion
notes were delivered to the Federad
Reserve System, and 19.7 billion stamps
were delivered to the U.S. Postal
Service.

Meeting coin demand by providing 16.6
billion circulating coins to the Federal
Reserve for distribution, while reducing
average coin production costs by almost
70% over FY 1997 costs.

LAW ENFORCEMENT MISSION:
Protect Our Financial Systems and
Our Nation’s Leaders, and Foster a
Safe and Drug-Free America

Treasury’s effort in the law enforcement area
represents a significant amount of the total
Federal Government's law enforcement
activities. Treasury’s accomplishments are:

Operation Casablanca resulted in the
seizure of over $100 million in drug
trafficking proceeds, 2 tons of cocaine, 4
tons of marijuana, over 160 arrests, and
the disruption of two notorious
international financial crime enterprises.
The operation adso resulted in the
indictment of 26 foreign bank officials
and three foreign banks;

Operation “Brass Ring” resulted in the
seizure of 45 percent more narcotics than
had been seized during the same time
period in FY 1997,

Outbound currency seizures increased
from $55.2 million in FY97 to $68.4
million in FY 98;
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e During FY 1998, $80.5 million in
counterfeit U.S. currency was seized
abroad prior to circulation, a 32 percent
increase over FY 1997. In addition, 29
counterfeit plant operations in foreign
countries were suppressed; and

o For FY 1998, equitable sharing with
state and local law enforcement agencies
from the Treasury Forfeiture Fund was
nearly $72 million, as compared to just
over $42 million in FY 1997. In
addition, the number of payments for
equitable sharing was at an al time-high
of 4,883.

MANAGEMENT MISSION:
Continue to Build a Strong
Institution

Treasury continued to emphasize the need for
astrong and efficient organization in order to
effectively accomplish our programmatic
goals. Performance improvement initiatives
were implemented in several areas, including
financial, information, and human resource
management, as well as customer service.

e Treasury’'s Year 2000 process met
critical milestones during FY 1998 and is
on schedule for successful conversion of
al mission-critical systems.

* In the area of strategic management,
Treasury gignificantly increased its
compliance with the Results Act ahead of
schedule in order to improve program
performance and management.

»  The Department also undertook a major
effort to transform human resources
management and improve service
ddivery of human resources processes

through a department-wide integrated
human resources system.

* In response to Executive Order #12862
and direction in the Treasury Strategic
Plan, the bureaus established a total of
105 customer service standards for FY
1998, and met these standards 72 percent
of thetime.

 Significant progress was made in
reorganizing and restructuring the
Internal Revenue Service, shifting from a
focus on revenue collection and
enforcement to a taxpayer-service
oriented organization. IRS continues to
implement fundamental changes in the
way it conducts its business.

»  The Treasury Franchise Fund completed
a vey successful second year of
operation.  Revenues increased 109
percent, from $38.5 million to $80.4
million. Cumulative results of operations
increased 110 percent, from $3.2 million
to $3.3 million.

SIGNIFICANT ISSUES AND
CHALLENGES

Overall Priorities

Secretary Rubin and senior management
officids have developed a comprehensive list
of priorities for the coming year which covers
a broad range of activities, from tax and
budget issues to drug interdiction and gun
control, from dealing with the global financia
crisis to addressing inner city poverty, from
the management of the government’s debt to
the reform of the regulatory structure of the
U.S. financial system, and the promotion of
economic growth both at home and abroad.

Year 2000 Compliance
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This is one of the highest and time-sensitive
priorities facing Treasury. Treasury’s
information systems, especially those related
to revenue collection and disbursement of
funds, are crucia to the financial operations
of the Federal Government. Further,
Treasury’s systems have a direct influence on
many facets of the U.S. and world economies.
The rapid approach of the new millennium
and its impact on Treasury’s information
systems require the most cost-effective
approach to plan and manage the century date
conversion effort. Senior management at the
Treasury bureaus and the Department are
strongly committed to this resource-intensive
effort.

Data and EDP Security

Financid statement audits at Treasury
bureaus identified weaknesses relating to
internal controls over the data in the
automated systems. Mg or computer systems
at severa bureaus are still vulnerable to
unauthorized access. This challenge is
recelving senior management attention
throughout the Department in order to
prevent unauthorized access to the
Department’s program and financia systems
and to protect sensitive data related to
Treasury’s missions.

Internal Revenue Service
Modernization and Restructuring

Serious management and technical
weaknesses were identified which jeopardize
IRS capability to successfully complete this
modernization program. In addition, the IRS
Restructuring and Reform Act of 1998
requires significant changes in IRS
organi zation structure and busi ness processes.
The Act also provides many important
taxpayer protections which link the
Commissioner’s modernization plan with
IRS new misson statement:  “Provide

America’s taxpayers top quality service by
helping them understand and meet their tax
responsibilities and by applying the tax law
with integrity and fairness to all.”

Financial Management Weaknesses

Management reviews and audits conducted by
GAO and Treasury’s Office of Inspector
General have identified financial management
weaknesses which hinder Treasury’ s ability to
achieve its program objectives.  These
weaknesses have also prevented the
Department from obtaining an unqualified
audit opinion on its financia statements.
Action plans are in place or are being
developed to correct these weaknesses.

Consolidated Financial Statements
(CFS) for the Federal Government

The Department of the Treasury is
responsible for preparing auditable
Consolidated Financia Statements (CFS) for
the Federal Government. A number of
problemswere identified in the first ever audit
of the FY97 CFS which resulted in a
disclaimer of audit opinion from the GAO.
Significant deficiencies in the agencies
financial systems seriously hampered
Treasury’ s ability to obtain timely and reliable
information for the Government-wide
financia statements. In addition, new Federal
accounting standards and new reporting
requirements continue to be amajor challenge
for the entire Federal Government.

IRS Accounts Receivable

Effective management of IRS receivables
continues to be an IRS and Departmental
management priority. IRS continues to
balance collection efforts with efforts to
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promote voluntary compliance, and is also
continuing efforts to develop systemsthat will
enhance collection efforts.

Debt Collection

The Department has the lead role in
implementing the Debt Collection
Improvement Act of 1996. Progress has been
made: participants in the debt offset program
have increased from 17 to 37 agencies, and
debts referred to Treasury for collection have
increased from $9.4 billion in FY 97 to nearly
$17 billion in FY98. Continued efforts are
required to put a complete infrastructure in
place to maximize the collection of delinquent
debts.

MANAGEMENT CONTROLS

Utilizing management evauations and inde-
pendent audits, the Department assessed its
level of compliance with the internal control
and financia systems standards of the Federal
Managers Financia Integrity Act and the
Federal Financial Management Improvement
Act (FFMIA). While acknowledging material
weaknesses, the Department provides
reasonable assurance that the internal control
objectives are being achieved. However, the
Department does not provide reasonable
assurance that the financia systems standards
are being achieved due to the number and
magnitude of identified financiad systems
weaknesses. For the same reason, the
Department is not in substantial compliance
with the FFMIA. Actions are underway to
address all identified internal control and
financia systems weaknesses.

kkhkhkkkhhkkkhhhkkhhhkhhhkhdhhkhkhhkhkhhkhkhhkhkkkkkkx%

Thisreport is similar in many respects to last
year's report, but also reflects many changes
which we believe will enhance its usefulness
to readers. Our goal is to continue building

on past experiences and make each successive
year’ sreport more readable and useful for our
many customers.  Your comments are
welcomed and appreciated, and can be sent to
any of the email addresses listed at our
Internet site at:
http://www.ustreas.qgov/tcfo/dcfo.html
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MANAGEMENT’S
DISCUSSION AND
ANALYSIS

INTRODUCTION

Asamajor policy advisor to the President, the
Secretary of the Treasury hasprimary respongbility
for formulating and recommending domesticand
international financial, economic, andtax policy;
participating in the formulation of broad fiscal
policies that have general significance for the
economy; identifying and collecting taxes and
duties; and managing the public debt. The
Secretary also oversees the activities of the
Department in carrying out its maor law
enforcement responsibilities; in serving as the
financia agent for the U.S. Government; and
in manufacturing coins, currency, and other
products for customer agencies.

This Management’s Discussion and Analysis
(MD&A) section of the Accountability Report
provides readers with the FY 1998 highlights
of Treasury’s many diverse programs by each
of the four mission areas as articulated in the
Treasury-wide Strategic Plan. TheGovernment
Performance and Results Act (Results Act)
establishes formal requirements for strategic
planning and performance measurement in the
Federal government. Because of the complex
nature of severa Treasury bureaus, abureau’s
activitiesmay impact oneor moresrategicmisson
areaand its related goals.

ThisMD&A aso presentshighlightsof Treasury's
financia position and the auditor’ s opinion on
our FY 1998 financial statements. Selected
programinitiativesand activitiesfor each of the
four missionsarepresented by their goal sasthey
relateto the Department’ s Strategic Plan. Key
performanceresultsfromthe PerformancePlan
for FY 1998 arecompared withthetargetsplanned
in our budget.

Thisreport not only describesvariousaccomplishments
achieved by the Department duringthe FY 1998, but
also addresses the significant challengesfacing the
Department inthenext fiscal year and futureyears.
Someof these challengeshavebeenidentified by the
Generd Accounting Office(GAO) asbeing highrisks
to the efficiency of Treasury management and the
effectiveness of its programs. Plansfor corrective
actionsto addresstheseissues have been devel oped
and progress is being made.

TREASURY’S
ORGANIZATION

In addition to the Departmental Offices, the Office
of Ingpector Generd , the Exchange Stabilization Fund,
the Federal Financing Bank, the Community
Development Financial Institutions (CDFI) Fund,
and various other funds which together comprise
Treasury * headquarters’ operations, the Department
aso includes deven bureaus; Bureau of Alcohol,
Taobacco and Firearms; Office of the Comptroller
of the Currency; U.S. Customs Service; Bureau of
Engraving and Printing; Federal Law Enforcement
Training Center; Financial Management Service,
Internal Revenue Service; U.S. Mint; Bureau of the
Public Debt; U.S. Secret Service; and the Office of
Thrift Supervision.

MISSION

Because Treasury’s responsibilities and activities
arebroadin scopeandtouchthelivesof adl Americans,
we havedeved oped afour-part misson satement which
describes the purposes of our diverse functions. It
includesthree programmatic missionscovering our
economic, financial, and law enforcement
responsibilities, and afourth management mission
area, becauseonly astrong and efficient organization
can succeed inaccomplishing our programmeticgoas.

The table on the following page describes the
specific goals and objectives for each of these
mission areas.
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FINANCIAL STATEMENT
HIGHLIGHTS

The Department hasprepared itsfinancial statements
inaccordancewith theaccounting standardscodified
in the Statements of Federa Financial Accounting
Standards, and the form and content requirements
contained in the Office of Management and Budget
(OMB) Bulletin No. 97-01.

Fiscal Year 1998 presented significant challenges
for Treasury, as well as for all of the Executive
agencies, in preparing itsfinancia statements. The
challenges included new reporting formats for the
statements and the requirement for new financial
statements (Statement of Changesin Net Position,
Statement of Net Cost, Statement of Budgetary
Resourcesand Statement of Financing). Asanoption
offered by OMB BulletinNo. 97-01, Treasury prepared
combined statementsfor the Statement of Budgetary
Resources and the Statement of Financing.

The Office of Inspector Genera (OIG) issued a
qualified opinion on the Department’s FY 1998
financia statements. Thisqualificationisprimarily
dueto thelnterna Revenue Service (IRS) inability
to providequdity and timely accounting datato support
itsfinancid satements, and the Department’ sreporting
of certaininvestmentsin Federal debt securities. As
described in the Department’ s response to the OI1G
audit report, the Department believes its reporting
of such investmentsis proper. (SeePart IV of this

report)
The OIG audit identified material weaknessesin:

» Financia management and reporting at theIRS;
and,

*  Hlectronicdataprocessing (EDP) generd controls
over financial systems.

In addition, the OI G & so disclosed threereportable
instances of non-compliancewithlaws, regulations,
and government-wide policies:

* IRS ingdlment agreementsarenot incompliance
with the Internal Revenue Code;

e The U.S. Customs Service did not conduct a
biennial review of fees and charges for its
reimbursable projects; and,

*  TheDepartment sfinancid management systems
do not subgtantialy comply with therequirements
of theFederd Financdd Management Improve-ment
Act of 1996.

The Department of the Treasury’ sfinancid satements
reflect theentity activitiesof the Treasury, and certain
non-entity functionsit performson behdf of the Federd
government and others. Entity activities include
gopropriationsand revenue Treasury recaived to conduct
itsoperations. Entity related functionsa soinclude
activitiesof Treasury’ sExchange Stabilization Fund
and the Department’ sFederal Financing Bank. Non-
entity activitiesincludethe collection of Federd revenue,
managing the Federa Debt, disburang Federa funds,
and maintaining certain assetsand liabilitiesfor the
Federa government as well as for others.

Assets

Treasury’s total assets as of September 30, 1998
were$5.696 trillion, whichinduded $158 billion entity
asxtsand $5.538trillion non-entity assets. Non-entity
assetsincluded $5.247 trillion dueto Treasury from
the General Fund of the Federal Government to pay
theprincipa onthepublic debt, aswell astax refunds.

Liabilities

Totd ligbilitiesasof September 30, 1998 were $5.617
trillion, whichinduded $131 hillion of liabilitiescovered
by budgetary resourcesand $5.486 trillion not covered
by budgetary resources.

Intra-governmentd liabilitiesnot covered by budgetary
resourcestotaled $1.785 trillion, including interest
payable, inborrowing from various Federa agencies.
However, they do not include debt issued by other
governmenta agencies, suchasthe TennesseeValey
Authority or the Department of Housing and Urban
Development. Liabilitiesnot covered by budgetary
resourcesasoinclude Federa debt held by thepublic
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totded $3.695 trillion; themgjority of theseare Treesury
marketable Notes and Bonds.

Net Cost of Treasury Operations

Thenet cost of Treasury operationstotaled $13billion
for theyear ended September 30, 1998. Themgjority
of thecogtsareintheFinancial mission, as Treasury
istheprimary fiscal agent for the Federal government
inmanaging theNation’ sfinancesby collecting revenue,
meking Federd payments, managing Federd borrowing,
performing centra accounting functions, and producing
coins and currency sufficient to meet demand.

Federal Debt Interest Costs

Tressury’ sConsolidated Statement of Net Cogtincludes
$363.3 billion for interest on the Federal debt and
other Federal costs, such as payments made to or
by the Judgment Fund, the Resolution Funding
Corporation, and the District of Columbia.

Custodial Revenue

Total net revenue collected by Treasury on behalf
of the Federal Government for FY 1998 was $1.7
trillion. Thisincludes various taxes, tariff duties,
user fees, fines and pendlties, and other revenue.
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Other Financial Highlights

The following table provides additional information for the Department of the Treasury and its bureaus.

Fiscal Year 1998

Appropriations Full Time Total Total
Treasury Bureau Enacted Equivalent Budget Outlays
(in Millions) Employees Resources | (in Millions)
(in Millions)
Alcohol, Tobacco and Firearms (ATF) $ 563 3,872 $ 668 $ 495
Office of the Comptroller of the Currency (OCC) * 2,785 430 (32
U. S. Customs Service (Customs) 1,683 18,989 3,366 1,929
Departmental Offices (DO) ** 397 2,134 56,257 4,925
Bureau of Engraving and Printing (BEP) * 2,532 652 47
Federal Law Enforcement Training Center 98 511 180 83
(FLETC)
Financial Management Service (FMS) 208 2,029 8,903 8,111
Internal Revenue Service (IRS) 7,775 99,089 8,421 7,338
U. S. Mint * 2,010 1,281 (95)
Bureau of the Public Debt (BPD) 169 1,749 364,161 364,093
Resources/Outlays include interest on the public
debt)
U. S. Secret Service (SS) 590 4,758 761 655
Office of Thrift Supervision (OTS) * 1,269 156 (€N}
TOTAL $11,483 141,727 $445,236 $387,548

*  These entities operate on self-supporting revolving funds, and do not receive appropriations.

** Departmental Offices includes the Office of Inspector General, Working Capital Fund,
Exchange Stabilization Fund, Federal Financing Bank, Treasury Forfeiture Fund, Community
Development Financia Institutions Fund, Financial Crimes Enforcement Network, and DC

Pension.



Department of the Treasury  FY 1998 Accountability Report Page 8

PROGRAM
HIGHLIGHTS

Treasury focusesitsresourceson helping theNation
achieve anumber of important public policy goals,
including ahealthy economy, voluntary compliance
withthetax laws, and Sreetsthat aresafefromillega
drugs and violent crime.

Treasury had many positive results that were in
programs of particular importance to this
Adminigration. Insummary, fromamongtheroughly
300 measuresinthe Treasury Performance Plan, 90
weresdected to behighlightedinthe FY 1998 budget.
These90targetswere sdected by the senior managers
withineach bureau and their repective Treasury Policy
Official.

Treasury Totals

90 Performanae Targets

D Targets Met Or Exceeded
[] Targets Not Met But Exceeded FY 1997
. Targets Not Met

Overall, the Department met or exceeded 69 percent
of thesekey performancetargets. Insomecases, the
targets were unmet due to a management decision
to shift emphasisfrom oneprogramto another. Other
targets were not achieved due to unplanned events
or bureausbeing overly optimistic when setting their
targets.

Treasury continuestorefineitsperformancemeasures,
griving to present measuresof program results rather
than the traditional output-oriented or workload
measures. Consegquently, many of the performance
measures presented inthisreport aredifferent from
thosepresentedintheFY 1997 report. Asthisiterative
process continues, we expect to make further

improvements for future years. In doing so, it
recognizesthat many factorscomeinto play inthese
areas, and that therearemany other key contributors
to success or failure. Treasury isin a position to
influence, but not control, thefina outcomesin many
instances.

Theamount of control that Treasury hasover meeting
its broad outcome goals should be proportional to
itsaccountability for thosegoals. Sinceitisdifficult
to quantify theextent to which any oneevent or effort
influencesan outcomegod -- such asreducingillega
drug usage -- Treasury believesit isappropriate to
report on major outcomes, but, generaly, will take
no direct credit for results.

Note: Due totiming difference between the budget
submission and issuance of the Accountability Report,
the results for some performance measures may
differ from the Management’s Discussion and Anal-
ysis (MD&A) section. The MD&A contains updated
performance results from the bureaus’ financial
statement audits.

ECONOMIC MISSION:
PROMOTE PROSPEROUS
AND STABLE AMERICAN
AND WORLD ECONOMIES

Treasury seeksto maximizethe potential of theU.S.
and world economies for growth and stability. In
pursuit of this, the Secretary of the Treasury isthe
principa economic advisor tothe President and plays
acriticd rolein policy-making by bringing an economic
and government financial policy perspectivetoissues
facing the government.

Inthe domestic area, Treasury develops policy and
guidanceaffecting fiscal policy, financial ingtitutions,
financia regulation, and capital markets. In the
international arena, Treasury isthe principal Cabinet
agency charged with devel oping policiesand guidance
affecting international monetary affairs, trade and
investment policy, international debt strategy, and
U.S. participationininternational financia inditutions.

Thismissionareaissupported by programsmanaged
by many of the Departmental Officespolicy offices,
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Office of the Comptroller of the Currency, Office
of Thrift Supervison, Community Development
Financid Ingtitutions Fund, Bureau of the Public Debt,
U.S. Customs Service' stradeprograms, and ATF' s
compliance program.

Economic Mission

14 Pesformance Targets

D Targets Met Ot Exceeded
[ ] Tetgete Not Met But Ezeeeded FY 1997
. Tatgets Not Met

Goal: Promote Domestic Economic

Growth

Treasury providesadviceand assgancetothe President
intheareas of domestic finance, banking, and other
related economic matters, including issuesrelating
tofinancia ingtitutions, federal debt finance, federal
cash management, financia regulaion, capitd markets,
and U.S. government accounts and payments. The
Adminigtration’ ssound fiscal policy hasencour-aged
the sustained economic expansion, which resulted
in the Federal budget surplus of $70 billion for FY
1998 (0.8% of GDP). Treasury played a primary
roleintheformulation and review of Administration
budget and economic policies, and contributed tothe
country’s economic well-being.

Themission of the Office of the Comptroller of the
Currency (OCC)istocharter, regulateand supervise
al nationa banks nationd trust companies, dataservice
providers and Federd branchesand agenciesof foreign
banks in the United States to ensure a safe, sound,
and competitive national banking system.

At September 30, 1998, therewere 2,519 Federally
chartered nationd banks, representing about 29 percent
of the 8,910 commercia banksinthe United States.

Thenationa banking system had approximately $3.05
trillioninassets, accounting for about 58 percent of
the commercia banking system assets. During the
past severa years, national bank asset haveincreased
significantly, unlike earlier years that had periods
of dow growth. Between 1994 and 1998, national
bank asset growth averaged 8.5 percent on afiscal
year basis, in part through the conversion, merger,
and acquisition of state and thrift ingtitutions into
the national banking system.

Over thelast year, the OCC revised its supervisory
strategy for the near term and directed asignificant
portion of its supervisory resources to Y ear 2000
supervision activities. Asaresult, only 80 percent
of “ safety and soundness’ examinationswerestarted
on schedulein fiscal year 1998, falling short of the
performance plan goa of one hundred percent.
However, nearly 78 percent of the late  safety and
soundness’ examinations were related to resource
constraints. Theremaining 22 percent werelatedue
to circumstances at the banks, such as mergers or
conversons. Theseactivitiesmadetheexaminations
impractical to perform at thetime. Theexamswere
rescheduled as appropriate.

Themissonof theOffice of Thrift Supervision (OTS)
is to effectively and efficiently supervise thrift
institutions to maintain their safety and soundness
inamanner that encourages acompetitiveindustry
to meet America s housing, community credit and
financia servicenesdsand to provideaccesstofinancid
services for all Americans.

Asof September 30, 1998, the OTS had oversight
over 1,170ingtitutionswith assetsof approximately
$795.4 hillion. While the overall number of OTS-
regul ated ingtitutionshasdeclined steadily snce 1990
(therewere 2,359 private sector ingtitutionsasof year-
end 1990 with assets of $1,129 hillion), the OTSis
experiencing anincreasein gpplicationstoform new
thrifts. While these applications remain relatively
few in number (18 in 1996, 51in 1997, and 90 in
1998) interest inthe Federd thrift charter isgrowing,
and someof theseappli cationspose new supervisory
issues requiring policy devel opment.

Thrift industry earningsfor thefirst nine months of
1998 totaled $6.2 hillion, setting a new record,



Department of the Treasury  FY 1998 Accountability Report Page 10

whileaggregateindustry return on assets(ROA) was
106 basispointsduring thefirst ninemonths. Equity
capital reached arecord high of 8.58 percent in the
third quarter, and troubled assets totaled only 0.8
percent of total assets as of September 30, 1998.

The OTS exceeded most of its performance goals
for FY 1998 in performing various types of
examinationsonthrifts except theinformation sysems
(I1S) examinations; |S examiners were diverted to
examinations dealing with Y ear 2000 issues.

Themissonof theCommunity Development Financial
Institutions (CDFI) Fund isto promote access to
capital andloca economicgrowth by directly investing
inand supporting community development financial
ingtitutions(CDHIs), and expanding financid service
organizaions lending, investment, and serviceswithin
under-served markets, such aspoor urban, rural and
Native American communities. Access to capital
isan essential ingredient for creating and retaining
jobs, developing affordable housing, revitalizing
neighborhoods, and building local economies.

The number of certified CDFIsincreased from 196
in1997t0262in 1998, and from 42 statesto 44 states,
theDistrict of Columbiaand Puerto Rico. Thetotd
volumeof new activity within distressed communities
by insured depository ingtitutionsincreased from $82.8
million in 1997 to $194.4 million in FY 1998.
The total number of CDFIs receiving financial
assistance increased significantly during FY 1998,
and the Fundincreased theamount awarded to CDFls
from $41 million in 1997 to $46 million in 1998.
The number of Bank Enterprise Awards increased
from55in1997to 79inFY 1998, and thetotd amount
increased from $16 million in 1998 to $28 million.

* The number of CDFIs receiving financial
assistance for FY 1997 round has increased
to50. Two more awardswere made in FY 1998
for the FY 1997 round.

Number of CDFIs Receiving
Financial Assistance
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TheBureau of the Public Debt (BPD) concentrated
onanumber of customer-orientedinitiativesduring
FY 1998toattract small or self-employedinvestors,
and to encourageinvestmentsthrough new products
and enhanced services.

BPD continueditscommitment in providing investor
services via the Internet by enhancing its web site
for information aswell asaresourcefor downloading
forms, making inquiries, and transacting business.

Perhapsthe most exciting online activity at BPD in
FY 1998 centered onthenew TreasuryDirect Electronic
Sarvice. Investorsnow canbuy and reinvest securities,
check account balances, and order Statements of
Account and duplicate interest income statements
by visiting BPD’s web site.

In September 1998, BPD debuted inflation-indexed
securities, Series | bonds, which earn interest at a
ratethat isacombination of afixedrateand avariable
inflation rate. These bonds are designed to appedl

to individual s who wish to maximize protection on
their invesmentsfromtheeffectsof any futureincresses
in the inflation rate.

The Bureau of Alcohol, Tobacco and Firearms
(ATF) isthenation’ sexpert on suchlega consumer
productsasa cohol, tobacco, firearmsand explosives.
These products require special attention due to the
important social consequences of misuse.  One of
ATF sgodsisto protect the public and prevent
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consumer deceptionintheseregulated commodities.
Thisgod isaccomplished throughthefollowing three
programs:

» To assure the integrity of the products, so that
people and companiesin the marketplace know
that these commodities meet safety and product
identity dandards. ATFisrespongblefor regulaing
fully thea cohol beveragesindustry andto provide
protection to consumers from contaminated or
adulterated products. ATFaso conductsingpections
of applicantsfor firearmsand explosiveslicenses
and parmitstoensureindigibleor prohibited persons
are kept out of these regulated industries;

» Toensurecompliancewithlawsandregulations
through education, inspection and investigation
of firearmsand explosives|icensees, and toensure
alcohol and tobacco industriesare compliant with
product and trade practice provisions; and

* To inform the public on ATF policies and
regulations, product safety and theft prevention
using the Internet, trade publications, seminars,
and industry meetings.

Goal: Maintain U.S. Leadership on
Global Economic Issues

The activity within the Department’s Office of
Internationd Affairsindudesformulating and executing
U.S. international economic and financia policies
regarding awiderangeof internationa development
and analysisfunctions. FY 1998 accomplishments
include;

» The promotion of sound economic policies in
developing and emerging market economies.
Overall, the economy for developing countries
grew by two percent. Unfortunately, theoverall
growth of countries in transition from central
planning to market-based economy fell by 0.2%,
caused primarily by the economic downturn in
Russiaanditsseverefinancia crisisthat resulted
indevaluation and default. Becauseof theAsian
financia crisisand low il prices, growth rates
for both devel oping and transitional economies
were less than those achieved in 1997;

* The successful achievement of several critical
agreamentsrdated tothefunding of thelnternationa
Financial Institutions(IFls), which strengthened
their financing capacity and effectiveness. Of
particular importancewereongoing U.S. efforts
during FY 1998 to secure Congressiond funding
for thelnternational Monetary Fund (IMF) quota
increase and the New Arrangementsto Borrow
(NAB). Find Congressiond gpprova wasobtained
in October 1998 for a quotaincrease valued at
$14.8 hillion and NAB funding valued at $3.5
billion. Many of theagreementsthat areentered
intowiththemultilateral devel opment banks(MDB)
state that the contribution or investment will be
padover severd years. Asdtipulatedin agreements
with the MDBs, these payments are contingent
upon congressiona approval. InFY 1997, future
payments subject to congressional approval, due
totheMDBs, were$362 million. Major progress
wasmeadein obtaining gpprovd for these payments,
thebalance of which now standsat $310 million.
Multilateral negotiationswerecompleted on acapita
increasefor the African Devel opment Bank and
the Multilateral Investment Guarantee Agency
(MIGA), and a replenishment for the Global
Environment Facility (GEF), accomplished by
significant policy reforms;

» The successful conclusion of the World Trade
Organization (WTO) financid servicesagreement
inwhich 102 member countries, accounting for
95 percent of world revenues, committed to open
their markets for banking and securities. This
culminated fifteenyearsof negotiaions. TheOffice
asoreduced export financing subs diesand assorted
trade distortions and secured renewal of a soft
bantoavoidtiedaidin Centrd and Eastern Eurape,
including the former Soviet Union;

» Thedirectinvestment abroad totaling $861 billion
inCY 1997, up 8% over prior year level of $797
billion. Internationa Affairsnegotiated bilateral
investment trestieswith Boliviaand Mozambique;
and reviewed 60 proposed foreign acquisitions
of U.S. businesses. However, negotiations on
amultilateral agreement oninvestment havebeen
temporarily suspended; and
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» The active pursuit of exchange rate policies to
promote world economic growth (up 2%) and
financia tability in 1998. Significant fluctuations
inthevalueof theU.S. dollar withmajor foreign
currencieswereavoided (except for theRussian
ruble). International Affairsused salesproceeds
of the Exchange Stabilization Fund to purchase
$417 million of Japaneseyeninmid-Jdune. Global
market stability wasadversdly affected by Russa's
devauation in mid-August. The Russian ruble
wasdevaued by over 170% against theU.S. dollar
during FY 1998.

Oneof theU.S. Customs Service’s (Customs) missons
isto support the Administration’ strade policies by
participatinginanumber of internationd trademestings
withtheWorld Trade Organization, the Asian Pacific
Economic Cooperationinitiatives, theNorth American
FreeTrade Agreement (NAFTA) andtheFree Trade
of theAmericas. Cusomsachieved subgtantia progress
in its goa of securing increased internationa

cooperationontrade. Mutual Ass stance Agreements
were concluded with four countries, and Customs
alsoprovided 16 International Commer-cia Training
programsin 29 countries for 315 officers. Efforts
toimproveinternationa trade continuewith Customs
involvementin variousinternational organiza-tions.

TheNAFTA Enforcement Working Group tradefraud
initiative started to promote complianceand to pursue
NAFTA case development. In FY 1998, NAFTA
investigationsresulted in approximately $7 million
of revenuein pre-pendlties, penaltiesand collections.

FINANCIAL MISSION:
MANAGE THE GOVERN-
MENT’S FINANCES

Thismissonareacovers Treasury’ sroleastheprimary
fiscal agent for the Federal government inmanaging
theNation’ sfinancesby collecting taxes, tariffsand
other debts, making Federa payments, managing
Federal borrowing, performing central accounting
functions, and producing coinsand currency sufficient
to meet demand. The bulk of the Department’s
resourcesaredevoted to collecting taxesand customs

duties, since Treasury collected roughly 95 percent
of total Federa receiptsin FY 1998.

The Internal Revenue Service is the primary tax
collecting agent; the U.S. Customs Service and the
Bureau of Alcohol, Tobacco and Firearmsa so collect
billionsof dollarsinrevenueeachyear. TheFinancia
Management Serviceoversees, accountsfor, and reports
on government collectionsand expenditures, and is
responsible for collecting delinquent Federal debt
government-wide. The Bureau of the Public Debt
borrowswheat isnecessary to meet themonetary needs
of the Federal government at thelowest possiblecost
over thelong-term. United Statescoinsand currency
are produced by the U.S. Mint and the Bureau of
Engraving and Printing.

Financial Mission

35 Performance Targets

D Targets Met Os Exceeded
. Targets Not Met

Goal: Collect revenue due to the
Federal government

Toensure Treasury collects maximum revenuethat
isduetotheFederal government, effortsarefocused
onimproving and smplifyingtax law and administra-
tiveguidance, encouraging tax and tradelaw compli-
ance, and improving collections.

Animportant goal for the Department’s Office of
Tax Policy istodarify or smplify tax rulesand reduce
taxpayer burden, and thereby improve taxpayer
complianceand efficiency of tax administration. The
Officeprovided critica adviceand andysisregarding
improvement and smplification of thetax code, which
included developing 118 revenue
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proposalsasapart of theFY 1999 Budget. TheOffice
asoplayedakey roleindrafting theIRSRestructuring
and Reform Act of 1998 to ensure that the tax
administration reforms contained therein reflected
sound tax policies.

INFY 1998, Internal Revenue Service (IRS) collected
$1.8 trillion in gross tax revenue and issued $151
billion in refunds for the Federal Government. To
ensure an effective tax administration system that
resultsin each taxpayer paying the proper amount
of taxes, the IRS continuesto encourage and assist
taxpayerstovoluntarily fileaccuratereturnsand pay
timely, and appropriately enforced the law if they
donot comply. Effortsto makeit easier for taxpayers
tofiletheir tax returnsinclude providing easier tax
forms and alternative means of filing, such as by
computer or phone and by eectronic access to
authoritativeguidancefromthelRS award winning
Internet site. InFY 1998, over 24.5 million returns
werefiled dectronicaly, anincreaseof over 20 percent
from FY 1997.

TheToll-Free TelephoneLeve of Accessfor FY 1998
significantly surpassed target planned and the FY
1997 level. Thisdramatic changeprimarily resulted
from Customer Serviceinitiativesdesignedtorespond
totheFall of 1997 Congressiona hearingson taxpayer
rights, aswell asthe| RS Restructuring and Reform
Actof 1998. Customer Servicewasaskedtoprovide
a greater Level of Access than in prior years.
Consequently, alargepopul ation of employeeswere
trainedinavery short timeframe, resulting in more
taxpayers being answered on the first call.

However, thisinitiative affected the I nitial Contact

Telephone Access
by Taxpayers
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Resolutionratetargeted for FY 1998 becausequestions
sometimes were referred to subject matter experts
for resolution in a subsequent callback.

The modest decline in the Tax Law Accuracy for

Initial Contact
Resolution Rate
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FY 1998 dsoreaulted fromashiftintheprogrammetic
emphasisto Level of Access.

Tax Law Accuracy Rate
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* The FY 1997 results for the three performance measures
above are different from the attached Performance Report
for FY 1998 submitted with Treasury’s Budget for FY 1999.
This is due to the timing difference in the issuance of the
Accountability Report and the Budget. The charts reflect
the numbers submitted for the financial statement audit.

Walk-In servicewasadded on six Saturdaysat 178
nationwide sites during the filing season to provide
assistanceto taxpayers. TheVolunteer IncomeTax
Assistance (VITA) and the Tax Counseling for the
Elderly (TCE) programsresulted in an increase in
electronicfiling by 24 percent from FY 1997. Other
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programs such asProblem Solving/Resol ution Days,
Walk-in Asssanceand Taxpayer Education continued
to helpincreasevoluntary compliance by taxpayers.

Asof July 1998, Examination auditsresulted inrecom-
mendationsfor collectionsof over $19.5billion. In
addition to the traditional audits, new approaches
stressearly resolution of issueswhich savetimeand
money for taxpayers and the Federal government.
With programslikethe Accd erated | ssuesResolution
(AIR), the IRS resolves taxpayers' issues quickly
and completely, whileimproving collectability of taxes
owed.

Collection activities also resulted in $5.3 billionin
annud receipts. Withthe passageof thel RS Restruc-
turing and Reform Act of 1998, IRSa soimplemented
severa procedural changes to enhance support for
customer service, certain collection actions, and the
review of levy actions. The IRS also is actively
identifying andinvestigating new and emerging areas
of financial fraud, such as: pensions, domestic and
foreigntrugts, subsidiesand entitlements, and Earned
Income Tax Credit Claims.

ThelRScontinuesitseffortinmodernizing informartion
technology to increase timeliness and accuracy of
processing tax paymentsand tax returns, and onthose
activities initiated in FY 1997 from the strategic
modernization plan. The Congresscreated thelnfor-
mation Technology Investment Account (ITIA) for
FY 1998 to fund contracted servicesto design and
build the Modernization Blueprint. Asapart of the
Modernization Blueprint, the SysemsL ifeCyde(SL.C)
Overview outlines the management practices and
development processes to be employed by the IRS
to manage the modernization.

In response to Genera Accounting Office and
congressional recommendations, theIRSisworking
to obtain aworld class organization to replace the
exigting Federdly Funded Research and Devel opment
Center (FFRDC) to work in partnership with IRS
and Treasury to addresscritica issuesof Modernization
and management of information technol ogy resources.

During FY 1998, theU.S. Customs Service (Customs)
collected $22.1 billionintariff duty, user fees, excise
taxes, and other assessmentsonimported and exported
goodsand services. Customsprovided themajority

of itscollections ($21.9 billion) to Treasury to fund
other agency programs. Of theremaining $187 million,
Customs provided $73 million to the Puerto Rico
and Virginldandsgovernments, transferred $63 million
directly to other Federal agencies, and retained $51
million to offset various program costs allowed by
law and regulation.

Steady progress has been made in using electronic
commerceto expeditetransactions. Tota collections
received viaelectronic meansin FY 1998 exceeded
$17.5billionwhichwas 79.6 percent of total revenue
collected. Thisisanincreasefromthe 77.0 percent
inFY 1997, and a so exceeded Customs' goal of 75
percent for FY 1998. The number of importers
participating inthe Automated Clearing House (ACH)
paymentsincreased from 5,467 t0 6,430, and thetotal
amount collected viaACH increased from $15.7 billion
to $16.4 billion. Customs cumulative results of
operationsincreased by $35millionin FY 1998, from
$981 millionreportedin FY 1997 tojust over $1 billion,
principally asaresult of user feecollectionsrelating
to merchandiseand passenger processing. User fees
comprisegpproximately $900 million of the$1 billion
balance.

Customsd so continued to make progressinimproving
overd| tradecomplianceby providing moreand clearer
information. For FY 1998, Customsaggres-sively
worked to raisecompliancethrough programs, such
as MARC 2000 (Multiport Approach to Raise
Compliance) and through targeted interventions by
thefive Strategic Trade Centers. Theoverall trade
complianceratefor FY 1998 was 81 percent for all
commaodities, dightly under thetarget of 84 percent.

Inthe outbound (export) arena, Customs continued
itsaggressive outreach effortsto heighten the trade
community’ s knowledge of export laws, rules and
regulations, and port proceduresfor al methods of
transportation. Asaresult of theseand other outreach
efforts, therehasbeen anincreaseover FY 1997 for
the compliance rates of 26 percent in the filing of
billsof lading and aincreaseof 14 percentinthetimely
filing of Shippers Export Declarations for vessel
exports. Surveyswill be conducted for al modes
of transportation to establish compliance baselines.

The Bureau of Alcohol, Tobacco and Firearms
(ATF) collected $12.4 hillion versus $12.7 hillion
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in FY 1997, before refunds, in revenue generated
frominterests pendties Federd taxesand feesimposed
onacohal, tobacco, firearms, and anmunition products
Excisetaxesfor alcohol and tobacco comprised 97
percent of total collections. ATF sNational Revenue
Center and thetwo technica serviceofficescontinued
to monitor tax collectionsby auditing tax returnsand
assessments, initiating enforced collection action,
analyzing required reports; and accounting for tax
payments, licensing fees, and related refunds.

The Financial Management Service (FMS) also
managed thedepost mechanismsfor FY 1998 revenue
collection of approximately $1.9trillionfor the Federd
government. Effortstakenby FMSinworkingwith
other Federal agenciesand the private sector resulted
inasgnificant increasein collectionsthrough eectronic
means.
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Goal: Manage the Federal
government’s accounts

TheFinancial Management Service’s (FMS) misson
isto improve the quality of Federal government’s
financid management by linking programandfinancid
management objectives and by providing financial
Frvices, information, advice, and ass Sanceto custom-
ers. FMS smajor businesslinesare payments, collec-
tions, debit callection, and government-wideaccounting
andreporting. FM Scontinued toimproveand modern-

izethesysemsand hardwareplatformsthroughwhich
the Federal government makes payments, offsets
delinquent debts, collectsrevenue, and issuesfinancid
reports on Government operations.

During FY 1998, FMS issued approximately 862
million payments, totaling morethan onetrilliondallars
for al executive agencies except the Department of
Defense, theU.S. Postal Service, theU.S. Marshals
Service, aswell ascertain Government corporations.
99.99 percent of paper check paymentsreleased
totheU.S. Pogstd Service, and € ectronic payments
released tothe Federal Reserve Bank weremade
for timely delivery.

The FMS continued its effort to implement the
mandatory requirement for Federal paymentsmade
using Electronic Funds Transfer (EFT) in the Debt
Callection Improvement Act of 1996. The FMS
estimated thegovernment’ ssavingsof $13.1 million
inFY 1998 by reducing thenumber of check payments.
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FM Siscommitted to the pursuit of businessrelated
advancesintechnology whichleadtoinnovativeand
credivegpproachesfogering economy and effectiveness
inmeseting cusomer needs. FM Sintroduced numerous
new card-based mechanisms, such as the Benefit
Security card, USA card, and stored value cards, to
enhancethe collection and payment of Federal funds.

Significant progresson Y ear 2000 effortsincluded
successful implementation of compliant payment
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systems, through which over 600 million payments
or 80 percent of FMS's payment volume are made
eechyear. FMSdsoimplemented anumber of systems
and magjor enhancementsto several legacy systems
to srengthen thegovernment’ sfinancid infrastructure
to improve the efficiency of program management
across government.

Treasury, in compliance with the Government
Management and Reform Act, prepared and issued
ontimethefirst Consolidated Financial Statement
(CFS) of the United States government that was
subjected to audit examination by GAO, which
identified anumber of significant government-wide
financid management issuestha need correctiveaction.
Although the GAO disclaimed an audit opinion on
theCFS, itisacriticd first step towardstheissuance
of auditable and reliable financial information that
will beuseful toawidevariety of interested audiences.
Theeeffortswill drengthenthegovern-ment’ sfinancid
infrastructure and improve govern-ment-wide
implementation of accounting Sandardswhileproviding
accurate and timely financial information.

Goal: Cost-effectively finance the
Federal government’s operations

The primary mission of the Bureau of Public Debt
(BPD) isto borrow the money needed to operatethe
Federal government and to account for theresulting
debt. Financing the government’s operations is
achieved through the sale of avariety of securities:
marketablesacurities(including bills, notes and bonds),
special purposesecurities, and non-marketableU.S.
Savings Bonds. The BPD continued to introduce
new products and services to attract investors.

BPD developed the EasySaver Plan to reach
approximately 120 million Americans that do not
haveaccesstoapayroll savingsplan. Anindividual
can purchase savingsbondson arecurring basisby
completing one application form and purchasebonds
ontheschedulebest suited totheir plans. EasySaver
differsfrom the payroll savings planinthat thefull
purchase price of abond must be paid at the time
of the purchase, and the purchase priceis deducted
from a bank account that the employee designates.

Aspart of itsongoing effort to encourage Americans
tosaveandinvest, BPD put Treasury billsand two-year

notes in easy reach of small investors by lowering
theminimum purchaseamount to $1,000. Thefinancia
press hailed the new minimums for bills and notes
asaway for even small investorsto take advantage
of the safety and liquidity of Treasury securities.
Investorsquickly took advantage of the new opportunity
by buying securitiesin the new lower amounts.

BPD implemented ancther important initiativein April
thet diminatestherisksassociated with holding physicd
securities. BPD introduced the Bearer Corpora
Conversion System (BECCY) to allow holders of
U.S. Treasury bearer securitiesto convert to book-entry
form. BECCS securities are maintained on the
Treasury/Reserve Automated Debt Entry System.
BECCS benefitsinvestors by eliminating the costs
associ ated with the torage and safekeeping of physica
securities. Book-entry also eliminatestherisk of loss
or destruction of these paper securities. At thestart
of theopen seasonin April, theamount of outstanding
and unmatured bearer principal totaled $8.59 billion.
Through the BECCS program, BPD has converted
$3.84hillion (45 percent) of thisamount to book-entry .

The Savings Bond Wizard, aprogram that enables
bond ownersto maintain aninventory of their bonds
and to determine the current redemption value and
earned interest, is the most popular downloadable
fileonBPD’ sweb site. Inaddition, several savings
bond pages were trandated into Spanish as part of
the BPD effort to build investor interest within the
Hispanic market.

BPD continuesto work with anumber of financia
ingtitutionsthroughtheHome Bankinginitiative. This
effort encouragesfinancia ingtitutionsto offer Series
EE and | bondsfor sdeaspart of theeectronic services
they provide to customers. Payment for the bonds
isobtained by debiting thebank account the customer
designates.

Investors eager to buy securities over the Internet
quickly took advantage of Buy Direct, BPD's hew
web-based salesoption for current TreasuryDirect
account holders. In the two days leading up to
September 16, the publicized start-up date for the
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initiative, many investorslogged onto the system and
bought abill, note, or bond -- including aone- million
dollar purchase! All transactions are protected by
Secure Sockets Layer (SSL), an Internet security
protocol that preventseavesdropping, tampering, and

message forgery.

Reinvest Direct, our first e ectronic service, received
themost useby investorsin FY 1998. Thisprogram
makes reinvesting more convenient than ever for
investorswith 24 hoursaday, 7 daysaweek service
over thephoneor thelnternet. Investorsmade more
than 780,000 reinvestments, more than 44 percent
of our total reinvestments, through Reinvest Direct
last year. In addition to the convenience, investors
who haveoptedto usethephoneor Internet have saved
themsel vesabout $250,000in postage. BPD expects
toexperienceasignificant reductionin postal costs,
aswell, since mail-back confirmations are not sent
toinvestorswho receivereinvestment confirmations
via Treasury-Direct Electronic Services.

BPD must inspireconfidenceininvestorsinitssavings
securities and marketable securities programs for
the borrowing processto work effectively. Severa
performance measureshave been established toensure
that investors receive timely, accurate service.

BPD established a performance target to issue 95
percent of savings securities through the Regional
Delivery System within 3 weeks. The Regiona
Ddivery System isthe mechanism by which bonds
aresold over-the-counter a morethan 40,000 locations
nationwide, processed at fiveregional centers, and
then mailed to the bond owners.

Savings Securities | ssued
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BPD maintained its commitment to good customer
serviceby streamliningwork processes, introducing
new automated systems, and giving grester decision-
making authority to employees. Ninety percent of
Treasury marketable securitiesauctionresultswere
completed within one hour.

TheBPD dso established thefollowing two messures
to evaluate the percentages of customer service
requests completed within four weeks for savings
bonds and within three weeks for marketable
securities.
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Goal: Improve the efficiency of pro-
duction operations and maintain the
integrity of U.S. Legal Tender
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Themissionof theBureau of Engraving and Printing
(BEP) isto securely and efficiently produce United
Statescurrency, postage stamps, and other government
securities that satisfy the current and future needs
of the American public andthegovernment agencies
they serve. In addition, BEP provides technical
assistance and advice to other Federal agenciesin
thedesign and production of documents, which, because
of their innatevalueor other characteristics, require
counterfeit deterrence.

InFY 1998, BEPintroduced theredesigned $20 Federa
Reserve Note (FRN). With theintroduction of the
new $20hill, the Bureau continued itseffortstoredesign
Federal Reserve Notes(FRN) by incorporating new
advanced counterfeit deterrent feetures Theredesigned
notesincorporate advanced counterfat deterrent festures
to thwart technological advances available to
counterfaitersand maintain theintegrity of theNation's
currency, as well as enlarged numerals to aid the
visuallyimpaired. Redesigned $100and $50 FRNs
wereintroduced in 1996 and 1997, respectively. In
FY 2000, rede-signed $5 and $10 FRNs will be
introduced.

During 1998, 9.2 billion FRNsweredeliveredtothe
Federal Resarve Systemand 19.7 billion stampswere
ddiveredtotheU.S. Podta Service. Almost 40 percent
of the FRN deliveries were of redesigned

currency, and over 90 percent of thepostagedeliveries
were pressure-sensitive (self-adhesive) stamps.

Thefollowing program performance measures, which
reflect theefficiency and effectivenessof organizartiona
performance, are used to monitor progresstowards
established goals.

Manufacturing Cost for
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$30.00

$25.00 $23.80 $24.34

$20.03
$20.00 $18.65

$15.00

$10.00

$5.00

$0.00 T T T 7
FY 1996 FY 1997 FY 1998 FY 1998

Actual Actual Planned Actual

Manufacturing costs for the 100 Stamp Flag Coil
were higher than planned, asaresult of higher than
anticipated gpoilage and thewageincressesthat resulted
from the resolution of wage negotiations.

Manufacturing Cost for
the 100 Stamp Flag Coil
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Billing ratesand cost sandardsaredeve oped annudly
based on the past year’' s performance, contractual
pricefactorsand anticipated productivity improve-
ments. BEP doesnot receiveFederal appropriations;
therefore, customer billings are the only means of
recovering thecogsof operationsand generating funds
for capital investment.

Currency spoilagewashigher than plannedin 1998
asaresult of higher than anticipated rejection rates
during the transition to new electronic inspection
equipment. Thishigher spoilage aswell as unanti-
cipated wageincreasesresulting fromtheresolution
of wage negotiations contributed to manufacturing
costs being higher than planned.

Currency Spoilage
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Postage stamp spoilage was higher than planned as
aresult of shorter production runs.

Postage Stamp Spoilage
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Themission of theU.S. Mint isto manufacturethe
highest quality circulating, numismatic, and bullion
coinsat thelowest possiblecost and to deliver them
inatimely manner, andto sall numismaticand bullion
productsat areasonablepriceand profit. To support
itsmisson, theMint hasidentified threemgjor busness
activities which govern its processes: Production
of Circulating Coinage, Production and Sales of
Numismatic and Bullion Coinage, and Protection
of gold and silver at Ft. Knox and el sewhere.

During FY 1998, the Mint produced 15.1 billion
circulating coinsand shipped 16.6 billiontothe Federd
Reserve for distribution to banks, a 10.6 percent
increase aboveits projected shipmentsfor theyear.
By comparison, in fiscal 1997, the Mint produced
14.1 billion coins, shipped 12.8 billion coinstothe
Federal Reserve. TheMint established performance
measurestoindicatethe cogt-efficiency of itsproduc-
tion of each denomination of the circulating coins,
andtheaverageproduction cost for FY 1998 decreased
significantly from FY 1997, and iswell below the
planned target.

Average Cost for
Circulating Coinage
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Sought largely by bullion investors seeking capital
gains, Uncirculated Gold American Eagleshad their
strongest sdesperformancein history, reaching sales
of gpproximately 1.48 million ounces, nearly doubling
thecombined slesof FY 1997 and FY 1996. Severd
factorscontributed to thisincreasein demand: foreign
economicand political uncertainties, turbulent equity
markets, and perceptions of bargain bullion prices.
Sales of Uncirculated Platinum American Eagles
continued strong in the second year of production:
143,200 ouncesduring FY 1998 versus 28,100 ounces
in FY 1997.
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Proof Platinum American Eaglesa so performedwell
in their second year, selling out three individual
denominations and amost selling out its four-coin
ensembleby theend of thefiscal year. Salesreached
72,412 coinsby September 30, compared with 89,194
in fiscal year 1997, with the program year ending
in December. TheMint’ sdecisonto changethereverse
sde of the coin each year plus its world-class
promotional partnership with Platinum Guild
International will carry the program forward.

Oneof themaingodsfor Numismaticand Bullion
Coinage is to increase the contribution of the
numismeatic/bullion operation by aggressively
pursuing new customers, new market channels
and new product lines. The Mint uses the
Numismatic/Bullion contribution margin, which
isbased upontheprofitability of itscoin program,
to evaluate how well the programs cover the
general and administrativeexpenses. TheMint
experienced unexpected and unprecedented demand
foritsEaglebullion programsin FY 1998. Profit
marginsfor theseprograms, whicharestatutorily
mandated, arenomina and had anoverdl diluting
effect on contribution margin asapercent of saes
for Numismatics. Contribution margin would
have exceeded Mint’s performance god if the
Eagle uncirculated revenues mirrored the FY
1998 plan.

Numismatic/Bullion
Contribution Margin
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LAW ENFORCEMENT
MISSION: PROTECT OUR
FINANCIAL SYSTEMS AND
OUR NATION’S LEADERS,
AND FOSTER A SAFE AND
DRUG-FREE AMERICA

Treasury’ seffortsinthismissonareg which represents
aggnificant amount of Federd law enforcement efforts,
helpfoster asafer nation by protecting our borders,
preventing drug smuggling, combating violent crime,
suppressing counterfeiting, fighting money laundering,
preventing financial crimes against the currency of
the United States, and training the vast majority of
Federal law enforcement personnel.

Thismissonissupported by theU.S. CustomsService
Enforcement Programs, ATF, the U.S. Secret Service,
theFinancid CrimesEnforcement Network, thelnternd
Revenue Service (IRS), the Federd Law Enforcement
Training Center, and the Treasury Forfeiture Fund.
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Law Enforcement Mission
34 Performance Targets

D Targets Met Or Exceeded
D Targets Not Met But Exceeded FY 1997
. Tasgets Not Met

Goal: Combat financial crimes and
money laundering

Themissionof theFinancial Crimes Enforcement
Network (FinCEN) isto support and strengthenlaw
enforcement’s anti-money laundering efforts by:
preventing money laundering through regulatory
programsand outreach effortstothefinancia industry;
providing focused and sophisticated analysis of the
elements of major case law enforcement support
including trends and patterns of money laundering;
and sarving asacatdys toenlist vauableinternationa
support by promating anti-money laundering measures
worldwide.

FInCEN continuesits Law Enforcement Outreach
Programtoincreasethe understanding and knowledge
of what is available through FINCEN. Asaresult
of theseefforts, therehasbeen anincreased participation
inits* platform” program. FinCEN established the
“self-help” platform programto aid Federa agencies
intheir investigations by alowing agenciesto send
representativesto FinCEN to utilizeitsdatasources
and research toolsto assist in their investigations.
InFY 1998, FinCEN exceeded itsperformancegod,
having 73 participants utilizing thesystem, with the
training and ass sance provided by FNCEN personndl.

FinCEN continuedits* partnership efforts’ withthe
law enforcement, regul atory, and financial communi-

ties. FiINCEN’ sgod istoreducetheregulatory burden
on financial ingtitutions while at the same time
maintaining the quality of regulatory data for law
enforcement purposes. This includes an on-going
effort to significantly reduce the number of times
depository institutions must report large currency
transactions. The Money Laundering Suppression
Act of 1994 hasset agod for a30 percent reduction
in the Currency Transaction Reports (CTR) filed
annually by banks. During FY 1998, FinCEN met
itsgoal of a5 percent reductioninthenumber of CTR
filed as aresult of Phase 1 of the CTR exemption
regulations.

Intheinternational area, Treasury, through FinCEN,
playsaleadershiproleinthedeve opment of multilatera
and bilateral initiativesthat encouragethe adoption
and implementation of international anti-money
laundering standards. FINCEN met its FY 1998
performance goal, completing 31 assessments that
provided analysisof money laundering situationsin
acountry or region. This demonstrates its efforts
toaid countriesin meeting thestandardsfor creation
of aFinancia Intelligence Unit and to encourage
governments to adapt international anti-money
laundering standards.

TheU.S. Customs Service’s (Customs) objective
istoidentify, disrupt, and dismantlethesystemsand
criminal organizationsthat launder proceedsgenerated
by smuggling, trade fraud, and export violations.
Operation Casablanca, a three year multi-agency
investigation, was concluded. It was the largest
narcoticsmoney laundering investigation ever conducted
inthehistory of U.S. law enforcement. Casablanca
involved the cooperation of State, local and foreign
law enforcement agencies, as well asamost every
Customs SAIC (Special Agent-In-Charge) office,
and resulted in the identification and disruption of
the essential financial functions of two notorious
international criminal enterprises. The operation
produced the seizure of over $100 million in drug
trafficking proceeds, 2 tons of cocaine, 4 tons of
marijuana, over 160 arrests, and the indictment of
26 foreign bank officials and 3 foreign banks.

Other successesind udetheegtablishment of theMoney
Laundering Coordination Center, which enables
Cugtomsto devel op amore organized and coordinated
attack onmoney laundering organizations. Theexpan-
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of Asset Identification and Removal Groups
(AIRGS)
of 30 percent intheir seizureactivity over FY 1997.

illegally weremadetotaling $68.4 million. Southwest
seizures increased from $10.4 million in

unreported outbound currency seized in
to $14.4 million, and the Port of Newark made a
ficant contribution by interdicting $11.2 million
inoneoutbound shipment. Cusomswasableto exceed
goal of $57 million in currency seizures due to

the

increased effort to conduct outbound enforcement
and theimplementation of formalized

outbound currency interdiction training.
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U.S. is responsible for the

investigation of counterfeiting of currency and securities,

theftsand fraud relating to Treasury electronicfunds

transfers; financial access device fraud,
nications fraud, computer fraud, and

telemarketing

insured financial ingtitutions. The Secret Service

focuses

particularly those involving counterfeiting of U.S.
financia institution fraud, Government

program

significant multiple violations.

Financial

percent of Secret Service's criminal investigations
during FY 1998. The Secret Service closed

2,186 financia institution fraud cases, which resulted

reviewed and refined to keep astep ahead of counter-
and counterfeiting technologies. During FY

1998,

investigative casesthat resultedin4,103 arrests, which

is

Inaddition, Secret Service saized doroad $80.5 million
incounterfeit U.S. currency prior tocirculation, which

a32 percent increase over FY 1997. The Secret
Serviced so suppressad 29 counterfeit plant operations

The Secret Servicedevel oped thefollowing perform-
ance

Over the last severa years, the Secret Service has

inforeign countries, andthisisreflectedinageneral
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Theperformance measure, Counterfeit Notes Passed

isanindicator of theproportion of counterfeit currency
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relative to the amount of genuine U.S. currency in
circulation.

Counterfeit Notes Passed
For Each Million Dollars
of Genuine U.S. Currency
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The Department of the Treasury Forfeiture Fund
(TFF) wascreatedin 1992 to consolidateal Treasury
law enforcement organizationsunder asingleforfeiture
fund program administered by the Department. The
principal goals of the Treasury forfeiture program
are to: (1) punish and deter criminal activity by
depriving criminals of property used in or acquired
throughillegal activities; (2) be cognizant of thedue
process rights of affected persons; (3) enhance
cooperation among foreign, federal, state and local
law enforcement agendiesthrough theequitablesharing
of forfaited assets, and (4) producerevenuesto enhance
theforfeiture program and strengthen law enforcement.
During FY 1998, revenue generated fromthese acti-
vities totaled $167.2 million in forfeited currency,
andthesdeof forfeited property totaled $36.7 million.

FY 1998 was a banner year for equitable sharing
with our state and local law enforcement partners.
For FY 1998, equitablesharingwith stateand local
law enforcement agencies was nearly $72 million,
ascomparedtojust over $42 millionin FY 1997 and
$47.7 millionin FY 1996. In addition, the number
of paymentsfor equitablesharingwasa andl time-high
of 4,883 payments. Thesepaymentsrepresent forfeited
dollars shared directly with state and local law
enforcement agenciesfor ther roleleadingtothefederd
saizureof assetsultimatdy forfeited to the Government.

Goal: Reduce the trafficking, smug-
gling, and use of illicit drugs

TheU.S. Customs Service (Customs) objectivein
achievingthisgoal istoreducethelevelsof narcotics
entering the United States by creating an effective
narcoticsinterdiction, intelligence, and investigative
capability that disrupts and dismantles smuggling
organizations. Customs ambitious narco-tics
enforcement agenda included expansion of its
enforcement targeting systemsand improving intelli-
gencecooperationwithforeigngovernments. Italso
calledfor anincreasein cooperationwithinternational
freight carriersand businessesto prevent smugglers
from using their equipment or cargo to smuggle
narcotics. Supporting this agenda was a strong
continued commitment toimproved enforcement training
and to the use of nonintrusive technology, such as
X-ray, to detect contraband. Finally, there was an
increased effort to improve cooperation with other
law enforcement agencies, such as the Justice
Department, the Department of Defense, andthe Drug
Enforcement Administration.

SAIC Miami Special Response Team deploying from a Customs
Blackhawk helicopter in support of ahigh-risk law enforcement
operation.

Thesegpproaches, coupled withastronginvestigative
programand the Cusomsair and marineunits, reulted
in over one million pounds of heroin, cocaine and
marijuana, and $368 million of monetary seizureby
Customsin FY 1998, compared with 888.3 thousand
poundsin seizureof heroin, cocaineand marijuana,
and $184 million of monetary seizures during FY
1997.
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Total Seizures of Heroin,
Cocaine, and Marijuana
(Poundsin Thousands)
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Customscontinuesto bethe primary druginterdiction
agency, often seizing more narcotics than al other
Federa agenciescombined. Thequantity of all drugs
(including Hashish, Opi ates, Khat and M ethamphe-
tamiens) seizedincreased by 22 percent for FY 1998,
and the number of seizuresincreased by 20 percent.
Theincreasein seizureswastheresult of substantial

—— .
Plastic tubes of cocaine were discovered hidden inside flower stems.
The stems were hollowed out, the tubesinserted, and the ends of the
stems reattached.

Oneof Customs most notableoperationa successes
this year was Operation Brass Ring, a cooperative
Office of Field Operationg/Office of Investigations
effort conceived using Strategic Problem Solving
techniques. During thissix month operation, Customs
seized 45 percent more drugs (47 percent more
marijuana, 32 percent more cocaine, and 13 percent
moreheroin) thanit had during the sametime period
in FY 1997. Customs aso seized $40.5 millionin
drug proceedsduring BrassRing - anincrease of 59%.
Customs expanded its cooperative efforts with the
trade community and with several Latin and South
American countries. Through these programs 136
domestic and foreign sel zureswere made and 63,882
pounds of narcotics were seized.

Customsestablished aperformancemeasure, Land
Vehicle Targeting Efficiency, to estimate how well
itisselecting vehiclesfor inspection at land borders.
Customstargeting efficiency remained at 9.0 times
more productive than random selectivity. Current
targeting capabilities appear to limit the ability of
Customs to increase its targeting efficiency levels.
In an effort to remedy this, Customs is embarking
on aprogram to link Department of Motor Vehicle
recordsintoitslookout sysem. InFY 1999, aprototype
Southwest border port will beused totest thevalidity
of thisapproach. Full implementationwill occurin
FY 2000, if thisapproach provesto beeffectiveand
funding is available.

Land Vehicle
Targeting Efficiency
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Passenger processing isoneof themog vishlefunctions
of Customs. Itsgoal isto ensure compliance
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with lawsand regulations by targeting, identifying,
and examining high-risk travelers, and to allow the
expeditiousmovement of low-risk travelers. Customs
achieved an Air Passenger Compliance Rate of 97.7
percent for FY 1998, and theresulting 0.1%increase
from 97.6% in FY 1997 represents approximately
62,000 compliant air passengers. To reach the 98
percent target, Customswill beworkingtoimprove
itsoutreach program by identifying new methodsand
improving existing ones to disseminate advanced
informationtotravelers, especially beforethey depart
the U.S. Customs also will continue to focus on
improvements to its targeting systems.

Air Passenger
Compliance Rate
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Goal: Fight violent crime

To support its unique mission, one of the strategic
godsof theBureau of Alcohol, Tobacco and Firearms
(ATF) istoeffectively contributeto asafer America
by reducing the future number and cost of violent
crimes. Thisgoa isachieved throughthefollowing
four programs.

Deny criminals access to firearms program

ATF developedvariousprojectsand servicestofocus
ondenying crimina saccesstofirearmshby identifying,
deterring, and Sopping the sourcesof and participation
inillegd firearmstrafficking. Animportantinitiative
isafocused component of ATF snationwidelllegal
Firearms Trafficking Project , whichidentifiesand
investigatestheillegal sourcesof gunstoyouthsand
juveniles. ATF developed the Youth Crime Gun
Interdiction Initiative in FY 1996 and themajor goal
isto trace all recovered crime gunsin participating

cities, whichincreasedto 27 by theend of FY 1998.
ATFaso seekstoreducetheftsof fireermsfrom Federd
firearm licenseesand interstate carrierstransporting
firearmsthrough collecting and anayzing firearms
licenseeand interstate carrier theft information, and
providing investigative leads to specia agents.

ATF sNationa Tracing Center istheonly operation
of itskindintheworld. Thisfacility tracesfirearms
recoveredin crimesand fromjuvenilesfor any Federd,
state, local or international law enforcement agency.
A firearmtraceresultisfrequently thecrucia piece
of evidencethat canlink acrimind toafirearm-related
crime and alow law enforcement officials to make
anarest. Ataminimum, firearmstracinginformation
providesinvestigatorswith leadsontheorigin of the
crime-related firearmsin their investigations. This
performance measure evaluates the period of time
from the moment the data for the search is entered
into the systemto thetimeit recelvesaclosing code
showing itsdisposition. ATF sgoa isto continue
to providetimely service by reducing the number of
working days it takes for tracing firearms.

Safeguard the Public fromarson and explosives

Average Number of Work
Days for Firearm Tracing
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incidents program

ATF sarsonand explosveprojectsaredirected toward
preventing the criminal misuseof explosivesandthe
crime of arson, aswell as providing effective post-
incdent response. ATF seffortsin conducting proactive
investigations of arson-for-profit schemes
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savemoney for theinsuranceindustry, and ultimately
the American public, by exposing millionsof dollars
infraudulent clamsannually. ATF scommitment
insupporting the arson and explosive programisto
maintainthehighest sandardsof investigativeexpertise
and technol ogy necessary to most effectively respond
to major bombing and arson incidents.

In 1996, at therequest of Congress, ATF established
aNationd Repogtory of information onarsonincidents
andthecriminal misuseof explosivesthroughout the
United States. ThisNational Repository will bean
extensionof theATF Arson and Explosive Incidents
System (AEXIS) and will incorporate information
from avariety of law enforcement and fire service
sources. Thissysemwill assgt authorized investigetors
inidentifying trendsand similarities between arson
and explosive incidents, link thefts of explosive
materials with the later crimina misuse of the
explosives, and link investigatorsworking onsimilar
incidents.

Remove violent offenders from our communities
program

This program involves projects and services to
investigate, arrest and recommend for prosecution,
the most violent criminals who use firearms and
explosivesin furtherance of their criminal activity.
The Achilles project uses specific Federal firearm
laws that mandate extended mandatory periods of
incarceration to removethe most dangerous, armed
career criminalsand armed drug traffickersfromthe
streets. In addition, through firearms tracing, the
illegal firearms sources for these violent criminals
are investigated under ATF's lllegal Firearms
Trafficking Project. Under theNational Integrated
Ballistics Information Network program, ATF is
utilizing astate-of -the-art systemthat allowsfirearms
technicians to digitize and automatically correlate
and compare bullet and shell casing signaturesat a
greatly accelerated rate.

Preventviolence through Community Outreach
program

Thisprogram focuseson community effortsdesigned
to encourage and participate in the prevention of
vidence TheGang Resistance Education and Training
(GREAT) Program provides classroom

insgtruction for school-aged childrenand awiderange
of community-based activities, resultinginthe necessary
life skills, a sense of competency, usefulness, and
persona empowerment needed to avoid involvement
inyouth violenceand crimind activity. Testimonies
given to the Senate Appropriations Committee on
behdf of the GREAT program by participating Sudents
and law enforcement officersresultedinalong-term
planto expand the programto non-school environments,
such as Boys Clubs and Girls Clubs.

Goal: Protect our nation’s leaders
and visiting world leaders

The primary objective of the U.S. Secret Service
istoprovidethemaximum physica protection possible
for the President, the Vice President, and other
dignitaries when the protecteeisin residence or in
atravel status. Asarule, effortsto provide security
increasedramaticaly whenthe protecteeistraveling.
The Secret Servicemeasuresprotecteetrave activity
intermsof travel Sops, whichisacity or other definable
subdivisionvisited by aprotectee. During FY 1998,
the Secret Service provided physical protection at
5,131 travel stops. Protection wasalso provided at
the Drug Summit and the United Nations Genera
Assembly, both in New Y ork City.

Goal: Provide high quality training
for law enforcement personnel

The Bureau of Alcohol, Tobacco and Firearms
(ATF) providedtrainingandinstructioninall aspects
of explosiveshandling, storage, and destructionfor
Federal, state, local and foreign law enforcement
officers, and members of the explosives and
pyrotechnics industries. In 1989, the ATF began
ajoint formal training program with the Connecticut
State Policefor accel erant-detecting caninesto support
gateandlocd jurisdictions (accd erant-detecting canines
search for liquid catalyststhat can be used to speed
up the spread of fire). Through FY 1998, atotal of
60 canines have been trained and certified by ATF
for state and local agencies, including 6 additional
caninesinFY 1998. ATFdsoprovidescaninetraining
for explosvedetectiontoforeign countriestobeused
overseasinthewar against terrorism and to protect
Americanstraveling abroad against terrorism. To
date, ATF hastrained 160 explosivedetecting canine
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teamswhich aredeployed ineight countriesworldwide,
including 21 additional canineteamsand two canine
trainersin FY 1998. ATF asoistheonly Federal
agency havingtwo full-timefire protection engineers
devoting soldy totheandysesof originsand dynamics
of fireasthey pertainto crimina investigations. During
FY 1998, ATF also provided 22 “train-the-trainer”
classesto 668 policeofficersparticipating from across
the United States in the ATF's Gang Resistance
Education and Training Program (GREAT).

The Federal Law Enforcement Training Center
(FLETC) isaninteragency organization providing
law enforcement training tothemgority of the Federd,
state, local, private sector security, and foreign law
enforcement officers. Its goas are to provide law
enforcement personnel with state-of-the-art knowledge
and techniquesusedin thelaw enforcement professon;
providefor al basctraining direct costsfromFLETC
appropriations; and fully develop the cost effective
potential through consolidation of Federal law
enforcement training at FLETC.

FLETC established aperformance measure, Student
Survey on Quality of Basic Training, to evaluate
the quality of its law enforcement training. This
informationwill assist the FLETCinthecontinuing
review of itsprogram curricula. This performance
was previously measured on a scale of 0-6, with 6
being highest quality. However, after yearsof data
collection, it becameclear that FLETC should change
its reporting standard to a frequency (percentage)
of studentswho answer satisfactory or better, rather
than using an undefinable mean-value. Frequency
reporting is the preferred method of researchers.
Therefore, this performance goal for FY 1998 is
changed to 80 percent of students who answered
satisfactory or better, and thisgoal wasachieved by
FLETC.

FLETC also established a performance measure
to evauate whether it is providing the most
effective, efficient, and innovative consolidated
law enforcement training and related services.

Variable Unit Cost Per Basic
Student-Week of Training
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MANAGEMENT MISSION:
CONTINUE TO BUILD A
STRONG INSTITUTION

Thisfourth mission area-- management -- focuses
on the continued emphasison astrong and efficient
organization in order to succeed in accomplishing
programgoals. Thismissonareaaffectsall bureaus.
It includes objectives under the goal to improve
meanagement operationswhich addressHuman Resource
Management, Equa Employment Opportunity (EEO),
buresu oversght respongibilities, financial management,
information technology, and procurement. Under
the goal of improving program performance are
objectives to improve customer service, foster
partnerships, and modernize operations.

Management Mission
7 Performance Targets

] Tarzetc Mit Oc Ezreedrd
[] Targets Not Met But Exreeded FY 1997
B Tagetc Not Met
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Goal: Improve management
operations

Treasury continued to emphasizeastrong and efficient
organization in order to effectively accomplish our
programmatic goals. Performance improvement
initiativeswereimplementedin severd aress, including
finandd, information, and human resourcemanagement,
aswell as customer service.

TheOffice of the Assistant Secretary for Management
and Chief Financial Officer servesasthe principal
policy advisors on matters involving the internal
management of the Department anditsbureaus. One
of the objectivesisto improve Treasury’ s capacity
torecruit, develop, and retain high-caliber employees.
Thisisaccomplished through effortsin improving
our recruitment program which promotes quality
and diversity, and enhancing the selection strategy.
Efforts to recruit high caliber employees include
egtablishing rdationshipswith schools, including those
having large minority populations.

The Department also undertook a major effort to
transform human resources management and improve
sarviceddivery of human resources processesthrough
adepartment-wideintegrated human resourcessystem.
Through partnershipwithlabor unionand manage-
ment, Treasury continuesto implement moreeffective
human resource management practices, andto create
aethnically diverse and competent workforce able
to respond to changes in customer needs and the
technologies of the workforce. In addition, efforts
were made to provide resources for training
opportunities, which alowstheprofessona develop-
ment of employees and enables the Department to
achieve its unigue missions.

Treasury hasbeenfocusing much effort and resources
toaddressthe Year 2000 compliance issue. Treasury
participated inthe Y ear 2000 Financial Institutions
Working Group under the President’s Y ear 2000
Commissonto ensureimprovement and modernization
of theU.S. financial system. ThisGroup’ sgoalsare
to map the pathways traveled by al financia
transactions, making sureeach link in each pathway
is'Year 2000 compliant and tested from one end to
theother, and to coordinatethe government agencies
Y ear 2000 demandsonfinancial ingtitutionstoavoid
overlapping requirements.

Tressury'sY ear 2000 compliance processentailsthree
key components. renovation; validation; and
implementation. The following table provides the
status of Treasury’s progress as of September 30,
1998.

323 Mission Critical IT Systems

Being Being Being
Compliant Replaced | Repaired | Retired
204 26 88* 5

* 86.8% have completed Renovation, 70.5% have
completed Validation, and 62.4% have completed
Implementation.

3,964 Mission Critical Non-IT Systems

Being Being Being
Compliant Replaced | Repaired | Retired
2,575 55 78 7

Asof September 30, 1998, Treasury’ stotal budget
estimatefor Y ear 2000 compliancewas$1.9 billion.

Significantly, threebureaus (U.S. Customs Service,
Engraving and Printing and the Office of Thrift
Supervision) arefully Y ear 2000-compliant and all
others are in or beyond the validation stage. We
anti cipate 99% compliance by March 1999 and full
compliancewell ahead of themillennium. TheOffice
of theComptroller of the Currency and Officeof Thrift
Supervision, in their supervisory capacities, have
been working effectively with banks and thrifts, as
wdl aswiththe Federd Resarve, to ensurethe continued
stability of our national financia systemsregarding
Y ear 2000 exposures. Smilarly, FMShasbeenworking
closdly with the Socia Security Administration, and
Year 2000 testing efforts to date on payments to
beneficiaries have gone quite well.

Status of Contingency Planning:

A business continuity planning consultant hasbeen
engaged to ass st system and infrastructure managers
in accomplishing contingency planning. The
consultant will devel op detailed written guidanceand
workshop materids, and providetraining to managers
and their personnel.
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Status of Business Continuity and Contingency Plans

A Business Continuity Planning Project has been
edtablished to providethe Departmental Offices(DO)
withtheguidance, training and assistance needed to
develop Business Continuity Plans(BCPs) for their
operaions. A sevengep bus nesscontinuity planning
process has been established, and aBCP Handbook
hesbeen deve oped which providesthe DO with detailed
proceduresfor accomplishingthisprocess. Inaddition,
BCPWorkshopsarebeing conducted to provide DO
plannerswithtraininginthedevel opment, preparation,
and implementation of their BCPs.

BecauseY ear 2000 complianceisperhapsour highest
priority, we are devoting al possible resources to
thisissueand providing constant management oversght
on progress throughout the Department.

TheOffice of Inspector General reorganizeditsOffice
of Investigations to meet the increasing demand of
conducting quick-responseinvestigationsand specia
inquiries of importance to the Department, the
Congressional committeesandthepublic. TheOIG
exceeded its performance goal for potential dollar
savingsidentified through audit activities by more
than 200 percent. Two program audits generated
approximately $65 million in potential revenue
enhancements.

Goal: Improve program performance

Treasury significantly increaseditscompliancewith
the GPRA reguirementsby implementing thereporting
requirements of Results Act ahead of schedule, in
order to useit asatool toimprove program performance
and management.

Significant progress has been made during this
past year to improve and refine performance
measures throughout the Department, striving
specifically to present key measuresof program
results rather than thetraditional output-oriented
or workload measures. Consequently, many of
themeasuresfrom FY 1996 have been changed
for FY 1999 and FY 2000.

Compliance With GPRA

100.0% f 1
100.0%
90.0%
o ]
80.0% 82.0% 90.0%
70.0%
60.0%
50.0%
40.0%
30.0%
20.0%
10.0% :G.O%j
0.0% T T T 7
FY 1996 FY 1997 FY 1998 FY 1998
Actual Actual Planned Actual

Inresponseto Executive Order #12862 and direction
inthe Treasury Strategic Plan, the bureausestablished
atotal of 105 customer servicestandardsfor FY 1998.
Thegod wasto meet thesestandardsat |east 90 percent
of thetime, and 72 percent of the 105 customer service
standards met this goal in FY 1998. Treasury
recognizes that some of the feedback mechanisms
need improvement.

Customer Service Standards
Met At Least 90 % of the Time
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Significant progress was made in reorganizing and
restructuring the Internal Revenue Service (IRS),
shifting from a focus on revenue collection and
enforcement to ataxpayer-sarvice oriented organizartion.
In January 1998, the Commissioner announced a
Conceptfor ModernizingtheIRS. ThisConcept calls
for serving taxpayershbetter and productivity through
aquality work environment. Mgjor portionsof the
Concept weremandated inthel RS Restructuring
and Reform Act (RRA) of 1998. IRS also restated
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itsmissionto emphasize serving the public and meet
taxpayer needsand expanded taxpayer rightsin severa
areas.

The RRA aso established the position of National
Taxpayer Advocate (NTA) who reportsdirectly to
the IRS Commissioner and was given expanded
authority and independenceto assist taxpayers. The
NTA also has the authority to issue a Taxpayer
Assstance Order which can providerdief totaxpayers
in hardship situations.

TheTreasury Franchise Fund completeditssecond
year of operation asan entrepreneuria governmental
enterprise. The Fund was established (pursuant to
the Government Management and Reform Act of 1994)
to provide common admini strative support services
to other componentswithin Treasury and/or tooutside
agencies, onacompetitiveand fully cost-remburssble
basis. TheFund operatesinabusiness-likemanner
by creating and maintaining abusinessrel ationship
and environment that promotes customer participation
and satisfaction.

FY 1998 was another year of significant transition
and growth for the Department of the Treasury’s
Franchise Fund. Efforts continued to improvethe
organization, customer service, operating techniques,
customer relationshipsand outlook -- rivingto cregte
a more dynamic, service-driven organization that
continues its emphasis on products that "exceed
expectations' of customers. The key strategies
employed to improve and strengthen the Fund's
operations include:

* Improving its competitive position through
creativity and innovation, best practices, and
benchmarking;

» Making quality themotivating force behind not
only every product/service, but every task
performedintheddivery of theproduct or service.
TheFund wantsitscustomersto be satisfied not
only withwhat it sellsbut with how it sells; and

» Maintaining cost-effectivenesshby reducing
bureaucracy, removingdivisiona boundaries
and embracingtheintelligenceand credtivity
of its employees.

Thetablerepresentsthe overwhel ming success
in Treasury Franchise Fund’ seffort to reinvent
and modernizeoperationsto achieveefficiencies.

TREASURY FRANCHISE FUND
KEY FINANCIAL DATA

(In Millions)
%

FY FY Change

1998 1997
Total Revenue $80.398 | $38.484 109%
Net Income $2.393 1.473 62%
Total Assets $27.822 $14.325 94%
Cumulative
Results of $6.738 $3.211 110%
Operations

The revenue increase is reflective of: 1) Five
new bus nessactivitiesthat began operaionsunder
franchisngin FY 1998 (generating gpproximeately
$17 million); and 2) increased salesfrom those
existing business activities (approximately $25
million).

Efforts continued to reinvent and modernize
Treasury’s operations to achieve efficiencies.
The Electronic Funds Transfer (EFT) "99
Program continued to progress according to
schedule which include the issuance of EFT
regulation (Final Rule208) and thedraft notice
of ETA (Electronic Transfer Account). The
EFT * 99 Public Education Campaignwasinitiated
withthedistribution of print and video marketing
materials, and thebroadcasting of public service
announcements by magjor TV stations. The
campaign also involves regional community
outreach effort which encompassesfiveregions
nationwidewithteamsin placetowork withloca
andregional financial organizational, consumer
and community based organizationsto educate
individua Federa payment recipientsabout EFT
99 through materia sdistributionand“in-touch”
workshops and seminars.
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SIGNIFICANT ISSUES
AND CHALLENGES

Overall Priorities

Secretary Rubin and senior management officials
havedeve oped acomprehensivelist of Departmental
priorities for the coming year which cover a broad
rangeof activities, fromtax and budget issuestodrug
interdiction and gun control, from dedling with the
global financid crisisto addressinginner city poverty,
from the management of the government’s debt to
the reform of the regulatory structure of the U.S.
financid systemtothepromotion of economicgrowth
both at home and abroad. More specifically, these
priorities include:

1. Maintaining fiscal responsibility: Thisindudes
theFY 2000 budget, socid security reform, review
of theincometax codeto smplify and Sreamline
reporting requirements and defend the code' s
integrity, Federal debt management practices,
Medicare reform issues and defining our role
inmanagement of privatizationsand identifying
further opportunities for privatization.

2. Providing leadership in the global economy:
This includes activities related to the global
fineancid crigs, internationd financid architec-ture
reform, tradeissues, growthintheindustri-alized
nationssuch as Japan, Europeand United States,
and international tax policies.

3.  Enhancingfinancial security: Thisincludes
activities related to consumer education and
protection, consumer-oriented financia crimes,
and bankruptcy reform.

4.  Bringing low-income people into the economic
mainstream: -- Thisincludesimproving the
economic prospectsof peopleintheinner cities
and distressed rura communities, and helping
to build safecommunitiesinwhich economic
activities can expand.

5. Maintaining a strong and healthy financial
system: This includes pursuing financial
modernization of the national banking System




Department of the Treasury  FY 1998 Accountability Report Page 32

and eectronic commerce initiatives, anti-
counterfeiting efforts, and the fight against
financial crimes.

6. Building safer communities: Thisincludes
initiativeson drug control and border enforcementt,
firearmsviolencereduction, terrorism enforcement
and alcohol policy for teens.

7. Strengthening Treasury as an institution:
This includes human resources reform, IRS
restructuring efforts, improving overall
management practicesand debt collection efforts,
ensuring Y ear 2000 compliance, and continuing
toimprove Government-wideaudited financial
statements.

Year 2000 Compliance

Thisisoneof thehighest prioritiesandtime-sengtive
issuesfacing Treasury. Treasury’ sinformationsysems,
especidly those related to revenue collection and
disbursement of funds, are crucial to the financial
operations of the Federa government. Further,
Treasury’ ssystemshaveadirect influenceon many
facets of the U.S. and world economies. Therapid
approach of the new millennium and itsimpact on
Treasury’ sinformation systemsrequirethemost cod-
effective approach to plan and manage the century
date conversion effort. Senior management at the
Treasury bureaus and the Department are strongly
committed in this resource-intensive effort.

Treasury aso has expanded its Y ear 2000 work to
encompassanumber of related systemsissues. During
thepast six months, Treasury hasdevoted additional
resources to both its general security program and
thesecurity functionsfdling under the Chief Informetion
Officer. This overall effort also has included
establishing security criteria earlier in the systems
development lifecycle, and providing agreater level
of Departmental guidanceto thebureauson systems
Security issues.

Data and EDP Security

Financial statementsauditsat Treasury bureaus
identified weaknessesrelatingtointerna controls

over thedatain theautomated sysems. Mgor computer
systems at several bureaus are still vulnerable to
unauthorized access. Both GAO and Department’ s
OIG consider this material weakness as one of the
top management chal lengesto prevent unauthorized
accessto its program and financial systemsand to
protect sengtivedatarel ated to Treasury’ smissions.
Some of the recommendationsinclude: 1) improve
computer security over mainframe and automated
systems; 2) limit users’ accessto operating systems
and perform periodicreviewsof user accesscapability;
3) develop comprehensive disaster recovery plans,
and 4) implement asingleintegrated corefinancia
system.

Bureaus have developed corrective action plansto
implement theaudit recommendations, and management
will monitor the progressand Satusof thesecorrective
actions. Implementation of theseaudit recommendaions
iscritical inensuring thedataintegrity of information
maintained in the automated systems and enabling
Treasury to preparefinancia statementsthat arefully
auditable.

Treasury implemented the Treasury Information
ExecutiveRepository (TIER) system, aDepartment-
widefinancia management datawarehouse, which
receivessdlected monthly financid datafrom bureaus
and other reporting entities. Enhancementsarebeing
madeto the TIER system to meet the requirements
of the FASAB standardsand the additional financial
gatements. Inaddition, theDepartment isimplement-
ingthe CFO Vison™ developed by the SASIndtitute,
which will perform analyses and generate reports
based on the consolidated Departmental datain the
TIER system. The CFO Vison™ will beused to
produce the Department’s consolidated financial
statementsin accordancewiththe OMB Bulletin No.
97-01, and analyze budget and accounting data.

Internal Revenue Service
Modernization and Restructuring

Inearly FY 1998, Charles Rossotti was named
Commissioner of thelRSfollowing anextensive
Treasury Department led search process. Mr.
Rossotti hasbrought private sector management
experience and talent to the IRS, and it is his
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concept of modernization that will largely be
implemented in the upcoming IRS restructuring.
The Problem Solving Days were implemented in
November, 1997 inresponseto Senate Finance Com-
mitteehearingsontaxpayer problems. TheDepartment
partnered with IRSto bring theseabout and Secretary
Rubin attended the first Problem Solving Day in
Baltimore, Maryland. After thePresident announced
the formation of Citizen Advisory Panelsin early
FY 1998, ajoint Treasury/IRStask force completed
foundation documentation and the planning necessary
to launch the panelsin accordance with the Federa
Advisory Committee Act.

ThelRSRedtructuring and Reform Act of 1998 required
significant changesin IRS organization structure,
bus nessprocesses, and requirements. TheAct crested
a nine-person Oversight Board, with six members
fromtheprivatesector, to overseetheadministration
anddrategicplanningat thelRS. TheActdsoprovided
many important taxpayer protectionswhich coincides
with the Commissioner’ s modernization plan with
its new mission statement: “Provide America’s
taxpayers top quality service by helping them
understand and meet their tax responsibilities and
by applying the tax law with integrity and fairness
to all.”

IRS has made progress in implementing
recommendations to strengthen its modernization
capability and improve its management processes.
| RS had devel oped aM odernization Blueprint which
outlines themanage-ment practicesand devel opment
processes to manage the modernization. The Chief
Information Officer planstofully implement GAO's
recommendations before IRS begins building its
modernized systems, and IRS will reexamine its
blueprint in light of the ongoing organizational
restructuring. IRS also has an investment review
board to select, control, and evaluateitsinformation
technology investments. IRSisworkingwithitsPrime
Integration Support Contractor (PRIME) to define
key components of the blueprint, to acquire and
implement modernized tax systems in accordance
with the blueprint, and to account for changesasa
result of implementing the Restructuring and Reform
Act of 1998.

Because of the importance and high cost of the
modernization and because key recommendations

provided by GA O have not been implemented,
thisissueisdill consderedasa”highrisk” program
by the GAO.

Financial Management Weaknesses

Management reviews and audits conducted by
the GAO andthe Treasury’ sOfficeof Inspector
General identified financial management
weaknesses which hinder Treasury’ s ability to
achieve our missions and program objectives.
Theseweaknessesal so haveasignificant impact
ontheTreasury bureaus ability tocarry outtheir
programsor preparetimely financia statements.
Inaddition, theseweaknessesareamajor factor
preventing the Department from receiving an
unqualified opinion on its annua financia
Statements.

Part 111 of this Accountability Report provides
specific financial management weaknesses for
which the Department has initiated aggressive
corrective actionsto resolve. The mgjority of
theseweaknessesare concentratedin Financia
Management Service, Interna Revenue Service,
U.S. Customs Service, and Departmenta Offices.
TheDepartment a o recognized four new meterid
weaknesses associated with the District of
Columbiapension responsibilities, which were
assumed in October 1997.

Consolidated Financial Statements
(CES) for the Federal Government

The Department of the Treasury isresponsible for
preparing consolidated financial statements of the
Federal government. A number of problemswere
identifiedintheaudit of fiscal year 1997 CFSwhich
resultedinadisclaimer of audit opinionfromthe GAO.
Significant deficiencies in the agencies financial
sysemssarioudy hampered Treasury’ sability toobtain
timely and reliable information for the Government-
widefinancia statements. Inaddition, new Federd
accounting standardsand new reporting requirements
continueto beamajor chalengefor theentire Federa
government. GAO reported that problems with
fundamental record-kesping, incompletedocumentation,
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and weak internal controls prevent the government
from accurately reporting alarge portion of assets,
ligbilities, and cogts. GAO recommended thet Treasury
work with agenciesto addresssomeof theseproblems:
1) ensure proper accounting for basic transactions,
especially those between governmental entities; 2)
ensureinformation reported for the CFSiscons stent
withtheagenciesfinancid satementsandthat recon-
ciliationsare conducted on aperiodic basis; and 3)
ensurethat all disbursementsare properly recorded
and reconciled with Treasury’s records.

Treasury hasdevel oped action plansandisworking
with GAQ, Officeof Management and Budget (OMB),
and key agenciesto addressthese problems. Fixing
these problems represents a significant challenge
because of theszeand complexity of the government,
and the discipline needed to comply with the new
accounting and reporting requirements. Mestingthis
chdlengewill requirestrong management commitment,
adequatetraining of workforceandimprovedintegrated
financia systems at the Federal agencies.

IRS Accounts Receivable

ThelRSaccountsreceivableand delinquent debt
issues continueto bean IRS and Departmental
management priority, and progress is being
reported in Treasury’s quarterly report on its
Management Control Program. This report
monitorsspecific actionstaken by Treasury bureaus
to resolve the Department’s most significant
material weaknesses.

IRS has devel oped action plansto resolve the
workload of Tax Assessments and prioritize
collectible assessments. The challenge is to
mai ntain aba anced approach between collecting
asearly inthecollection processaspossble, while
dtill aggressvely pursuing non-compliancethrough
enforcement actions in an effort to promote
voluntary compliance.

IRS s continuing to devel op systemsthat will help

indealing with the collection of tax assessmentsand
prevent future delinquencies.

Debt Collection

TheDebt Collection Improvement Act of 1996
enhanced the Federal Government’s ability to
serviceand collect debts. Individuals, businesses,
andforeigngovernmentsowed Federa agencies
inexcessof $50 billioninddinquent non-tax debt.
About $29 billion or 56 percent isreferableto
Treasury. A dgnificantly smaler amount (between
$860 millionand $1 billionannudly) islikely to
be collectible.

FM Sisworking with approximately 50 agencies
toincreasedebt referrals. InJanuary 1999, the
Tax Refund Offset Program was merged into
the Treasury Offset Program. This merger is
one of the most important DCIA goals. The
number of participants in the offset program
increasedfrom 17to 37 agencies. Debtreferrals
increased from$9.4 billioninFY 1997 to nearly
$17 billion in FY 1998.

Effortscontinueto put acompleteinfrastructure
inplaceto maximizethecollection of delinquent
debts. Detailed information on debt collection
efforts is described in Part IV of this report
(Supplemental Information).
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Department of the Treasury

Consolidated Balance Sheet
As of September 30, 1998

(In Millions)
ASSETS
Entity Assets:
Intra-governmental Assets
Fund Balance (Note 2) $36,440
Loans & Interest Receivable (Note 3) 46,976
Investments and Related Interest (Note 4) 17,066
Other Intra-governmental Assets 156
Total Intra-governmental Assets 100,638
Cash, Foreign Currency, and Other Monetary Assets (Note 5) 21,235
Loans and Interest Receivable, Net (Note 3) 503
Investments and Related Interest (Note 4) 7,120
Reserve Position in the International Monetary Fund (Note 6) 21,155
Investments in International Financial Institutions (Note 7) 5,012
Inventories and Related Property, Net (Note 8) 365
Property, Plant & Equipment, Net (Note 9) 1,461
Other Assets 179
Total Entity Assets 157,668
Non-Entity Assets:
Intra-governmental Assets
Fund Balance (Note 2) 47,891
Due from the General Fund (Note 10) 5,247,189
Accounts Receivable & Related Interest, Net 152
Advances to the Black Lung Trust Fund (Note 11) 5,857
Investments and Related Interest (Note 4) 343
Loans and Interest Receivable (Note 3) 154,234
Total Non-Entity Intra-governmental Assets 5,455,666
Cash, Foreign Currency, and Other Monetary Assets (Note 5) 41,792
Gold & Silver Reserves (Note 12) 11,041
Tax/Trade, Other Non-entity Receivables, and Related Interest, Net (Note 13) 30,164
Other Assets 20
Total Non-Entity Assets 5,538,683
Total Assets $5,696,351

The accompanying notes are an integral part of these statements
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Department of the Treasury

Consolidated Balance Sheet
As of September 30, 1998
(In Millions)

LIABILITIES

Liabilities Covered by Budgetary and Other Resources
Intra-governmental Liabilities
Loans Payable & Interest (Note 14)
Other
Total Intra-governmental Liabilities Covered by Budgetary Resources
Interest Payable on Debt (Note 17)
Certificates Issued to Federal Reserve Banks (Notel5)
Allocations of Special Drawing Rights (Note 5)
Gold Certificates Issued to Federal Reserve Banks (Note 12)
Refunds & Drawbacks Payable
DC Pension Liability (Note 16)
Other Liabilities
Total Liabilities Covered by Budgetary Resources

Liabilities Not Covered by Budgetary and Other Resources
Intra-governmental Liabilities

Federal Debt & Interest Payable (Note 17)

Other

Total Intra-governmental Liabilities Not Covered by Budgetary
Resources

Federal Debt & Interest Payable (Note 17)

DC Pension Liability (Note 16)

Other Liabilities

Total Liabilities Not Covered by Budgetary Resources

Net Position (Note 19)

Total Liabilities & Net Position

The accompanying notes are an integral part of these statements

$50,601
471
21,072
45,417
9,200
6,719
11,017
1,384
3,451
2,725
130,985

1,785,180
144
1,785,324

3,694,516
5,157
1,281

5,486,278

79,088

$5,696,351
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Department of the Treasury

Consolidated Statement of Net Cost
For the Y ear Ended September 30, 1998

(In Millions)

Costs:

Program A --Economic: Promote Prosperous and Stable American and

World Economies

Intragovernmental Costs
With the Public

Total
Less Earned Revenues
Net Program Costs

Program B -- Financial: Manage the Government's Finances
Intragovernmental Costs
With the Public
Total
Less Earned Revenues
Net Program Costs

Program C -- Law Enforcement: Protect Our Financial Systems

and Our Nation's Leaders and Foster a Safe and Drug Free America

Intragovernmental Costs
With the Public

Total
Less Earned Revenues
Net Program Costs

Costs not assigned to programs:
Reimbursable Costs Incurred for Other Treasury Suborganizations
Other
Total
Less earned revenues not attributed to programs:
Reimbursements Earned from Other Treasury Suborganizations
Other
Total
Net Unassigned Costs

DEFERRED MAINTENANCE (Note 9)

NET COST OF TREASURY OPERATIONS

FEDERAL DEBT INTEREST COSTS
OTHER FEDERAL COSTS - Note 20

NET COST OF OPERATIONS AND FEDERAL DEBT INTEREST

$13,080

363,333
8,011

$384,424

NOTE: The Combined Statement of Financing does not include intra-agency eliminations

The accompanying notes are an integral part of these statements

Combined Elimination

(385)
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363,333
8,011

$384,424
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Department of the Treasury

Consolidated Statement of Changesin Net Position
For the Y ear Ended September 30, 1998
(In Millions)

Net Cost of Operations $384,424

Non-Exchange Revenues and Financing Sources

Appropriation Used 391,964
Revenue from Forfeiture 139
Interest Revenue 21
Imputed Financing Sources 668
Transferred in 57
Transferred out (7095)
Other (Note 24) (4,401)
Total Financing Sources 387,743
Net Results of Operations 3,319
Prior Period Adjustments (Note 19) 4
Net Change in Cumulative Results of Operations 3,323
Increase (Decrease) in Unexpended Appropriation (7,720)
Change in Net Position (4,397)
Net Position as of 10/1/97 83,485
Net Position as of 9/30/98 $79,088

The accompanying notes are an integral part of these statements
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Department of the Treasury
Combined Statement of Budgetary Resources
For the Y ear Ended September 30, 1998
(In Millions)
Budgetary Resources
Budget Authority $393,097
Unobligated Balance 42,535
Spending Authority from Offsetting Collections Earned 9,275
Adjustments, Anticipated for Rest of Year 329
Total Budgetary Resources 445,236
Status of Budgetary Resources
Obligations Incurred 397,514
Unobligated Balances Available 46,898
Unobligated Balances Not Available 824
Total Budgetary Resources 445,236
Outlays
Obligations Incurred 397,514
Spending Authority from Offsetting Collections and (9,732
Adjustments
Obligated Balance, Net-Beginning of the Period 8,509
Obligated Balance Transferred, Net (115)
Obligated Balance, Net-End of Period (8,628)
Total Outlays $387,548

The accompanying notes are an integral part of these statements
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Department of the Treasury

Combined Statement of Financing

For the Y ear Ended September 30, 1998

(In Millions)

Obligations and Nonbudgetary Resources
Obligations Incurred $397,514
Less: Spending Authority from Offsetting Collections and Adjustments (9,732
Donations Not in the Budget 0
Imputed Financing 668
Transfers-in (out) (595)
Exchange Revenue Not in the Budget (103)
Other (5,320)
Tota Obligations as Adjusted and Nonbudgetary Resources 382,432
Resources Not Funding Net Cost of Operations
Change in Undelivered Orders (510)
Capitalized Costs (890)
Financing Sources that Fund Costs of Prior Periods (2,243)
Other 396
Total Resources Not Funding Net Costs of Operations (4,039)
Costs Not Requiring Resources
Depreciation and Amortization 251
Revaluation of Assets and Liabilities 7
Other 571
Total Costs Not Requiring Resources 829
Financing Sources Yet to Be Provided 5,202
Net Cost of Operations $384,424

The Accompanying Notes are Integral Part of these Statements
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Department of the Treasury
Consolidated Statement of Custodial Activity
For the Y ear Ended September 30, 1998
(In Millions)
Sources of Custodial Revenue & Collections
Revenue Received
Individual Income & FICA Taxes $1,472,205
Corporate Income Taxes 212,992
Estate and Gift Taxes 24,631
Excise Taxes 59,209
Duties 19,118
Fees, and Licenses 1,690
Unemployment Taxes 6,479
Deposit of Earnings, Federal Reserve System 24,540
Fines, Penalties, Interest & Other Revenue 18.469
Total Revenue Received 1,839,333
L ess payments from permanent, indefinite appropriations
for refunds of taxes and duties (including related interest), duty
drawback, and earned income credit (153,057)
Net Revenue Received 1,686,276
Accrua Adjustment 36
Total Revenue 1,686,312
Disposition of Custodial Revenue & Collections
Amounts Provided to Non-Federa Entities 306
Amounts Provided to Fund the Federal Government (Note 30) 1,685,970
Accrua Adjustment 36
Total Disposition of Custodial Revenue & Collections 1,686,312
Net Custodial Revenue Activity $0

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

1. Summary of Significant Accounting Policies
A. Reporting Entity

The Department was created by Act (1 Stat.65) on September 2, 1789. Many subsequent acts have
figured in the development of the Department, delegating new duties to its charge and establishing
the numerous bureaus and divisions that now comprise the Department. Asamajor policy advisor
to the President, the Secretary has primary responsibility for formulating and managing the domestic
and international tax and financia policies of the Federal Government.

Further, the Secretary isresponsiblefor recommending and implementing United Statesdomestic and
international economicandtax policy; fiscal policy; governing thefiscal operationsof the Government;
maintai ning foreign assetscontrol; managing the Federa debt; overseeing thelaw enforcement functions
carried out by the Department; managing the devel opment of financial policy; representing the United
Statesoninternationa monetary, tradeand investment issues, overseeing Departmentd overseasoperdations,
and directing the activities of the Department in manufacturing coins, currency, and other products
for customer agencies and the public.

The Department iscomprised of Departmental Offices, the Office of Inspector General, the Treasury
Forfeiture Fund, the Exchange Stabilization Fund, the Federal Financing Bank, the Financial Crimes
Enforcement Network, and the Community Development Financial Institutions Fund, aswell asthe
following eleven bureaus: Bureau of Alcohol, Tobacco and Firearms; Office of the Comptroller of
the Currency; U.S. Customs Service; Bureau of Engraving and Printing; Federal Law Enforcement
Training Center; Financial Management Service; Internal Revenue Service; U.S. Mint; Bureau of the
Public Debt; U.S. Secret Service; and Office of Thrift Supervision.

The accompanying financial statementsreflect the activities of the U.S. Department of the Treasury.
The Department’ sfinancial statementsreflect the reporting of itsown entity activitieswhich includes
appropriations it receives to conduct its operations and revenue generated from those operations.
They aso reflect the reporting of certain non-entity (custodial) functions it performed on behalf of
the Federal Government and others. Non-entity activitiesinclude the collection of Federal revenue,
servicing the Federal debt, disbursing certain Federal funds, and maintaining certain assetsandliabilities
for the Federal Government as well as for others.

Thefiscal year 1998 presentation differsfrom the Department’ sfiscal year 1997 presentation. Infiscal
year 1997, the Department used two separate sets of financial statementsto report its entity related
activities versus its non-entity activities. However, the Department streamlined its fiscal year 1998
report by including all of itsactivitiesinasingle set of financial statements. Another significant change
inFY 1998wasre-classfying, asentity activities, thelnternational Ass stancePrograms. Thisre-classfication
resulted in an increase to beginning net position of approximately $59 hillion.



Department of the Treasury  FY 1998 Accountability Report Page 44

The Department engagesin certain transactions between its non-entity related activitiesand itsentity
related activities. However, asamatter of policy, the Department doesnot eliminatethesetransactions
for consolidation purposes, becausetheactivitiesareviewed asseparateand unique. If thesetransactions
were eliminated, the Department’ s financia statementswould not be complete in terms of reporting
itstotal entity related activitiesand those non-entity related activitiescarried out on behalf of the Federal
Government.

For exampl e, the Federa Financing Bank (FFB) and the Community Development Financid Ingtitutions
Fund (CDFI), both entity activities of the Department, makeloansto Federal agenciesand to entities
outside of the Federal Government. To fund this loan activity, these two entities borrow from the
Federa Government, i.e., they borrow money fromthe Federal Government in order to maketheloans.
The Federal Government'sloansreceivablefrom FFB and CDFI areincluded in the Loans Receivable
lineitem onthe Department'sbal ance sheet inthe Non-Entity A ssetssection, becausethe Department's
Bureau of the Public Debt maintainsand reportsontheseassets (loansreceivable), dbeitina”custodia”
or non-entity capacity.

Therefore, inorder to show full accountability for the Department'snon-entity assets, i.e., those assets
for which the Department hascustody on behal f of another entity (inthiscasethe Federal Government),
the entity loans payable on the Department's balance sheet related to this activity are not eliminated
against the non-entity loans receivable also reported on its balance sheet. At, the Government-wide
level reporting, these transactions would be eliminated.

The Department thinksits policy not to eliminate these transactions follows the guidelines provided
inthe Statement of Federal Financial Accounting Concepts(SFFAC) No. 2, Entity and Display. SFFAC
No. 2, paragraph 77 states, “In reporting the transactions and balances of a federal reporting entity
initsentirety, itisconceptually desirable, although not always practicableto eliminate theintra-entity
transactions and balances. Factors to consider are the utility of the information for the entity in its
entirety if the intra-entity balances are not eliminated, the misunderstanding that might result if the
balances are not eliminated, and the cost-benefit of making the eliminations (emphasis added).” As
described above, the Department thinks its policy improves the utility of the information presented.

B. Basis of Accounting & Presentation

Entity Components of the Financial Statements. TheDepartment’ sfinancia statementswith respect
to thebalance sheet, the statement of net cost, and the statement of changesin net position arereported
using theaccrua basisof accounting. Under theaccrua method, revenuesarerecognized when earned
and expenses are recognized when aliability isincurred (e.g. goods or services are received) without
regard to receipt or payment of cash. The Department’ sstatement of budgetary resourcesisreported
using thebudgetary basisof accounting. Budgetary accounting facilitatescompliancewithlega congtraints
and controls over the use of federal funds. It generally differs from the accrual basis of accounting
inthat obligationsarerecognized when new ordersareplaced, contractsawarded, and servicesreceived,
that will require paymentsduringthesameor futureperiod. Thepurposeof the Department’ sstatement
of financing isto provide areconciliation which clarifies the rel ationship between the obligation basis
of budgetary accounting, used for the statement of budgetary resources, andtheaccrual basisof financid
(i.e., proprietary) accounting, used for the statement of net cost.
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Non-Entity Components of the Financial Statements. The Department’ snon-entity revenuereported
through the statement of custodial activity isrecognized on amodified cash basis, reflecting accruals
for tax/tradereceivablesaswell asfor interest earned. Refundsof taxesandinterest, aswell asEarned
Income Tax Credit (EITC) payments, are also recognized on a modified cash basis, which includes
accrualsfor tax refundspayabl e (seereference Pbel ow, Sourcesof Custodial Revenuesand Collections).

The Department’ sfinancial statements are presented in accordance with the hierarchy of accounting
standards described in OMB Bulletin 97-01, which is as follows:

. Individua sandardsrecommended by FASAB and agreedto by the Director of OMB, the Comptroller
General, and the Secretary of the Treasury and published by OM B and the General Accounting
Office, as codified in the Statements of Federal Financial Accounting Standards (SFFAYS);

. I nterpretationsrel ated to the SFFA Ssissued by OM B inaccordance with the proceduresoutlined
in OMB Circular A-134, “Financia Accounting Principles and Standards;”

. Requirementscontainedin OM B’ sForm and Content Bulletinin effect for the periodscovered
by the financial statements;

. Accounting principlespublished by other Federal and private sector authoritative standard setting
bodiesand authoritative sources(a) intheabsence of other guidanceprovidedinthishierarchy
and (b) if the use of such accounting principles improves the meaningfulness of the financial
Statements.

These financia statements are provided to meet the requirements of the Government Management
Reform Act. They consist of the consolidated balance sheet, the consolidated statement of net cost,
the consolidated statement of changesin net position, the combined statement of budgetary resources,
the combined statement of financing, and the consolidated statement of custodial activity; all of which
are prescribed by OMB Bulletin No. 97-01, Form and Content of Agency Financia Statements, as
amended.

Whilethesefinancial statementshave been prepared from thebooksand recordsof theentity inaccordance
with theformats prescribed by OMB, thesefinancial statementsarein addition to thefinancial reports
used to monitor and control budgetary resourceswhich are prepared from the samebooksand records.

Thesefinancia statementsshould beread withtherealization that they arefor acomponent of asovereign
entity, that liabilities not covered by budgetary resources cannot be liquidated without the enactment
of an appropriation, and that the payment of all liabilities other than for contracts can be abrogated
by the sovereign entity.

Because OMB prescribed new financia statement formatsfor fiscal year 1998, comparativeinformation
is not provided for fiscal year 1997.
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C. Tax/Trade and Other Non-entity Receivables

The Department follows the provisionsin the Statement of Federal Financial Accounting Standards
(SFFAS) No. 7, Accounting for Revenue and Other Financing Sources, for recording tax/tradereceivables.
Tax/Trade receivables are not accrued until related tax returns are filed, assessments are made, and
prepayments netted against liabilities. Accrualsare madeto reflect penaltiesand interest on tax/trade
receivablesthrough the balance sheet date. SFFASNo. 7 al so distingui shes between assessmentsthat
should be reported on the bal ance sheet (tax/trade receivabl es) and those that should be disclosed as
compliance assessments and write-offs. A summary of each category follows:

Tax/Trade Receivables consist of unpaid assessments (taxes and associated penalties and interest)
duefromtaxpayersfor which the Department can support theexistence of arecel vablethrough taxpayer
agreement, such asfiling atax returnwithout sufficient payment, or acourt rulinginfavor of the Department.
Tax/Tradereceivables are shown on the balance sheet net of an alowancefor doubtful accounts. The
allowance for doubtful accounts reflects an estimate of the portion deemed to be uncollectible.

Compliance Assessments areunpaid assessmentsinwhich neither thetaxpayer nor acourt hasaffirmed
that the taxpayer owes amountsto the Federal Government. Examplesinclude assessmentsresulting
fromanaudit or examinationinwhichthetaxpayer doesnot agreewiththeresultsof theaudit or examination.
These assessments are not reported in the financial statements.

Write-offs consist of unpaid assessmentson whichthe Department doesnot expect further collections
duetofactorssuch asthetaxpayer’ sdeath, bankruptcy, or insolvency. Theseamountsarenot reported
on the balance sheet as they are deemed uncollectible. However, statutory provisions require that
these accounts be maintained until the statute for collection expires.

Other non-entity accountsreceivableandrelated interest arerecognized for amountsdueto the Federa
Government. These amounts include interest outstanding on monies deposited in Federal Reserve
Banks. It aso includes amounts Federal agencies owe to the Federal Government for the payment
of water and sewage service; apayment made by the Department on behal f of the Federal Government.

D. Investments
Entity and non-entity investmentsarestated at amortized cost, whichisan approximation of fair value.
Premiums and discounts on investments are amortized using the straight line method over the term

of the investments.

Entity and non-entity intra-governmental investmentsare adjusted to market valueif Treasury intends
to sell the security prior to maturity and thereisareduction inthe security that ismorethantemporary.
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E. Inventories and Related Property

| nventoriesand rel ated property includeinventory, operating materia sand supplies, and forfeited property.
The Department utilizes various accounting methodsto account for inventory and operating supplies
which approximates historical costs. All operating materials and suppliesarerecorded as an expense
when consumed in operations.

Recognition of revenuefromtheforfeitureof property isdeferred until the property issold, or transferred
toastate, local, or federal agency, or to aforeign government. Revenueisnot recorded if theforfeited
asset is ultimately destroyed, such as counterfeit property.

F. Loans and Interest Receivable - from Other Federal Agencies

Intra-governmental entity L oansand I nterest Receivable, from other Federal agencies, represent loans
and interest receivable held by the Department. No subsidy costs were recorded for |oans purchased
from federal agencies, because these are guaranteed (interest and principal) by those agencies.

Intra-governmental non-entity L oansand I nterest Receivablefrom Other Federal Agenciesrepresent
loansissued by the Department to Federd agencieson behaf of the Federal Government. The Department
acts as an intermediary issuing these loans, because the agencies receiving these loanswill lend these
fundstoothersto carry out various programsof the Federal Government. Because of the Department’s
intermediary roleinissuing theseloans, the Department does not record an allowance or subsidy costs
related to theseloans. Instead, |loan loss allowances and subsidy costs are recognized by the ultimate
lender, the Federa agency who issues the loans.

G. Property Plant and Equipment

The Department’ sproperty, plant and equipment i srecorded at cost andisdepreciated using thestraight
linemethod over theestimated useful livesof theassets. Mgjor alterationsand renovationsarecapitaized,
while maintenance and repair costs are charged to expense as incurred.

SFFASNo. 6, Accounting for Property, Plant and Equipment, doesnot set acapitalization threshold
asanelement of the property, plant and equi pment (PP& E) definition. Instead, the Federal Accounting
Standards Advisory Board (FASAB) adopted amateriality approachwhich allowseach Federa entity
to establishitsown capitalization threshold, aswell asguidance on applying thethreshold. Inreaching
the conclusionsin SFFAS No. 6, FASAB noted the diversity of Federal entities and concluded that
one threshold would not be suitable for all entities. FASAB a so noted that permitting management
discretionin establishing capitalization policiesleadsto amore cost-effective application of accounting
standards. The Department iscomprised of many bureausthat arediverse bothinsizeandin operating
environment. Accordingly, the Department’ scapitalization policy usesrangesrather than setting specific
capitalization thresholds. The Department’ s capitalization policy permits the management of each of
the Department’ sbureausto sel ect an appropriate capitali zation threshol d within therange of $25,000
minimum and $50,000 maximum. The Department also uses ranges for bulk purchases: $250,000
minimum and $500,000 maximum for non-manufacturing bureausand $25,000 minimum and $50,000
maximum for manufacturing bureaus. Bureausdeterminetheindividual item cost that will be applied
to bulk purchases. Inaddition, the Department’ sbureausmay expensebulk purchasesif they conclude



Department of the Treasury  FY 1998 Accountability Report Page 48

that total period costswould not bematerial ly distorted and the cost of capitalizationisnot economically
feasible.

H. Federal Debt

Debt and associated interest is reported on the accrual basis of accounting. Certain debt securities
areissued at adiscount or premium. These discounts and premiums are amortized over the term of
the security using the straight-line method.

. Debt Prepayment Premium

Thedebt prepayment premiumiscal cul ated asthe difference between thefaceamount of the Department’ s
borrowing being prepaid and the present value of the expected future cash flows under the original
terms, discounted at the Department’ s cost of borrowings on the prepayment date (the amount FFB
must pay to order to prepay the debt). The nature of the debt prepayment isdiscussed in further detail
in Note 14.

J. Pension Costs, Other Retirement Benefits, and Other Post Employment Benefits

The Department recogni zesthefull costsof itsemployees pension benefits, however, theliability associated
withthesecostsarerecognized by Officeof Personnel Management (OPM) rather than the Department.

Most employeesof the Department hired prior to January 1, 1984, participateinthe Civil Service Retirement
System (CSRYS), towhichthe Department contributed 8.51 percent and employeescontributed 7 percent
of basepay. For law enforcement officersunder CSRS, the Department contributed 9.01 percent and
law enforcement officers contributed 7.5 percent of base pay.

On January 1, 1987, the Federal Employees Retirement System (FERS) went into affect pursuant
to Public Law 99-335. Employeeshired after December 31, 1983, areautomatically covered by FERS
and Socia Security. A primary feature of FERSIsthat it offersasavingsplan to which the Department
automatically contributes 1 percent of base pay and matchesany employeecontributionsupto an additional
4 percent of basepay. For most employeeshired after December 31, 1993, the Department al so contributes
theemployer’ smatching sharefor Social Security. For the FERSbasi ¢ benefit the Department contributed
10.7 percent and employees contributed 0.8 percent of base pay. For law enforcement officersunder
FERS, the Department contributed 23.3 percent and | aw enforcement officerscontributed 1.3 percent
of base pay.

Similar to Federa retirement plans, Officeof Personnel Management (OPM) rather than the Department,
reportstheliability for future paymentsto retired empl oyeeswho participatein the Federal Employees
Health Benefits Program (FEHBP) and Federal Employees Group Lifelnsurance (FEGLI) Program.
Asaresult of SFFASNo. 5, the Department isrequired toreport thefull cost of providing other retirement
benefits (ORB). Inaddition, SFFASNo. 5 a so requiresthe Department to recognize an expenseand
ligbility for other post employment benefits (OPEB), which includes all types of benefits provided to
former or inactive (but not retired) employees, their beneficiaries, and covered dependents.
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Additionally, the Department’ s Office of the Comptroller of the Currency (OCC) and Officeof Thrift
Supervision (OTS) separately sponsor certain benefit plansfor their employees. OCC sponsorsalife
insurance benefit planfor current employeeswho arenot enrolledin FEGL | plans. Thisplanisadefined
benefit plan, and OCCisfully responsiblefor theassociated liability. Additionally, OTS providescertain
health and life benefits for all retired employees that meet eligibility requirements.

K. DC Pension Fund

TheBaanced Budget Act of 1997, which becameeffectiveon October 1, 1997, providesthat the Secretary
of the Treasury assume certain responsibilitiesfor the District of Columbiapension system, including
administration of fund assets and distribution of pension benefits. To varying degrees the Secretary
isresponsible for three District retirement programs:

. Police Officers and Firefighters Retirement Program
. Teachers Retirement Program
. Judges Retirement Program

For thePolice Officers, Firefightersand Teachers, the Secretary acting onbehdf of the Federd Government,
will pay for benefitsearned prior toand on June 30, 1997. TheDistrict Government will beresponsible
for paying benefits earned after June 30, 1997. For the Judges, the Secretary, acting on behalf of the
Federal Government, will pay for benefits earned both before and after

June 30, 1997.

Asof September 30, 1998, the assetsthat areto be transferred to the Federal Government, pursuant
to the Act, have not been identified nor transferred to the Trust Funds of the Federal Government.
Thefinancial statementsreflect the equity in net assets held in trust for pension benefits, based on an
estimated percentage, seventy-three percent, of the assetsto be split between the Federal Government
and the Didtrict as of the effective date of the Act October 1, 1997.

L. Certificates Issued to Federal Reserve Banks

Certificatesissuedto Federa ReserveBanksarestated at their facevalue. Itisnot practical toestimate
thefair valueof Certificates| ssuedto Federal Reserve Bankssincethese certificatescontain no specific
terms of repayment.

M. Allocation of Special Drawing Rights

Allocation of Special Drawing Rights are valued as of September 30, 1998, using current exchange
rateswhich approximatetheir fair value. See Footnote Number 5* Cash, Foreign Currency, and Other
Monetary Assets’ for the exchange rates.

N. Federal Employee Benefits Payable - FECA Actuarial Liability

The Federal Employees Compensation Act (FECA) provides income and medical cost protection
to covered Federd civilianemployeesinjured onthejob, and employeeswho haveincurred awork-rel ated
injury or occupational disease. These future workers' compensation estimates were generated from
an application of actuaria proceduresdevel opedto estimatetheliability for FECA benefits. Theactuaria
liability estimates for FECA benefits include the expected liability for death, disability, medical, and



Department of the Treasury  FY 1998 Accountability Report Page 50

miscellaneous costs for approved compensation cases. 1n 1998, the liability was determined by the
Department of Labor using the paid |l ossesextrapol ation method cal cul ated over thenext 37-year period.

0. Revenue & Financing Sources

The Department’ s activities are financed either through exchange revenue it recelves from others or
through non-exchangerevenue and financing sources (such asappropriationsprovided by the Congress
and penalties, fines, and user fees collected). Exchange revenues are recognized when earned; i.e.
goods have been delivered or services have been rendered. Non-exchange revenues are accounted
for when received by the collecting entity. Appropriations used are recognized as financing sources
when related expenses areincurred or assetsare purchased. Revenue from reimbursable agreements
isrecognized when the services are provided. The Department also incurs certain costs that are paid
intotal or in part by other Federal entities, such aspension costs. Thesesubsidized costsarerecognized
on the Consolidated Statement of Changesin Net Position asimputed financing sources equal to the
cost paid by theproviding entity. Other non-exchangefinancing sourcessuch asdonations, andtransfers
of assets without reimbursements also are recognized for the period in which they occurred.

The Department recognizesforfeited revenueit recel vesasnon-exchangerevenue on the Consolidated
Statement of Changesin Net Positioninaccordancewith SFFASNo. 7. Thecostsrelatedtotheforfeiture
fund program are reported on the Consolidated Statement of Net Cost.

P. Sources of Custodial Revenues and Collections

Non-entity revenuereported onthe Department’ sstatement of custodial activity includescash collected
and received by the Department. It doesnot includerevenuecollected by other Federal agencies, such
asuser feesand other recei pts, which areremitted for generd operating purposesof the Federd Government
or are earmarked for certain trust funds.

Revenue from taxes and duties are recognized when cash isreceived. However, the accrua method
of accounting is used to recognize interest earned on loans provided by the Department on behalf of
the General Fund.

Q. Tax Assessments and Abatements

Under thel RC Section 6201, the Department i sauthorized and required to makeinquiries, determinations,
and assessments of all taxes which have not been duly paid (including interest, additions to the tax,
and assessabl e pendties) under thelaw. Unpaid assessmentsresult from taxpayersfiling returnswithout
sufficient payment, aswell asfrom tax compliance programs, such as examination, under reporter,
substitute for return, and combined annual wage reporting.

The Department also has authority to abate the paid or unpaid portion of an assessed tax, interest,
and penalty. Abatementsoccur for anumber of reasonsand areanormal part of thetax administration
process, (e.g., correcting an assessment of taxes from an enforcement program, taxes discharged in
bankruptcy, accepting offersin compromise for less than the full amount of taxes owed, amending
tax returns, and abating penaltiesfor reasonablecause.) Theabatement processisalso used by taxpayers
to contest assessments made due to mathematical or clerical errors, and for contesting an assessment
oncetheliability hasbeen satisfied. Another form of abatement occurswhen aqualifying corporation
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clams a net operating loss that creates a credit that can be carried back to reduce a prior year’s tax
liability. Abatements may result in claimsfor refunds or areduction of the unpaid assessed amount.

Types of Taxes

Thetypeof taxesincluded onthe Department’ sConsolidated Statement of Custodial Activity includes:

R.

Individual Income & FICA Taxes -- Federal income and social security taxespaid under
SubtitleA of thelnternal Revenue Code (IRC). Pursuant tothe Socia Security Act, asamended
by P.L. 94-202 effective January 1, 1978, Socia Security taxesarecollected through the Federal
Tax Deposit (FTD) system and remitted to the Social Security trust fund.

Corporate Income Taxes -- Federa incometaxes paid by businesses under Subtitle A of the
IRC.

Estate and Gift Taxes -- Taxes paid under Subtitle B of the IRC.

Excise Taxes -- The Department collects excise taxes for various trust funds and accounts,
including the Highway Trust Fund, Airport and Airways Trust Fund, and the Mass Transit
Account. Excisetaxesare collected on variousitemsincluding the purchase of airlinetickets,
gasoline products, and many others. The Department aso collects excise taxes on distilled
spirits and imported liquor, tobacco, and firearms.

Unemployment Taxes -- The collection of unemployment taxes under Subtitle C of the IRC
isadministered by the IRS. Federa unemployment taxes are also collected through the FTD
system and remitted to the Department of Labor’s Unemployment Trust Fund.

Duties -- Amounts collected by Customs on imported goods.

Deposit of Earnings, Federal Reserve System -- Funds deposited by the Federal Reserve
Bank, from earningson deposits. Pursuant to Sec. 16 of the Federal Reserve Act, the Federal
Reserve remits earnings and deposits to the General Fund.

Fines, Penalties, Interest, and Other Revenue -- Finesassessed for violations, or latecharges
andinterest charged for delinquent payment of taxes. Interest revenueisfromtheloansprovided
onbehdf of the Generd Fundto other Federd agencies. Other revenueincludesother miscellaneous
revenue collected by the Department and deposited into the General Fund.

Disposition of Custodial Revenue Collections -- Amounts are recognized as dispositions
for: (1) fundsdeposited tothegeneral fund and other entities; and (2) anountsto betransferred
upon collection.

Judgment Fund

The Judgment Fund was established by Congressin the 1950s, as a permanent indefinite appropriation, to pay
inwholeor in part the court judgmentsand settlement agreementsnegotiated by the Justice Department on behal f
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of Federal agencies, aswell ascertaintypesof administrativeawards. The Judgment Fund recognizesan expense
and records appropriations used for the full judgment or settlement rendered against the Federal Government.

S. Permanent and Indefinite Appropriations

Permanent and indefinite appropriations are used to disburse tax and duty refunds, duty drawbacksand earned
incomecredits. Theseappropriationsare not subject to budgetary ceilings established by Congress. Therefore,
refunds payable at year-end are not subject to funding restrictions. Refund payment funding is recognized as
appropriations used. Permanent indefinite authority is not stated as a specific amount and is available for an
indefinite period of time.

Although funded through appropriations, refund and drawback activity is, in someinstances, reported asacustodial
activity of the Department. Thispresentationisappropriatebecauserefundsare, in substance, acustodid revenue-relaed
activity in that they are adirect result of taxpayer overpayments of their tax liabilities. Federal tax revenue
received from taxpayersis not available for use in the operation of the Department and is not reported on the
Statement of Net Cost. Likewise, the resultant refunds of overpayments are not recognized by the Department
as an operating expense of the Department. Consequently, to present refunds as an expense of the Department
on the Statement of Net Cost with related appropriations used, would be inconsistent with the reporting of the
related Federal tax revenue and would materialy distort the costs incurred by the Department in meeting its
strategic objectives.

The Department al so receivestwo permanent and indefinite appropriationsrel ated to debt rel ated activity. One
is used to pay the interest on the public debt securities; the other is used to pay the redemptions of securities
that have matured, been called, or are eligible for early redemption.

Additionaly, the Department al so receives permanent and i ndefinite appropriationsto make paymentson behal f
of the United States Government. These appropriations are provided to make paymentsto the Federal Reserve
for servicesprovided. 1t includesappropriationsprovided to make other disbursementson behalf of the Federal
Government, including payments made to variousindividuas astheresult of claimsand judgements rendered
against the United States.

T. Imputed Costs/Financing Sources

Federal Government entities often recelve goods and services from other Federal Government entities without
reimbursing the providing entity for all the related costs. In addition, Federal Government entities often incur
costs that are paid in total or in part for other entities. These congtitute subsidized costs which are recognized
by thereceiving entity. Animputed financing sourceisal so recognized by thereceiving entity. The Department
of the Treasury recognized imputed costs and financing sourcesin fiscal year 1998 to the extent directed by
the OMB. The Department recognizes imputed financing for pension costs which will be ultimately be paid
OPM. TheDepartment aso recognizesimputed financing for judgementsand claimsrendered againg the Department
which will be paid from the Judgement Fund.
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2. Fund Balance

Entity

Entity fund balance includes balances which are available to pay liabilities and to finance authorized
purchasecommitments. Inadditiontoamountsreceived fromappropriationsto pay salariesand expenses,
fund balance a so includes amounts received from appropriations to make contributions to various
international financial institutions(seeNote7). Asof September 30, 1998 entity fund balance consisted
of the following (in millions):

Unobligated Unobligated

Obligated Available Restricted Total
Appropriated Funds $21,878 $12,590 $76 $34,544
Trust Funds 71 60 0 131
Revolving Funds 701 232 0 933
Other Fund Types 17 167 648 832
Total $22,667 $13,049 $724 $36,440

$19.2 hillion of the $21.9 billion in obligated appropriated fundsis for outstanding letters of credit
issued to the International Monetary Fund (IMF) and Multi-latera Development Banks (MLDBS),
which candraw down ontheselettersof credit asfundsareneeded. Total draw downsontheoutstanding
letters of credit during fiscal year 1998 were $9.0 billion, including $7.4 billion by the IMF.

Non-Entity Fund Balance

Non-entity fund balance represents unused balances of appropriations received by various Treasury
entitiesto conduct custodial operationssuch asthe payment of interest onthe Federal debt and refunds
of taxes, duties, fees, and drawbacks. Asof September 30, 1998, non-entity fund balance consisted
of the following (in millions):

Unobligated Unobligated

Obligated Available Restricted Total
Appropriated Funds $46,046 $312 $40 $46,398
Revolving Funds 0 7 0 7
Other Fund Types 47 1,100 339 1,486
Total $46,093 $1,419 $379 $47,891

Restricted amounts, both entity and non-entity, primarily include collectionswhich can beused to of fset
certain costsof operations. However, theseamountsarerestricted fromfunding the cost of these operations
until authority is granted through Appropriations Acts.
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3. Loans and Interest Receivable

Loansand interest receivable represent |oans held by the Department arising from its own operations
(entity) and loans held on behalf of the Federal Government (non-entity).

Entity

Asof September 30, 1998 intra-governmental |oansand interest receivable consisted of thefollowing
(in millions):

Agency Loans Purchased $17,785
Direct Loans Purchased 5,696
Guaranteed Loans 22,662
Interest Receivable, Intra-governmental Loans 1,051
Less Discount 1)
Less Allowance on Loans & Interest Receivable (217)
Total Entity Loans Receivable - Intragovernmental $46,976

Agency loanspurchased areeither notesor poolsof loanssold by Federa agenciesintheform of certificates
representing shares of ownership in the loan pool. The selling agencies guarantee the principa and
interest repaymentsonthenotesor certificates. Guaranteed |oansareloansmadeto non-federa borrowers
whose obligation to repay the principal and interest is guaranteed by a federal agency.

Asof September 30, 1998, loansand interest recel vablefrom non-federal entitiescons sted of thefollowing
(in millions):

Direct Loans $501
Less Allowance/Subsidy Cost 2
Interest 4
Total Entity Loans Receivable $503

Included in the amounts above are loans provided by the Department to the International Monetary
Fund (IMF) throughthe General Arrangementsto Borrow (1962) and theNew Arrangementsto Borrow
(1998); to forestall or cope with an impairment to the international monetary system. Any loan to
the IMF givesrise to asimilar counterpart claim on the IMF. These claims are interest bearing and
areliquid, asthey may beexercisedin short noticeif theU.S. needsadditional foreign currency reserves.
These loans are recognized at cost adjusted for exchange rate gains and |osses.

Non-Entity

Non-entity loans and interest receivable represent |oans managed by the Department on behalf of the
Federal Government. The Department is responsible for collecting these loans and transferring the
proceeds to the General Fund.

These loans are provided to Federa agencies and the Department. The Department borrows these
amounts to fund its mandated lending activities. Such borrowings, by the Department, are reflected
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asentity related activitiesin the financial statements, while the non-entity loan balances are reflected
as non-entity activitiesin the financial statements. Accordingly, these balances were not eiminated
in the preparation of the financial statements.

As of September 30, 1998, non-entity loans and interest receivable consisted of the following
(in millions):

Loans Interest Loans and Interest

Receivable Receivable Receivable

Federal Financing Bank $34,036 $1,038 $35,074
Federal Direct Student Loan Program 35,097 0 35,097
Disaster Loan Fund 9,160 575 9,735
Rural Electrification and Telecommunication Fund 9,232 0 9,232
Commodity Credit Corporation 17,543 159 17,702
Rural Housing Insurance Fund 7,197 0 7,197
Federal Housing Administrations 6,579 0 6,579
Housing for the Elderly and Handicapped 5,293 180 5,473
Other 27,890 255 28,145
Total $152,027 $2,207 $154,234

4. Investments and Related Interest

Entity

The Department investsfundsin excessof itsimmediate needsin Government Account Seriesinvestments.
A magjority of theseinvestmentsrepresent short term (31 daysor less) non-marketabl e par value Federal
debt securities. Investments in Federal Government securities are reported at acquisition cost, net
of premiums and discounts.

The Department invests funds available for its exchange stabilization activities in securities outside
the Federal Government. Securities that the Department has both the positive intent and ability to
hold to maturity are classified as investment securities held to maturity and are carried at historical
cost, adjusted for amortization of premiums and accretion of discounts.

Equity pooledinvestmentsheld outs dethe Federal Government representsinvestmentsthe Department
acquired through the assumption of the DC Pension liability (see Note 16). The Department hastitle
to these assets pursuant to the Balanced Budget Act of 1997 (the Revitalization Act). However, as
of September 30, 1998, these investments were still in the custody of the District of Columbia.
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As of September 30, 1998 entity investments consisted of the following (in millions):

Amortized

(Premium)/ Investment Interest Investment
Type of Investment Cost Discount Net Receivable Balance
Equity in Pooled Investments $3,350 $0 $3,350 $11 $3,361
Japanese T- Bills 2,762 3 2,765 3 2,768
German Bonds 759 (5) 754 19 773
German BUBIIIs 203 2 205 2 207
Marketable Securities 11 0 11 0 11
Total Non-Federal 7,085 0 7,085 35 7,120
Intra-governmental
Non-Marketable Par Value 16,590 1) 16,589 5 16,594
Marketable Securities 462 5 467 5 472
Total Federal 17,052 4 17,056 10 17,066
Total $24,137 $4 $24,141 $45 $24,186

Asof September 30, 1998 required market value disclosure of Investments consisted of thefollowing
(in millions):

Equity in Pooled Investments $3,361
Japanese T- Bills 2,766
German Bonds 782
German BUBIIIs 205
Marketable Securities 11
Marketable Securities - Intragovernmental 474
Total $7,599

Non-Entity

Non-entity investmentsincludeseized monetary assetsthat areinvested in Government Account Series
securities. Asof September 30, 1998, theintra-governmenta investmentswereasfollows(inmillions):

Interest
Amortized Investment Receivable Investment
(Premium)/ Balance Other Balance
Cost Discount 9/30/98 Adjustments 9/30/98

Non-Marketable Par $344 ($1) $343 $0 $343
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5. Cash, Foreign Currency, and Other Monetary Assets

Entity

Entity cash, foreign currency, and other monetary assetsprimarily includesforeign currency denominated
assets (FCDA), specid drawing rights (SDR), and forfeited cash. SDRs and FCDAs are valued as
of September 30, 1998, using current exchange rates. The amounts held as of September 30, 1998
were as follows (in millions):

Cash $144
Foreign Currency
German Marks 5,484
Japanese Yen 5,345
Other Monetary Assets
Special Drawing Rights 10,176
Other 86
Entity Total $21,235

Other includesU.S. dollarsrestricted for use by the International Monetary Fund, and are maintained
in two accounts at the Federal Reserve Bank of New Y ork.

Certain operations of the Department result in the holding of various FCDAs denominated assets.
Theforeign currency holdingsarenormally investedininterest bearing assetsissued by or held through
foreigngovernmentsor monetary authorities. FCDAswith original maturitiesof threemonthsor less,
except for foreign currencies under swap agreementswith devel oping countries, werevalued at $8.7
billion as of September 30, 1998. Other FCDAs with maturities greater than three months are al'so
held and may at times include foreign currencies acquired under swap agreements with developing
countries. Asof September 30, 1998, FCDAswith maturities greater than three monthswere valued
at $2 hillion.

The SDRisan international reserve asset created by the International Monetary Fund (IMF). 1t was
created asasupplement to existing reserve assets, and on severa occasions SDRshave been allocated
by thelMFto membersparticipatinginthelMF sSDR department. Thevalueasareserveasset derives,
essentidly, fromthecommitmentsof participantsto hold and accept SDRsand to honor variousobligations
connected with its proper functioning as a reserve asset.

Onadaily basis, the IMF cal cul atesthe value of the SDR using the market value, in termsof the U.S.
dollar, from the amounts of each of five freely usable weighted currencies, as defined by the IMF.
These currenciesarethe U.S. dollar, the Deutsche mark, the Japanese yen, the French franc, and the
pound sterling. The Department’ s SDR holdings and allocations are revalued monthly based on the
SDR vauation rate calculated by the IMF.

During Fiscal Y ear (FY) 1998, the Department purchased, at theprevailing rates, $590.5 million equivalent
of SDRsreceivedfromthel MF by the General Fund of theU.S. Government asremuneration (interest)
ontheU.S. reservepositionintheMF, and paid the General Fund $4.1 millionin FY 1998, ininterest
on dollarsduethe General Fund in return for SDRsreceived asremuneration. Inaddition, during FY
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1998, the Department sold $400 millionand $266 million equivalent of SDRsto Mexicoand Argentina,
respectively, at the prevailing rate.

Pursuant to the IMF Articles of Agreement, SDRs allocated to or otherwise acquired by the United
States are resources unless:

a canceled by the Board of Governors based on an 85 percent majority decision of the
total voting power of the Executive Board of the IMF;

b. the SDR Department of the IMF is liquidated;

C. the IMF isliquidated; or

d. the United States chooses to withdraw from the IMF or terminate its participation in
the SDR Department.

Except for the payment of interest and charges on SDR allocationsto the United States, the payment
of the Department’ s liability related to the SDR allocationsis conditional on events listed above, in
which the United States has a substantial or controlling voice. Allocations of SDRs were made on
January 1,1970, 1971, 1972, 1979, 1980 and 1981. Since1981, thelMFhasmadenofurther allocations
of SDRs. Asof September 30, 1998, theamount of SDR all ocationswastheequivaent of $6.7 billion.

Non-Entity

Non-entity cash, foreign currency, and other monetary assetsincludesthe Operating Cash of the Federal
Government, managed by the Department. Also included isforeign currency maintained by various
U.S. and military disbursing offices. It alsoincludes seized monetary instruments, undistributed cash,
and offersin compromise which are maintained as the result of the Department’s law enforcement
and tax collecting responsibilities. The amounts held as of September 30, 1998 were as follows (in
millions):

Operating Cash of the Federal Government $41,439
Undistributed Cash/Offers in Compromise 158
Seized Monetary Instruments 90
Foreign Currency 105
Non-Entity Total $41,792

The Operating Cash of the Federal Government represents balances from tax collections, customs
duties, other revenues, federal debt receipts, time deposits, and other various receipts net of checks
outstanding, which are held in the Federal Reserve Banks, foreign and domestic financial institutions,
and in U.S. Treasury tax and loan accounts.

The Operating Cash of the Federal Government includes compensating balances, totaling $4.6 billion
asof September 30, 1998. Thesebalancesaredepositedinterest freeto compensatecommercial banks
for servicesprovided on behalf of the Federal Government (such ashandling over the counter deposits
for federa program agencies, providing lockbox services for agency collection programs, etc.)
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Seized Monetary Instruments and Seized Property

Seized property asdefined by SFFASNo. 3, Accounting for Inventory and Related Property, includes
monetary instruments, real property, and tangible personal property of othersintheactual constructive
possession of thecustodial agency. The Department seizesmonetary instrumentsand property interms
of thedefinition provided by SFFASNo. 3astheresult of tax, forfeiture, criminal, and other enforcement
actions. Seized property (including currency and monetary instruments) isrecorded at itsmarket value
at the time of the seizure. The value is determined by the selzing organization and is usually based
onmarket analysis suchasthird party appraisal, standard property vaue publicationsor bank statements.

The Department held $90 million in seized currency as of September 30, 1998. Of this amount $10
million was held as the result of tax and criminal enforcement actions and $80 million washeld asthe
result of Treasury Forfeiture Fund Program.

TheDepartment, throughthe Treasury Forfeiture Fund Program, seizesproperty such asreal property,
and tangible personal property of othersthat isin actual, constructive, or custodial possession of the
Department, resulting from theenforcement of Federal law. Alsoincludedinseized property areprohibited
items. Prohibited items are itemswith no legal market value in the United States and which will not
be sold for export. They include explosivesand pornography. Forfeited firearmsthat will not be sold
dueto Department policy area so considered to be prohibited items. 1llegal drugsand other forfeited
property are retained by the Department until final disposition.

Thefollowingtablesprovidedetailed information about the Department’ ssei zed monetary instruments
and property in relation to the Department’ s Forfeiture activities. Seized Currency on the Analysis
of Changein Seized Assetsincludes$80 million reported on the Balance Sheet. 1t alsoincludes seized
currency invested in Government Account Series of $343 million.
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Treasury, Analysis in Change in Seized Assets (Thousands)

Type of Asset Ogg:oaenrci Seizures Remissions a/ Forfeitures Adjustments b/ Cha;gzll:j Balance 9/30
Currency $206,512 $447,636 $(53,054) $(157,825) $(19,940) $(162) $423,167
Other Monetary Instruments 29,579 9,989 (11,746) (5,297) (7,177) 150 15,498
Real Property 44,072 67,791 (14,563) (14,956) 7,102 (642) 88,804
General Property 144,617 183,685 (111,980) (25,293) (6,900) (50,473) 133,656
Vessels 3,933 11,774 (7,617) (1,501) (550) (304) 5,735
Aircraft 2,029 28,356 (26,819) (384) (888) (27) 2,267
Vehicles 15,080 56,859 (36,892) (14,816) (1,006) (675) 18,550
Prohibited Property --- --- --- --- --- --- ---
Total Seized Assets $445,822 $806,090 ($262,671) ($220,072) ($29,359) ($52,133) $687,677
Analysis of Change in Number of Seized Assets - Line Items
Type of Asset Balance Seizures Remissions a/ Forfeitures  Adjustments b/ Balance 9/30
October 1
Currency (d) (d)
Other Monetary Instruments (d) (d)
Real Property 289 188 (39) (94) 8 352
General Property 10,640 22,429 (10,716) (12,282) 590 10,661
Vessels 145 180 (62) (121) (17 125
Aircraft 19 35 (27) (6) (1) 20
Vehicles 2,834 10,962 (4,168) (6,379) (184) 3,065
Prohibited Property 33,091 65,498 (1,579) (62,489) (2,757) 31,764
Total Seized Assets 47,018 99,292 (16,591) (81,371) (2,361) 45,987

a/ Remissions include seized items which were classified as prohibited, but subsequently returned to the owner once a legal right to possess the item was
established. Examples include firearms or controlled substances obtained by prescription.

b/ Adjustments - include reclassification of property categories and minor adjustments to beginning balances. Additionally, adjustments include property
turned over to state and local or other Federal Law enforcement agencies for prosecution or destruction prior to forfeiture.

¢/ Value Change - is an adjustment to reflect the net value change of a seized asset from the initial appraisal to the latest appraisal. This could result in either a
positive or negative change.

d/ Inconsistent methods have been used to record the number of seizures of currency and other monetary instruments. Therefore, numbers provided would not be
compiled from a uniform base, and accordingly, are not provided.
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6. Reserve Position in the International Monetary Fund

ThelMFwasestablishedin 1945 with themission of restoringinternational monetary cooperation and promoting
asound and growing world economy. For nearly thirty years, itsoperational focuswason maintaining exchange
rate stability through the “par value’ system, based on gold. With the second amendment of the Articles of
Agreement, that focus shifted to the promotion of exchange stability through the maintenance of orderly exchange
arrangements, with greaeter emphasisgivento thesurveillance of fundamenta economic policies, including exchange
rate policies.

The United States participates in the IMF, as do other members, through a quota subscription paid partly in
the form of reserve assets such asforeign currencies or SDRs and partly through making dollars available as
needed by the IMF. The reserve assets provided, plus any use by the IMF of its holdings of dollars, giverise
to a counterpart U.S. claim on the IMF. This represents the U.S. reserve position in the IMF. The Reserve
Position in the International Monetary Fund is revalued monthly based on the SDR valuation rate cal cul ated
by the IMF, and an unrealized gain or loss on revaluation isrecognized. The dollar portion of the U.S. quota
subscription is*“held” by the IMF through its accounts at the Federal Reserve Bank of New Y ork in the name
of theIMF. A small portion, approximately 1/4 of one percent of the U.S. quota, is maintained in the form of
cash balances, subject to minimum and maximum amounts, in an operational account used in conjunction with
thelMF stransactionswith other member countries. Thevast bulk of theIMF sdollar “ holdings’ aremaintained
intheform of aletter of credit issued by the Treasury. TheU.S. Quotainthe IMFis SDR 26.5 billion, valued
at $36.4 billion as of September 30, 1998. The quota includes the following amounts (in millions)

Currency Holdings

* Letter of Credit $14,884
U.S. Dollars Held by the IMF 85
Reserve Position 21,155
U.S. Quota in the IMF $36,124

* Thisamount isincluded as entity obligated appropriated funds under Note 2.

The difference between the $36.1 billion in the table above and the quota of $36.4 billion is due to
thedepreciation of thedollar against the SDR at September 30, 1998. ThelMF Articlesof Agreement
providethat amember country must maintain the value of itscurrency held by theIMF, which carries
al currenciesheld in terms of the SDR. If necessary, asaresult of depreciation of the dollar against
the SDR, the United Statesis required to make amaintenance of value payment after the close of the
IMF sfiscal year, April 30, with respect to dollars held by the IMF. Deferred gains and losses are
accrued by the Department based ontheMF sSummary Statement of Position. Whenthedollar appreciates
(depreciates) against the SDR, the IMF (the United States) incurs an obligation to make payments
to the U.S. (IMF). Budget authority is provided for making such U.S. payments in years when the
maintenance of value adjustment requires an increase in the amount of the IMF sdollar holdings, but
such payments take the form of adjustmentsto the letter of credit and do not result in any immediate
cash transfer to the IMF. At April 30, 1998, the appreciation of the dollar against the SDR resulted
in again to the Department which decreased the IMF s letter of credit by $274.6 million.

ThelMF hasestablished anumber of financia facilitieswhich arepotentially availableto al members.
TheEnhanced Structural Adjustment Facility wascreated to provideass stanceon concessional terms
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tolow-incomedevel oping country memberswith protracted payment problems. Thisfacility isfinanced
through loansand other contributionsby IMF membersrather than by quotaresources. InFiscal Y ear
(FY) 1998 the Department contributed $24 million for thisfacility. This contribution represents an
expensetothe Department. Additionally, at September 30, 1998, $48 millionisavailabletothe Enhanced
Structural Adjustment Facility in the form of aletter of credit.

To supplement thegenera resourcesavailabletotheMF, theU.S. and certain other memberscreated
the General Arrangementsto Borrow (1962) and the New Arrangementsto Borrow (1998). Funding
from GAB and NAB can be made available when supplementary resources are needed by the IMF
to forestall or cope with an impairment of the international monetary system. A loantothe IMFwas
madeunder GAB during FY 1998intheamount of SDR 361 million, valued at $495 million at September
30, 1998. The remaining amount of credit available to the IMF at September 30, 1998 under GAB
was SDR 3.9 hillion valued at $5.3 billion. NAB was approved in October 1998 (FY 99) for SDR
25hillionandisvaduedat $3.5billion. Theamountsavailablefrom GAB and NAB arethrough Congressiona
appropriations. ThelMF sborrowings, likeitsgeneral resources, aredenominatedin SDRs. Any such
loan givesriseto asimilar counterpart claimonthelMF. Theseclamsareinterest bearing and liquid,
asthey may be exercised in short noticeif the U.S. experiences any balance of payment problemsand
needs additional foreign currency reserves.

7. Investments in International Financial Institutions

The Department participatesin MLDBs to support poverty reduction, private sector devel opment,
transition to market economiesand sustai nabl e economic growth and devel opment, thereby advancing
the United States' economic, political, and commercial interest abroad. The MLDBs consist of the
World Bank Group, five regiona development banks and the Global Environment Facility

Most of the contributions to financial institutions involve investmentsin MLDBs. The Department
hastheleadin negotiating the establishment and repl enishment of resourcesfor thesefinancia ingtitutions
through multi-lateral agreements. Theseagreementsspecify thefinancial e ements, underlying provison
of resources, and longer-term policy framework within which these resourceswill beused. Congress
appropriatesfundsfor capital subscriptionsand contributionsto themulti-lateral development accounts
inforeign operationsappropriaion acts. Theseappropriationswere$1.5billioninFY 1998. Appropriations
canbeusedfor threetypesof transactions: paid-in capita, calablecapitd, and repl enishments(concessond
loans/grants). Paid-in capital isthe capital stock the U.S. buyswith U.S. currency or a convertible
currency. No dividends are received; however, on occasion, there have been net income transfersto
theconcessiona loan programs. Callablecapitd isissued not for money, but for thegood faith commitment
of the member to pay in cash upon request by the bank. Callable capital subscriptions are subject to
cal, under limited circumstances, only when required to meet the obligationsof therespectiveMLDBs
crested by borrowing. Todate, therehasnot been, nor isthereanticipatedto be, acal on capital subscription.
For thisreason, beginning in fiscal year 1981, callable capital was no longer appropriated. Congress
providedfor callablecapital throughthe use of programlimitationsin appropriationlegidationinstead
of gppropriations. Replenishmentsarefundsprovided to thebanksfor their concessiond lending operations.
Thesecontributionsare not expected to be paid back totheU.S. Rather, repaymentsof the concessional
loansgo back to the concessiona window for further lending, thusreducing the burden on the member
countries for future replenishments. FY 1998 contributions to the MLDBs were $1.5 hillion.
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U.S. paymentsto ML DBsaremadeby cashtransfers, non-interest-bearing | ettersof credit, or acombination
of thetwo. The Department authorizesboth the cash paymentsand | ettersof creditissuedtotheingtitutions.
The Federal Reserve Bank of New Y ork administers the letters of credit.

The Department currently vaues its investments in these financial institutions for paid in capital at
cost. Contributionstotheseinternationd financia ingtitutionsfor paid-in capita arereported asinvestments.

Asof September 30, 1998, investmentsininternational financial institutionsconsi sted of thefollowing
(in millions):

Inter-American Development Bank $1,301
Asian Development Bank 381
International Bank for Reconstruction & Develop. 1,985
African Development Bank 135
Multilateral Investment Guarantee Agency 22
European Bank for Reconstruction & Development 367
North American Development Bank 174
International Buffer Stocks 78
International Finance Corporation 569
Total $5,012

8. Inventories and Related Property, Net

Inventories and related property includesinventories, operating materials and supplies, and forfeited
property held by the Department, that as of September 30, 1998 are as follows (in millions):

Inventories and Related Property:

Inventories, Net $244
Materials and Supplies 97
Forfeited Property 24

Total $365
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Inventories, Net

The Department’ smanufacturing entities, the Bureau of Engraving and Printing (BEP) and the United
StatesMint, maintaininventory accountsor balances(e.g., metals, paper, etc.) for usein manufacturing
currency and coins. The cost of theseitemsareincluded in inventory costs, and are recorded as cost
of goods sold upon delivery to customers. The Financial Management Service also holds inventory
for check processing activities. Theseinventoriesasof September 30, 1998 areasfollows(inmillions):

Acquisition Allowance for Inventory
Inventory Category: Cost Losses Net
Inventory held for current sale $245 ($1) $244
Composition of Inventory:
Raw Material & Supplies $195
Work in Process 33
Finished Goods 16
Total $244

Operating Materials and Supplies, Net

The Department’ soperating materialsand supplies primarily consist of aircraft and marine parts used
to repair and maintain aircraft and vesselsfor enforcement related activities. Operating materials and
suppliesarea so maintained for the production of bureau products. Asof September 30, 1998, operating
materials and supplies was as follows (in millions):

Composition of Materials:

Held for Use $97
Held in reserve for use 0
Excess, Obsolete and Unserviceable. 0
Total Materials & Supplies $97
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Forfeited Property, Net

Asaconsequenceof enforcing variouslaws, certain property issel zed by the Department’ senforcement
bureaus. The seized assets may be subsequently forfeited to the government through abandonment
or administrative or judicial procedures. Information concerning seized assets activity can be found
under footnote five, Cash and Other Monetary assets. Asof September 30, 1998, forfeited property
held by the Department was as follows (in thousands):

Property held for sale $25,632
Property to be shared with Federal, state or local, or foreign governments 186
Total Forfeited Property (Gross) 9/30/98 $25,818
Less: allowance for mortgages and claims Property held for sale (1,598)
Total Forfeited Property (Net) 9/30/98 $24,220

Forfeited property isrecorded at estimated fair valueat thetimeof seizure. However, based on historical
sales experiences for the year, properties are adjusted to reflect the current fair market value at the
end of thefiscal year. Property forfeited in satisfaction of ataxpayersliability isrecorded whentitle
to the property passes to the Federal Government and a corresponding credit is made to the related
accountsreceivable. Direct andindirect holding costsarenot capitalized for individual forfeited assets.
Forfeited currency isreported asCash, Foreign Currency and Other Monetary Assetsintheaccompanying
Consolidated Balance Sheset.

Mortgages and claims on forfeited assets are recognized as a valuation allowance and a reduction of
deferred revenuefrom forfeited assetswhen the asset isforfeited. Theallowanceincludes mortgages
and claims on forfeited property held for sale and a minimal amount of claims on forfeited property
previoudy sold. Mortgages and claims expenses are recognized when the related asset is sold and
are reflected as areduction of sales of forfeited property.

Alsoincludedinforfeited property areprohibiteditems. Prohibiteditemsareitemswith nolegal market
vaueintheUnited Statesand whichwill not besoldfor export. They includeexplosivesand pornography.
Forfeited firearmsthat will not be sold due to Department policy are also considered to be prohibited
items. Illegal drugsand other forfeited property areretained by the Department until final disposition.

Thefollowing schedul e presentsthe changesin the forfeited property balancesfrom October 1, 1997
to September 30, 1998 (in thousands):
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Currency

Other Monetary Instruments
Real Property

General Property

Vessls

Aircraft

Vehicles

Prohibited Items

Total Forfeited Property (Gross)
Grand Total

Currency

Other Monetary Instruments
Real Property

General Property

Vessls

Aircraft

Vehicles

Prohibited Items

Total Forfeited Property (Gross)
Less Allowance

Total Forfeited Property (Net)

Grand Total

Value change is an adjustment to reflect the net value of aforfeited asset from the initial appraisal to the latest appraisal.

--------------------- 10/1/97 Financial ----------=--=------

10/1/97

Statement Balance Adjustment Carrying Value Forfeitures Deposits/Sales Disposals/Transfers
Value Number Value Number Value Number Value Number Value Number Value Number
$18,103 f— $0 o $18,103 f— $157,825 —-  $(165,593) f— $(35) f—
1,236 0 170 0 1,406 0 5,297 0 (6,009) 0 (298) 0
24,629 212 2,784 0 27,413 212 14,956 94 (20,448) (131) (1,400) (29)
7,701 3,954 28,427 0 36,128 3,954 25,293 12,282 (33,960) (3,301) (2,036) (1,661)
797 53 468 0 1,265 53 1,501 121 (1,230) (67) (954) (26)
138 4 (120) 0 128 4 384 6 (344) (7) (40) 2
4,710 1,001 500 0 5,210 1,001 14,816 6,379 (10,569) (5,683) (3,758) (220)
o 12,728 o (687) o 12,041 o 62,489 o (60) - (3697)
39,211 17,952 32,339 687 71,550 17,265 62,247 81,371 (72,560) (9,249) (8,386) (5,625)
$57,314 17,952 $32,339 (687) $89,653 17,265 $220,072 81,371 ($238,153) (9,249) ($8421)  (5,625)
T T 9/30/98 Financial

Victim Restitution Destroyed Other Adjustments Value Change Fair Value Adjustment Statement Balance
Value Number Value Number Value Number Value Number Value Number Value Number
$0 = $0 = $7,200 = $38 = $0 ——  $17538 =
0 0 (6) 0 47 0 (212) 0 (66) 0 259 0
0 0 0 0 (1,152) (15) (563) 0 (2,399) 0 16,407 141
0 0 (1,192) (7,379) (4,036) 475 (2,904) 0 (13,591) 0 3,702 4,370
0 0 (26) (44) 422 8 (214) 0 (291) 0 573 45
0 0 0 0 37 0 0 0 25 0 190 1
0 0 (23) (15) (243) 26 (80) 0 (666) 0 4,687 1,488
- 0 - -56039 - 3033 - 0 - 0 — 17,767
0 0 (1,247) (63,477) (4,925) 3,527 (3.973) 0 (16,888) 0 25818 23,812

(1,598)
24,220

$0 9 ($1,247) (63,477) $2,275 3,527 ($3,935) 0 ($16888) 0 $41758 23812

This could result in a positive or negative change.

The fair value adjustments above are necessary to convert forfeited property from unadjusted carrying value (market value at the time of seizure) to an estimate of the fair value at the time of forfeiture, which is
the amount recorded in the financia statements. Other adjustments primarily represent property forfeited in prior fiscal years but reversed to seized status during the current fiscal year. Due to the varied mix of
specifictypesof assetswithin each asset category, the number of items presented inthe 10/1/97 balancerepresent qualities cal culated using many different unitsof measure. Dueto theuseof different unitsof measure,
within each asset category, the usefulness of thisquantity disclosureisquestionable. InFY 1998, in order to present amore meaningful quantity, the number presented for each classof property representsthe number

of seizure line items recorded regardless of the unit of measure of quantity.

Other adjustments above primarily represent minor reclassifications or adjustments to beginning balances.
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0. Property, Plant and Equipment, Net

As of September 30, 1998, property, plant and equipment consists of the following (in millions):

Land

Structures, Facilities
ADP Software
Equipment

Assets under Capital Lease
Construction in Progress
Aircraft

ADP Equipment
Vessels

Vehicles

Other

Total

* N/A -Not Applicable

Service Acquisition Accumulated Net Book

Depr Method Life Cost Depreciation Value
N/A N/A $19 $0 19
S/L 3-50 yrs 473 (176) 297
S/L 2-10 yrs 145 (73) 72
S/L 2-20 yrs 949 (529) 420
S/L 2-25 yrs 187 (74) 113
N/A N/A 45 0 45
S/L 12-20 yrs 397 77 220
S/L 5-10 yrs 612 (439) 173
S/L 5-10 yrs 32 (24) 8
S/L 3-9yrs 74 (56) 18
S/L 2-30 yrs 278 202 76
N/A N/A $3,211 ($1,750) $1,461

The Department | eases|and and buildingsfrom the General ServicesAdministration (GSA) to conduct
most of itsoperations. GSA chargesastandard level usersfeewhich approximatescommercial rental

rates for similar properties.

TheTreasury Complex (Main Treasury Building and Annex) wasdeclared anational historical landmark
in1972. TheTreasury Complexistreated asaheritage asset andisexpected to bepreserved indefinitely.
Accordingly, itisnot capitalized. Renovationsand improvementsto theMain Treasury Building and
Annex amounted to $ 1.6 million in FY 1998.

In FY 1998, the Department reported $5 million in deferred maintenance on general property plant
and equipment. The$5 millionrepresentsdeferred maintenance onvehiclesand buildingsand structures
owned by the Department. The Department uses condition assessments surveysto measure deferred
maintenance as follows (in millions):

Building & Structures

Equipment
Total

Asset Condition

Cost to Return to

Acceptable Condition

Fair to Poor
Poor

I& — €
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10. Due from the General Fund, Net

TheDepartment isrespong blefor managing variousassetsand ligbilitieson behdf of theFederd Government.
Assetsmanaged by the Department on behalf of the General Fundincludescash, silver reserves, loans,
advances, and tax/tradereceivables. Intermsof liabilities, the Department managesthe Federal Debt
aswell astax refunds on behalf of the Federa Government.

Becausethese assetsand liabilitiesbel ong to the Federal Government, the Department doesnot report
the net related effect of these transactionsin net position. Instead, the Department reports this net
effectintheaccount, “ Duefromthe General Fund.” Asof September 30, 1998, Duefromthe General
Fund (Net) included the following (in millions):

Liabilities Requiring Funding From the General Fund:

Federal Debt & Interest Payable $3,694,516
Federal Debt & Interest Payable - Intragovernmental 1,785,180
Refunds & Drawbacks 1,173
Other Liabilities 11
Sub-total 5,480,880

Less Assets to be Distributed to the General Fund:

Fund Balance (1,646)
Advances to the Black Lung Trust Fund (5,857)
Cash, Foreign Currency and Other Monetary Assets (41,617)
Gold & Silver Reserves (24)
Loans & Interest Receivable - Intragovernmental (154,234)
Accounts Receivable - Intragovernmental (141)
Tax/Trade and Other Non-Entity Receivables (30,164)
Other Assets 8)
Sub-total (233,691)
Total $5,247,189

Netted inthecomputation of “ Duefromthe Genera Fund” arecertain non-entity assetsthe Department
holds for others. The following is summary of these accounts:

(1) Non-Entity Fund Balance

Amount Provided for Interest Payable to the Public on the Federal Debt $45,430
Amounts Provided for the Payment of Contingencies and Drawbacks 243
Amounts for Deposit Funds and Other Liabilities 572
Total Fund Balance Payable to Others 46,245
Fund Balance Payable to the General Fund 1,646

Total Non-Entity Fund Balance $47,891
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(2) Cash, Foreign Currency and Other Monetary Assets

Seized Monetary Assets 90
Undistributed Cash/Offers in Compromise 85
Total Cash, Foreign Currency and Other Monetary Assets Held for Others 175
Cash, Foreign Currency and Other Monetary Assets Held for the General Fund 41,617
Total Cash, Foreign Currency and Other Monetary Assets $41,792

(3) Gold and Silver Reserves - the Department issues gold certificates to the Federal Reserve for
goldit holdson behalf of the Federal Government. Uponissuanceof gold certificates, the Department
receives cash from the Federal Reserve which is deposited into the General Fund. Therefore, al of
the Department’ scertificatesare payabletothe Federal Reserve. TheDepartment held $11,017 million
ingold, al of which isreflected as aliability in gold certificates. Additionally, the Department held
$24 millionin silver, which is payable to the General Fund. Thetotal of gold and silver reserves, as
of September 30, 1998 was $11,041 million.

11.  Advances to the Black Lung Trust Fund

Advances have been provided to the Black Lung Trust Fund from the General Fund pursuant to 26
USC 9501, and are used to carry out the purposes of thistrust fund. The principal and interest on
these advances are to be repaid to the Genera Fund when the Secretary of the Treasury determines
that monies are available in the Black Lung Trust Fund for such purposes. Interest is charged from
thedatefundsare advanced to thetrust fund. Asof September 30, 1998, these advances and accrued
interest totaled $5,857 million.

12. Gold & Silver Reserves, and Gold Certificates Issued to Federal Reserve
Banks

The Department is responsible for safeguarding most of the Federal Government’s gold and silver
reservesin accordance with 31 USC 5117. The Consolidated Balance Sheet a so reflects gold being
held in the Federal Reserve Bank of New Y ork.

Gold Reserves being held by the Department are offset by aliability for gold certificatesissued by the
Secretary of the Treasury to the Federal Reserve as provided under 31 USC 5117. Since 1934, Gold
certificateshave beenissued in non-definitiveor book-entry formtothe Federd Reserve. The Department’s
liability incurred by issuing the Gold Certificatesis limited to the gold being held by the Department
at thelegal standard valueestablished by law. Uponissuanceof gold certificatestothe Federa Reserve,
the proceeds from the certificates are deposited into the operating cash of the Federal Government.
Therefore, all of the Department’ s certificates issued are payable to the Federal Reserve.

Absent any historical cost recordsto determinethe acquisition cost of thegold and silver over severdl
decades, the statutory rates of $42.2222 per finetroy ounce (FTO) for gold and $1.2929292 per FTO
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for silver are used to value the entire custodial reserves held by the Mint. As of September 30, 1998,
the Gold and Silver Reserves consisted of the following:

Statutory Rate Market Value

FTO’s Statutory Rate (Millions) Market Value (Millions)
Gold 247,477,782.820 $42.2222 $10,449 $293.85 $72,721
Gold Held by Federal
Reserve Banks &
in Transit 13,450,412.867 42.2222 568 293.85 3,952
Subtotal - Gold 260,928,195.687 11,017 76,673
Silver 18,725,238.080 1.2929292 24 5.39 101
Total Gold and
Silver Reserves $11,041 $76,774

13. Tax/Trade and Other Non-Entity Receivables, and Related Interest, Net

Tax/tradeand other non-entity accountsrecei vabl eincludesreceivablesfrom tax assessments, custom
duties, excisetaxes, fees, pendties, and interest assessed and accrued, reduced by an estimatefor uncollectible
amounts. Also included in non-entity receivables are earnings due on monies deposited in Federa
Reserve Banks as follows (in millions):

Tax Trade Receivable, Gross $82,164
Receivable, Deposit of Earnings, Federal Reserve 1,099
Other Receivables & Interest 2,228
Total Tax/Trade Other Non-Entity Receivables - Gross 85,491
Allowance (55,327)
Tax/Trade Receivable & Other Receivables Net $30,164

An alowancefor doubtful accountswas established for the difference between the grossreceivables
and the portion deemed collectible. The portion of tax/trade receivables estimated to be collectable
and the allowance for doubtful accounts are based on projections of collectibility from a statistical
sampleof taxesreceivable. The Department doesnot establish an allowancefor thereceivableon deposits
of Federal Reserve earnings.

IRSFederal taxesreceivableconstitutethelargest portion of thereceivables. IRSFederd taxesreceivable
consists of tax assessments, penalties, and interest which were not paid or abated, and which were
agreed to by either the taxpayer and the Service, or the courts.

Other Receivables includes certain loans and credits issued by the United States to various foreign
governments. The agreementswith each debtor government vary asto dates, interest rates, method
of payment, and billing procedures. All suchloansand creditsrepresent legally valid and outstanding
obligationsof foreign governments, and the U.S. Government has not waived or renounced itsrights
with respect to any of them. All such loans and credits remain due and payable.
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14. Loans Payable & Interest

The Department financesitslending activitieswith borrowingsfrom the General Fund. Interest rates
on these loans ranged from 4.731 percent to 16.241 percent, during fiscal year 1998. The maturity
dates on these borrowings ranged from October 1, 1998 to December 31, 2031.

Additiona borrowings are outstanding with the Civil Service Trust Fund, which is administered by
the Office of Personnel Management. Theinterest rates on these borrowingsrangefrom 8.75 percent
t0 9.25 percent, and the maturity dates range from June 30, 2003 to June 30, 2005. Asof September
30, 1998, loans payable consisted of the following (in millions):

Beginning New Ending

Balance Borrowings Repayments Balance

Borrowing from the General Fund $35,151 $139,287 $(140,217) $34,221

Borrowing from the Civil Service 15,000 0 0 15,000
Trust Fund

Subtotal - Principal 50,151 139,287 (140,217) 49,221

Interest Payable 1,380

Total $50,601

Debt Prepayment Premium

Under thetermsof itsmaster promissory notewiththe General Fund, theborrowingsfromthe General
Fund must beliquidated at the sametimeasl oansrecei vabl efinanced by thoseborrowingsareliquidated.
Thematurity and, except for aone-eighth of onepercent spread, theinterest rateontheloansreceivable
isnormally matched with the maturity and interest on borrowings. Inaddition, for most of theloans,
premiums or discounts resulting from |oan prepayments are equival ent to the premiums or discounts
paid or received when the borrowings from the General Fund are ssmultaneoudly prepaid. Premiums
or discountsarisetotheextent that market interest ratesat the prepayment datediffer fromratesstated
intheloan agreements. The effect of these policiesisto mitigate the Department’ srisk from interest
rate fluctuations.

However, Congressauthorized certain Rural Utility Service' s(RUS) guaranteed borrowersto prepay
their loans at par rather than market value up to a specified dollar limit. Legislation aso authorized
borrowersin the foreign military sales program guaranteed by Department of Defense to prepay, at
par, certain loans meeting specific criteria. The effect of these statutes was to waive the borrowers
premium payments, which would otherwise have resulted in interest rates at the dates of prepayment
being lessthantheratesintheloan agreements. Notwithstanding thefact that theborrowers premiums
were waived, the Department remained liable for premiums due on its debt to the General Fund and
incurred prepayment penalties. There were no debt prepaymentsin fiscal year 1998. However, the
Department incurred interest expenses on the debt prepayment premium payable. On September 18,
1998 the Department borrowed funds from the General Fund to pay the debt prepayment premium
and related interest expense.
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Forgone Interest

Under Title 111 of the Rural Electrification Act of 1936, the Department receives interest on certain
loans to the RUS at an interest rate which isless than the contractua interest rate stated in the [oan
agreementsto RUS. Thisinterest creditiscal culated based onthebalanceinan RUSLiquidating Fund.
The Department hasno control over theba ancesinthe RUS Liquidating Fund. The Department does
not have recourse against RUS and must absorb the cost of theinterest credit (i.e. “forgoneinterest”).
However, the Department is obligated to pay contractual interest on its borrowing from the General
Fund.

Statement of Financial Accounting Standards No. 114, “ Accounting by Creditorsfor Impairment of
aLoan” requiresthat impaired loans be measured based on the present value of expected future cash
flows discounted at the loan’ s effective interest rate or based on the fair market value of the loan or
underlying collatera. SFASNo. 114 considersaloan to beimpaired when, based on current information
and events, itisprobablethat acreditor will beunableto collect all amountsdueaccording to the contractual
termsof theoriginal agreement. Management of the Department hasdetermined that certain RUSIoans
areimpaired asdefined by SFASNo. 114 sincethe Department will not receiveadll interest duein accordance
with the original terms of the loan agreements.

As a consequence of the legidative requirements that resulted in the foregone interest and the loan
prepayments as described above, the Department has incurred significant losses. To make up these
| osses, the Department sought, and subsequent to year end, received an appropriationin FY 1999 from
Congress (See Note 31).

15. Certificates Issued to Federal Reserve Banks

The Specia Drawing RightsAct of 1968 authorized the Secretary of the Treasury toissuecertificates,
not to exceed the value of SDR holdings, to the Federal Reserve Bank inreturn for interest freedollar
amounts equal to the face value of certificatesissued. The certificates may be issued to finance the
acquistionof SDRsfrom other countriesor to provideresourcesfor financing other exchangestabilization
fund operations. Certificatesissued areto be redeemed by the Department at such timesand in such
amounts as the Secretary of the Treasury may determine.

Asof September 30, 1998, the amount of certificates outstanding was $9,200 million whilethevalue
of SDR holdings was $10,176 million, for a difference of $976 million.

16. DC Pension Liability

On October 1, 1997, the Department took full responsibility (assetsand liabilities) for certain District
of Columbiaretirement plans. Plan assetsassumed of $3.8 billionand liabilitiesof $8.6 billion, resulted
inan unfunded liability of $4.8 million on October 1, 1997. Thetransfer of that unfunded liability was
treated asan adjustment to Net Position. Asof September 30, 1998, thefundsassetswere $3.7 billion,
and liabilitieswere $8.8 billion, resulting in an unfunded liability of 5.1 billion. The costsincurred by
the plans for the year are included in the statement of net costs.
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Pursuant to the Balanced Budget Act of 1997, asamended, the Secretary of the Treasury established
the Federal Supplemental District Pension Fund (the Supplemental Fund) that shall be used for the
accumulation of fundsin order tofinanceobligationsof the Federa Government for benefitsand necessary
administrative expenses under the provision of the Revitalization Act.

At theend of each applicablefiscal year, the Secretary shall promptly pay into the Supplemental Fund
from the General Fund an amount equal to the annual amortization amount. The amount isbased on
theorigina unfunded liability, whichisthe present value asof thefreeze date of future benefitspayable
from the Supplemental Fund. The Secretary is further directed to pay from the General Fund into
the Supplementa Fund, during each gpplicablefiscd year, anountsnot to exceed thecovered administrative
expenses for the year.

17. Federal Debt & Interest Payable

The Department isresponsiblefor administering the Federal Debt on behalf of the Federal Government.
The Federa Debt includes borrowings from the public aswell as borrowings from Federal agencies.
The Federal Debt managed by the Department does not include debt issued by other governmental
agenciessuchasthe TennesseeValley Authority, or the Department of Housing and Urban Devel opment.
The Federal Debt as of September 30, 1998 is as follows (in millions):

Intragovernmental

Beginning Balance $1,583,459
New Borrowings* 166,512
Premium/Discount 4,727
Interest Payable, Not Covered by Budgetary Resources 30,482
Total, Not Covered by Budgetary Resources 1,785,180
Interest Payable, Covered by Budgetary Resources 32
Total $1,785,212

*New Borrowings (Intra-governmental) - represent the net increase in amounts borrowed.

Debt Held by the Public

Beginning Balance $3,814,687
New Borrowings 2,127,992
Repayments (2,181,457)
Premium/Discount (66,720)
Interest Payable, Not Covered by Budgetary Resources 14
Total, Not Covered by Budgetary Resources 3,694,516
Interest Payable, Covered by Budgetary Resources 45,417
Total $3,739,933

Debt held by the public approximates the federal government’ s competition with other sectorsinthe
credit markets. This affects interest rates and private capital accumulation.

Incontrast, debt held by Federal entities, primarily trust funds, representsthe cumul ative annua surpluses
of thesefunds (i.e. excess of receiptsover disbursements plusaccrued interest). Debt held by Federal
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entities does not have any of the economic effects of borrowings from the public. Itisnot acurrent
transaction of the government with the public; it doesnot compete with the private sector for available
fundsinthecredit markets. It reducestheneedto borrow fromthe public and so may hold downinterest
rates. Unlike debt held by the public, debt held by federal entities does not represent an immediate
burden on current taxpayers. Rather itisaclaim on futureresources. Thesurplusisheldin Treasury
securities which gives the Federal entities a claim on the Federa Government, equal to the value of
those securities. When the securities have to be redeemed, the Department must come up with the
cash. Actionsthat could betaken to meet these cash needsincludelowering spending, increasing taxes,
and increasing borrowings from the public.

Federal Debt Held by Federal Agencies

Certain Federal agenciesareallowedtoinvest excessfundsin debt securitiesissued by the Department
onbehaf of theFederal Government. Thetermsand theconditionsof debt securitiesissued aredesigned
to meet the cash needs of the Federal Government. The vast mgjority are non-marketable securities
issued mostly at par value. Most non-marketable debt securities are issued at par value, but some
areissued at market priceswhose prices and interest ratesreflect market terms. The averageinterest
rate for GAS securitiesin fiscal year 1998 was 7.1 percent.

The Federal Debt also includes marketable debt securities that certain agencies are permitted to buy
and sell on the open market. The investments held, at par value, by the various Federal agencies as
of September 30, 1998 are as follows (in millions):

SSA: Federal Old-Age and Survivors Insurance Trust Fund $653,282
OPM: Civil Service Retirement and Disability Fund* 431,757
DOD: Military Retirement Fund 133,843
HHS: Federal Hospital Insurance Trust Fund 118,250
SSA: Federal Disability Insurance Trust Fund* 76,996
DOL: Unemployment Trust Fund* 70,641
HHS: Federal Supplementary Medical Insurance Trust Fund 39,502
FDIC: The Bank Insurance Fund 27,445
DOT: Highway Trust Fund 17,926
OPM: Employees" Life Insurance Fund 19,377
RRB: Railroad Retirement Account 19,764
Treasury: Exchange Stabilization Fund 15,981
HUD: FHA - Liquidating Account 14,344
VA: National Service Life Insurance Fund 12,008
Nuclear Waste Disposal Fund 11,169
Other Programs and Funds 87,686

Total Federal Debt Held By Federal Entities, Par Value $1,749,971
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* These amounts include marketable Treasury securities as well as Government Account Series (GAS) securities
as follows (in millions):

Marketable

GAS Treasury
Securities Securities Total
Civil Service Retirement and Disability Fund, Par Value $430,595 1,162 $431,757
Federal Disability Insurance Trust Fund, Par Value $76,947 49 $76,996
Unemployment Trust Fund, Par Value $70,598 43 $70,641

Social Security Administration (SSA); Office of Personnel Management (OPM); Department of Defense
(DOD); Department of Health and Human Services (HHS); Department of Labor (DOL); Federal Deposit
Insurance Corporation (FDIC); Department of Transportation (DOT); Railroad Retirement Board (RRB);
Department of the Treasury (Treasury); Department of Housing and Urban Development (HUD); Department
of Veterans Affairs (VA).

Federal Debt Held by the Public

Asof September 30, 1998, Federal Debt held by the Public consisted, at par value, of the following
(in millions):

Average
Securities Interest Rates Term
Treasury Bills $637,648 5.2% One year or less
Treasury Notes 2,051,046 6.2% More than one year up to ten years
Treasury Bonds 625,675 8.6% More than ten years
Total Marketable 3,314,369
Non-Marketable 446,853 6.2% On Demand to more than ten years

Total Federal Debt
Held by the Public $3,761,222

Marketable bills are issued at a discount and repaid at the par amount of the security upon maturity.
The average interest rate on a Treasury Bill represents the average effective yield on the security.

Marketable notes and bonds are issued aslong term securities that pay semi-annual interest based on
the security's stated interest rate. These securitiesareissued at either par value, or at an amount that
reflectsadiscount or apremium. Theaverageinterest rate representsthe stated interest rate adjusted
for any discount or premium. As of September 30, 1998, marketable notes include $41,863 million
of Inflation Indexed Notes and the marketable bonds included $16,960 million of Inflation Indexed
Bonds.

Non-Marketablesecuritiesprimarily consist of $186,006 millionin U.S. Savings Securitiesand $164,431
million in securities issued to state and local governments. Non-marketable securities are issued at
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both par and discounted values. Theaverageinterest rate on the non-marketabl e securitiesrepresents
the weighted effective yield.

18. Commitments, Contingencies and Other Risks

Contingenciesrepresent certain pending and threatened | egal mattersreported by thelnternal Revenue
Service (IRS), Federal Law Enforcement Training Center (FLETC), United States Secret Service,
United States Customs Service (Customs), Bureau of Alcohol, Tobacco, and Firearms (ATF), and
Departmental Offices.

At September 30, 1998, the Department recorded atotal probableliability of $70 millionthat isincluded
inother liabilities. Thisincludes$17 million reported by thel RSfor pending and threatened | egal matters
which, intheopinionof IRS sChief Counsdl, are probabl el ossesassoci ated with pending and threatened
legal matters. These liabilities could change depending on the ultimate outcome of cases.

Further, additional lossesfrom pending and threatened legal matters, considered reasonably possible
by IRS sChief Counsdl, areestimatedtobe$8 million. Thel RS isasoinvolvedinvariouslegal actions
for which amountswill be payable from the Judgment Fund, which is managed by Treasury on behalf
of the Federal Government. Of the $17 million accrued by the Service, $15 million will be payable
from the Judgment Fund for judgments, and settlements relating to Service litigation and claims.

FLETCisinvolvedinvariouslegal actionsand administrative proceedingsincidental toitsoperations.
As of September 30, 1998, FLETC recorded contingent liabilities of $2.2 million for these pending
clamsand lawsuits. Secret Serviceisaparty to variousadministrative proceedings, lega actions, and
clamsbrought by or against it. Most financia liabilities resulting from unfavorable court decisions
will befunded fromthe Judgement Fund. At September 30, 1998, Secret Service hasidentified $12.8
millionas contingent liabilitiesonthe Balance Sheet. Additionally, itisreasonably possiblethat Secret
Service would be liable for an additional $19 million as of September 30, 1998.

Customsrecorded aprobableliability of $37 million asof September 30, 1998, of which $33.8 million
would be funded by Customs and $2.7 million from various claims and judgement funds maintained
by Treasury. Further, Customs Counsel determined that it is reasonably possible that Customs will
be liable for an additional $185.7 million as of September 30, 1998, of which $149.5 million would
befunded by Customsand $36.2 million fromvariousclaimsand judgement fundsmanaged by Treasury
on behalf of the Federal Government. Of the probable ligbility of $36.5 million Customs reported as
of September 30, 1998, $31.4 million was related to contingencies for trade litigation.

Additionally, Customshasbeeninvolved with litigationinvol ving the collection of Harbor Maintenance
Fees. CustomscollectsHarbor Maintenance Feeswhich areused for themaintenanceof U.S. harbors.
ThecollectionsarerecordedintheHarbor MaintenanceFee Trust Fund. During FY 1998, the Supreme
Court ruled that the assessment of a Harbor Maintenance Fee on exports violates the United States
Constitution. Collections received during the judgement period totaled $1.1 billion at September 30,
1998. Therefundsareto bepaidfrom apermanent indefinite appropriation managed by the Department
on behalf of the Federal Government.

ATFidentified and accrued $967,000 asaprobableliability. Thecontingent liability reported by ATF
represents administrative tort and employee claims brought against ATF. 1t aso includes personnel
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and EEO cases which counsel hasidentified asaprobableliability that would bereferred to the Judgement
Fund for payment. ATFasoidentified a$21.1 millionliability asreasonably possibleresultinglargely
from personnel and EEO cases, in addition to administrativetort and empl oyee claimsbrought against
ATF. The chart below provides a summary of the Departments contingent liabilities as follows (in
millions):

Not Covered by Covered by

Budgetary Resources Budgetary Resources

Probable & Probable &
Entity Estimatable Estimatable Total
Customs $6 $31 $37
IRS 17 0 17
Secret Service 13 0 13
FLETC 2 0 2
ATF 1 0 1
Total $39 $31 $70

The Department may enter into swap agreements with other countries that provide for drawings of
dollars by those countries and\or drawings of foreign currencies by the Department. Any balances
the Department may hold under such agreements are generally held for other than trading purposes.
The Department is exposed to credit risk on foreign currency agreements in the event of default by
counter parties only to the extent they are reported on the Consolidated Balance Sheet. Market risk
occurs as aresult of fluctuations in currency exchange rates.

The Department is not exposed to market risk on foreign countries' drawings, because, under these
agreements, the Department will receive an agreed upon amount in dollars upon maturity regardliess
of fluctuationsin currency exchangerates. Asof September 30, 1998, there are no outstanding swap
agreements with foreign governments or central banks.

TheDepartment entersinto guarantee agreementswithlendersand/or investorsthat providefor repayment
of al or part of the principal and/or interest on certain debt obligations of a borrower and/or issuer.
The Department is exposed to credit risk on guaranteesin the event that it has to honor a guarantee
and isunableto recover from the borrower amounts advanced under the guarantee. Asof September
30, 1998, there were no guarantee agreements held by the Department.

TheDepartment hassubscribed to additional capital for certainmulti-lateral devel opment banks(MLDBS),
portion of whicharecalable. However, these subscriptionsarecalableunder certainlimited circumstances
to meet the obligations of the respective MLDBs. There has never been, nor is there anticipated, a
call on the Department’s subscriptions. As of September 30, 1998 U.S. callable capital in MLDBs
isasfollows (in millions):
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Callable Capital

Inter-American Development Bank $25,679
Asian Development Bank 4,591
International Bank for Reconstruction & Development 22,642
African Development Bank 947
Multilateral Investment Guarantee Agency 178
European Bank for Reconstruction and Development 940
North American Development Bank 1,275
Total $56,252

Inadditiontothecallableportion of theU.S. capital stock inthelnternational Bank for Reconstruction
and Development, an additional $5.7 billion has been authorized by Public Laws 79-171 and 86-48
to beavailablefor borrowing by the Bank under aborrowing authority in the event the Bank isunable
to meet its commitments. Any borrowing made by the Bank would be exchanged for callable capital
stock of the Bank.

19. Net Position

As of September 30, 1998, Net position consisted of the following (in millions):

Revolving Trust  Appropriated Special
Funds Funds Funds Funds Total
Unexpended Appropriations
Unobligated-Available $744 $172 $12,719 $0 $13,635
Unobligated-Unavailable 0 0 164 0 164
Obligations/Undelivered
Orders 1 62 20,814 0 20,877
Total Unexpended Appropriations 745 234 33,697 0 34,676
Cumulative results of Operations 21,872 (5,086) 26,384 1,242 44,412
Total $22,617 ($4,852) $60,081 $1,242 $79,088

Unexpended Appropriations. Represents the amount of spending authorized as of year-end that is
unliquidated or unobligated and had not | apsed, beenrescinded, or withdrawn. No-year appropriations
remain available for obligation until expended. Annual appropriations remain available for upward
or downward adjustment of obligations until expired. The amount reported for undelivered orders
inthisnoteisdifferent than theamount reported on the Combined Statement of Budgetary Resources.
The difference is attributed to the Balance Sheet being prepared on a consolidated basis versus the
Statement of Budgetary Resources being prepared on a combined basis.

Cumulative Results of Operations. Represents the net results of operations since inception plus
thecumulativeamount of prior period adjustments, andincludescumulativeamountsrel ated toinvestments
in capitalized assets and donations and transfers of assets in and out without reimbursement. Also
included asareductionin Cumulative Resultsof Operationsareaccrual sfor which therelated expenses
requirefunding from future appropriationsand assessments. Thesefuturefunding requirementsinclude,
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among others(a) accumul ated annual leave earned but not taken, (b) accrued workers compensation,
and expensesfor contingent liabilities. Alsoincludedincumulativeresultsof operationsareprior period
adjustments. Prior period adjustments primarily invol ved accounting correctionsrel ated to prior year
activity.

20. Consolidated Statement of Net Costs & Net Costs of Treasury
Suborganizations

The Department’ s Consolidated Statement of Net Cost displaysinformation both on acombined and
aconsolidated basis. Thecomplexity of the Department’ sorgani zationa structureand operationsrequires
that supporting schedul esbeincludedinthenotesto thefinancia statements. Thesupporting schedules
provide consolidating information which fully displays the costs of each sub-organization.

The programs displayed on the Department’ s Consolidated Statement of Net Cost are equivalent to
the missionsidentified in the Department’s FY 1997-2002 Strategic Plan.

The classification of sub-organizations has been determined in accordance with Statement of Federal
Financia Accounting Standards(SFFAS) No. 4 which statesthat the predominant factor isthereporting
entity’ sorganization structureand existing respons bility components, such asbureaus, administrations,
offices, and divisions within a department.

Each sub-organization is responsible for accumulating costs. The assignment of the costs to the
Department-wide programs is the result of using the following cost assignment methods: (1) direct
costs; (2) cause and effect; and (3) cost alocation.

The Department’ s FY 1997-2002 Strategic Plan includes a management mission. Costs related to
the management mission are not displayed as a separate program. Therationaeisthat the strategic
plan (for fisca years 1997-2002) does not consider the Management Mission to be programmatic.
In addition, SFFAS No. 4, recognizes that “A reporting entity and its segments may incur general
management and administrativesupport coststhat cannot betraced, assigned, or all ocated to segments
andtheir outputs. Theseunassigned costsarepart of the organi zation costs, and they should bereported
ontheentity’ sfinancid statements(such asthe Statement of Net Cost) ascostsnot assignedto programs.”
Accordingly, high level general management and administrative support costs are displayed as costs
not assigned to programs. Costs not assigned to programs al so include non-production costs (costs
that are linked to events other than the production of goods and services) that cannot be assigned to
one of the programs.

In addition, Intra-Departmental costs/revenues resulting from the provision of goods and/or services
onareimbursablebas samong Departmenta sub-organi zationsand cogtsincurred among sub-organizations,
for whichthereceiving sub-organi zation recognizesanimputed cost and financing source, arereported
ascostsnot assigned to programsby providing sub-organi zations. Thisisbecause such costsarereported
by sub-organi zations, which receive the goods and/or services, asprogram costs. Accordingly, such
costs are eliminated in the consolidation process.

To theextent practical or reasonableto do so, earned revenue is deducted from the gross costs of the
programsto determinetheir net cost. Thereareno preciseguidelinesto determinethedegreetowhich
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earned revenue can reasonably beattributed to programs. Theattribution of earned revenuesrequires
the exercise of manageria judgment.

The Department’ s Consolidated Statement of Net Cost also presentsinterest expense on the Federal
Debt and other Federal costs incurred on behalf of the Federal Government (payments made to/by
the Judgment Fund, the Resol ution Funding Corporation, the District of Columbia, etc.). Thesecosts
are not reflected as program costs related to the Department’ s strategic plan missions.

Thefollowing tables present the gross costs, earned revenue, and net costsfor each program by sub-
organization of the Department for the year ended September 30, 1998. Also presented arethe gross
costs, earned revenue, and net costsby sub-organi zationfor thelineitems, “ Cost not Assgnedto Programs,”
for the year ended September 30, 1998 (in millions):

Economic: Promote Prosperous
and Stable American
and World Economies

Intra- With the Earned Net /Total
Suborganization governmental Public  Total Costs Revenues  Program Costs
Departmental Offices $24 $51 $75 $10 $65
Exchange Stabilization Fund 4 919 923 1,523 (600)
Alcohol Tobacco and Firearms 5 50 55 0 55
Bureau of the Public Debt 2 14 16 0 16
Office of the Comptroller of
the Currency 17 359 376 385 9)
Office of Thrift Supervision 0 145 145 136 9
Community Development
Financial Institutions Fund 1 55 56 0 56
Treasury International
Assistance Programs 9 1,277 1,286 0 1,286

Totals $62 $2,870 $2,932 $2,054

5
0
N
o
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covermments Fances T Program Costs -
Suborganization Intra- With the Earned Net /Total
governmental Public Total Costs Revenues Program Costs
Departmental Offices $23 $41 $64 $3 $61
Federal Financing Bank 4,611 0 4,611 4,507 104
Alcohol Tobacco and Firearms 5 46 51 0 51
U.S. Customs Service 365 1,178 1,543 177 1,366
Internal Revenue Service 1,546 6,351 7,897 51 7,846
Financial Management Service 130 298 428 122 306
Bureau of the Public Debt 34 271 305 5 300
Bureau of Engraving and 36 431 467 436 31
Printing
U.S. Mint 55 942 997 1,591 594
Total $6,805 $9,558 $16,363 $6,892 $9,471
Law Enforcement: Protect Our
Financial Systemsand Our
Nation's Leaders, and Foster a
Safeand Drug Free America —---mmemmemem Program Costs ---------------
Intra- With the Earned Net /Total
Suborganization governmental Public Total Costs Revenues Program Costs
Departmental Offices $20 $15 $35 $3 $32
Alcohol Tobacco and Firearms 32 310 342 27 315
U.S. Customs Service 159 585 744 30 714
Financial Crimes Enforcement
Network 1 24 25 0 25
Federal Law Enforcement
Training Center 109 1 110 21 89
Treasury Forfeiture Fund 99 32 131 0 131
U.S. Secret Service 145 528 673 1 672
Tota $565 $1,495 $2,060 $82 $1978
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Costs Not Assigned to Programs

Earned Revenues Net /Total
Intra-Treasury Costs Intra-Treasury Unassigned
Suborganization Reimbursable Other Reimbursable Other Costs
Departmental Offices $175 $125 $175 $20 $105
Franchise Fund 9 72 9 73 1)
Alcohol Tobacco and Firearms 26 72 26 0 72
U.S. Customs Service 84 0 84 0 0
Financial Crimes
Enforcement Network 2 0 2 0 0
Federal Law Enforcement
Training Center 7 0 7 0 0
Internal Revenue Service 50 0 50 98 (98)
U.S. Secret Service 12 0 12 0 0
Financial Management Service 19 0 19 0 0
Bureau of the Public Debt 1 0 1 0 0
Community Development
Financial Institutions Fund 0 3 0 3
Office of Thrift Supervision 0 0 0 (8)
DC Pension Fund 0 821 0 141 680
Total $385  $1,093 $385 $340 $753
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Supporting Net Cost Schedule - by
Suborganization
Year Ended September 30, 1998
(In Millions)

Net/ Total Net/ Total Total

Suborganization Program Costs Unassigned Costs Net Costs
Departmental Offices $158 $105 $263
Exchange Stabilization Fund (600) 0 (600)
Federal Financing Bank 104 0 104
Franchise Fund 0 1) 1)
Alcohol Tobacco and Firearms 421 72 493
U.S. Customs Service 2,080 0 2,080
Financial Crimes Enforcement Network 26 0 26
Federal Law Enforcement Training Center 89 0 89
Internal Revenue Service 7,846 (98) 7,748
Treasury Forfeiture Fund 131 0 131
U.S. Secret Service 671 0 671
Financial Management Service 306 0 306
Bureau of the Public Debt 316 0 316
Office of the Comptroller of the Currency 9) 0 9)
Office of Thrift Supervision 9 (8) 1
Bureau of Engraving and Printing 31 0 31
U.S. Mint (593) 0 (593)
Community Development Financial 55 3 58
Institutions Fund
Treasury International Assistance Programs 1,286 0 1,286
DC Pension Fund 0 680 680
Total $12,327 $753 $13,080
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21. Pricing Policies - Exchange Revenues

A portion of the earned revenue displayed on the Department’s Statement of Net Cost is generated
by the provision of goods or services to the public or to other Federal entities.

Other than as described bel ow, exchange revenues resulting from work performed for other Treasury
sub-organizationsor Federd entitiesrepresent reimbursementsfor thefull costsincurred by the performing
entity. Reimbursablework between Federal appropriationsissubject to the Economy Act (31 U.S.C.
1535). Prices associated with revenue earned from the public are based on recovery of full cost or
are set at a market price.

Asaresult of theBureau of Engravingand Printing’ s(BEP) successin reducingworking capita requirements,
currency prices were set at alevel that would decrease working capital (result in aloss) for 1998.
Several unforeseen expenses, including the settlement of wage negotiationswith BEP sunions, wage
increasesenacted by Congressfor the BEP' ssecurity personnel, and anincreaseintheactuarial liability
for workers' compensation, further affected operating resultsfor theyear. Asworking capital needs
continued to decreaseduring theyear, these costswere al so funded from existingworking capital resulting
in alarger than anticipated loss in the currency program and aloss in the postage program.

The Federal Law Enforcement Training Center (FLETC) receives appropriated funds to cover the
cost of basic training provided to Federa, state and local law enforcement officers. FLETC charges
tuition to recover the full cost of training and labor related to advanced training. FLETC recovers
the full cost of food & Iodging and miscellaneous expenses associated with both basic and advanced
training. FLETC chargespriceswhichrecover thefull cost of training privateand foreign law enforcement
officers.

22. Total Costand Earned Revenue by Federal Budget Functional Classification

Total Cost and Earned Revenue
by Budget Functional Classification (in millions)

Earned
Total Cost by Functional Classification Total Cost Revenue Net Cost
International Affairs $2,209 $1,523 $686
Commerce and Housing Credit 521 530 9
Community and Regional Development 58 0 58
Education, Training, Employment and Social Services 254 0 254
Veterans Benefits and Services 285 0 285
Administration of Justice 3,708 218 3,490
General Government 13,025 2,591 10,434
Interest 373,732 4,506 369,226

Tota $393,792 $9,368 $384,424
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23.  Statement of Changes in Net Position by Suborganization (In Millions)

Exchange Federal Alcohol u.s. Internal  Treasury u.s.
Departmental  Stabilization  Financing Franchise Tobacco&  Customs Revenue Forfeiture Secret
Offices Fund Bank Fund Firearms Service FINCEN FLETC Service Fund Service
Net Cost of Operations $277 $(600) $104 $(2) $493 $2,080 $26 $89 $7,748 $131 $671
Non-Exchange Revenues and Financing Sources
Appropriation Used 269 0 0 0 457 1,716 25 77 7,413 0 654
Revenue from Forfeiture 0 0 0 0 0 0 0 0 0 139 0
Interest Revenue 0 0 0 0 0 0 0 0 0 21 0
Imputed Financing Sources 7 0 0 2 25 115 1 15 426 0 27
Transferred in 0 0 0 0 0 7 0 0 0 50 0
Transferred out 0 0 0 0 0 0 0 0 0 (8) 0
Other 0 0 0 0 0 295 0 0 0 0 0
Total Financing Sources 276 0 0 2 482 2,133 26 92 7,839 202 681
Net Results of Operations (€] 600 (104) 3 (1) 53 0 3 91 71 10
Prior Period Adjustments 0 0 0 1 0 an 0 a 0 0 (@)
Net Change in Cumulative
Results of Operations (€] 600 (104) 4 (1) 36 0 2 91 71 3
Increase (Decrease) in
Unexpended Appropriation 25 0 0 0 97 (45) @ 20 376 0 10
Change in Net Position 24 600 (104) 4 86 9) (€] 22 467 71 13
Net Position -- (10/1/97) 112 24,170 (3,168) 3 25 1,456 6 143 466 273 102
Net Position -- (9/30/98) $136 $24770  ($3,272) $7 $111 $1,447 $ $165 $933 $344 $115

FINCEN - Financia Crimes Enforcement Network
FLETC - Federal Law Enforcement Training Center
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Treasury

Financia Office Officeof  Bureau of Intem?tional I_DC
Management ~ Bureau of Comptroller of Thrift ~ Engraving Assistance  Pension
Service Public Debt  the Currency Supervision and Printing U.S. Mint CDFI Programs Fund Total
Net Cost of Operations $8,303 $363,649 $(9) $1 $31 $(593) $58 $1,286 $680 $384,424
Non-Exchange Revenues and Financing Sources
Appropriation Used 8,288 363,641 0 0 0 0 63 9,000 361 391,964
Revenue from Forfeiture 0 0 0 0 0 0 0 0 0 139
Interest Revenue 0 0 0 0 0 0 0 0 0 21
Imputed Financing Sources 9 7 15 4 8 7 0 0 0 668
Transferred in 0 0 0 0 0 0 0 0 0 57
Transferred out 0 0 0 0 0 (563) 0 (134) 0 (705)
Other 0 0 0 0 0 0 0 134 (4,830) (4,401)
Total Financing Sources 8,297 363,648 15 4 8 556 63 9,000 (4,469) 387,743
Net Results of Operations (6) (0] 24 3 (23) 37 5 7,714 (5,149) 3,319
Prior Period Adjustments 0 0 0 0 0 0 0 28 0 4
Net Change in Cumulative Results of
Operations (6) (0] 24 3 (23) 37 5 7,742 (5,149) 3,323
Increase (Decrease) in Unexpended
Appropriation 37 9 0 0 0 0 17 (8,247) 0 (7,720)
Change in Net Position 31 (10 24 3 (23) 37 22 (505)  (5,149) (4,397)
Net Position -- (10/1/97) 47 37 139 143 563 375 90 58,503 0 83,485
Net Position -- (9/30/98) 78 27 163 146 0 12 112 57,998
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24.  Other Non-Exchange Revenue and Financing Sources

Other non-exchange revenue primarily includes the assumption of the net D.C. Pension Liability as
described in Note number 16.

25.  Adjustments to Budgetary Resources Available At the Beginning of the Year
& Other Information - Statement of Budgetary Resources

The Department has the following information to report as of September 30, 1998 (in millions):

Net Amount of Budgetary Resources Obligated for Undelivered Orders $6,521
Available Borrowing and Contract Authority $5,719
Adjustments During the Reporting Period to Budgetary Resources, $37

Available at the Beginning of the Year

26.  Existence, Purpose, and Availability of Permanent, Indefinite Appropriations

Permanent and indefinite appropriations are used to disburse tax and duty refunds, duty drawbacks
and earned income credits. These appropriations are not subject to budgetary ceilings established by
Congress. Therefore, refundspayabl eat year-end arenot subj ect to funding restrictions. Refund payment
fundingisrecognized asappropriationsused. Permanent indefinite authority isnot stated asaspecific
amount and is available for an indefinite period of time.

Althoughfunded through appropriations, refund and drawback activity is, in someinstances, reported
asacustodial activity of Treasury. Thispresentation isappropriate becauserefundsare, in substance,
acustodial revenue-related activity in that they are adirect result of taxpayer overpayments of their
tax liabilities. Federa tax revenue received from taxpayersis not available for use in the operation
of the Department and is not reported on the Statement of Net Cost. Likewise, the resultant refunds
of overpaymentsarenot availablefor useby theDepartment initsoperations. Consequently, to present
refunds as an expense of the Department on the Statement of Net Cost with related appropriations
used, would beinconsi stent with thereporting of therelated Federal tax revenueand would materially
distort the costs incurred by the Department in meeting its strategic objectives.

The Department also receives two permanent and indefinite appropriations related to debt related
activity. Oneisusedto pay theinterest onthepublic debt securities; theother isusedto pay theredemptions
of securities that have matured, been called, or are eligible for early redemption.

Additionally, the Department al so recei ves permanent and i ndefinite appropriationsto make payments
on behalf of the United States Government. These appropriations are provided to make payments
totheFederd Reservefor servicesprovided. 1tincludesappropriationsprovidedto makeother disbursements
on behalf of the Federal Government and to include paymentsmadeto variousindividua sastheresult
of claims and judgement rendered against the United States.
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27.  Legal Arrangements Affecting the Use of Unobligated Balances of Budget Authority

Includedin cumulativeresultsof operationsfor specia fundsis$850 millionthat represents Treasury’s
authority to assess and collect user fees relating to merchandise and passenger processing, to assess
and collect fees associated with services performed at certain small airportsor other facilities, and to
retain amountsneeded to of f set costsassoci ated with collecting duti es, taxesand feesfor the Government
of Puerto Rico. These special fund balances are restricted by law in their use to offset specific costs
incurred by the Department. Inaddition, the Department isrequired to maintain $30 millioninitsUser
Fees Account. Part of the passenger feesin the user Fees Account, totaling approximately $639.6
million as of September 30, 1998 isrestricted by law inits use to offset specific costsincurred by the
Department and are available to the extent provided in Appropriation Acts.

In the trust fund balance, $51 million results from the Department’s authority to use the proceeds
from general order items sold at auction to offset specific costsincurred by Treasury relating to their
sale, touseavail ablefundsinthe Salariesand Expense Trust Fund to offset specific costsfor expanding
border and port enforcement activities, and to use available funds from the Harbor Maintenance Fee
Trust Fund to offset administrative expensesrel ated to the collection of the Harbor Maintenance Fee.

28. Collections of Federal Revenue

The Department collectsthe magj ority of the Federal Revenuefromincome and excisetaxesand duties
onimported goods. Collection activity, by revenuetype and tax year wasasfollowsfor thefiscal year
ended September 30, 1998 (in millions):

Cumulative
Collections .. Tax Year ----------
Received
FY 1998 1998 1997 1996  Prior Years
Individual Income & FICA Taxes $1,472,205 $948,243 $501,999  $11,198 $10,765
Corporate Income Taxes 212,992 139,269 63,800 1,353 8,570
Estate and Gift Taxes 24,631 0 21,675 985 1,971
Excise Taxes 59,209 40,999 17,957 58 195
Duties 19,118 19,118 0 0 0
Fees, and Licenses 1,690 1,686 4 0 0
Unemployment Taxes 6,479 4,638 1,746 41 54
Deposit of Earnings, Federal Reserve System 24,540 18,439 6,101 0 0
Fines, Penalties, Interest & Other Revenue 18,469 15,703 2,760 0 6
Total $1,839,333 $1,188,095 $616,042  $13,635 $21,561

Amountsreported for Corporate Income Taxes, in Tax Y ear 1998, includes 1999 corporate taxes of
$7 hillion. Individual income & FICA taxes, includes $44 hillion in payroll taxes collected from other
federal agencies. Of this amount, $9 billion represents the portion paid by the employers.
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29. Federal Tax Refund Activity

Refund activity, broken out by revenue type and by tax year, was as follows for the fiscal year
ended September 30, 1998 (in millions):

Refunds  ---------- Tax Year ----------
Disbursed

FY 1998 1998 1997 1996  Prior Years
Individual Income & $122,908 $652 $113,351 $5,822 $3,083
FICA Taxes
Corporate Income Taxes 26,799 1,672 11,688 3,187 10,252
Estate and Gift Taxes 608 0 509 25 74
Excise Taxes 1,207 790 286 50 81
Duties 1,386 471 185 237 493
Fees, and Licenses 1 1 0 0 0
Unemployment Taxes 113 1 80 13 19
Fines, Penalties, Interest & Other
Revenue 35 0 11 8 16
Total $153,057 $3,587 $126,110 $9,342 $14,018

Individual income & FICA taxes, and other refunds amount includes EITC refunds. The EITC was
originaly authorized by the Tax Reduction Act of 1975 (Public Law 94-12) and made permanent by
the Revenue Adjustment Act of 1978 (Public Law 95-600). TheEITCisaspecia credit for taxpayers
who work and whose earnings fall below the established allowance celling. Qualified taxpayers can
receive partia credit in advance in each paycheck. InFY 98, the Department issued $23.2 billionin
EITC refunds, of which $108 million was applied to Advance EITC. An additiona $6.6 billion of
EITC refunds were applied to reduce taxpayer liability.

30. Amounts Provided to Fund the Federal Government

Revenuecollected by the Department isdepositedinto the General Fund. The Department transferred
approximately $603.8 billion from the General Fund to Government Trust Funds (GTF), which are
availablefor expenditureby theresponsibleprogram agencies. The Departmentisresponsiblefor managing
GTFs, investing all excesstrust fund collections, and liquidating securities asfunds are needed. The
GTFs are reported on the financial statements of the responsible program agencies.
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During FY 1998 the distributions to the GTFs are as follows (in millions):

Disposition of Treasury

Trust Fund Net Tax Collections
Federal Old Age & Survivors Trust Fund $375,001
Federal Hospital Insurance Trust Fund 126,982
Federal Disability Insurance Trust Fund 58,762
Highway and Mass Transit Trust Fund 26,628
Airport and Airway Trust Fund 8,111
Unemployment Trust Fund 6,369
Other Trust Funds 1,950
Total Trust Funds $603,803

Social Security Tax Collections

The amounts disclosed above for the Socia Security Trust funds (Federal Disability Insurance Trust
Fund, Federal Hospital Insurance Trust Fund, and Federal Old Age& SurvivorsTrust Fund) arebased
upon estimatesprovided by the Socia Security Administration (SSA). Treasury reviewstheestimates
for reasonableness. SSA later certifies actual tax collections.

Excise Tax Collections

The Department estimates monthly excise tax collections utilizing various economic models. The
Department also confers with the Council of Economic Advisors and the Office of Management and
Budget in devel oping these estimates. The estimated amountsaretransferredto GTFs. Estimatesare
needed becausetaxpayersarenot required by law toidentify thespecifictaxesincludedintheir payments.
After taxpayers provide quarterly tax returnswith the detail s of the specific taxes, IRS certifies actual
collections. The Department then adjuststhe GTFsfor thedifferencesbetween theestimatesand collections.

The amounts disclosed above are based on actual collectionsfor three quarters and estimatesfor the
fourth quarter for thosetrust fundswhich receiveexcisetax collections(i.e. Highway and Mass Transit
Trust Fund, Airport and Airway Trust Fund, and certain other trust funds).

31. Subsequent Events

PublicLaw 105-277, approved October 21,1998, appropriated $3.3 billionto the Department toliquidate
certain debts and to eliminate the accumulated deficit described in Note 14.

On November 6, 1998, Secretary Rubin agreed that the United States would provide up to $5 billion
from the ESF to participatein amultilateral guarantee of aBank for International Settlements (BIS)
Credit Facility for Brazil. Inthisregard, on December 18, 1998, the Department authorized the Federa
ReserveBank of New Y ork toinvest approximately $1.57 billionin Treasury non-marketablesecurities
on behalf of the ESF, corresponding tothe ESF sshare of theguarantee of Brazil’ s$4.18billiondrawing
on the BIS Credit Facility on that date. Further such investments would be needed if Brazil were to
make additional drawings on the BIS Facility. Under the terms of the BIS Facility, Brazil can seek
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subsequent drawingsor renew drawingsuntil December 5, 1999, whichisoneyear after the effective
date of the Credit Facility.

On February 3, 1999, the ESF provided to the Genera Fund in exchange for dollars an amount of
approximately $3.7 billion equivalent of eurosfor the payment of the reserve asset portion of the U.S.
guotaincreaseinthelnternational Monetary Fund (IMF). Thisisinaccordancewith proceduresagreed
by the IMF membership, under which 25 percent of the quota increase was transferred to the IMF
intheform of reserve assets. Theremaining 75 percent was made availablein theform of anincrease
in the letter of credit issued to the IMF by the General Fund.
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The Secretary’s Letter of Assurance

the approval of the Office of Management and Budget, the Department of the Treasury has

consolidated several statutorily required reportsintoits Accountability Report. Thisisthesecond
year the Department did not i ssueaseparate standal onereport for Federal Managers Financia Integrity
Act (FMFIA); instead, theresultsof the Department’ seval uationsunder FMFIA for the period ending
September 30, 1998 are included in this Accountability Report. Reporting under Federal Financial
Management Improvement Act (FFMIA) is also included in this section of the report.

Consi stent with the provisions of the Government Management Reform Act of 1994, and with

Based oninternal management eval uations, and in conjunction with theresultsof independent financial
statement audits, the Department, except as noted below, can provide reasonabl e assurance that the
objectives of Section 2 of FMFIA (internal controls) have been achieved. The Department, taken as
awhole, isnot ableto providereasonabl eassurancethat the obj ectivesof Section4 of FMFIA (financia
management systems) havebeen achieved. Similarly, duetothe sameweaknessesinfinancia management
systems, the Department cannot state that it isin substantial compliance with the FFMIA.

Departmentwide, there are 60 material weaknesses attendant to FMFIA and FFMIA considerations
as of September 30, 1998. The mgjority of these are concentrated in Financial Management Service
(FMS)(17), Interna Revenue Service (IRS)(15), Customs(8), and Departmental Offices(6). Inaddition,
the Department recognized four new material weaknesses associated with the District of Columbia
pension responsi bilities, which wereassumed in October 1997. Detailed information on each material
weakness, including status summaries, isprovided by bureau within this section of the Accountability
Report.

The Department hasinitiated aggressve correctiveactionsto resolvetheseissues. Thirty material weaknesses
were closed during FY 1998 and several others are anticipated to be closed by early to mid calendar
1999. Thesepositiveresultshave been madepossiblein part through: (1) arenewed emphas son management
control programrespons bilitiesthroughout the Department; (2) theincreased level of senior management
attention givento theseissues; and (3) the conscientious efforts by the bureausto devel op responsible
plansfor resolving weaknessesinatimely manner. | am confident that Treasury’ ssignificant progress
will continue, and that improved levels of assurance can be provided for FY 1999 and beyond.

Sincerely,

R R
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Federal Managers’ Financial Integrity Act &
Federal Financial Management Improvement
Act Compliance

Overall Results

During FY 1998, Treasury had anet increaseof ninematerial weaknesses. That is, athough 30 weaknesses
were closed during the year, this decrease was more than offset by the addition of 39 new weaknesses.
A total of 60 material weaknesseswaspending asof September 30, 1998. Six of thenew material weaknesses
have been assigned to Departmental Offices and pertain primarily to the need to improve administrative
oversight onthosebureaushaving common or longstanding unresol ved material weaknessesin variousaress.
Another four new weaknesses pertain to pension operations conducted by the government of the District
of Columbia, for which Treasury isnow responsible. Theincreased total number of weeknessesisa so ettributable
to the FMS, which took its one general systems security weakness and broke it down into seven separate
weaknessestoimprovetheability tomonitor progressin resolving theassociated difficulties. Thus, athough
the number of weaknesses increased during FY 1998, many items pertain to administrative, rather than
systems, issuesand can beresolved fairly quickly. Moreover, reasonable progresswasmadeon every complex
material weakness, where short term solutions are not possible. Theincreasesin oversight, emphasisand
resources being devoted to management control issuesgenerally, and to material wesknesses specifically,
should provide for significant progress during FY 1999.

Section 2, Management Controls

Of the 466 internal control weaknessesidentified sincetheinception of the program (fiscal years 1983
through 1998), 438 have been corrected and closed, |eaving 28 unresolved items as of September 30,
1998. Twelve of the 28 unresolved weaknesseswereidentified during FY 1998 review process. The
sixteen unresolved itemsare from prior yearsrepresent complex, systemic weaknesseswhich by their
nature require aprotracted corrective action period. We have closed 23 internal control weaknesses
in FY 1998.

Number of Material Weaknesses

Period Number Reported For That Year, For That Year,
Reported for the First Time Number Corrected Number Still Pending
Prior Year 431 422 9
1996 Report 5 4 1
T997 RepoIT 16 10 5
=FSS8TEpont 2 Z =
Total 466 438 28

Of the total number corrected, 23 were corrected in 1998.
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Section 4, Financial Management Systems

Of the 497 accounting systems non-conformances identified since the beginning of the program, 32
remainunresolved asof September 30, 1998. Twenty of the 32 unresol ved weaknesseswereidentified
duringthe FY 1998 review process. |norder to achieve systemsmodernization, many non-conformances
are being resolved through the installation or modification of complex, computerized systems. We
have closed seven financia systems non-conformancesin FY 1998.

Number of Material Weaknesses

Period Number Reported For That Year, For That Year,
Reported for the First Time Number Corrected Number Still Pending
Prior Year 468 457 11
1996 Report 1 1 0
1997 Report 3
1998 report 25 5 20
Total 497 465 32

Of the total number corrected, 7 were corrected in 1998.

Federal Financial Management Improvement Act (FFMIA)

Among other things, theFFMIA mandatesthat agencies” . . . implement and maintai n financial management
systemsthat comply substantially with Federal financial management systems requirements, applicable
Federal accounting standards, and the United Statesgovernment Standard Genera L edger at thetransaction
level.” FFMIA asorequiresthat remediation plansbe devel oped for any entity whichisunableto report
substantial compliance with these requirements.

Based ontheresultsof FY 97 financia statement auditsand management assessments, it wasdetermined
that four bureaus(Internal Revenue Service(IRS), Financial Management Service(FMS), U.S. Customs
Service and the U.S. Mint) were not in substantial compliance with these requirements. Accordingly,
the Department oversaw the development of remediation plans at these four bureaus, and submitted
these plansto the Office of Management and Budget (OMB) in August 1998. In addition, subsequent
to the submission of the plansto the OMB, it was determined that non-conformances exist at the U.S.
Secret Service and Executive Office of Asset Forfeiture (EOAF) aswell. The remediation plans are
being devel oped by the Secret Serviceand EOAF. Finally, inthecourseof itsFY 1998financial statement
audit work at the IRS, the GAO identified additional componentsin an existing material weaknesstied
to financia management (administrative) systems. ThelRSisdevel oping new corrective actions, which
will be incorporated into the overall remediation plan

Inthefall of 1998, theU.S. Mint successfully implementeditsConsolidated I nformation System (COINYS)
asscheduled, effectively completing itsremediation plan. The Department isclosaly monitoringall other
remediation plans at the other five bureaus.
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Summary of Open FMFIA Material Weaknesses and FFMIA Compliance
As of September 30, 1998
Number of material Instances of Substantial
Number of Material Weaknesses Non-Conformance Compliance
Bureau for FMFIA Section 2 for FMFIA Section 4 to FFMIA?
Carry over Carry over
Grand | from Prior | New This from Prior New This
Total Years Y ear Totd Years Y ear Total
ATF 0 0 0 0 0 0 0 Yes
BEP 0 0 0 0 0 0 0 Yes
BPD 0 0 0 0 0 0 0 Yes
CDFI 0 0 0 0 0 0 0 Yes
Customs 8 4 1 5 3 0 3 No
DO 6 0 6(net*) 6 0 0 0 Yes
DC 4 0 4 4 0 0 0 Yes
Pension
Funds
EOAF 4 0 0 0 0 4 No
FLETC 1 1 0 1 0 0 0 Yes
FMS 17 0 0 0 1 16(net*) 17 No
Treasury 0 0 0 0 0 0 0 Yes
Franchise
Fund
IRS 15 10 1 11 4 0 4 No
Mint 2 0 0 0 2 0 2 No
occC 0 0 0 0 0 0 0 Yes
OoTS 0 0 0 0 0 0 0 Yes
USSS 3 1 0 1 2 0 2 No
Total 60 16 12(net*) 28 12 20 (net*) 32 [10] [6]
Recap. Of Material Weaknesses (MWSs): Section 2 Section 4 Totd
Balance at the Beginning of FY 98: 37 14 51
New MWs during the FY 98 *: 14 25 39
Closed during the FY 98*: (23) (@) (30)
Balance at the End of FY 98: 28 32 60

* There were 7 MWSs (2 for DO & 5 for FMS) opened and closed during the year.
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SECTION 2 SUMMARY OF PENDING MATERIAL INTERNAL CONTROL WEAKNESSES
AS OF SEPTEMBER 30, 1998

BUREAU

CUSTOMS
(CS-93-01)

CUSTOMS
(CS-94-02)

CUSTOMS
(CS-95-01)

CUSTOMS
(CS-97-01)

CUSTOMS
(CS-98-01)

DEPARTMENTAL
OFFICES
(DO-98-01)

DESCRIPTION OF
MATERIAL WEAKNESS

There is a lack of control in
Customs’ in-bond program.

Inadequate Controls over
Access to Sensitive Data

Files; Lack of a Disaster

Recovery Plan.

Inappropriate access to ADP
files, inadequate control of
emergency change process
and inappropriate separation
of duties.

There is a lack of an
enterprise information
technology architecture.

Discrepancies exist in
Customs Outbound Air
Manifest Process.

OASIA’s financial
management and reporting
need improvement.

REMEDIAL ACTIONS AND
KEY TARGET DATES
FOR CORRECTION

As of 10/28/98, all three parts of the “Tin Man” are
operational including new on-line functions, new EDI In-
bond capability, and automated random sampling for
exams and post audit reviews. Customs will evaluate the
effectiveness of the system as it becomes fully operational
in FY 1999.

Short term action — through 9/99 — Based on Treasury
decision, develop plans and costs for an emergency
backup site at former IRS facility in Detroit, MI.

Long Term — To Be Determined — Once funding has
been established for a backup center, bring the backup
center into operation and test critical recovery
applications.

Short term action — through 9/99 — Restrict programmer
access to production programs; implement certification/
re-certification for TECS/SEACATS; transfer security
functions and duties from TECS/SEACATS to AISSD.

Long Term — 3/31/00 — Limit application programmer’s
access to programs and data files (ACS-DBCO); fully
install Endeavor software to control changes in
application software.

Short term action — through 12/98 — After Treasury
review of Phase 11 of the enterprise architecture, Phase
111 will be delivered.

Short term action — through 6/99 — After training and
outreach, analyze reports from manifest reviews and post
audits to identify continuing discrepancies; conduct a
statistically valid national survey.

Short term action — through 1/99 — International Affairs
work with FMS on verifying policies and procedures for
reporting activities which FMS provided the accounting
Cross-services.

After review of the financial statement, OASIA certifies
completeness of the financial statement as it pertains to
foreign loans.
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SECTION 2 SUMMARY OF PENDING MATERIAL INTERNAL CONTROL WEAKNESSES
AS OF SEPTEMBER 30, 1998

BUREAU

DEPARTMENTAL
OFFICES
(DO-98-02)

DEPARTMENTAL
OFFICES
(DO-98-04)

DEPARTMENTAL
OFFICES
(DO-98-06)

DEPARTMENTAL
OFFICES
(DO-98-07)

DEPARTMENTAL
OFFICES
(DO-98-08)

DESCRIPTION OF
MATERIAL WEAKNESS

Management and reporting
of IRS revenue collection
and related activities need
improvement.

EDP general controls
designed to safeguard data,
protect computer application
programs, prevent system
software from unauthorized
access, and ensure continued
computer operations need to
be strengthened at IRS,
Customs, FMS, and ATF.

Weaknesses in property
management at IRS, FMS,
Secret Service, and the
Departmental Offices needs
improvement.

Improved accountability and
reporting over the
Department’s seizure and
forfeiture activities are
needed.

Improved Compliance with
the Federal Financial
Management Improvement
Act is needed.

REMEDIAL ACTIONS AND
KEY TARGET DATES
FOR CORRECTION

Short term action — through 3/99 — Treasury DCFQO’s
Office of Financial Systems Integration (FSI) is the focal
point. Currently working with IRS on modification to its
plan.

FSI ensuring development of financial systems
remediation plans, and Treasury DCFQO’s Office of
Accounting and Internal Control (AIC) monitoring
progress on specific corrective actions.

The Treasury’s Chief Information Officer (CI0) has
expanded oversight of bureaus on systems security issues
to ensure that the corrective actions at each bureau are
achieved in a timely manner.

A corrective action plan has not been received, but the
FMFIA statement indicated completion in 1999.
Departmental oversight has increased, and DO’s material
weakness has been downgraded. One material weakness
at FMS was closed, and the other weakness (FMS-98-03)
is expected to be resolved prior to the FY 99 audit. The
weakness at IRS will be closed by mid-FY 1999.

New management was installed in the EOAF and control
processes are being evaluated and revamped as
necessary.

Short term action — through 3/99 — AIC and FSI ensure
that bureaus with noncompliant financial management
systems have developed a comprehensive remediation
plan meeting FFMIA requirements. Such plans for all
relevant bureaus were delivered to OMB during August
1998.

AIC and FSI will monitor progress under the
remediation plans and ensure appropriate actions are
taken if intermediate target dates are not met. Bureaus
are reporting progress on a quarterly basis.

AIC and FSI will compile financial systems remediation
plans from IRS and other bureaus and forward them to
OMB for review and evaluation.
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SECTION 2 SUMMARY OF PENDING MATERIAL INTERNAL CONTROL WEAKNESSES
AS OF SEPTEMBER 30, 1998

BUREAU

DC Pension
(DCP-98-01)

DC Pension
(DCP-98-02)

DC Pension
(DCP- 98-03)

DC Pension
(DCP- 98-04)

FEDERAL LAW
ENFORCEMENT
TRAINING
CENTER
(FLETC-91-01)

IRS
(IRS-83-01)

IRS
(IRS-96-02, 88-01)

IRS
(IRS-94-03)

IRS
(IRS-95-02)

DESCRIPTION OF
MATERIAL WEAKNESS

Treasury’s overall
administration of pension
responsibilities needs
improvement.

The financial reporting of
pension assets needs
improvement.

Various improvements in
benefits administration are
needed.

Information technology and
Y2K compliance need
improvement.

An environmental problem
exists at the FLETC Glynco,
Georgia outdoor firearms
ranges.

Property Management -- IRS
has identified weaknesses in
the procedures and control
over the information, use and
accountability of capitalized
property.

Tax Assessment Issues --

IRS needs to control access
to the Examination Returns
Controls System; The IRS’
workload of Tax Assessments
and prioritizing Collectible
Assessments.

A material weakness exists in
the Internal Controls over
Telecommunications Costs.

Forms related to Tax-
Exempt Bond issuances are
not being processed.

REMEDIAL ACTIONS AND
KEY TARGET DATES
FOR CORRECTION

Plans are being developed.

Plans are being developed.

Plans are being developed.

Plans are being developed.

Short term action — through 12/01 — Complete the
environment restoration of the area and reconstruction of
the Outdoor Firearms Ranges through the FLETC’s
Remedial Plan.

Short term action — through 5/99 — The Senior Council
for Management Controls (SCMC) will validate the
effectiveness of the results indicator, determine that it has
been achieved.

Short term action — through 1/99 — The SCMC will
validate the effectiveness of the results indicator,
determine that it has been achieved.

Long term action — through 12/00 — Roll out Inventory
Delivery System (IDS) nationwide and the SCMC will
validate the effectiveness of the results indicator,
determine that it has been achieved.

Short term action — through 3/99 — Implement new set of
standardized Billing analysis Reporting Tool (BART)
queries and quarterly BART reviews concentrating on
Potential waste, fraud and abuse of Telecom resources,
and the SCMC will validate the effectiveness of the
results indicator, determine that it has been achieved.

Short term action — through 4/00 — Resolved entity and
posting problems to Master File at Philadelphia Service
Center, and the SCMC will validate the effectiveness of
the results indicator, determine that it has been achieved.



Department of the Treasury  FY 1998 Accountability Report

Page 102

SECTION 2 SUMMARY OF PENDING MATERIAL INTERNAL CONTROL WEAKNESSES
AS OF SEPTEMBER 30, 1998

BUREAU

IRS
(IRS-95-03)

IRS
(IRS-97-02, 97-03,
97-04, & 97-05)

IRS
(IRS-98-01)

UNITED STATES
SECRET SERVICE
(SS-97-01)

DESCRIPTION OF
MATERIAL WEAKNESS

Tax Processing Systems need
to be replaced.

Security Issues -- IRS has
identified various security
issues with respect to the
Computing Center, Service
Centers and District Offices.
Weaknesses were identified
in the area of physical
security, logical security,
data communications
management, risk analysis,
quality assurance, internal
audit and security, security
awareness, and contingency
planning.

Need to eliminate the Use of
Business Statistics in the
Services’ Business Review
and Performance in order
not to impose or suggest
quotas or goals or to evaluate
enforcement officers and
their immediate supervisors.

No automated system for
tracking real Property;
“PAMS” has numerous
errors; and reconciliations
not performed.

REMEDIAL ACTIONS AND
KEY TARGET DATES
FOR CORRECTION

Long term action — through 4/10 — IRS Commissioner
requested that the legacy tax processing systems be
replaced, and IRS has awarded the PRIME System
Integration Services Contractor on 12/08/1998.
Additionally, the IRS will implement the necessary
processes required to manage Information Technology
Investments consistent with the Software Engineering
Institute’s Software Development and Software
Acquisition Capability Maturity Model (CMM) Level 3.
Early implementation of CMM Level 3 process will focus
on the model as it related to modernization activities with
a phased approach for building organizational maturity.

Long term action — through 4/03 — The Office of Systems
Standards and Evaluation is working with the district
offices to mitigate their security weaknesses. The
approach includes base lining the condition of security,
and developing and implementing action plans to
improve the district offices’ continuity of operations
plans, physical security, logical security, communications
security, personnel and administration security, operating
practices, and software quality assurance activities. The
SCMC will validate the effectiveness of the results
indicator, determine that it has been achieved.

Short term action — through 6/99 — Conduct
employee/NTEU briefings, revise Internal Revenue
Manual (IRM) to reflect Restructuring and Reform Act
of 1998, complete first independent review, and the
SCMC will validate the effectiveness of the results
indicator, determine that it has been achieved.

Short term action — through 1/99 — Correct PAMS errors;
research exception reports; and perform reconciliations.
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SECTION 4 SUMMARY OF PENDING MATERIAL INSTANCES OF NON-CONFORMANCE
AS OF SEPTEMBER 30, 1998

BUREAU

CUSTOMS
(CS-93-01)

CUSTOMS
(CS-93-02)

CUSTOMS
(CS-93-04)

EXECUTIVE
OFFICE OF
ASSET
FORFEITURE
(AF-98-01)

EXECUTIVE
OFFICE OF
ASSET
FORFEITURE
(AF-98-02 &
98-03)

EXECUTIVE
OFFICE OF
ASSET
FORFEITURE
(AF-98-04)

DESCRIPTION OF
MATERIAL
NON-CONFORMANCES

Core Financia Systems do not
provide complete and accurate
information that could be used to
prepare Customs Principal
Statements.

The Automated Systems and Manual
Processes for Tracking and
Accounting for Seized Property
cannot be relied upon (SEACATS).

Customs has problems with the
integrity of datain its Fines,
Penalties, and Forfeitures (FP&F)
files.

U.S. Customs Service' Seized Assets
and Case Tracking System
(SEACATS) does not contain
accurate and sufficient data that can
be relied upon to prepare the analysis
of changesin seized and forfeited
property without substantial manual
manipulation and reconciliation.

Accounting records are primarily
maintained on a cash basis; The
Fund’s general ledger does not record
all balances and transactions that are
reflected in the financial statements.

Inadequate Accounting and
Reporting of Seized and Forfeited
Property Transactions exists.

REMEDIAL ACTIONS AND
KEY TARGET DATES
FOR CORRECTION

Short term action — through 3/99 — Pilot the resource data
warehouse; pilot aninitial version of the accounts
receivable subsidiary ledger.

Long term action — through 9/05 — Establish an
integrated financial system based on Automated
Commercia Environment (ACE) development.

Short term action — through 9/99 — Automate the
currency and property functions to generate a complete
analysis of changesin seized and forfeited property.

Short term action — through 9/99 — In Phase I of
SEACATS devel opment, implement remaining case,
financial, and reporting functions of SEACATS
necessary for dataintegrity in FP& F files.

Short term action — through 9/99 — Work with Executive
Agent, Customs, to ensure adequate control over the
reporting of financial assets and to develop an effective
internal control system.

Short term action — through 9/00 — Fund management
has undertaken to deploy a single inventory system to
support the three non-Customs bureaus participating in
the Fund. Contracting for the deployment of IRS
AFTRAK system to support the change in inventory
analysis requirements of the financial statements should
be completed by the end of FY 2000.

Long term action — through 9/01 — Fund management
viewsthat IRS AFTRAK system be diversified and
further deployed to the US Secret Service and the Bureau
of Alcohol, Tobacco and Firearms to ensure their
inventory is tracked in amanner that will support their
individual changesin inventory analyses.

Analysis of Changesin Seized and Forfeited Property of
the IRS (Asset Forfeiture and Narcotics Section)
compiled at year end did not account for and properly
report property transactions for financial reporting
purposes in accordance with Statement of Federal
Financial Accounting Standards #3.

Short term action — through 12/99 — Fund management
will work closely with IRS to ensure that management
issues related to AFTRAK are fully resolved.
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SECTION 4 SUMMARY OF PENDING MATERIAL INSTANCES OF NON-CONFORMANCE
AS OF SEPTEMBER 30, 1998

BUREAU

FMS
(FMS-93-02)

FMS
(FMS-98-03)

FMS
(FMS-98-06)

FMS
(FMS-98-07)

FMS
(FMS-98-08)

DESCRIPTION OF
MATERIAL
NON-CONFORMANCES

Thereisaneed for amore thorough
utilization of existing security
software protection for mainframe
systems (ALERT).

Property transactions not posted
monthly. FMS has had problems
accurately accounting for its property,
plant, and equipment. FMS has
completed al other corrective actions
for this weakness except this one.
FMS hasimplemented a
reconciliation procedure to reconcile
the system data to the amount
reported in the General Ledger to
ensure that all property and
equipment additions, deletions, and
depreciation transactions are being
posted monthly.

Inability to identify
Intragovernmental Transactions -
Financial Statement Audit

Providing Methodology to Verify Net
Cost Classifications - Financial
Statement Audit

Inability to reconcile the CFS with
the Budget Results - Financia
Statement Audit

REMEDIAL ACTIONS AND
KEY TARGET DATES
FOR CORRECTION

Short term action — through 9/99 — Complete
implementation of payment systems under CA-Top
Secret as part of the conversion from VSE to MVS.

The FMS FY 98 Financial Statement audit revealed
differences between the subsidiary and genera ledgers as
of year end. This condition is expected to be resolved
before the FY 99 audit, and it remains an open material
weakness as of FY 98 year end.

Short term action — through 6/99 — FM S plansto validate
the reconciliation procedure and test monthly
reconciliation of property subsidiary ledger to general
ledger.

Short term action — through 4/99 — Review FY 98
FACTS data to investigate remaining differences
between entities.

Short term action — through 9/99 — | dentify and address
other net cost issues in which financia reporting
allocations differ from budget presentation.

Short term action — through 9/99 — 1. Identify the
information needed to reconcile the Change in Net
Position with the budget deficit or surplus; 2. Determine
the most effective method to reliably gather the
information; and 3. Identify the additional reporting
requirements and their impact.

Long term action —through 1/01 — 1. Provide accounting
guidance and training on how to implement the new
requirements; 2. Develop a system (FACTS/Notes) to
collect the data; and 3. Implement the system.
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SECTION 4 SUMMARY OF PENDING MATERIAL INSTANCES OF NON-CONFORMANCE
AS OF SEPTEMBER 30, 1998

BUREAU

FMS
(FMS-98-09, 10,
13,14, & 15)

FMS
(FMS-98-12, 14,
16,17, & 18)

FMS
(FMS-98-20)

FMS
(FMS-98-21 &
22)

IRS
(IRS-93-01)

DESCRIPTION OF
MATERIAL
NON-CONFORMANCES

General Control Weaknesses* Exist -
in Computer Controls; Security
Planning and Management; System
Software, Physical and Segregation
of Duties-(Access Controls) - EDP
Controls.

CASHLINK System needs
improvement in access controls and
contingency planning.

FMS needs to work with
International Affairson verifying
policies and procedures for reporting
activitieswhich FM S provided the
accounting Cross-services.

Treasury Receivable Accounting and
Collection System (TRACS) balances
need to be reconciled and the
Miscellaneous Accounts needs a
Genera Ledger Systems.

Management of Operating Funds:
IRS' interna controls were not
adequate to provide areasonable
basis for determining compliance
with laws governing the use of

budget authority or reasonable
assurance that its disbursements were

appropriate.

REMEDIAL ACTIONS AND
KEY TARGET DATES
FOR CORRECTION

* These individual weaknesses taken together create a
“general control weakness’ that is considered to bea
material weakness. To ensure the correction of these
individual weaknesses, FM S has assigned responsibility
and accountability for correcting the specific individual
weaknesses to designated persons who are required to
report quarterly to the Commissioner on the status of the
corrective actions.

Short term action — through 12/99 — 1. Ingtitute an
entity-wide security management program which
includes a comprehensive risk management program
comprising a strong central security focal management
point, periodic risk assessments, policy and controls
implementation, promotion of computer control
awareness, and evaluation and monitoring of policy and
control effectiveness, and

2. Correct remaining corrective actions on the individual
weaknesses identified during the GAO FY 97 Financid
Statement Audit.

Short term action — through 9/99 — Most of the individual
weaknesses have been corrected and final two of the six
remediation actions for the security planning and
management are scheduled to be completed by 9/99.

(Transferred to the Department for actions in 12/99)

Short term action — through 3/99 — The Assistant
Secretary for International Affairs, with technical support
from the Assistant Secretary for Management, will
implement a proposal for financia reporting in
accordance with generally accepted accounting principle.

Short term action — through 9/99 — The devel opment of
standard operating procedures will be completed by
12/31/98 and the differences between STAR and TRACS
will be reconciled. GLOWS, an off the shelf financial
system has been implemented in 11/98.

Short term action — through 1/00 — Implementation of
Postage Budget Decentralization is to be completed by
10/99 and the Senior Council for Management Controls
(SCMC) will validate the effectiveness of the results
indicator and determine that it has been achieved.
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SECTION 4 SUMMARY OF PENDING MATERIAL INSTANCES OF NON-CONFORMANCE
AS OF SEPTEMBER 30, 1998

BUREAU

IRS
(IRS-94-01)

IRS
(IRS-94-02)

IRS
(IRS-95-01)

U.S. Mint
(Mnt-93-02)

U.S. Mint
(Mnt-93-03)

U.S. SECRET
SERVICE
(SS-96-01)

U.S. SECRET
SERVICE
(SS-97-02)

DESCRIPTION OF
MATERIAL
NON-CONFORMANCES

Erroneous Restricted Interest:
Current system limitations require
manual computations which results
in ahigh number of erroneous
assessments.

Duplicate Refunds/Manua Refunds:
IRS automated and manual refund
systems are not adequately
coordinated to prevent duplicate
refunds.

Financial Accounting of Revenue
should provide detailed transactional
data to support custodial financial

reporting.

The Mint’s Financial System
comprises diverse mainframe,
manual, and PC based systems.

Procedures for Data Consolidation
from Non-General Ledger sources
into Financial Statements are not
documented.

Secret Service does not have reliable
Seized Property Systems.

Material and supplies are not entered
in the US Standard General Ledger.

REMEDIAL ACTIONS AND
KEY TARGET DATES
FOR CORRECTION

Short term action — through 1/00 — Decrease incorrect
manual interest cal culations/accruals and miscal cul ated
TC 340 computations input. By 10/99, conduct field
visitations to determine what extent erroneous manual
restricted interest computations are still being made and
determine an acceptable error rate, and by 1/00 the
SCMC will validate the effectiveness of the results
indicator and determine that it has been achieved.

Short term action — through 5/99 — Review programs and
processes to ensure that it prevents duplication of
MF/NMF manual refunds and prepare follow-up
memorandum stating that controls are achieved.

Long term action — through 1/09 — By 4/99 conduct Tax
Type Fee/Code study; by 10/08 develop payment
information data base and subsidiary ledger/Tax Account
data base; and by 1/09 the SCMC will validate the
effectiveness of the results indicator and determine that it
has been achieved.

Short term action — through 10/98 — The Consolidated
Information System (COINS) isimplemented as of
10/31/98, which closes this material non-conformance.
No additiona corrective actions are required.

Short term action — through 10/98 — The COINS is
implemented as of 10/31/98, which closes this material
non-conformance. No additional corrective actions are
required.

Short term action — through 10/99 — Conduct a physical
inventory to establish values of seized assets as of
9/30/98; implement a new information system for storage
and retrieval of information on seized property.

Short term action — through 4/99 — Enter consumption of
inventory and reimbursable transactions in the system.
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SECTION 2 MATERIAL INTERNAL CONTROL WEAKNESSES OPENED AND CLOSED
DURING FY 1998

BUREAU

DEPARTMENTAL
OFFICES
(DO-98-05)

DEPARTMENTAL
OFFICES
(DO-98-09)

DESCRIPTION OF
MATERIAL WEAKNESS

The process for distributing
net tax revenue to various trust
funds needs to be documented
and improved.

IRS policies and procedures
for certification of the
distribution of Excise Tax
Collections need to comply
with the Internal Revenue
Code.

DESCRIPTION OF
THE REMEDIAL ACTIONS

This finding pertains to certain circumstances associated
with the Office of Tax Analysis (OTA) and its management
of trust funds. It was determined that the previous audit
OIG-97-079 had addressed essentially identical findings
and recommendati ons whose corrective actions had been
compl eted.

This finding suggested that the Department ensure that the
IRS develop an appropriate action plan for the related GAO
recommendations and then monitor the IRS' effortsin
implementing the plan. The Deputy CFO’s Office of
Accounting and Internal Control (AlC) ensured that such
plans were developed and implemented. Asaresult, this
finding and related recommendations were closed by the
IRS, with the concurrence of the IRS Senior Council for
Management Control on 6/30/1998.
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SECTION 4 MATERIAL INSTANCES OF NON-CONFORMANCE OPENED AND CLOSED
DURING FY 1998

BUREAU

FMS
(FMS-98-01, 98-02,
& 98-04)

FMS
(FMS-98-05)

FMS
(FMS-98-19)

DESCRIPTION OF
MATERIAL WEAKNESS

No itemized subsidiary
records to support genera
ledger balance; Property
custodians not adequately
documenting write-offs, and
Inadequate identification of
excess or obsolete items.

Providing consistency of CFS
Information with Agency
Audits. This material
weaknessis closed, pending
validation.

An unclear reporting entity
definition and inconsistent
financial statement reporting
practices exist for the
Miscellaneous Accounts.

DESCRIPTION OF
THE REMEDIAL ACTIONS

FMS has completed all other corrective actions for this
weakness except this one (See FM'S-98-03 in the Section 4
Summary of Pending Material Instances of Non-
Conformance above). FMS hasimplemented a
reconciliation procedure to reconcile the system data to the
amount reported in the General Ledger to ensure that al
property and equipment additions, deletions, and
depreciation transactions are being posted monthly.

The GAO audit of the FY 97 consolidated financial
statements (CFS) of the US Government identified four
material weaknesses pertaining to the preparation and
accuracy of the CFS. These weaknesses impact the
government’ s ability to (1) produce reliable CFS, and

(2) perform the reconciliations needed to assure the
reliability of CFS. One of the material weaknesses stated
that it cannot ensure that information in the CFSis
consistent with agency audited statements. During the FY
1998, the FM S has taken various corrective actions: It
issued instructions to agencies for FACTS reporting
including the due dates for submission of FACTS reports
and final adjustments to Treasury; issued instructions to
enhance and expand the FACT S verification processto
facilitate CFS preparation; and provided ongoing support,
assistance and training to agencies to ensure a successful
verification process.

FMS has addressed audit recommendations by providing
the Department the background and account information
needed to move certain accounts to the Departments
financia statements. In June 1998, the Department adopted
atwo year transition plan to implement these
recommendations.
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SUMMARY OF MANAGEMENT REPORT ON
FINAL ACTIONS ON AUDIT
RECOMMENDATIONS

Introduction

The Inspector General Act Amendments of 1988 (the Act), Public Law 101-504, requires that the Inspector
Genera and the Secretariesof Executive Agenciesand Departments submit semiannual reportsto the Congress
on actions taken on audit reportsissued that identify potential benefits. Although the Treasury Office of the
Inspector General (Ol G) continuesto issueitssemiannual reportsas standal one documents, beginningwiththis
Accountability Report, the Department will discontinue producing the standal one Secretary’ s Semiannual Report
to Congressand ingtead consolidateand annudized| relevant information and present it in each year’ sAccountability
Report. Thisactionisinaccordancewith provisionsof the Government Management Reform Act, particularly
asit pertains to the Governmentwide effort to streamline reporting.

Department-wide Management Control Program Activities

During FY 1998, several actionsweretaken to improve both the general administration of management control
issuesthroughout the Department and thetimeliness of theresolution of al findingsand recommendationsidentified
by the OIG. A new Assistant Director position within the DCFO organization was created, filled and assigned
theresponsibility of providing oversight on management controlson aTreasurywidebasis. Variousshort term
improvements were made to the Inventory Tracking and Closure System (ITCS), which is used for tracking
all open audit findings, and the process for replacing the ITCS with amore modern system was set in motion.
Departmenta oversght of bureauimanagement control program activities, aswel | ascommunication and coordination
withthebureausin general, was strengthened through acombination of: (1) on-sitevisits/reviewswith bureau
control personnel; (2) periodic management control program forumsinvolving key persons from the OIG, all
bureausand program aress, and the Department; and (3) theestablishment of anew Management Control Program
Quarterly Report, which focuseson significant control issuesthroughout the organization and whichisdistributed
tothe Deputy Secretary, bureau heads, bureau CFOsand other key personne. Findly, withrespect totheresolution
of recommendationsin Ol G reportsthat identify monetary benefits, the Department regularly reviews progress
made by the bureausin realizing those benefits, and coordinateswith the Ol G asnecessary to ensurethe cons stency
and integrity of information on monetary benefit recommendations being tracked.

Included in the summary figures are a number of factors which are generally grouped into three categories:
Disallowed Costs, Better Used Funds, and Revenue Enhancements.

Disallowed Cost - It isaquestioned cost that management has sustained, or has agreed would not be charged
to the Government by a contractor.

Funds Put to Better Use - It is sometimes referred to as “Better Used Funds’ which are amounts cited in an
audit report recommendati onwhich could, according to the audit report, be used moreefficiently if management
weretotakeactionstoimplement and compl ete therecommendation. Possibleplanned correctiveactionswhich
may beused to redll ocate thesefunds moreefficiently might invol vereducing outlaysto contractorsor by avoiding
unnecessary expendituresnoted in pre-award reviewsof contract agreements, or by avoiding cogswiththeimplementation
of recommended operational improvements. De-obligating funds from programs or operations that are not as
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efficient or productive asthey oncewere or planned themto be, aswell asimplementing any other savingswhich
are specifically identified can also be classified as “ Better Used Funds.”

Revenue Enhancements - A revenueenhancement isan action recommended in an audit report which woul d,
if implemented, enhance the General Fund receipts of the Federal Government without having any budgetary
impact on any of the Treasury Department’ s appropriations. These revenue enhancements are a key element
in the budgetary issues of the revenue collecting bureaus (IRS, ATF, USCYS). If abureau relies on the revenue
collected for maintenance of those revenue producing areas, the revenue enhancements that are implemented
can haveasignificant impact on the ability of these areasto operate efficiently whilestill providing the services
that generate the revenue to the bureau.

Management Decision - The evaluation by management of the findings and recommendationsincluded in
an audit report and theissuance of afinal decision concerning itsresponseto such findingsand recommendations,
including actions considered to be necessary.

Report Summary and Highlights

Thestatistical datain thefollowing summary tableand charts representsthe Department’ saudit report activity
for theperiod, October 1, 1997 through September 30, 1998. Thedatareflectsinformation onreportsthat identified
potential monetary benefitsthat wereissued by the Ol G, aswell asthoseissued by thelnternal Revenue Service's
Office of the Chief Inspector.

AUDIT REPORT ACTIVITY WITH POTENTIAL MONETARY BENEFITS
(OIG and IRS Chief Inspector)
October 1, 1997 through September 30, 1998
(Dollarsin Millions)

Disalowed Better Used Revenue Total
Costs Funds Enhancements
Reports Dallars Reports Dollars Reports Dollars Reports Dollars
Beginning

Balance 3 $5 4 $22.1 5 $83.7 12 $106.3

New Reports 15 29 18 24.8 5 47.3 38 75.0
Total Reports 18 34 22 46.9 10 131.0 50 181.3
Reports Closed (15) (2.9) (21) (46.7) (9 (118.6) (45) (168.2)

Ending
Balance 3 $.5 1 $.2 1 $12.4 5 $13.1

Asshown, therewerethirteen reports at the beginning of the period requiring action, with associated potential
benefits of $106.3 million. Thirty-eight new reports wereissued, with an associated dollar amount of $75.0
million. Final action was taken on forty-five reports during the period, with an associated dollar amount of
$168.2 million, which left an ending balance of five reports and an associated dollar amount of $13.1 million
still requiring management action.
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Thefollowing graphs present the summary datafor FY 1998 for thethree categoriesof disallowed costs, better
used funds, and revenue enhancements.
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Ending Balance - Supplemental Information

Inaddition to the $13.1 million ending bal ance of recommendationswith monetary benefitswhich management
hasagreed to pursue, asof September 30, 1998, therewere 27 Ol G reportsidentifying $55.2 millionin potential
benefits, which have remained undecided by bureau management for more than six months. The Department
isactively working with both thebureausand the Ol G to verify the continuing validity of theorigina recommendations
and to ensure that, where appropriate, the bureaus remove the items from the undecided category and develop
implementation action plans. Themajority of the 27 reportsareon contract auditsand generally involve nominal
amounts. Recommendations attendant to program audits at Customs (2 audits at $17.3 million) and ATF (2
audits at $27.1 million) comprise the majority of the outstanding potential benefits.

Undecided Audit Recommendations and Significant Unimplemented
Recommendations

The number of Unimplemented Recommendations was 43 as of March 31, 1998. During the second half of
FY 1998, ten audit reports have been resolved, but nine new reports were added to the list, ending with 42 as
of September 30, 1998.

The Undecided Recommendations at the end of March 31, 1998 stood at 31 with monetary value of more than
$70 million.

During the second half of the FY 1998, nine have been resolved, but five morewere added, ending with 27 total
Undecided Audit Recommendations for more than $55 million.

/! Unimplemented Recomm. / In Millions)
Undecided Recomm ™9 Undecided Recomm.
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Department of the Treasury
Washington, D.C. 20220

Office of March 25, 1999

Inspector General

MEMORANDUM FOR SECRETARY RUBIN

FROM: Richard B. Calahan
Deputy Inspector General

SUBJECT: Report on the Department of the Treasury’s
Fiscal Year 1998 Financial Statements

SUMMARY

Attached is our report on the Department of the Treasury’s
(the Department) Consolidated Balance Sheet as of
September 30, 1998, and its Consolidated Statements of
Changes in Net Position, Net Costs, and Custodial Activity,
and its Combined Statements of Budgetary Resources and
Financing for the year then ended (the “financial
statements”). This audit is required by the Government
Management Reform Act of 1994 (GMRA), which expanded the
Chief Financial Officers Act of 1990 (CFO Act). These
financial statements are incorporated in the accompanying
Department of the Treasury Accountability Report for Fiscal
Year 1998.

In accordance with generally accepted government auditing
standards, the Report of the Office of Inspector General is
dated March 3, 1999, the last date of audit field work.

DISCUSSION

Our report includes our qualified audit opinion on the
financial statements. Our audit opinion was qualified
because: (1) the Internal Revenue Service (IRS) was not
able to provide sufficient evidence to support certain
account balances in its financial statements, and (2) the
Department did not eliminate certain intra-entity
transactions in consolidation, as required by Federal
accounting standards.

Our report discusses two material weaknesses and three other
reportable conditions identified during our audit. The two

material weaknesses relate to financial management and reporting
at the IRS, and electronic data processing (EDP)
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general controls at certain bureaus. The other reportable
conditions address financial management improvements needed
at the Financial Management Service, Departmental Offices,
and certain other component entities.

We noted three instances of noncompliance with applicable
laws and regulations. The Department has reported that it

is not in compliance with the Federal Financial Management
Improvement Act of 1996. We concur with this assessment.
Also, the IRS’ installment agreements are not in compliance
with the Internal Revenue Code. In addition, the United
States Customs Service did not conduct a biennial review of
reimbursable fees and charges, as required by the
Consolidated Omnibus Budget Reconciliation Act of 1985, as
amended by the CFO Act.

The overall FY 1998 audit results clearly reflect the

progress the Department has made during the past year in
meeting its financial management objectives. All of the
individual component entity audits resulted in unqualified
opinions, except for the IRS. Also, significant

improvements have been made in the internal control
structures at certain of the Department’s component

entities. This resulted in significantly fewer material
weaknesses reported in connection with the FY 1998 financial
statement audits. Finally, for the most part, the

Department was able to successfully implement significant
new Federal accounting standards which became effective for
FY 1998.

A key challenge for the Department as we move ahead to

FY 1999 is to firmly address the continuing financial
management and reporting issues at the IRS. This will
require the strong commitment and direct involvement by IRS’
executive management to develop and implement effective
corrective action plans. The Department should continue to
be actively engaged with the IRS in this effort.

The Department also should work closely with the other
Treasury component entities to address remaining material
weaknesses, other reportable conditions and non-compliances
with laws and regulations. Resolution of these matters

would enable accurate, useful and timely financial

information throughout the year for informed decision

making, in addition to facilitating successful annual audits.
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Finally, the Department should reconsider its elimination
policy for intra-entity transactions, in order to conform
with Federal accounting standards.

Your continued support is essential for the Department to
build upon its recent accomplishments and meet the
continuing challenges. We are committed to working with the
Department to achieve its financial management goals.

In accordance with the Department of the Treasury Directive
No. 40-01, we request a corrective action plan be provided
to us within 30 days of the date of this memorandum. We
recognize that certain corrective actions have already been
undertaken. We encourage these efforts and will continue to
provide advice and assistance to the Department during the
implementation of the necessary improvements to its internal
control structure.

Should you or your staff have questions, you may contact me
at (202)927-5240 or a member of your staff may contact
William H. Pugh, Deputy Assistant Inspector General for
Audit (Financial Management), at (202)927-5430.

Attachment
cc: Nancy Killefer

Assistant Secretary for Management and Chief Financial
Officer
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To the Secretary of the Treasury

We audited the Department of the Treasury’s (the Department) Consolidated Balance Sheet as of
September 30, 1998, and the related Consolidated Statements of Net Cost, Changesin Net
Position, and Custodia Activity, and the Combined Statements of Budgetary Resources and
Financing, for the year then ended. These financia statements are incorporated in the
accompanying Department of the Treasury Accountability Report for Fiscal Year 1998 (FY 1998
Accountability Report).

This report presents our qualified opinion on these financial statements. Our audit disclosed the
following material weaknesses, as defined on page 6 of this report:

» Financia Management and Reporting at the Internal Revenue Service (IRS) Needs
Improvement (Repeat Condition) (see page 6).

» Electronic Data Processing (EDP) General Controls Over Financia Systems Should be
Strengthened (Repeat Condition) (see page 8).

In addition, our audit disclosed the following reportable instances of honcompliance with laws,
regulations, and government-wide policies:

* IRS installment agreements are not in compliance with section 6159 of the Internal Revenue
Code (see page 15).

* TheU.S. Customs Service (Customs) did not conduct a biennial review of fees and charges
for its reimbursable projects as required by the Consolidated Omnibus Budget Reconciliation
Act of 1985, as amended (COBRA), and the Chief Financial Officers Act of 1990 (see

page 15).

*  The Department’ s financial management systems did not substantially comply with the
requirements of the Federal Financial Management Improvement Act of 1996
(FFMIA) (Repeat Condition) (see page 16).

We considered these materia weaknesses and instances of noncompliance in determining our audit
procedures and in forming our opinion on whether the Department’ s fiscal year (FY) 1998
financia statements are presented fairly, in al material respects, in conformity with the accounting
policies described in Note 1 to the financia statements. These weaknesses and

O1G-99-054 Report on the Department of the Treasury’s
Fiscal Year 1998 Financial Statements
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instances of noncompliance, other than those noted in the opinion section of this report, do not
affect our opinion on these financial statements.

These findings, along with other reportable conditions, are described in more detail in the following
sections of this report.

MANAGEMENT'S RESPONSIBILITIES

Management is responsible for:

*  Preparing the financial statementsin conformity with the hierarchy of Federa accounting
standards, as described in Note 1 to the financial statements, which is a comprehensive basis
of accounting other than generally accepted accounting principles.

*  Preparing the Management Discussion and Analysis (MD&A) of the Department,
Supplemental Information, and other accompanying information.

» Establishing and maintaining internal control. In fulfilling this responsibility, estimates and
judgments by management are required to assess the benefits and related costs of internal
accounting policies and procedures.

»  Complying with laws, regulations, and government-wide requirements applicable to the
Department.

SCOPE OF AUDIT

Except as discussed in the Opinion on the Financial Statements section of this report, we conducted
our audit in accordance with Government Auditing Standards, issued by the Comptroller Genera
of the United States, and Office of Management and Budget (OMB) Bulletin No. 98-08, Audit
Requirements for Federal Financial Statements, as amended (OMB Bulletin No. 98-08). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financia statements are free of material misstatement. An audit includes examining, on atest
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes ng the accounting principles used and significant estimates made by management,
aswell as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

O1G-99-054 Report on the Department of the Treasury’s
Fiscal Year 1998 Financial Statements




Department of the Treasury  FY 1998 Accountability Report Page 123

REPORT OF THE OFFICE OF INSPECTOR GENERAL
Page 3

In planning and conducting our audit of the Department’ s financia statements for the year ended
September 30, 1998, we considered its internal control over financia reporting and compliance
with laws and regulations. Specifically, we obtained an understanding of the design of the
Department’sinterna controls, determined whether these internal controls had been placed in
operation, assessed control risk, and performed tests of controls in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to provide
assurance on the internal control over financia reporting and compliance with laws and
regulations. Consequently, we do not provide an opinion on such controls.

In addition, with respect to internal controls related to performance measures reported in the
MD&A, we obtained an understanding of the design of significant internal controls relating to

the existence and completeness assertions and determined whether they had been placed in
operation. Our procedures were not designed to provide assurance on internal control over reported
performance measures, and, accordingly, we do not provide an opinion on such controls.

As part of obtaining reasonable assurance about whether the financial statements are free of
material misstatement, we performed tests of the Department’ s compliance with: (1) certain
provisions of laws and regulations, noncompliance with which could have a direct and materia
effect on the determination of financial statement amounts; and (2) certain other laws and
regulations specified in OMB Bulletin No. 98-08, including the requirements referred to in the
FFMIA. Providing an opinion on compliance with laws and regulations was not an objective of our
audit and, accordingly, we do not express such an opinion.

Under FFMIA, we are required to report whether the Department’ s financial management systems
substantially comply with the following three general requirements. Federa Financia
Management Systems Requirements (FFMSR), Federal accounting standards, and the United
States Government Standard General Ledger (SGL) at the transaction level. To meet this
requirement, we performed tests of compliance using the implementation guidance for FFMIA
included in Appendix D of OMB Bulletin No. 98-08.

RESULTS OF AUDIT

OPINION ON THE FINANCIAL STATEMENTS

Asdiscussed in Note 1 to the financial statements, the Department’ s financial statements were
prepared in conformity with the hierarchy of Federal accounting standards prescribed in OMB
Bulletin No. 97-01, Form and Content of Agency Financial Statements, as amended (OMB

O1G-99-054 Report on the Department of the Treasury’s
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Bulletin No. 97-01), which is a comprehensive basis of accounting other than generally accepted
accounting principles.

The scope of our audit was limited because, as described on page 6 of this report, IRS was unable
to provide sufficient evidence to support: (1) non-payroll expenses reported in the Consolidated
Statement of Net Cost related to Program B — Financia: Manage the Government’ s Finances,

and (2) IRS related budgetary balances reported in the Combined Statements of Budgetary
Resources and Financing.

In addition, the Department did not eliminate its investmentsin Federal debt securities and related
earnings. These investmentsin Federal debt securities and related earnings represent intra-entity
transactions that, in our opinion, should be eiminated in order to conform with the basis of
accounting described in Note 1 to the financial statements. If these eliminations were performed,
the Entity Intra-governmental Investments and Related Interest, and the Intragovernmental Federal
Debt & Interest Payable in the Consolidated Balance Sheet would be reduced by approximately
$17.1 billion. Also, earned revenues of approximately $3900 million included in Net Cost of
Treasury Operations would be eliminated against Federal Debt Interest Costs in the Consolidated
Statement of Net Cost.

In our opinion, except for the effects of: (1) such adjustments, if any, as might have been
determined to be necessary had we been able to examine evidence regarding IRS' non-payroll
expenses and budgetary balances; and (2) not performing the eliminations as discussed in the
preceding paragraph, the Department’ s financia statements present fairly, in all material respects,
its assets, liahilities, and net position as of September 30, 1998, and its net costs, changes in net
position, budgetary resources, reconciliation of net costs to budgetary obligations, and custodial
activity for the year then ended, on the basis of accounting described in Note 1 to the financia
Statements.

Asdiscussed in Note 1 to the financia statements, the presentation of the Department’s FY 1998
financial statements differs from that of its FY 1997 statements. For FY 1997, the Department
reported its administrative activitiesin a set of consolidated statements and its custodial activitiesin
a set of consolidated schedules. For FY 1998, the Department is reporting all of its activities
inasingle set of financial statements. In addition, for FY 1998, the Department reclassified the
International Assistance Programsto report them as part of its entity activities.

O1G-99-054 Report on the Department of the Treasury’s
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OTHER INFORMATION

Our audit was conducted for the purpose of expressing an opinion on the Department’ s financia
statements for the year ended September 30, 1998, referred to above. The information contained in
the MD&A, and Supplemental Information, and other accompanying information, is not a required
part of the financial statements but is required by OMB Bulletin No. 97-01. Such information has
not been subjected to the auditing procedures applied in the audit of the financia statements, and
accordingly, we express no opinion on it. However, we compared this information for consistency
with the financial statements and, based on this limited work, we found no materia inconsistencies.

INTERNAL CONTROL

Internal control is a process, effected by the Department’ s management and other personnel,
designed to provide reasonable assurance that the following objectives are met:

* Reliahility of financial reporting - transactions are properly recorded, processed, and
summarized to permit the preparation of the financia statements in accordance with the
hierarchy of Federal accounting standards prescribed in OMB Bulletin No. 97-01, which isa
comprehensive basis of accounting other than generally accepted accounting principles, and the
safeguarding of assets against loss from unauthorized acquisition, use, or disposition;

»  Compliance with applicable laws and regulations - transactions are executed in accordance
with: (1) laws governing the use of budget authority and other laws and regulations that could
have adirect and material effect on the financial statements, and (2) any other laws,
regulations, and government-wide policy requirements identified in OMB Bulletin
No0.98-08; and

* Reliability of performance reporting - transactions and other data that support reported
performance measures are properly recorded, processed, and summarized to permit the
preparation of performance information in accordance with criteria stated by management.

Because of limitations inherent in any internal control, errors or fraud may occur and not be
detected. Also, projection of any evaluation of internal control to future periods is subject to the
risk that internal control may become inadequate because of changesin conditions or that the
effectiveness of the design and operation of policies and procedures may deteriorate.

O1G-99-054 Report on the Department of the Treasury’s
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Asdefined in OMB Bulletin No. 98-08, reportable conditions are matters coming to our attention
that, in our judgment, should be communicated because they represent significant deficienciesin
the design or operation of the internal control, that could adversely affect the Department’ s ability
to meet the internal control objectives as defined above. Material weaknesses are reportable
conditions in which the design or operation of the interna control does not reduce to arelatively
low level the risk that errors, fraud, or noncompliance in amounts that would be material in relation
to the financial statements being audited or material to a performance measure or aggregation of
related performance measures may occur and not be detected within atimely period by employees
in the normal course of performing their assigned functions.

We identified the following matters involving the interna control and its operation that we consider
to be material weaknesses and other reportable conditions as defined above. Materia weaknesses
and other reportable conditions that we identified in our Report on the Department of the
Treasury’s Fiscal Year 1997 Custodial Schedules and Administrative Statements

(O1G-98-066, issued March 30, 1998), and that continued to exist during FY 1998, are identified
as “Repeat Condition.”

MATERIAL WEAKNESSES
Financial Management and Reporting at IRS Needs Improvement (Repeat Condition)

The audit of the IRS FY 1998 financia statements disclosed that pervasive weaknesses continued
to exist in the design and operation of the IRS' financial management and reporting systems,
accounting procedures, documentation, record keeping, and interna control. These weaknesses
prevented the IRS from reliably reporting on its administrative activities. Consequently, the IRS
received disclaimers of opinion on its Statements of Net Cost, Changes in Net Position, Budgetary
Resources, and Financing, and a qualified opinion on its Balance Sheet.

The IRS was able to report reliably on its FY 1998 custodial activities, including tax revenue
received, tax refunds disbursed, and taxes receivable due from the public. Thisresulted in an
unqualified opinion on its Statement of Custodia Activities. However, this achievement required
extensive, costly, and time-consuming ad hoc procedures to overcome pervasive and long-standing
internal control and systems weaknesses.

The material weaknesses reported at the IRS are summarized below:

* |IRSdid not have adequate control over its financia reporting process to provide reasonable
assurance that its financial statements were fairly presented. Specifically, IRS':

O1G-99-054 Report on the Department of the Treasury’s
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(2) custodial and administrative general ledger systems which support the financia statements
were not in conformance with the SGL at the transaction level and did not provide a complete
audit trail for recorded transactions; (2) material balances reported on its financial statements
related to administrative activities were not supported by sufficient evidence, including non-
payroll expenses of $2.1 hillion, fund balance with Treasury of $2.0 billion, undelivered
orders of $1.0 hillion, property and equipment (P&E) of $202 million, and accounts payable
of $103 million; and (3) financial statements were not subject to sufficient management
oversight to provide reasonable assurance that significant errors and omissions were identified
and corrected before they were issued.

* |IRSdid not have adetailed listing, or subsidiary ledger, which tracks and accumulates unpaid
assessments by taxpayer on an ongoing basis. Additionaly, IRS continued to have significant
problems locating supporting documentation for unpaid assessment transactions. However,
improvement was noted in the documentation provided for the FY 1998 audit.

» IRS continued to have insufficient controls over refunds to ensure that inappropriate payments
for tax refunds were not disbursed. In FY 1998, inappropriate refund payments were issued
dueto: (1) IRS comparing the information on tax returns and third party data such as W-2s
(Wage and Tax Statement) too late to identify and correct discrepancies between these
documents, (2) significant levels of invalid Earned Income Tax Credit (EITC) claims, (3)
deficiencies in controls that alowed duplicate refunds to be issued, and (4) errors or delaysin
posting assessments to taxpayer accounts.

* |IRSdid not reconcile its administrative fund balance with Treasury account on atimely basis
to central agency accounting records maintained by the Financial Management Service
(FMS). After thefiscal year-end, IRS provided what it considered to be reconciliations for the
12 months of FY 1998. During testing of these reconciliations, it was found that material
amounts on the reconciliations did not agree with FM S and IRS records. 1n addition,
reconciling items listed on the reconciliations were not investigated and resolved. Without
performing timely and thorough reconciliations, IRS had no assurance that its fund balance
with Treasury was fairly stated. This weakness aso has an impact on IRS' ability to ensure
that it complies with laws governing the use of its budget authority.

* |IRS could not ensure the compl eteness of its reported P& E balance because it did not have
policies and procedures in place to ensure that all P& E purchases were identified and
capitalized at the appropriate cost and al disposals were properly recorded. Audit testing
identified computer system hardware and software projects that should have been capitalized
but were not. In addition, significant property disposals were noted which were not reflected
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in IRS detailed P&E records. IRS aso did not record individual property transactionsin its
P& E general ledger account throughout the year. Instead, IRS recorded adjustments at year-
end for all P&E activity for the year to make its P& E general ledger account agree with its
P& E subsidiary records. Consequently, the general ledger did not contain the transaction
detail information necessary to allow IRS to reconcile it to the detailed subsidiary records.

» Although IRS has made significant progress in improving its computer security, serious
weaknesses continue to exist in the following functional areas. (1) entity-wide security program
planning and management, (2) access control, (3) application software development and change
controls, (4) system software, (5) segregation of duties, and (6) service continuity. Continued
weaknesses in these areas could render IRS unable to perform its basic functions such as
processing tax returns, maintaining sensitive taxpayer data, calculating interest and penalties,
and generating refunds. These weaknesses could also result in unauthorized disclosure,
maodification, or destruction of taxpayer data

Recommendations:

Recommendations to address the weaknesses discussed above will be issued in a supplementa
report in connection with the audit of IRS FY 1998 financial statements. Given the significance of
these weaknessesto IRS' custodial and administrative responsibilities and their effect on the
Department’ s financia statements, we recommend that, on behalf of the Deputy Secretary of the
Treasury, the Assistant Secretary for Management and Chief Financial Officer ensure that IRS
develops and implements an appropriate corrective action plan that will fully address the material
weaknesses and reportable conditions identified in the FY 1998 IRS audit report.

EDP General Controls Over Financial Systems Should be Strengthened (Repeat Condition)

EDP general controls, which provide the structure, policies and procedures that apply to every
computer operation within the Department, need to be strengthened at certain component entities.
The details of the genera control weaknesses and audit recommendations were, or will be, provided
to the respective bureau’ s management separately, and in some instances, due to the sensitive nature
of the weaknesses, in separate reports with limited official distribution.

EDP general controls cover avariety of areas, which are generally grouped into the following six
categories: (1) entity wide security program planning and management, (2) access control, (3)
application software development and change controls, (4) system software, (5) segregation of
duties, and (6) service continuity.

O1G-99-054 Report on the Department of the Treasury’s
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The entity-wide security program planning and management process provides for identifying and
ng risks, deciding what policies and controls are needed, periodically evaluating the
effectiveness of these policies and controls, and acting to address any identified weaknesses.
Access control weaknesses make systems vulnerable to damage and misuse by alowing individuals
and groups to inappropriately modify, destroy, or disclose sensitive data or computer programs for
purposes such as personal gain or sabotage. Application software development and change
controls prevent unauthorized software programs or modifications to programs from

being implemented. System software controls limit and monitor access to the powerful programs
and sensitive files associated with the computer systems operation. Segregation of duties refers

to the policies, procedures, and organizational structure that help ensure that one individua cannot
independently control key aspects of a processor computer-rel ated operation and thereby conduct
unauthorized actions or gain unauthorized access to assets or records without detection. Service
continuity controls ensure that when unexpected events occur, critical operations

continue without undue interruption and critical and sensitive data are protected.

Although some improvements have been made, previoudy reported weaknessesin these general
controls at certain bureaus continued to exist during FY 1998. Absence of effective general
controls over computer based financial systems makes the Department vulnerable to losses, delays,
or interruptions in service, and compromises the integrity and reliability of the information systems
and data.

Recommendations:

In addition to the recommendations that were, or will be, provided to bureau management, we
further recommend that the Department’ s Chief Information Officer develop a plan to ensure that
the specific recommendations detailed in the above referenced reports, and the related plans for
corrective actions are implemented completely and timely by the various bureaus.

REPORTABLE CONDITIONS
Continued Improvement in FMS Financial Management is Needed (Repeat Condition)

Our prior year audit disclosed that FM S did not report all of its operations and activities as a
cohesive and complete reporting entity. Instead, FMS prepared separate sets of financial statements
for: (1) its Salaries and Expense appropriation; and (2) the collection of

approximately 150 accounts maintained by FM S related to international monetary programs,
multilateral lending assistance, deposit funds, general fund receipt accounts, and certain other
activities (collectively referred to as the Miscellaneous Accounts). This fragmented financial
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reporting inhibited a meaningful presentation of the full range and interrelationships of FMS
financial operations and activities, and increased the risk of material omissions from the financia
statements.

FMS significantly improved its financia reporting for FY 1998 by: (1) identifying the
Miscellaneous Accounts for which FM S had specific program responsibility, and (2) consolidating
these accounts with its Salaries and Expense appropriation accountsinto a

single set of audited financial statements. For those Miscellaneous Accounts for which FMS
provided accounting services but did not have program responsibility, FMS worked with the
Department to identify the proper financial reporting entity within the Department. As aresult of
this effort, the Miscellaneous Accounts related to international monetary programs, multilateral
lending assistance, and loans by the United States to foreign countries were reported for the first
time in a separate set of financia statements.

Although financia reporting by FMS improved overall, our FY 1998 audit disclosed weaknessesin
FMS' controls over property, and reconciliations of fund balances with Treasury. These conditions
are discussed in more detail below:

*  FMSimplemented anew P& E subsidiary ledger system during FY 1998 but did not reconcile
its detail property records to general ledger balances during the fiscal year. Additionaly,
manually-prepared depreciation schedules did not agree to the detail records of capitalized
property in the subsidiary ledger. Monthly posting of al property transactions also did not
occur. The effectiveness of FMS' controls to ensure property accountability and accurate
financial reporting were further diminished because: (1) full physical inventories were not
performed at all FM S locations, (2) physical inventory count sheets were not maintained for
audit trail purposes, and (3) property balances were not updated to reflect the results of physical
inventories.

* Asoneof its central banking functions on behalf of the Federal government, FMS maintains the
Treasury Receivable Accounting and Collection System (TRACS). Among its other functions,
this subsidiary ledger system accounts for reissued government checks sent to payees when
payees report that initial checks were not received. Our prior year audit found that FM S had
not reconciled fund balance with Treasury and accounts payable balances recorded in TRACS
with FMS' accounting system for its central banking activities (STAR). During FY 1998,

FM S made efforts to quantify the extent of the unreconciled differences related to prior periods,
and segregated those differences from daily activity so that they

could be reported separately in suspense and liability accounts. However, as of fisca year-end,
FMS had not resolved prior year differences and continued to have difficulty reconciling
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the fund balance with Treasury in TRACS with that recorded in STAR for current year activity.

FMSasodid not properly reconcile fund balance with Treasury account balances reflected in
its genera ledger systems for the Salary and Expense appropriation accounts and certain
Miscellaneous Accounts to central agency accounting records. Absent timely and proper
reconciliations of fund balances with Treasury, FMS' financial accounting systems for its
Salary and Expense appropriation and Miscellaneous Accounts may not include al financial
activity that occurred, or there may have been activity that occurred and was not properly
reflected in the central agency accounting records.

Recommendations:

Our separate report on FMS' FY 1998 financia statements includes specific recommendations to
FMS management for correcting the conditions noted above. These recommendations will be
tracked and monitored at the FMS level. We will also follow up on FMS' progress in implementing
the recommendations as part of our audit of the Department’s FY 1999 financial statements.

Financial Management at the Departmental Offices

Organized as a separate bureau within the Department, Departmental Offices (DO) is a collection of
offices supporting the Secretary of the Treasury in policy formulation and implementation.

DO presently prepares financial statements that incorporate the DO Salaries and Expense
appropriation as well as several other funds administered under the DO umbrella. However, these
financia statements exclude certain activities under DO’ s purview; specifically, the activities of the
International Assistance Programs (IAP), and the assets, liabilities and related activities resulting
from the Department’ s assumption of responsibility for certain liabilities of the District of
Columbia Pension System (DC Pension).

* AP consists of international monetary programs, multilateral lending assistance, and loans by
the United States to foreign countries managed by DO’ s Office of International Affairs (OIA).
As mentioned in the previous finding, the first financial statementsissued by OIA for these
programs were for FY 1998. It relegated the preparation responsibility to FMS whose role
was limited to providing AP with accounting services.
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Because it is an economic policy making office, and unfamiliar with financial management
issues, OIA had little or no involvement in: (1) making accounting policy decisions,

(2) making adequate accounting estimates, including valuation of assets, (3) implementing
effective internal controls over financial reporting, and (4) preparing informative financial
statement disclosures. Considerable guidance had to be provided by the Department’s

Deputy Chief Financia Officer’s office and the auditors to ensure OIA understood its financial
management and reporting responsibilities over these programs.

* TheBaanced Budget Act of 1997 (the 1997 Act) transferred to the Department: (1) the
responsibility for pension benefits for certain employees of the District of Columbia (DC), and
(2) certain assets of the plans. It also required that the Department hire a Trustee for the
management, investment, control, and auditing of the DC Pension trust fund assets, the making
of Federal benefit payments, and such other matters as the Secretary deems appropriate.

Under the provisions of a Memorandum of Understanding (MOU) between the Department,
DC, and the DC Retirement Board (DCRB), DC continues to administer the retirement
programs and the DCRB continues to administer the retirement funds on behalf of the
Department. The Secretary designated senior officials within DO to carry out the
Department’ s responsibilities under the 1997 Act and the MOU.

Aswith the |APs above, the financia statements of DO did not include the accounts of the DC
Pension. The Bureau of Public Debt (BPD), whose role was limited to providing DC Pension
with accounting services, provided financia information directly to the Office of Accounting
and Internal Control for inclusion in the Department’ s financial statements.

Not integrating financial management responsibilities with the management of program activities
limits the effectiveness of program accounting and reporting functions and may result in incomplete
or inconsistent financial reporting.

The DO financia statements also exclude certain other DO activities, such as the Federal
Financing Bank, the Exchange Stabilization Fund, the Community Development Financia
Institutions Fund, and the Treasury Forfeiture Fund (TFF). Audited financial statements related to
these activities are issued separately because they are subject to stand-al one reporting
requirements. However, there may be opportunities to incorporate them into a consolidating set of
DO financia statements which would satisfy their separate reporting requirements.
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The presentation of DO activities needs to be reevaluated. Fragmented financia reporting inhibits
ameaningful presentation of the full range and interrelationships of DO’ s program activities and
financial operations and increases the risk of material omissions from the financial statements.
Financial reporting by DO in a comprehensive set of financial statements would provide a more
complete and informative presentation. This should include DO activities whose

financial records are maintained by entities outside of DO. An additional benefit of this
consolidation of DO’ sfinancia reporting would be opportunities to streamline the audit process.

Recommendations:
We recommend that the Assistant Secretary for Management and Chief Financial Officer:

1. Ensurethat financial and program management responsibilities are properly integrated for all
DO activities.

2. Reassess the DO reporting entity and consider presenting a comprehensive set of financial
statements for DO which includes all program activities for which it has responsibility.

Financial Management at the Department’s Component Entities Needs Improvement

Our audits of the component entities' FY 1998 financial statements identified continued
weaknesses in various financial management areas of certain entities that affect their ability to
produce accurate, reliable, and timely information. These weaknesses involved core financia
systems, account reconciliations, seized and forfeited property activities, and the management of
certain trade activities. To compensate for these conditions, the component entities had to perform
extensive manual procedures and analyses to process certain routine transactions and to prepare
financia statements and required disclosures as of the fiscal year-end. This, in turn, contributed to
significant delays by certain component entities in providing the Department with reliable financia
information for consolidation in the Department’ s financial statements.

These weaknesses are discussed below:

» Corefinancia systemsat IRS, the U.S. Mint (the Mint), Customs, and TFF did not provide
management with useful and timely information for managing operations. In each case these
financia systems were not fully integrated. In addition, they did not capture all transactions as
they occurred during the year, nor were the transactions properly recorded on a consistent
basis.
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* IRS, FMS, and BPD did not perform certain essential account reconciliations. Specificaly,
reconciliations of fund balances with Treasury accounts to central agency accounting records
maintained by the FM S were not always performed or were performed improperly.
Additionally, detailed subsidiary ledgers for P& E were not always reconciled to the genera
ledger.

»  Although significant improvement has been made to Custom’ s seized and forfeited property
system, it was il unable to properly record all seized currency transactions during FY 1998.
Also, required disclosures of seized and forfeited property activity were either incorrect or
incomplete at IRS and the U.S. Secret Service (Secret Service).

» Customs controls over in-bond shipments continued to need improvement during FY 1998.
Customs was unable to ensure that goods moving in-bond were not diverted into the United
States commerce without proper appraisement. While Customs did make certain planned
improvements to its operating and system controls, these improvements were not fully
implemented until September 1998.

The above conditions need to be addressed and corrected if the Department is to successfully
accomplish planned improvementsin its financial reporting process.

Recommendations:

The audit reports on the component entities FY 1998 financial statements provided
recommendations to address the weaknesses described above. In addition, we recommend that:

1. The Chief Information Officer should ensure that component entities devel op appropriate plans
to improve and integrate their financial management systems, and monitor the implementation
of these plans.

2. The Assstant Secretary for Management and Chief Financial Officer should reiterate the
Department’ s policy that essential account reconciliations be performed, reviewed by a
supervisor on aregular and timely basis, and that reconciling items be investigated and
resolved.
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Our consideration of the internal control would not necessarily disclose al mattersin the internal
control that might be reportable conditions and, accordingly, would not necessarily disclose al
reportable conditions that are also considered to be material weaknesses.

We noted other matters involving internal control and its operation that we will communicate to the
Department’ s management separately.

COMPLIANCE WITH LAWS AND REGULATIONS

The results of our tests of compliance with laws, regulations, and government-wide policy
requirements, exclusive of FFMIA, disclosed the following two instances of noncompliance with
laws and regulations that are required to be reported under Government Auditing Standards and
OMB Bulletin No. 98-08:

»  Section 6159 of the Internal Revenue Code authorizes IRS to enter into installment agreements
with taxpayers to satisfy the taxpayer’sliability. During the FY 1998 audit, numerous
instances were identified in which IRS had entered into installment agreements where the terms
of payment will not be sufficient to satisfy the taxpayers outstanding tax liability prior to the
expiration of the statutory collection period for these tax liabilities. Because these agreements
will not result in full satisfaction of the outstanding tax liability, they are not in compliance
with Section 6159 of the Internal Revenue Code. IRS management issued specific guidelines
during 1998 requiring that the payments under any new installment agreement be adequate to
satisfy the taxpayer’ s outstanding liability, and plans to update the Internal Revenue Manual.

* The Chief Financial Officers Act of 1990 requires Customs to conduct a biennial review to
determine the appropriateness of fees and other charges it imposes for services and things of
valueit provides. Similarly, COBRA requires Customs to conduct a biennial review of user
fees imposed under COBRA &t the close of each even-numbered fiscal year. Customs did not
conduct the biennial review of fees and charges for its reimbursable projects. However, it
attempted to analyze COBRA fees based on FY 1997 data but the data was not complete and,
asaresult, it could not determine if fees should be adjusted.

Except for the instances described above, the results of our tests of compliance disclosed no other
instances of noncompliance with other laws, regulations, and government-wide policy requirements,
exclusive of FFMIA, that are required to be reported under Government Auditing Standards and
OMB Bulletin No. 98-08.
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The results of our tests disclosed instances where the Department’ s financial management

systems did not substantially comply with the requirements of FFMIA. In the Secretary of the
Treasury’s Letter of Assurance, included in Part I11 of the accompanying FY 1998 Accountability
Report, the Secretary represented that the Department cannot provide an assurance that it isin
substantial compliance with FFMIA.

The following are summaries of instances of noncompliance with the requirements of FFMIA that
were identified during our tests and that the Department has included in Part 111 of the FY 1998
Accountability Report along with planned remedia actions and related time frames, where
developed:

* |IRS custodia and administrative financial management systems: (1) do not allow for the
reliable preparation of certain financial statements required by OMB Bulletin No. 97-01;
(2) do not include a general ledger that conforms with the SGL; (3) lack subsidiary ledgers for
unpaid assessments, accounts payable, and undelivered orders; and (4) lack an effective trail
from the general ledger to the subsidiary detailed records and transaction source documents. In
addition, IRS does not consistently capture cost information in accordance with Federal
accounting standards. IRS has developed and is executing aremedial plan to address the
weaknesses related to its custodial financia management systems. IRS s currently revising its
remedial plan to address the weaknesses related to its administrative financial management
systems.

* TheMint's core financial management system does not comply with OMB Circulars
A-123, Management Accountability and Control; A-127, Financial Management Systems;
and A-130, Management of Federal Information Resources, the FFM SR issued by the Joint
Financial Management Improvement Program; and the SGL. Subsequent to the end of the
fiscal year, the Mint implemented its Consolidated Information System. This system’'s
compliance with the requirements of FFMIA and other OMB guidance will be assessed as part
of the audit of the FY 1999 financial statements.

* Customs financial systems do not provide complete and accurate information for financial
reporting and the routine preparation of the financia statements and related disclosuresin
accordance with OMB Bulletin No. 97-01. In addition, Customs' automated systems for
tracking and accounting for seized currency and property are not in compliance with FFMSR.

»  Secret Service's automated system for valuing and accounting for seized property was not in
compliance with the applicable requirements of FFMSR. In addition, the Secret Service did
not enter materials and supplies transactionsin its general ledger system as inventory was
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used, and reimbursable services are not recorded when goods or services are rendered or
recelved.

* FMS financia management systems had material weaknesses in EDP access controls over
information security and contingency planning. Additionally, balances in TRACS needed to be
reconciled. FMS also had weaknesses related to its responsibility to prepare the government-
wide consolidated financia statements (CFS) required by the Government Management
Reform Act of 1994 (GMRA). The weaknesses included the inability to identify and eliminate
intragovernmental transactions and to reconcile the CFS with budget results, and the need to
provide a methodology to verify net cost classifications.

* The Executive Office for Asset Forfeiture maintained its accounting records primarily on a
cash basis and the general ledger system did not record all balances and transactions that are
reflected in the financia statements of the TFF. Additionally, the analysis of changesin seized
and forfeited property of the IRS compiled at fiscal year-end did not account for and properly
report property transactions in accordance with Federa accounting standards.

*  The material weakness regarding EDP general controls discussed on page 8 a so constitutes
non-compliance with FFMSR.

Recommendations:
The Assistant Secretary for Management and Chief Financial Officer should:

1. Ensurethat the IRS develops and implements an appropriate corrective action plan to address
recommendation(s) related to the IRS noncompliance with Section 6159 of the Internal
Revenue Code.

2. Ensure that Customs continues its efforts to review its user fees and other charges to comply
with the Chief Financial Officers Act of 1990 and COBRA.

3. Continue to monitor and assess the progress of the bureaus in devel oping and implementing
their remediation plans to address the identified instances of financial management systems
noncompliance with the requirements of FFMIA, and in taking appropriate actions when key
target dates are not met.
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OTHER OBSERVATIONS
In addition to the matters discussed above, we would like to offer the following observations
with regard to strengthening financial management at Treasury and facilitating financial reporting

in the future.

Treasury Corporate Financial M anagement

The requirement under GMRA for consolidated Department-wide financia reporting underscores
the need and importance of strong corporate financial management at the Department. The

utility of the Department’ s consolidated financial information is dependent upon the accuracy,
consistency, timeliness and relevance of financia information provided by the bureaus. Thisin turn
requires that the Department exert its corporate prerogative over financial management activities
throughout the Department.

The Department has already taken significant actions in thisregard. The Treasury Chief Financial
Officer’s Council, comprised of all Chief Financial Officer’s and their Deputies within the
Department, has been an active and positive vehicle for addressing financial management issuesin
a Department-wide context. Also, the Department’ s decision to submit an annual Accountability
Report, which it has done since FY 1995 under a pilot program authorized by the GMRA, isa
good indicator of its corporate financial management perspective. These and other initiatives
aimed at strengthening the Department’ s corporate financial management function need to be
continued and accelerated.

In addition, the Department should focus particular efforts on engaging top level bureau
management to address key financial management issues affecting the integrity of their financial
reporting. A prime example of thisneed isat the IRS. The continuing material weaknessesin
internal control, which have been reported since financial statement audits were initiated in FY
1992, coupled with significant IRS management turnover and new Federal accounting standards,
resulted in a disclaimer of an audit opinion on certain of the IRS FY 1998 financia statements.
Thisin turn resulted in a qualified audit opinion on the Department’ s financia statements.

The“tone at the top” isafundamental concept of management accountability. A direct
commitment and involvement by top executive management is needed to focus attention and
priority on critical issues facing an organization. Addressing pervasive financial management
issues requires the active involvement of the chief executive and program operating heads, as
well asthe chief financia officer. The Department can in fact cite major financial management
successes at certain bureaus in this regard. Customs and the Bureau of Alcohol, Tobacco and
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Firearms (ATF), along with IRS, were designated by OMB under the GMRA for stand-alone
audited financial statements. Customs and ATF have established strong records of financial
accountability with unquaified audit opinions since FY 1996. In both cases, the direct involvement
of the agency head and top program managers in promoting and supporting financial accountability
throughout their organizations, and their direct participation in the financia statement preparation
and audit process, have been instrumental in achieving the desired audit results. Likewise, IRS
would benefit substantially from a more active involvement by executive management in addressing
financial management issues. The Department should actively seek to fully engage IRS executive
management in this effort.

The Department is also encouraged to build upon its corporate financial management initiativesin
other areas, such as financial management resource issues at the bureaus. The Department aready
plays asignificant rolein thisregard in its capacity as principal advisor to the bureaus on
management issues. Also, the Department has undertaken amajor project to develop a streamlined
Department-wide human resources system. Another key area where the Department can strengthen
bureau financial management is by working closaly with the bureaus to ensure that key financia
management vacancies are filled on atimely basis with highly qualified financial managers.

During the past year, for example, key permanent financial management positions at the IRS,
Customs and FM S were open for extended periods. Active involvement by the Department in

ng qualitative and quantitative factors related to bureau accounting staffing levels would
also enhance overall financial management across the Department.

Future Financial Statement Preparation

The Department made significant enhancements to its process for preparing its financia
statements. These enhancements enabled more efficient identification and reconciliation of account
balances and transactions necessary for the preparation of its FY 1998 financia statements. The
Department also improved the accuracy and presentation of the financial statement data submitted
by its component entities for consolidation.

Since the preparation of the FY 1995 Accountability Report, the Department has made strides
towards submitting its audited financial statements on atimely basis. However, thisis a continuing
challenge, due in large part to the difficulty of its component entities in producing reliable and
accurate financia information in atimely manner.

In an effort to improve this situation, the Department has developed the Financial Anaysis and
Reporting System (FARS), which serves as a centralized data source for itsfinancial data. This
system will receive and store in a data base monthly transmissions of trial balance information
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from each of the Department’s component entities. This should allow the Department to prepare
periodic consolidated financia statements for the Department during the year and should also
expedite the preparation of the fiscal year-end consolidated financial statements.

While the implementation of FARS should enhance the Department’ s ability to generate timely
financial information, the utility of this information depends on the integrity of thedata. The
financial information generated from FARS will only be as good as the component entity
information that goes into the data base.

The Department should ensure that all of its component entities have financial management systems
which are capable of producing accurate, timely, and reliable financia information throughout the
year, not just at fiscal year-end. It should also consider extending the use of

FARS to prepare the component entities' financial statements. Subject to the integrity of the data
provided, these potential enhancements would enable the component entities to support interim audit
tests of data, thus alowing for more timely completion of the audits of their annual

financia statements, as well as those of the Department.

Application of Federal Accounting Standards

The Department manages significant assets (e.g., operating cash of the Federal government, taxes
receivable, and gold and silver reserves) and liabilities (the Federal debt) on behalf of the Federa
government. There are anomaliesin the Federal accounting standards which create unique financia
reporting issues for the Department with respect to the activities that it performs on behalf of the
Federal government. In particular, the standards require separate reporting of entity and non-entity
assets. Non-entity assets are defined as those that are held by an entity but not available to it.
However, the standards do not provide for such a separation in reporting liabilities.

The standards also require that an amount equal to non-entity assets should be recognized as a
liability. The Department obtained authorization from OMB to report an asset, due from the
general fund, to offset the liabilities managed on behalf of the Federal government. These offsetting
accounts result in a net due from the general fund, which is presented as a non-entity asset in the
Department’s FY 1998 Consolidated Balance Sheet.

The inconsistency in accounting and reporting for entity and non-entity with respect to assets versus
liabilities affects the manner in which related balances are treated in consolidation, since entity and
non-entity accounts are not eliminated against each other. It also raises questions as to whether the
offsetting accounts with the general fund should be classified as entity or non-entity.
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We consulted with OMB regarding the appropriate accounting treatment under Federal accounting
standards for activities performed by the Department on behalf of the Federal government. Except
for the Department’ s investments in Federal debt securities and related earnings referred to in our
audit opinion on page 3 of thisreport, transactions and balances related to activities performed on
behalf of the Federal government are presented in accordance with agreements reached with OMB
for FY 1998 reporting.

Although these issues were settled for FY 1998, a permanent resolution is needed to address
inconsistencies in the present Federal accounting standards to make the financial statements of
future reporting periods more clear and useful to readers. We are prepared to assist the
Department in working with OMB and the Federal Accounting Standards Advisory Board to
address these matters in a more comprehensive manner.

MANAGEMENT’S RESPONSE AND AUDITOR’S COMMENTS

Management agreesin principle with the findings in this report except for the qualification to our
opinion on the financial statements related to the elimination of the Department’ s investmentsin
Federal debt securities and related earnings. Management believes that these investments and
related earnings should not be eliminated because it would result in incomplete reporting of its total
activities. Management also believes that presenting this information in the principa financia
statements improves the utility of the statements. A copy of the full text of Management’s
Response follows our report in this section of the FY 1998 Accountability Report.

The nature and complexity of the Treasury Department’ s activities create unique financial
reporting challenges under Federa accounting standards. During our audit, the elimination policy
for intra-Departmental transactions was discussed on numerous occasions at our regular meetings
with representatives of the Department’ s Chief Financial Officer (CFO) and at the monthly audit
status meetings with CFO staff and representatives of the General Accounting Office (GAO).
Plausible arguments were made at these meetings to support differing views on the appropriate
policy for intra-Departmental eliminations.

Accounting policies followed by Federal agencies must be within the framework of the hierarchy of
Federal accounting standards prescribed in OMB Bulletin No. 97-01. Significant disagreements as
to whether an agency’ s accounting policies meet this criterion should be resolved with OMB, which
isthe policy setter for the form and content of Federal financial statements. Accordingly, we
consulted with OMB to resolve certain accounting issues, including the appropriate elimination
policy for intra-Departmental transactions. Pursuant to considerable discussion with OMB
involving our representatives, and representatives of the CFO and GAO,
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OMB confirmed that the Department’ s investments in Federal debt securities and related earnings
should be eliminated from its financial statements.

Based on the results of our consultation with OMB, we reaffirm that the Department’ s elimination
policy with respect to its investmentsin Federal debt securities and related earnings congtitutes a
departure from Federal accounting standards. We advise the Department to reconsider its
elimination policy for future reporting periods.
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Thisreport isintended solely for the information and use of the management of the Department of
the Treasury, OMB, the U.S. Genera Accounting Office, and the Congress, and is not intended to
be and should not be used by anyone other than these specified parties.
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William H. Pugh

Deputy Assistant Inspector Genera for Audit
(Financial Management)

March 3, 1999
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DEPARTMENT OF THE TREASURY
Washington, D.C.

March 1999
Assistant Secretary

MEMORANDUM FOR DAVID WILLIAMS
INSPECTOR GENERAL

FROM: Nancy Killefer 7 Aoy
Assistant Secretary for.Management
and Chief Financia Officer

SUBJECT: Management Response -- Report of the Inspector General on
Treasury’s Fiscal Year 1998 Financial Statements

Thisisin response to your report to Secretary Rubin on the Department’ s financial statements
included in Treasury’s fiscal year 1998 Accountability Report.

We appreciate your efforts to audit the Department’ s fiscal year 1998 financia statements. Y ou
identified two material weaknesses in your audit: Financial Management and Reporting at IRS
Needs Improvement; and, EDP General Controls Over Financial Systems Should be

Strengthened. My office, along with the Deputy Chief Financial Officer and the Chief Information
Officer, will review and monitor the planned corrective actions of the affected bureaus to help
ensure that these weaknesses are eliminated.

Asyou know, we still face a significant challenge in meeting the statutory due date of March 1 for
completion of Treasury’s Accountability Report. Working together, our offices need to establish
and commit to a plan for the timely preparation and audit of the financia statements for fiscal year
1999.

Treasury has many successful financial management accomplishments to note for fiscal year 1998.
Unfortunately, they are to alarge extent overshadowed by the overall qualified opinion rendered.
Asyou know, we are developing action plans to obtain more favorable results for fiscal year 1999.

Overdl, | agreein principle with the findings in your audit report, except for one. In particular, |
agree with your observation for Departmental Officesto consider presenting a comprehensive set
of financial statementsinclusive of all program activities subject to asingle audit. However, |
must take exception with the qualification in your audit opinion regarding the Department’s
elimination policy for entity investmentsin Federal debt securities.

Asyou know, the Department of the Treasury is a complex organization that has many roles and
responsibilities that are conducted at three distinct levels -- Treasury Bureau, Treasurywide, and
Treasury on behalf of the federal Government. As described in Note 1 to the financia statements,
we explain this situation and the fact that the Department often engagesin certain transactions
between its entity and its non-entity activities. The Department does not eliminate these
transactions for consolidation purposes, because the activities are viewed as separate and unique.
If these transactions were eliminated, the Department’ s financia statements would not be
complete in terms of reporting its total entity related activities and those non-entity related
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activities carried out on behalf of the Federa Government. Also, our policy of not eliminating the
entity investments in Federal debt securities in consistent with our policy of not eliminating
between non-entity assets and entity liabilities.

The Department firmly believes that its policy not to eliminate these transactions follows, and is
well within the flexibilities of, the guidelines provided in the Statement of Federa Financia
Accounting Concepts (SFFAC) No. 2, Entity and Display. SFFAC No. 2, paragraph 77 states,
“In reporting the transactions and balances of afederal reporting entity in its entirety, it is
conceptually desirable, athough not always practicable to eliminate the intra-entity transactions
and balances. Factors to consider are the utility of the information for the entity in its entirety if
the intra-entity balances are not eliminated, the misunderstanding that might result if the balances
are not eliminated, and the cost-benefit of making the eliminations (emphasis added).” As
described above, the Department thinks its policy improves the utility of the information presented
for both internal decision makers and the external, taxpayer audience.

Further, as noted in your audit report, we agree strongly that there are anomalies in the Federal
accounting standards which create unique financia reporting issues for the Department. Certain
provisions of OMB Bulletin 97-01, Form and Content of Financial Statements, also create unique
reporting issues. With your office’' s participation, we actually began considering these reporting
issues with the enactment of the Government Management and Reform Act in 1994. Since we
produced the initial Departmentwide financial statements for fiscal year 1995, each subsequent
year's statements have been revised to reflect both changing reporting standards and changing
views as to how certain accounts, particularly those that present Treasury’ s governmentwide
activities, were presented in our statements.

One of our main goals in establishing the Department’ s financia statements work group last year
was to reach agreement among the various interested parties on how to present the Department’s
statements both for fiscal year 1998 and the foreseeable future. It isour view that the work
group’s efforts, which culminated in the presentation format approved by OMB in August 1998
and followed by the Department in preparing its fiscal year 1998 financial statements, have
effectively addressed the Department’ s statement presentation issues.

We think our current reporting format provides readers with a clear and informative
understanding of both the Department’s “ operating entity” and “governmentwide” financia
activities. Accordingly, we do not anticipate re-visiting these issues in a wholesale manner for
fiscal year 1999 or future years. Of course, we agree with you that existing Federal accounting
standards have room for improvement, especially as they relate to entity and non-entity types of
accounts. |If the Federal Accounting Standards Advisory Board chooses to consider amending
any of the existing standards, we would be pleased to provide our views and testimony directly to
the Board.

I look forward to working with you and your office to address all of the Department’ s financial
statement preparation and audit issues for fiscal year 1999.
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SUPPLEMENTAL INFORMATION
INTRODUCTION

This section provides the Required Supplemental Information described in the Office of Management and
Budget Bulletin 97-01, Form and Content of Agency Financial Statements, and aso includes Other
Accompanying Information and the Required Stewardship Supplemental Information, which provide
additional financial information. Other program and financial information also are presented: Prompt
Payment Act compliance; progress and status on the implementation of the Debt Collection Improvement Act
of 1996; and the biennia review of user fees. This section also includes an abbreviated performance report
for fiscal year 1998 on the results of selected key performance measures, as presented in Treasury’sFY 2000
Budget-In-Brief dated February 1999.
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SUPPLEMENTAL INFORMATION TO FINANCIAL
STATEMENTS

Note A.  Segment Information

Franchise Fund

The Department of Treasury’s Franchise Fund is afee-for-service organization that isfully reimbursable and
competitive. The fund currently consists of six business activities - the Center for Applied Financial
Management, the Federal Quality Consulting Group, and four former Cooperative Administrative Support
Units (CASU) now operating as Treasury Franchise Businesses.

The Center for Applied Financia Management improves the quality of Government financial management by
providing individualized accounting cross-servicing, financial systems consulting, financid management
consulting, and financial education services.

Some of the major customersinclude: Administrative Offices of the U.S. Courts, Bureau of Indian Affairs,
Defense Finance and Accounting Service, Library of Congress, U.S. Senate and various other Executive
department’ s and agencies.

Treasury Franchise Fund
Segment Information

(Millions)
Amounts
Fund Balance with Treasury $ 10
Accounts Receivable 17
Property, Plant and equipment 1
Other Assets 0
Lotal Asseis 28
Accounts Payable 18
Other Liabilities 3
Total Liabilities 21
Cumul ative Results of Operations 7
Jotal | igbilities and Net Pogtion 28
Total Costs 79
Exchange Revenue 80
Other Financing Sources 2
Excess of Revenues and Financing Sources over Costs 3

Working Capital Fund
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The Departmental Office’s Working Capital Fund is afee-for-service organization that is fully reimbursable
and compstitive.

The fund presently offers the following program services to various Treasury bureaus: telecommunications,
payroll/personnel systems, printing and other.

Working Capital Fund
Segment Information

(Millions)
Amounts
Fund Balance with Treasury $ 237
Accounts Receivable 15
Property, Plant and equipment 2
Other Assets 2
Lotal Asseis 256
Accounts Payable 29
Other Liabilities 227
Total Liabilities 256
Cumul ative Results of Operations 0
Total Costs $ 191
Exchange Revenue 191
Other Financing Sources 0
Excess of Revenues and Financing Sources over Costs $ 0

Note B. Other Claims for Refunds and Drawbacks

The Department has estimated that $24.7 billion which may be paid out as other claims for tax refunds and
drawbacks. This estimate represents amounts (principal and interest) that may be paid for claims pending
judicia review by the Federal courts or internaly. The total estimated payout (including principal and
interest) for claims pending judicia review by the Federa courts is $9.8 billion and by Appeals is $14.9
billion. Although these refund claims have been deemed to be probable, they do not meet the criteria in
SFFAS No. 5 for reporting the amounts in the Balance Sheet or for disclosure in the notes to the financial
statements. However, they meet the criteriain SFFAS No. 7 for inclusion as supplemental information.
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Note C. Unpaid Assessments

In accordance with SFFAS No. 7, some unpaid tax assessments do not meet the criteria for financia
statement recognition as discussed in the Note 1 to the financial statements. Although compliance
assessments and write-offs are not considered receivables under Federal accounting standards, they represent
legally enforceable claims of the Federal government. There is, however, a significant difference in the
collection potential between compliance assessments and receivables.

The components of the total unpaid assessments at September 30, 1998 were as follows:

Treasury
Unpaid Assessments
(Millions) Amount
Gross Unpaid Assessments $ 222,000
Less Compliance Assessments Written Off $ (141,000)
* This consolidating file has been modified to include only the gross unpaid assessments and

compliance write-offs. The amounts provided do not include data provided by Customs. Please
see the write-up below on Customs’ business practices in relation to this note disclosure.

To diminate double counting, the compliance assessments reported above exclude trust fund recovery
pendlties, totaling $15 billion, assessed against officers and directors of businesses who were involved in the
non-remittance of federa taxes withheld from their employees. The related unpaid assessments of those
businesses are reported as taxes receivable or write-offs, but the Department may also recover portions of
those businesses’ unpaid assessments from any and all individual officers and directors against whom a trust
fund recovery penalty is assessed.

U. S. Customs Service (Customs)

Customs reviews selected documents to ensure al duties, taxes, and fees owed to the Federal government are
paid and to ensure regulations are followed. If Customs believes duties, taxes, fees, fines, or pendties are
duein addition to estimated amounts previously paid by the importer/violator, theimporter/violator is notified
of the additional amount due. Customs regulations alow the importer/violator to file a protest on the
additional amount due for review by the Port Director. A protest allows the importer/violator the opportunity
to submit additional documentation supporting their claim of alower amount due or to cancel the additiona
amount duein its entirety. Work in progress will continue until all avenues to file a protest have expired or
an agreement is reached. During this protest period, Customs does not have a lega right to the
importer/violator’s assets, and consequently, Customs recognizes accounts receivable only when the protest
period has expired or an agreement is reached. For Fiscal Year 1998, Customs had a legal right to collect
$871 million of receivables. In addition, there is an additional $1.2 billion representing records still in the
protest phase.

Internal Revenue Service (IRS)

The unpaid tax assessments balance was about $222 hillion as of September 30, 1998. This unpaid
assessments balance represents assessments resulting from taxpayers filing returns without sufficient
payment; aswell asfrom the Service' s enforcement programs such as examination, under-reporter, substitute
for return, and combined annual wage reporting. A significant portion of this balance is not considered a
receivable. Also, asubstantial portion of the amounts considered receivablesis largely uncollectible.
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Under Federal accounting standards, unpaid assessments require taxpayer or court agreement to be
considered Federal taxes receivable. Assessments not agreed to by taxpayers or the courts are considered
compliance assessments and are not considered Federal taxesreceivable. Assessmentswith little or no future
collection potentia are called write-offs.

Of the $222 hillion balance of unpaid assessments, $119 billion represents write-offs. Write-offs principally
consist of amounts owed by deceased, bankrupt or defunct taxpayer’s, including many failed financia
institutions liquidated by the Federal Deposit Insurance Corporation (FDIC) and the former Resolution Trust
Corporation (RTC). As noted above, write-offs have little or no future collection potential, but statutory
provisions require that these assessments be maintained until the statute for collection expires. In addition,
$22 billion of the unpaid assessments bal ance represents amounts that have not been agreed to by either the
taxpayer or acourt. Dueto the lack of agreement, these compliance assessments are lesslikely to have future
collection potential than those unpaid assessments that are considered Federal taxes receivable.

Components of IRS' $222 Billion
of Unpaid Assessments
(in Billions)

Compliance Assessments
($22)

Taxes Receivable - Uncollectible
($55) Write-Offs
$119

Taxes Receivable - Collectible
($26)

Note D .
Heritage/Stewardship Property Plant and Equipment

These assets include the Treasury Department building and the Treasury Annex building. The Department
also has four multi-use heritage assets located in Puerto Rico.

Treasury

Heritage Assets, Stewardship Land

(Units - Actual) Heritage Stewardship Federal Mission
Assets Land PP&E

Beginning Balance 5 1 0

Additions 0 0 0

Withdrawals 0 0 0

Ending Balance 5 1 0
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Note E.
Major Accounts

Statement of Budgetary Resources Dis-aggregated by

Thefollowing table represents a dis-aggregation of The Department of the Treasury’ smajor budget accounts,
which are aggregated in the Statement of Budgetary Resources.

Treasury

Statement of Budgetary Resources by
Major Accounts

(MILLIONS)
As of September 30, 1998

Budgetary Resources
Budget Authority
Unobligated Balance

Spending Authority from Offsetting
Collections Earned

Adjustments, Anticipated for Rest of
Year

Total Budgetary Resources

Status of Budgetary Resources
Obligations Incurred

Unobligated Balances Available
Unobligated Balances Not Available
Total Budgetary Resources

Outlays
Obligations

Spending Authority from Offsetting
Coallections and Adjustments

Obligated Balance, Net-Beginning of
the Period
Obligated Balance Transferred, Net

Obligated Balance, Net-End of Period

Total Outlays

Appropriated
Funds
$385,131
13,464

537

303

Revolving
Funds
$3,091
28,053
8,169

12

Trust Other Fund

Funds Types
$4,243 $632
65 953

526 43

2 12

Total
$393,097

42,535
9,275

329

385,839 10,076 924 675 397,514
13425 29238 3910 325 46,898
171 11 2 640 824
399435 39325 4,836 1,640 445236
385,839 10,076 924 675 397,514
(968)  (8,181)  (529) (54) (9,732
6,721 1,302 289 197 8,509

0 (115) 0 0 (115)
(7,346) (671) (357 (254)  (8,628)
84,246 2411 27 64 $387.548
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Other Accompanying Information

A. Tax Burden

The Internal Revenue Code provides progressive rates of tax, whereby higher incomes generaly result in
higher rates of tax. The chart below illustrates the latest available information on the income tax and related
income, deductions, exemptions, and credits for individuals by income level and corporations by total assets.

Individual Income Tax Returns

(Tax Year 1996 data) Size of Adjusted Gross Income (in thousands)
| <$15 $15t0$30  $30to $50 $50 to $100 $100 to $200 > $200 |

Total Returns 42,673,765 29,547,114 22,116,289 20,160,813 4,612,244 1,524,048

Taxable Income $60,751,843  $322,967,109 $558,587,366 $976,861,175 $468,615,932  $712,936,340
(in thousands)
Total Tax Liability $10,726,679  $48,648,432  $93,949,993 $186,713,424  $115,008,844  $234,221,163
(in thousands)

Tax Burden % of
Taxable Income 17.66% 15.06% 16.82% 19.11% 24.54% 32.85%

Average Tax per
Return $251.36 $1,646.47 $4,248.00 $9,261.21 $24,935.55 $153,683.59

Corporation Income Tax Returns

(Tax Year 1995 data) Size of Total Assets(inmillions)
| <$1 $1t0$10  $10to $50 $50 to $100 $100 to $250 > $250 |

Total Returns 4,053,016 356,591 41,448 8,359 7,216 7,537
Taxable Income $23,776,302  $24,489,972  $24,045,087  $14,844,318 $28,007,712  $449,569,626
(in thousands)

Total Tax Liability $5,734,339 $7,528,148 $7,788,947 $4,777,066 $8,767,868  $121,796,421

(in thousands)

Tax Burden % of
Taxable Income 24.12% 30.74% 32.39% 32.18% 31.31% 27.09%

Average Tax per
Return $1,414.83 $21,111.44 $187,920.94 $571,487.74  $1,215,059.31 $16,159,801.11
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B. Tax Expenditures

Tax expenditures are the foregone federal revenue resulting from deductions and credits provided in the
Internal Revenue Code. Since tax expenditures directly affect the amount of funds available for government
operations, decisions to forego federal revenue are as important as decisions to spend federal revenue.

The resulting Tax Expenditure is calculated using the average Tax Burden percentage of Taxable Income
applied to the Total Deductions. Total Credits against tax liability result directly in Tax Expenditure. A
summary of the largest categories of tax expenditures follows.

Please note that FY 1996 is the most recent individual income tax return data available and FY 1995 is the
most recent corporate income tax data available.

T A X EXPENDITURES T ABLE

(In Thousands)

INDIVIDUAL INCOME TAX RETURNS (Tax year 1996 data)

Deductions Resulting Tax
Deductions for Taxable Income & Credits Expenditure
Basic std deduction $415,113,986
Additional std deduction 13,462,417
Itemized in excess of limitation 18,901,571
Medical & dental expense 26,787,262
Interest paid 227,625,566
Taxes paid 202,508,276
Charitable contribution 84,264,918

Total Deductions

_—

$988,663,996

$219,780,006

22.23%
Credits against tax liability
Child care credit $2,530,689
Credit for the elderly or disabled 32,060
Foreign tax credit 3,147,731
General business credit 648,634
Minimum tax credit 636,343
Earned Income Tax credit, offset tax liability 5,763,150
Total Credits $12,758,607 $12,758,607

Total Expenditure - Individual Tax Returns

$232,538,613
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T A X EXPENDITURES T ABLE

(In Thousands)

CORPORATION INCOME TAX RETURNS (Tax year 1995 data)

Deductions

Net operating loss $57,135,546

Dividends received 23,365,442

Public utility dividends paid 71,598

Total Deductions $80,572,586 $22,310,549
27.69%

Credits

Foreign tax credit $30,420,276

U.S. possessions tax credit 3,056,017

Nonconventional source fuel credit 732,031

General business credit 3,388,423

Total Credits $37,596,747 $37,596,747

Total Expenditures - Corporation Income Tax $59,907,296
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PROMPT PAYMENT

The Prompt Payment Act requires Federal agencies to make timely payments to vendors for supplies and
services, to pay interest penalties when payments are made after the due date, and to take cash discounts only
when they are economicaly justified. The Department continued to reduce the percentage of interest
payments through increased management attention on payment processes, enhanced financial systems, and
staff training on Prompt Payment Act compliance. Treasury bureaus continued to increase the use of the
Government Purchase Card for small purchases, third party drafts, and increased payments through
Electronic Funds Transfer to ensure timely payments to vendors.

The Department’ s payments made from the Franchise Fund, due to its nature as a revolving fund, cannot be
made to vendors until the Fund has enough cash to cover the disbursements. Therefore, a higher-than-aver-
age number of the vendor payments made by the Franchise Fund were past the due date. Management
continued its effort to address thisissue.

The following table provides information on Treasury’ s compliance with the Prompt Payment Act.

(In Thousands) FY 1998 FY 1997

Total invoices paid:
Dollar amount $2,772,665 $2,126,882
Number 296 320

Total invoices paid late:

Dollar amount 232,086 $93,895
Percentage 8.09% 4.42%
Number 23 25
Percentage 7.48% 7.69%

Late payment interest penalties paid:

Dollar amount $321 $249
Percentage 0.009% 0.012%
Number 8 8

Percentage 2.72% 2.36%
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THE DEBT COLLECTION IMPROVEMENT ACT OF
1996

Introduction

The Debt Collection Improvement Act (DCIA) of 1996 was enacted through the cooperative efforts of the
major credit granting agencies, the Office of Management and Budget, the Chief Financial Officers (CFO)
Council, and the Department of Treasury. The Act is intended to enhance significantly the Federa
Government's ability to service and collect debts. The Department has been working with other agencies and
OMB to establish the palicies, procedures and infrastructure necessary to implement fully the DCIA, and
these efforts will continue until full implementation is achieved.

Under the DCIA, Treasury assumes a significant role for improving government-wide receivables
management. Consequently, Treasury is working through the Chief Financial Officers Council, the Federal
Credit Policy Working Group, OMB, and other agency officias to implement the Act.

Collection of Delinquent Debt

In Fiscal Year 1998, Treasury collected $14 million through cross-servicing and the administrative offset
program. From 1995 through October 1997, Treasury had collected only $1.8 million in these two programs
. In addition, $45 million in repayment agreements were established as a direct result of the cross-servicing
effort. The dramatic increase in collections and repayment agreementsislargely attributable to: the increase
in collections at the Birmingham Debt Management Operations Center; inception of the Treasury Private
Collection Agency (PCA) contract which collected $3.4 million since March, 1998 when actual collections
started to accrue; and the revised Tax Refund Offset (TRO) process which increased agency debt referrals
for the administrative offset program from $9.4 billion to $16.9 hillion. Collections of delinquent Federal
non-tax and child support debt through the Tax Refund Offset Program totaled $2 billion in FY 1998.

As of October 1997, the Report on Receivables Due From the Public reported that individuals, businesses
and foreign governments owed Federal agencies in excess of $50 billion in delinquent, non-tax debt. This
debt includes education loans, farm loans, housing loans, defaulted guaranteed loans, contractor loans, and
vendor overpayments. However, only a portion of this debt is actually collectable and referable to the
Financial Management Service (FMS). In order to better assess the portfolio of delinquent non-tax debt
owed to the U.S. government, FM S contracted with Price Waterhouse to conduct a comprehensive analysis
of the $52 billion portfolio of delinquent non-tax debts. Price Waterhouse calculated that only about 56
percent, or $29 billion -- of the $52 hillion is referable to Treasury, and that a significantly smaller amount
(between $860 million and $1 hillion annudly) is likely to be collectable under the Debt Collection
Improvement Act. The analysis provided a more realistic picture of the composition and age of the debt
portfolio, and FMS now has a quantitative basis on which to establish program goals and determine
appropriate collection tools.

Agencies are required by the DCIA, with few exceptions, to refer all delinquent debt over 180 days old to
FMS for offset and cross-servicing. In order to increase and strengthen agency compliance with DCIA
referral requirements, FM S has continued an aggressive outreach effort to assist agencies in analyzing their
eligible delinquent debts for transfer to FMS for offset and cross-servicing. Through this effort, we are
working with approximately 50 agencies to increase debt referrals. As aresult, 37 agencies referred debts
totaling $16.9 billion in non tax delinquent debt to FMS for administrative offset and $2.0 billion
cross-servicing in FY 1998. Once debts are referred, they are analyzed and the appropriate collection tools
are applied. These tools could include Treasury Offset, demand letters from the Birmingham Debt
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Management Operations Center, and referral to private collection agencies; to a debt collection center; or to
the Department of Justice.

FMS is aso taking a leadership role in DCIA implementation working groups such as the Federal Credit
Policy Working Group (FCPWG). The FCPWG provides an interagency forum for resolving DCIA
implementation i ssues such asthe revision of government-wide write-off policy, debt referralsto Treasury for
offset and cross-servicing, and performance measures for credit programs.

Treasury has revised the Treasury Report on Receivables (TROR) to include the requirements of the DCIA
and to provide FM S with a more accurate report of the government's debt portfolio. The revised report will
identify eligible debts for referral to FMS and will track collection efforts by the agencies. The new web-
based applications will eiminate the agency system conflicts that plagued the former receivables reporting
system and provide TROR dataaccessto al internal and external stakeholders. The application devel opment
was completed in December 1998 and will be piloted with 5 agenciesin first quarter FY 1999. Full roll-out
is scheduled for the second quarter of FY 1999.

FIVE YEAR PLAN

Obijective: Cross Service Other Agencies’ Debts

The DCIA, with some exceptions, requires Federal agenciesto refer al delinquent debt over 180 daysold to
Treasury for cross-servicing. Referrals at the end of fiscal year 1998 included debts from 36 agencies and
totaled nearly $2 billion. Thisisa310% increase over fisca year 1997 levels, and of this amount, more than
$8.3 million has been collected.

The DCIA requires the Secretary of the Treasury to designate debt collection centers on the basis of their
prior performance in collecting delinquent debt. FMS has received a total of seven applications for debt
collection center designations to cross service government-wide debt or to service internal agency debts only
(referred to as a waiver). The Department of Education’s request for a waiver to service student loans was
approved. Applications from the Department of Veterans Affairs for both a waiver and Debt Collection
Center status to cross service government wide debt was denied. Health and Human Services (HHS) request
to be a Debt Collection Center to cross-service government-wide debt was denied. However, HHS has
submitted a modified request that is currently under review. Applications from the Social Security
Administration, the Small Business Administration and the Department of Agriculture are in various stages
of review. Thelegidative history of the DCIA and further Congressional correspondence on thisissue shows
the Congressional intent that only agencies with the proven ability to collect delinquent debt are to be given a
debt collection center designation. Consistent with this guidance, Treasury has adopted a conservative
approach to designation of debt collection centers.

Obijective: Merge all Offset Programs into the Treasury Offset Program

One of the most important DCIA implementation goals is the merger of the Tax Refund Offset Program
(TROP) into the Treasury Offset Program (TOP). FMS and IRS originaly planned to merge the two
programs in January 1998 for the 1997 filing season. In lieu of afull merger in 1998, the IRS and FMS
jointly developed atransition process designed to provide many of the benefits of afull merger while ensuring
that further systems devel opment efforts could proceed in preparation for the revised merger date of January
1999. This effort has been successful and the merger is on schedule for implementation in January of 1999.
Efforts of the transition year process resulted in an increase in the number of TOP participants from 17 to 37
agencies and debt referrals have increased from $9.4 billion to $16.9 billion, an 80% increase.
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In addition to tax refund payments, Treasury has initiated a salary offset pilot with the Department of
Agriculture National Finance Center. Treasury also has an aggressive schedule for incorporating other offset
processes in 1999/2000. These include:

. SSA Benefit Offset

. Automated Salary Offset
. State Tax Debt Offset

. Continuous Tax Levy

Much time was spent in fiscal year 1998 on system requirements and enhancement for implementation of
these programs. 1n 1999, the effort to incorporate salary and benefits paymentswill require the involvement
of numerous government agencies, including the Social Security Administration, Department of Veterans
Administration, Department of Agriculture, Department of Defense, and Postal Service.

Objective: Pursue Contract for Private Debt Collection Agencies

In accordance with the legidative intent of the DCIA, Treasury is maximizing use of private sector expertise
in the collection of delinquent debt. Thirteen contracts were awarded to private collection agenciesand FMS
began transferring delinquent debt to these contractors for collection on January 31st of 1998.

Referralsin FY 98 to Private Collection Agencies (PCAS) were 26,550 cases with a value of $910 million.
Collections by the Private Collection agenciesin FY 98 were $3.4 million since collections started accruing
in March of 1998. Additionally, PCA’s have entered into repayment agreements with 1,388 debtors valued
at $6.5 million. The private collection agencies are to be paid based on a percentage of monies recovered
from the debts referred by FMS. The performance period for each of the contracts is one year with three,
one-year renewal options.

Objective: Improve Government-wide Debt Collection through Issuance of New
Regulations

There are a substantial number of regulations that must be issued in order to implement the debt collection
provisions of the DCIA. Treasury has made great strides by streamlining internal and Departmental
processes, prioritizing efforts and closely monitoring the clearance process. InFY 1997, FMS published five
regulations. In FY 1998, FMS published the following regulations:

Fina Rule on Administrative Offset to Collect Child Support (8/28/98)

Final Rule on the Offset of Tax Refund Payment to Collect Federal Non tax Debt (8/28/98)
Final Rule for Administrative Wage Garnishment (5/6/98)

Interim Rule on Salary Offset (4/28/98)

Interim Rule Transfer of Debt to Treasury for Collection ( 4/2/98)

Notices of Proposed Rule Making (NPRM):

NPRM (4/22/98) and Final Rule on Barring Delinquent Debtors (12/4/98)

NPRM (8/4/98) and the Final Rule on Tax Refund Offset to Collect Past due Support (12/30/98)
NPRM and Interim Rule (8/21/98) and the Final Rule on Federal Benefits Offset (12/23/98).

Additionally, FM S published a withdrawal of the NPRM on Taxpayer Identifying Number Requirement on
Payment Vouchers and issued a policy statement in its place.
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BIENNIAL REVIEW OF “CHARGES”

The Chief Financial Officers (CFO) Act of 1990 requires that agencies biennially conduct a review of fees,
royalties, rents, and other charges imposed by the agency and recommend any changes deemed necessary to
cover the costs incurred.

The Department of the Treasury’s Office of the Deputy Chief Financial Officer requested each Bureau to
conduct reviews in Fiscal Years 1992, 1994, 1996 and again in 1998. For purposes of the review, charges
include collections based on statutory requirements (e.g., Custom’s user’s fees, firearms licenses, explosive
licenses, permit fees, etc.) and administrative costs (e.g., overhead for reimbursables). Charges that are
excluded from review are collections associated with taxes, fines, or penalties.

Biennial reviews are intended to identify whether charges assessed by Treasury Bureaus cover the program
and administrative costs associated with the assessed charge. Bureaus are responsible for conducting the
reviews, and where the reviews indicate adjustments in the charges are needed, bureaus are to make those
changesin the amount charged to recover the costs. In cases where legidative (statutory) changes are needed
in order to change the charge (e.g., user fees) the bureau is to take action to submit legidative changes,
proposing increases or decreases in the statutory charge that reflects the amount needed to cover the costs.
The status of these reviews varies among the bureaus. Generally, each bureau performs a review that
identifies the following:

*  Type and purpose of charge.

» Authority of the charge (i.e., Economy Act for reimbursable charges, statutory legidation for
user fees, etc.).

*  Amount of charge

* Anindication of whether the current charge covers costs.

» Scheduled dates of reviews to be performed for each charge.

o Date of last review performed.

» Alisting of pertinent problems or concerns with reviewing or administering the charge.

Based on information provided to date on the status of bureau reviews, the Customs Service has been unable
to adequately perform the biennial reviews of charges imposed datutorily. The information needed to
perform an adequate review of these charges has not been available in the past. The relevant information is
now being provided by the Cost Management I nformation System, and Customs plans on conducing areview
of itschargesin Fiscal Year 1999.
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PERFORMANCE REPORT FOR FY 1998

The Government Performance and Results Act establishes formal requirements for strategic planning and
performance measurement in the Federal government. The Act requiresthat agencies devel op Strategic Plans
by September 30, 1997, annua Performance Plans for FY 1999, and Performance Reports by March 31,
2000.

The following table provides an abbreviated performance report on selected key performance measures as
presented in Treasury’s FY 2000 Budget-1n-Brief dated February 1999.

Note: Due to timing difference between the budget submission and issuance of the Accountability
Report, the results for some performance measures may differ from the Management Discussion and
Analysis (MD&A) section. The MD&A contains updated performance results from the bureaus’

financial statement audits.

FY 1998
Summary Performance Measures and FY 1996 FY 1997 Final Performance FY 1998
Aaf Actual Actual Plan Actual

Economic Mission: PROMOTE A PROSPEROUS AND STABLE AMERICAN AND WORLD ECONOMY

import entries that contain no discrepancy)

Economic conditions in developing countries Maintain or Improved
.measured by quantitativeindicators b Improve | ]
Economic conditions of foreign countries which Maintain or Improved

aremgjor U.S. trading partners measured by Improve
growth rate

JUnited States CUSIOMS SeIVICe e
Estimated compliance rate (estimate of % of all 82.0% 81.0% 84.0% 83.0%

Office of the Comptroller of the Currency (Calendar Year Basis- 1998 Actual Dataisfor 9 Months,

Percentage of bank examinations started on 87% 89% 100% 80%
sehedule e e ]
National bank assessments compared to national 12% .64% .70% .62%
bank overhead expenses
Office of Thrift Supervision (Calendar Y ear Basis- 1998 Actual Dataisfor 9 Months,
JBUBTY - SO 1008 e e e
The % examined thrifts rating the value of the 98% 98% 90% 99%
examination process as satisfactory or better b ]
The % scheduled thrifts that received each type of
examination:
Safety and soundness 98.2% 96.2% 95% 96.6%
Compliance 99.7% 98.3% 95% 100.0%
Holding Company 96.7% 83.2% 85% 88.1%
Electronic Data Processing 78.6% 77.7% 80% <80%
Trust 90.9% 63.3% 75% 82.1%
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FY 1998

Summary Performance Measures and FY 1996 FY 1997 Final Performance FY 1998
_Workload Trends by Treasury Mission Area o ) il
.Community Development Financial Institutions Fund ]
Number of CDFIsrecelvingassistance | EXS SCSN D XS 112 ..

Total volume of new activity within distressed $60.1 $82.8 $100.0 $194.4

communities by insured depository institutions
Jmillion) e e ]

Number of Bank Enterprise Awards Program 38 55 79 79

awardees that provide financial or technical

assistance to CDFIs

Financial Mission: EFFECTIVELY MANAGE THE GOVERNMENT'S FINANCES
Anternal RO U SO IO e
_Improve Customer Service (. | |

Telephone access (callsinto IRS s call routing 29.9% 65.1% 70.0% 89.9%
Systemdivided by number of call attempts) L
Tax law % accuracy on assisted telephonecalls | | %1% [ ... 9%6.0% ). 93.8% |
_Taxpayer burden cost for IRSto collect $100 | $866 [ . $852 | .. $853 [..$835 |
_Initial contact resolutionrate L] 88%. | ... 3% ] 65.8%....

Increase Compliance® | | A ]
Yoof truetax lidbility collected ] 873% | 873% [ ... 8r4% ). 8r.4% |

Workload Measure: Total net revenue collected $1.376 $1.504 $1.575 $1.616
JONS) e e ]

Jncrease Productivity . . | |
BudgetcosttoIRStocollect $100 | . $053 [ .. $0.48 | .. $047 |..$046 |
RS Mission Effectiveness Indicator ke ]

Collecting the proper amount of tax revenue at the 79.3% 79.5% 79.5% 79.7%

least cost: tax revenue less the cost of the IRS

budget and less the cost of the taxpayer tax return

completion burden, divided by tax liability (the

closer to 100%, the greater the efficiency)
JFinancial Management Ser e e
Payments e e ]

Workload: % change in the number of electronic baseline 9.9% 18.1% 21.4%

payments from the FY 1996 baseline (449.441M
PAYMENTS) e e ]

% of payments and associated data made 53% 58% 60% 63%
decronically e ]

Government dollar savings by reducing the $5.77M $11.00M $.86M $13.1M
number of check payments (SM) e e
% of checks that are released for on-time delivery | | 99.99% [ 9999% | . 99.99% ). 99.99% |
Lollections e ]

$ value of eectronic collections as a percentage of 57% 52% 62% 68.5%

total collections
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FY 1998
Summary Performance Measures and FY 1996 FY 1997 Final Performance FY 1998
_Workload Trends by Treasury Mission Area o ) il
% of daysthe Daily Treasury Statement is released 95% 97% 98% 100%
ontime e e
DebtCollection ]
% of Federal Program Agencies with debt 18% 46% 30% 74%
servicing requirements which have referred their
debts in compliance with the Debt Collection Act
I S W S
% increase over the FY 1997 baseline of FMS basdline 5% 679%
managed government-wide collected delinquent established
$1.5M
debt
JBureau of PUBNIC DB o]
% of savings securities issued within three weeks 99.0% 99.9% 95.0% 99.9%
_through Regional Delivery System e e ]
Yo customer servicerequests: e ]
completed within 4 weeks 88% 80% 93%
....... (savingsbonds) e e
completed within 3 weeks 94.7% 94.7% 90.0% 98.9%
_______ (Marketable Treasury Direct Securities) 1 | ]
% auction results completed within 60 minutes 97% 90% 90% 90%
_Bureau of Alcohol, Tobacco, and Firearms ]
Total Taxes and Fees Collected (billions) | $12.70 $12.70 $12.80 $12.40
JBureau of Engraving and Printing e
Workload: % change in Federal Reserve note -5.1% -0.3% -7.1% -7.1%
orders from the FY 1995 baseline
O9BNOtes) e e
Currency spoilage -- % of total unitsprinted  f ! 55% ]! 52% )8 0% | 6.4% .
Manufacturing Cost for Currency (cost per 1000 $20.03 $18.65 $23.80 $24.34
OMES) e e ]
Workload: % change in postage stamp orders -1.6% -1.2% -12.0% -21.2%
from the FY 1095 baseline (258 stamps) ke
Postage stamp spoilage -- % of total unitsprinted | . 1w (.. 107% f.... 11.0% .1 125% |
Manufacturing Cost for Stamps - 100 Stamp Flag $1.35 $1.36 $1.33 $1.39
Cail (cost per 1000 stamps)




reguirements to financial market participants in a
timely manner (Reworded in FY 1999/2000 to read:
“Announce borrowing policies and borrowing
regquirements to financial market participants in a

timel¥ manner”z

Law Enforcement Mission: PROTECT OUR FINANCIAL SYSTEMS AND OUR NATION’S LEADERS,

AND FOSTER A SAFE AND DRUG-FREE AMERICA
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FY 1998
Summary Performance Measures and FY 1996 FY 1997 Final Performance FY 1998
Workload Trends bv Treasury Mission Area Actual Actual Plan Actual
UNited St VI e e
Workload: % change in Federal Reserve requests -0.5% -19.9% -28.6% -22.97%
for coinage from the FY 1995 baseline (19.6B
LS0NS) e e e
Frequency of time within 90% confidence interval 100% 100% 75%
JOf thecoindemand forecast b ]
Freguency of time meeting a minimum inventory 100% 81.8%
= S VSN S S W—
Shipment of commemorative coins within 4 weeks 98% 93%
_and recurring coins within 3weeks of order date | k]
Workload: % change in $ sales of numismatic and -16.6% 5.4% -22.4% 70.9%
investment products (includes commemoratives,
collectors, bullion coins and precious metals) from
the Fy 1995 baseline (8393M) ke
Numismatic/bullion contributionmargin £ | 98% ... 100% . |.. 6.0%
Average costs to produce circulating coinage (in $0.0067 $0.0177 $0.0243 $0.0054
cents)
1 cent coin $0.0018 $0.0026 $0.0026 $0.0026
5 cent coin $0.0043 $0.0072 $0.0072 $0.0066
10 cent coin $0.0036 $0.0104 $0.0121 $0.0089
25 cent coin $0.0043 $0.0206 $0.0193 $0.0168
— 50CEN CoiN . ].$00193 | $0.0479 | $0.0805 | $00379 |
Losses as a % of reserve value 0.00005% | 0.0001% 0.001% 0
Departmen Al O I CeS e
Index of calculating interest rates within one day of 100% 100% 100% 100%
requiredpricingdata ]
Index of borrowing policies and borrowing 90% 100%

United States Customs Service

Seizures of heroin, cocaine, marijuana (poundsin
thousands)

Passenger vehicle targeting efficiency (Violations
found in targeted exams divided by violations
found in random exams)

Air Passenger Cycle Time (in minutes)

Bureau of Alcohol, Tobacco and Firearms
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FY 1998
Summary Performance Measures and FY 1996 FY 1997 Final Performance FY 1998
_Workload Trends by Treasury Mission Area o ) il
Accomplish 150,000 traces and respond in 12 116,674 191,378 225,000 189,483
workingdays e e e ]
.Average trace response time (inworking days) | .. 94 f..1835 ... 120 ....|..160 |
Crime related costs avoided ($hillions) $.93 $1.00 $1.00
JUnited StateS SeC e SO VIO e
Counterfeit notes passed on to the public:
($millions)
Domestic $29.8 $31.8 $40.0 $40.0
________________ Foreign o} 82829 850 %32 |
Counterfeit passed per million dollars of genuine
USaurency e ] $88 | .. $77 o] $19 | $92 |
Total Criminal CasesClosed | 20393 [ 32430 | 28000 |.2r429
Amount of counterfeit notes seized - domestic $63.7 $40.4 $45.0 $29.9
SMIONS) | e
Number of credit card fraud/access device cases 2,957 2,497 3,000 2,078
oS e
Financial institutions fraud cases closed 2,143 2,462 3,000 2,186
Financial Crimes Enforcement NetwWorK e
Workload: % change in the number of queries on 42.9% 64.7% 80% 80%
the Gateway system from the FY 1995 baseline of
35000 queries e
Number of efforts made to analyze information 25,215 59,795 60,000 60,850
received through the Suspicious Activity
Reportingsystem e ]
Number of interagency matches (advisories that 670 920 900 1,429
notify an agency that another agency has an
interestinthesamesubject) ]
Number of targets identified through the use of 1,032 867 1,755 2,042
atifiialintelligence e ]
Number of presentations provided to enhance 112 273 150 183
outrechefforts e ]
Number of FINCEN case lab intelligence products 9 49 20 45
resulting from law enforcement community
patnerships e ]
Number of assessments that provide an analysis of 20 25 30 31
_themoney laundering inacountry orregion 1 k]
Number of efforts to determine vulnerabilities of 50 68 46
_repidly adveningtechnologies b ]
Number of queries using FinCEN’ s Gateway 50,015 57,633 63,000 69,335
_Platform (workload measurein 1999 plan) 1 ]
Number of law enforcement and regulatory 49 65 73
personnel provided a platform to do research
(workload measure in1999plan) | ]
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FY 1998
Summary Performance Measures and FY 1996 FY 1997 Final Performance FY 1998
Workload Trends bv Treasury Mission Area Actual Actual Plan Actual
% reduction to the reporting burden by banks 3.7% 5% 5%
resulting from elimination or reformulation of
unnecessarily burdensome information collection
Tulesand compliancerequirements ke ]
Number of enhancements to the secure web site 2 5 6
used by FINCEN’s international financial
intelligence unit counterparts
Federal Law Enforcement Training Center ]
Student survey on quality of basic training 55 54 5.0 5.9%
(scale0-6, 6being highestquality) e
Student survey of quality of services (scale 0-5, 5 43 4.0 4.0 4.5%
Jeinghighestquality) e ]
Variable Unit Cost Per Basic Student-Week of $150 $127 $137 $129
JTraningFunded e ]
Actual Basic Training Requested which is 100% 100%
Conducted
RON eIt e UG e e
Number of days required to process equitable shar- 308 284 256 271
ing payments
Number of days elapsing between forfeiture of 246 330 222 421
property and disposal
Departmen Al O I CeS e
% reduction, from prior year, of backlogged 14% 40% 10% 76%
financial transfer applications of Office of Foreign reduction | reduction reduction reduction
Assets Control (OFAC)
% reduction, from prior year, of backlogged OFAC 2% 10% 26%
civil monetary penalty casesin inventory reduction reduction reduction
Management Mission: CONTINUE TO BUILD A STRONG INSTITUTION
CTEBASUNY-WILR e e
Audit opinion on the consolidated Treasury-wide Qualified Met
financial statementsfor FY 1997 b ] Opinion | .
% of customer service standards met by Treasury 100% 2%
anditsbureaus e
% of Treasury bureausin compliancewith GPRA | 6% | ZECI — 100% ...]..90%
Begin implementation of the HR prototype bureau, 1 additional 2 additional
with remaining appropriated bureausto follow | | bureau bureaus
LOffice of the Inspector General e
Potential $ savings dentified ($millions) [ $25.930M | $60.002M [ $28.500M | $83.447M |
Workload Measure: Number of referrals to other 13 20 21 39
OIG components resulting from financial
statementauditwork e ]
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FY 1998

Summary Performance Measures and FY 1996 FY 1997 Final Performance FY 1998

Workload Trends bv Treasury Mission Area Actual Actual Plan Actual

% of Reports of Investigation that do not require 91% 91% 97%
Supplemental or follow-up (ameasure of quality) ]

% of Reports of Investigation completed within 51% 50% 22.5%
oneyear (ameasureof timeliness) k]

Workload Measure: Number of integrity/fraud 20 32 30 33

awareness briefings presented to Treasury
employees




