Auditor’s Report on Financial Statements
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REPORT OF INDEFENDENT ACCOUNTANTS

To the ULE. Departmint of the Teessasy OTice off Inspector General and
The Dirceior ol the Bafeau of Aloobal, Tobazoo and Firearms

e kv audited the scooifpamying halance sheeis of the Buress of Aleohol, Tebaseo snd Firsarms
(ATF) 25 of Seprember 30, W00 and 1999, and the relsted sratements of net cost, elbanges in nel
poiliven, bdgeiary resoncesddimancing, and osseodial acgiviey for the years then ended. These
financial simements are i pesponsihilicy of ATF's management. Our responsibilay i b express an
egainion on these financinl maramiinis baszd n oiir aidile

We conducied cesr modiis in aocondaios with audiing standards penerally sccepted in the Unised
Simes ol America; the sinndards spplitable o fsancial oudits contained in Govermmens Audiving
Stamckarchs, issued by the Compirolier digneral of the United States: and Office of Masagemens and
Bt (OMB) Bulletin WMo 0802, AudirSequdrements o Feaeral Finemiad Savminis. Thos
standards require that we plan and perfomm e sudis 10 abiain reasonabds nssurance about whether the
finanzial statemanis ane Free of malenial misseezment. As audis inclsdes exsniniag, on a lust basis,
avidence suppaniing the amcunta and disslosurss in the fimancinl stalements. An ssdit also includes
nasessing the acomeding principles used and ssglsficant estimstes saade by munagemient, as well ax
evalmling the cverall famingisd slgemnaen| presemaion, We believe thst our audiss provide a
reasimghle basis for oor opamion.

En our epinion, the fmancizl stsements refemed o abat 5 present Guiry, in all materisl respects, the
finamcial pession of ATF al September 30, 2000 and 1902, and its net cost of operagions, changes in
nei position, budgetary resources, fwancing, and custedzpasivity Tor the yvears then ended in
canformity with s:counting principhes generally accepeed inl-the United Swates of Amerea,

The: Manngement™s Discession and Analysis and Bequired Sspedemenany Information are not
required panz of the lsansial sistemunis bul ame supplementary mfcomaiion requined by the Feienl
Asuounting Stemdards Advisory Hoard and OMEB Ballein Mo, 9781, respectivuly. 'We kave apphizd
cenain liied procedures, which consisied principally of inguiries £F mesapement reganding the
meihods of measurement andd pressatation of the sspplementany miormision. However, we did not
wafil the information and express no apinian o .

O nudits were coaducted for the puepose of forming an apinion on the Financik! statements akes as
& while, The Arcountability Report includes cther information, In additks so the fasneinl
stalements, Managanent™s Disesssion aml Ambyss, and Roguined Sspplemeniary Iefonisation, which
i& provgnbed for the purposes of addiclonsl analysis and {2 not a regquired par of the fnascin
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statements. Such information hes vot been sshjecied 1o the auditing precedunes appdied i the audiz of
the finorcial ststemsenis, and, assordingty, we express no opinion o i,

Im sccantance with Govermment dwdiimg Sandards, we have slso fssseil 5 sepon dated Jamary 19,
20 oo ur consideration of ATF's miemal caniral asd o report dated fanuary 1%, 2000 on s
comlzance with laws and regulations. Those repors aie s intageal part o mn audit performed in
accardance with Cioverawent HAwpdiime Sy ped should be read i conjunetion with the repor in
commiduring the resules of oor oudies.

WWW Ll

Basary 19, 2001
Ardingion, Viegind
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REPORT OF INDEFENDENT ACCOUNTANTS 0% INTERNAL CONTROL

Tir tha L5, Diepariment of the Treasury Office of Inspecior (sneral and
The Director of tee Bereas of Alcahol, Tobacco mnd Firearms

We Bavi audiad the Ninancial sisdomaenis of the Buress of Aloohol, Tobscoo and Firearms {ATF1 as
of gmed for the year ended Sepember 30, 2000 aind 1999, and have isssd gur nepart thereon dated
Tanuary |9, 2000

W conduciod o mudits in accordance with auditing sinndards. pererslly sceepred in the Unned
Stmiss ol Ameria; s standants appliablo o fnancial andits contained in Govessmes Awilitieg
Stanclars, isszed by the Comperclier Cienseal of the United Sapees, amd Offce of Msmapoment anid
Bsdget {OMEL} Busllegin Mo, 01-00. Asclir Beguiromenes e Fagderal Fimomeial Sovamars,

In planning nnd perfomming our audics, we considered ATF's internal conomol over finssa ls] repostng
by cbiaining an undersiesding of the ageney”s internal control, dtermined whether intemal conirols
bad been placed in cperation, assessed comtrol risk, sed perfoemed tess of costnds in order 10
delermine ot ailitimg procaleres for the purposs of expressing our opinion on the finsacial
statements. We limised our Internal controd testing o these contrals pecessary 1o ichieve the
ohpectives diseribod in OMB Balletin Mo, 01-02. We did not test all iniemal costrols relevent o
cperating ohjectives as braadly defined by the Federal Managirs” Financinl Infegrity AcLof 1932,
wazh ms those controds relovant ko ensuring efficient operations. The chgective of our audiis was not
provide am opinlon on intermal control. Asordingly, we do not express such an opinion.

eerzauss of inheeni [mitntions in any sniemal control, emors or fraud may nevertheless oooer and noc
ke detecied. Also, progection of sy evaluation of intemal control 1o fitees perisds is subjoc 1o the
risk that procedures may beccene inadequase because of changes in conditkoes o tht the
effietivemuss of the design and operation of policies and procedures may deteriorate,

With respeet to imiemal cosarod relevant 1o dess chat ssppon repamed performance measures, we
cdtained s wsderslanding of the dusign of sigmificant internal controls releting fo the existesce and
compleieness asserions, as required by OMB Bullerin Wo, 00-02, Dur progedures were nidl designed
o prowide an apinion on internad control cver reponed performance messsess, and, accordingly, we
oo net e peess such an opinicn,
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We ptad certain mallers i mternal conirol snd its operation that we consider to be o reporisble
condition under stondands esiahlished by the Amence Institne of Certilied Pebilic Acosmiants and
ORE Bolletim Mo, 011-02. Reportable conditions involve matters coming to owr otiention relating do
significant deficiencies bn the desige oe opermtion of imerial eontral tha, in our judgmen, eoulkd

il verenly nfect the entity s ability 1o record, process, summarize, ond report financisl deea consistent
wiith the asseions hy management in the fsancil saem enls,

Buring fiscal yes 200, ATF made mnprovements inench ol the three aress soted i last vear™s
mdernal comerod repart. In the aress of sysbem change control and segregation of deties controls, e
progress saade wag sufTciest o justily no longer comidering tham as repoetable conditions,
Howewer, the area of information proteciion remsins o reponsble condition, with weaknesses
requiring Pether cormectivg aclions, a3 natal i the Eollewing section,

ATF Can Farther Strengihen Controls io Prodiect He Infarmation

Linsd year™s auds identilied that ATF had o number of scoess control weaknesses within itz financial
imformation sysems. Over the past year, ATF made progress addressing these ksues. For exssple,
ExEERsIE e 80 conain infommation syslums rescgrces has been edoced. In sddtion, saveral
podicies and procederes have been implemesed o provide more managemein comrol, However,
orher wenknessas contimes Inoewist in ATF s ¢liwnl server envirnnmeni. Funber testing this vear also
has identified mew secundy wesknesses for ATF waddress. Because of 1he sensitive saiure of thess
finidings, details and recommundations for correcting these weaknesses will be presested o
sepamie, limied-distribulion management kemer io ATF.

A maierial weakness in imernsl control |s a fepomahle condion in which the desgs or opesation off
ot or mong of the mtemal controd elements does ot reduce o o relativedy low level the nsk thar
errces i fraud In amounts ot wosbd ke msterial i nelation o the feancial sisements being malital
or malerial & a performance measure or ageregstion of relited performansce measures may occur and
e e itz tizd within a timerly pincd by esphiveds in thi nanmal course ol performing their
assigmel Funchioms.

Cur considerstion o interal conerol would no necessarily desclose all mamers in intermal comrl s
might be reporabde condibons and, accordingly, would not mecessarily disclome sl reportable
conditions thist are also sonsidened 1o be mitiial weikaesaes aa delimed abo, However, wi beliove
the repomable conditon described mhove Is nol & materisl weslness.

We also reved cerinin otber maiters invalving Imemal concrod thet we will reparnt 10 the mansgement
al ATF in a separate minegement lemer.
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This report s infendad salely for the information and use of the LS, Depastssen af the Treasury
Office ol Inspecior Generl, the Depansnest of the Trmsiry, the managemess of ATF, the (0 s
Coagress. This meport is mot intended 1o be 2ed should not be wsed by anyone ather an these
specified parties.

OZ..;...M Gr.rfmw L

danuary 19, 2000
Arlingion, Virgleis
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REPORT OF INDEFENDENT ACCOUNTANTS
ON COMPLIANCE WITH LAWS AN REGULATIONS

T the UK. Departinent af the Treasury Office of Inspector Giesersl amd
T Direcior of che Huresa of Alechiol, Tokioss g Firearms

Wi have audited the frncal statemests of the Buresm of Alcohol, Tobacco and Fivearms (ATF) as
ol and Fiar tha year ended Septosaber B0, 2000 and 194945, and have isuel cur report ereon dated
January 1%, 2001,

Wz conducied our malits in amordance with auditing sinndards gensmlly pecepeed in the Unised
States of America; the sandeeds sppdicable 0 Ansseial audits contained in Govermmes Audinkeg
Seevebareds, fssised by the Compiroller Genernl of the Unieed Siees; and Offsee of Masagesent and
bivdget (OME] Bulleiin Ba. 01-02, Auwdir Biquirpareniy for Federal Finmmein Staesmous.

The masagement ol ATF is responsible o complying with lows and regulaions spplicable o e
agemey, As part of obtaining reasnnable sssurnce nhout whether the lnancinl sialemsts s fee of
muberizl misstatemest, we performed lests of ATF's compliance with ceain provisions of lews and
rizgulations, noncompliance with which could have & direct sed materinl offet on the detenmination
of finsscial stwteswn) amonsts and ceriain other bws = regulmicns speciiied in OME Hublerin No,
B1-02, ingluding the requirements relemed 1w in the Fedial Finangial Management Emprovement Act
(FFMILALof 1996 Hompver. the ohiective of our audizs of the fimancisl simements was ned b provide
an opinion on overall complance with such provisions sed, accondingly, we do not express such an
T

The resulis of our sesis of compliance disclesed no [nstances of noneompliange with iws nnd
regudatioes that are pequinnl 1o be reported under Goverrmiss Audinieg Sascdards or D8 E Riilkstin
Pdo, 0]-02

This report & Imesdied solely for e information and use of the U5, Depanment of te Trensury
Difice of Inspecior Geaeral, the Depanment of the Treasury, the monagemesd of ATF. the OME and
[l'ﬂﬂi.mau This repart is not istended s be and shauld not be used by anyone ather than thess
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