United States Department of State

y S & Bureau for International Narcotics and Law
sty Enforcement Affairs

International
Narcotics Control
Strategy Report

Volume |

Drug and Chemical
Control

March 2008

Embargoed until
February 29, 2008
12:00 p.m.






Table of Contents

Volume |
INtroduction..........ooo e 1
Legislative Basis fOr the INCSR.................eeeeeeeeeeiseeceetnae e scssssessssnnne s esssssesssmmanasenesssessssmennnsnssssssnsnnnnns 3
Presidential DetermiNation ..............ooooeeeoeeeimieeeiseecesseinesesssssesssssennsesesssessssmmnnnsnessssssssnsnnnsssssssssnmnnnns 7
Policy and Program Developments ..........ccccoieiiiimmmmcnnninneesnnnnns 13
(01 C=T o 1= 1T T oY 1 L N 15
I DT=T1 2 T T Lol 2 =T [ oz 1 1o o 28
Methodology for Estimating lllegal Drug Production ..............cccccecemmmvvisemmssssvessmssssensmssssenssssissnssnnas 30
Worldwide lllicit Drug CUItIVALION ..........cccuemeivccineirsisinniisisiinscscissnssss s sesss s sn s ssssn s asssssnnsssssnnnsessnnnes 32
Worldwide Potential lllicit Drug ProdUcCHtioN...................emmeeiieciceieemeeescecsccieemee s sessssenes s enssesans 33
Parties to the 1988 UN CONVENEION...........coooeeeeeeereeeinersecsineesessennensssssnenssssenessssssnsnsssssnnnnssssmnensssssnsssns 35
USG ASSIStanCe........cccoiiiiiiririceeccssis s s e 39
Department of State (INL) BUAGEL.............ooooeeeemereeeiieesecineesessennessssssnessssssnerssssmnessssssnsnsssssnsnssssnsnsssns 41
FY 07—09 Budget Spread ($000) .............co oeeeomeeeieeeeeeeeereeeeeeeeseeescesscesemseesmeesseeseessesssansesnessnesssesserenses 41
INEErNAtIONAI TrAINING ..........eeeeeeessessssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssrssssssssssssssssn 45
Drug Enforcement AdMINiStration.................uueeeireeeessemisesisssssssssenssssssssessssssnnsssssssssssssssnsssssssssssnnnnns 48
United States COoast GUAIU ...........cooeeeeeeeemieeiieeeceisiineeeessscesssssines s s esssesssssenansnersssssssnmnnnsnennsssssnnnnnnnnssas 58
U.S. Customs and Border Prote@Ction ..................eeemeeerereeceicemneeeessssesssssenansssssssssssssmnnnssnsssessssssnennsses 61
Chemical Controls........ccccccciiiimiieciiiirrrcs e e 65
EXE@CULIVE SUMMQAIY .........eoeeeeeeeeeiee e eeeine s esasssasssmnana s enasssssssmmnnnsenassssssssmnnnnnenssessssnmnannsssssssnnnnnes 67
2 o (o [ o1V 1 Lo [ 69
Major Chemical Source Countries and TerritOries.........c.cocuvvrmmrrrirsenrissvsnssnsisnnnsscsssnscsssssnssssessnsseas 77
Significant Drug Manufacturing COUNLIIES ...........ccccuuvvvrmmmisivensissisensissssenssssssssssssssssssssssssnsssssssnsnssne 87
Methamphetamine CREMUCAIS ..............o...eeeeeeeeeeeeeee et r e e s rssesamnnnes 92
Combat Methamphetamine Epidemic Act (CMEA) RePOIting............cccoeceecmereercmemesercmnrescssennesessnnnes 93
Major Exporters and Importers of Pseudoephedrine and Ephedrine..............ccccceceereeecnereecsnennas 94
SOUth AMEIICA .....cooiiiiireeeeeecrrr s s s e e e 101
Y e 1= 1 1 1 1 T N 103
=T 1 - N 107
= 4 N 114
L0 1 - S 118
02T (o T2 1 o - 121
o - T [ SN 130
L T To [V )V SN 135
Y o 7 N 138
L T T Y R 145
L= =7 =] - TN 148
Canada, Mexico and Central America........cccoveecvrmeirreeinreeereneerenens 153
2= 7. - TN 155
L0 T T o - RS 158
00Xy - I o T RS 163



] IR T A7 Lo o 166

L CTT =1 (=] 1 - | - U 169
i Lo g Lo [ - =N 173
1= [ o SN 176
o T - T 1 - TN 183
= T - .1 1 - TS 186
The Caribbean ... e e e e nna s 189
2 L2 =2 T = T £ - 191
L0 7 o - 194
DOMINICAN REPUDIIC...........eeeeereeeeeseecssiineeeisssessssensnssessssssssssnannnessssssssnsnnnsnsssssssssnsnnannnesssesssnnnnnsnssesssnn 198
10 107 (o 1 IO T g ] o] o =T 1 o OO 202
IS 11 (=1 g I 0= T o] o T =T T OO 206
L 4=T 0 Lo 1 T O T 1 o] o =T T o F S 212
17 T 1 - 214
o - T 1 217
B0 7 71 1 - 1 o SRS 221
O 7T 1 - T 1. L= 225
LI g1 Lo = Te I T o I e o - T Lo TN 229
SOUthWESE ASIa .....oeeuiiiiiiiei i nna s 233
WY fo T T T3 - o N 235
=T Lo | = Lo L= SRS 244
[ Lo ] T 248
V=T o T SRS 257
=1 (2 o OO D 261
Y 4 - T 11 C: Y 269
Southeast ASia........ccoieiiiiiiiir 273
X0 Ly 1 - 1| - S 275
2T ¢ 1 T D 278
(022711 + Yo Yo / - 1O 286
(07 1 1 1 - T 291
Lo o o I 4 (o 1 o N 298
[ Lo (o 1 L= - TSN 303
B0 o T I o R 309
- T X 312
T 3] - SRS 319
1 Lo ¢ o Lo ] - TSRS 322
F Y Lo Y g 1 1 I 4 o (= TS 324
I L= 11 T o1 L= 326
RS 1T =T o To Y - TN 332
R0 1711 ¢ I 4 Qo (=T TN 336
- 11 . Y 339
I £ T 1 Lo 342
LT =1 1 T T 1 N 348
Europe and Central Asia .........cceeeeiiiimieeccsiirrcccn e 353
21 ] o T - S 355
1 g1 1 1= ] - S 359
Y Ly 1 - SN 362
W L= 4 o T T - T I SRR 366
=Y - T ¢ - 369



B0oSnia and HEIrZEQOVINQ.........c.ccvueirissemrisissensisisssnsississnsssssssssssssssnsssssssssssssssssssssssnsssssssnsnsssssnnmsssssnnnes 378
=TT Lo T T - TN 382
(0o - T 1 - S 385
(01 T 7 RS 389
(07 2=Tod o I 23T o 17 o ]| o3RS 393
D@NIMAIK.......ceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeteeeteeet et unuuunununanunnnannnnnsnsmsnsnsnsssssssssssssssssssssssssssssssssssssnnnnnnnnnnnnnnnnnnnnnnn 398
J L5 (o) 1 - [OOSR 401
1] T L O 405
1 o= O 410
(€= o o [ - R 414
(= 11 - T 1 N 417
(€. == o - N 420
[T o T o N 423
(o= - T o Lo /5N 428
= = ] 1 Lo O N 432
| 1§V SN 436
KQZAKRNSTAN ...ttt e s e nanananannnansnsnsnsnsnsssssssasssssssssssssssnnnnnnnnnnnnnnnnnnnnn 440
L8772 77740 =T o 17 o o 444
- T 17/ - T 448
L 11 TV 1 ] - OO 451
17/ = To=To (o o ] - 1O 454
17/ o Lo Lo 17 1R 457
Lo T 1= 1 1= o o 461
V=Y 1 ¢ 1= g - T Lo K-S 464
Lo T 4T 3 N 473
=0 - 1 Lo R 476
o {7 o T N 479
ROIMI@IN@.........cceeeeeeeeeeeeeeeeeeeeeeeteeeeeeeteseteteestsesesesas e s unnsnnnnananananannnammmsmsmsmsmsmsmsssmsnsssssssnsssssssnnnnnnnnnnnnnnnnnnnnnnn 482
RUSSI@ c.cceeeeeeeeeeeeeeeeeeteteeesetetesesesesesetesasstsseesasesnsasanannnenasnsesananenanamamammmsmsmsmsmsmsmsmsssssssssssssnnnnnnnnnnnnnnnnnnnnnnnnn 485
Serbia (INCIUAES KOSOVO).......ccc.eeeeeeeieeeiiscesssemntasssssssssssssnnnssessssssssssnensnessssssssssnsnnnsnsssssssnsnnnnsssssessnn 492
B (o177 11 - OO 499
By (o3 7= 1 T TR 502
8 o - 1 N 504
B 7 =Y = o O 508
.77 1 7-4=T g - 1 1 Lo 513
LI 1S3 T N 519
L7 4 (- 2N 526
L7 (1 1T T3 = T Y 529
L 4 T 1 533
LT T10=To [ 2] g e Lo Lo 1 1 SRS 538
(7.4 o 1= 1 ] - T SN 544
Africa and the Middle East..........ccccoiimiiimiiiiiiiircrrc s e e eeanes 549
21 ¢ o Lo - TSR 551
2= 1 1 o U 553
/o SN 555
1 Lo o - SN 558
(€. 1 - 1 - TN 561
(€177 ] L= S 567
2 T o O 569
| Lo N 577
] - 1= N 579
B Lo ' - T T 584



=Y o T T Lo 1 1 588

1/ [0 o o o X 592
10/ Lo 2= T 1] o Lo 17 L= N 597
A1 = 1.1 1 o - 601
o L= - N 603
F 10 Lo [ - 1 o - 1O 608
e Y011 o I o - O 612
R T SRS 618
e T Lo T 622
UNitEd Ara@D EMUIALES........cceeueeeeeeeeieesiiieeesiissesssssseusssssnssssssnssssssssssssssnsssssssssssssnsssssssssssssssssssssnsnssnnnnnn 625



ARS
ATS
CARICC
CBP
CBRN
CFATF
DARE
DEA
DHS
DOJ
DOS
DTO
ESF
EU

EXBS

FATF
FBI
FinCEN
FIU
FSA
GCC
IBC
ICE
ICITAP
ILEA
IMF
INCSR

Common Abbreviations

Alternative Remittance System
Amphetamine-Type Stimulants
Central Asia Regional Information Coordination Center
Customs and Border Protection
Caribbean Basin Radar Network
Caribbean Financial Action Task Force
Drug Abuse Resistance Education
Drug Enforcement Administration
Department of Homeland Security
Department of Justice

Department of State

Drug Trafficking Organization
Economic Support Fund

European Union

The Export Control and Related Border Security Assistance (EXBS) Program

Financial Action Task Force

Federal Bureau of Investigation
Financial Crimes Enforcement Network
Financial Intelligence Unit

FREEDOM Support Act

Gulf Cooperation Council

International Business Company
Immigration and Customs Enforcement
International Criminal Investigative Training Assistance Program
International Law Enforcement Academy
International Monetary Fund

International Narcotics Control Strategy Report

\Y



INM

INL

IRS
IRS-CID
JICC
JIATF-S/-W
MAOC-N
MLAT
MOU
NBRF
NNICC
OAS
OAS/CICAD
OFC
OPBAT
OPDAT
SECI

SEED

UN Convention

UNODC
USAID
USCG
USG

ha
HCI

MT

See INL

Bureau for International Narcotics Control and Law Enforcement
Affairs/(Matters)

Internal Revenue Service

Internal Revenue Service, Criminal Investigation Division

Joint Information Coordination Center

Joint Interagency Task Force South and Joint Interagency Task Force West
Maritime Analysis and Operations Centre-Narcotics

Mutual Legal Assistance Treaty

Memorandum of Understanding

Northern Border Response Force

National Narcotics Intelligence Consumers Committee

Organization of American States

Inter-American Drug Abuse Control Commission

Offshore Financial Center

Operation Bahamas, Turks and Caicos

Office of Overseas Prosecutorial Development Assistance and Training
South East Europe Cooperative Initiative

Support for East European Democracy Act (1994)

1988 United Nations Convention Against Illicit Traffic in Narcotic Drugs and
Psychotropic Substances

United Nations Office for Drug Control and Crime
Agency for International Development
United States Coast Guard

United States Government

Hectare
Hydrochloride (cocaine)
kilogram

metric ton

Vi



International Agreements

1988 UN Drug Convention

UN Single Drug Convention

UN Psychotropic Substances Convention
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Introduction

Legislative Basis for the INCSR

The Department of State’s International Narcotics Control Strategy Report (INCSR) has been
prepared in accordance with section 489 of the Foreign Assistance Act of 1961, as amended (the
“FAA,” 22 U.S.C. § 2291). The 2008 INCSR, published in March 2008, covers the year January 1
to December 31, 2007 and is published in two volumes, the second of which covers money
laundering and financial crimes. In addition to addressing the reporting requirements of section 489
of the FAA (as well as sections 481(d)(2) and 484(c) of the FAA and section 804 of the Narcotics
Control Trade Act of 1974, as amended), the INCSR provides the factual basis for the designations
contained in the President’s report to Congress on the major drug-transit or major illicit drug
producing countries initially set forth in section 591 of the Kenneth M. Ludden Foreign Operations,
Export Financing, and Related Programs Appropriations Act, 2002 (P.L.107-115) (the “FOAA”),
and now made permanent pursuant to section 706 of the Foreign Relations Authorization Act,
Fiscal Year 2003 (P.L.107-228) (the “FRAA”).

Section 706 of the FRAA requires that the President submit an annual report no later than
September 15 identifying each country determined by the President to be a major drug-transit
country or major illicit drug producing country. The President is also required in that report to
identify any country on the majors list that has “failed demonstrably. . . to make substantial efforts”
during the previous 12 months to adhere to international counternarcotics agreements and to take
certain counternarcotics measures set forth in U.S. law. U.S. assistance under the current foreign
operations appropriations act may not be provided to any country designated as having “failed
demonstrably” unless the President determines that the provision of such assistance is vital to the
U.S. national interests or that the country, at any time after the President’s initial report to
Congress, has made “substantial efforts” to comply with the counternarcotics conditions in the
legislation. This prohibition does not affect humanitarian, counternarcotics, and certain other types
of assistance that are authorized to be provided notwithstanding any other provision of law.

The FAA requires a report on the extent to which each country or entity that received assistance
under chapter 8 of Part I of the Foreign Assistance Act in the past two fiscal years has “met the
goals and objectives of the United Nations Convention Against Illicit Traffic in Narcotic Drugs and
Psychotropic Substances” (the “1988 UN Drug Convention”) FAA§ 489(a)(1)(A).

Last year, pursuant to The Combat Methamphetamine Enforcement Act (CMEA) (The USA Patriot
Improvement and Reauthorization Act 2005, Title VII, P.L. 109-177), amending sections 489 and
490 of the Foreign Assistance Act (22 USC 2291h and 2291) section 722, the INCSR was
expanded to include reporting on the five countries that export the largest amounts of
methamphetamine precursor chemicals, as well as the five countries importing these chemicals and
which have the highest rate of diversion of the chemicals for methamphetamine production. This
expanded reporting, which also appears in this year’s INCSR and will appear in each subsequent
annual INCSR report, also includes additional information on efforts to control methamphetamine
precursor chemicals, as well as estimates of legitimate demand for these methamphetamine
precursors, prepared by most parties to the 1988 UN Drug Convention and submitted to the
International Narcotics Control Board. The CMEA also requires a Presidential determination by
March 1 of each year on whether the five countries that legally exported and the five countries that
legally imported the largest amount of precursor chemicals (under FAA section 490) have
cooperated with the United States to prevent these substances from being used to produce
methamphetamine or have taken adequate steps on their own to achieve full compliance with the
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1988 UN Drug Control Convention. This determination may be exercised by the Secretary of State
pursuant to Executive Order 12163 and by the Deputy Secretary of State pursuant to State
Department Delegation of Authority 245.

Although the Convention does not contain a list of goals and objectives, it does set forth a number
of obligations that the parties agree to undertake. Generally speaking, it requires the parties to take
legal measures to outlaw and punish all forms of illicit drug production, trafficking, and drug
money laundering, to control chemicals that can be used to process illicit drugs, and to cooperate in
international efforts to these ends. The statute lists action by foreign countries on the following
issues as relevant to evaluating performance under the 1988 UN Drug Convention: illicit
cultivation, production, distribution, sale, transport and financing, and money laundering, asset
seizure, extradition, mutual legal assistance, law enforcement and transit cooperation, precursor
chemical control, and demand reduction.

In attempting to evaluate whether countries and certain entities are meeting the goals and
objectives of the 1988 UN Drug Convention, the Department has used the best information it has
available. The 2008 INCSR covers countries that range from major drug producing and drug-transit
countries, where drug control is a critical element of national policy, to small countries or entities
where drug issues or the capacity to deal with them are minimal. The reports vary in the extent of
their coverage. For key drug-control countries, where considerable information is available, we
have provided comprehensive reports. For some smaller countries or entities where only limited
information is available, we have included whatever data the responsible post could provide.

The country chapters report upon actions taken—including plans, programs, and, where applicable,
timetables—toward fulfillment of Convention obligations. Because the 1988 UN Drug
Convention’s subject matter is so broad and availability of information on elements related to
performance under the Convention varies widely within and among countries, the Department’s
views on the extent to which a given country or entity is meeting the goals and objectives of the
Convention are based on the overall response of the country or entity to those goals and objectives.
Reports will often include discussion of foreign legal and regulatory structures. Although the
Department strives to provide accurate information, this report should not be used as the basis for
determining legal rights or obligations under U.S. or foreign law.

Some countries and other entities are not yet parties to the 1988 UN Drug Convention; some do not
have status in the United Nations and cannot become parties. For such countries or entities, we
have nonetheless considered actions taken by those countries or entities in areas covered by the
Convention as well as plans (if any) for becoming parties and for bringing their legislation into
conformity with the Convention’s requirements. Other countries have taken reservations,
declarations, or understanding to the 1988 UN Drug Convention or other relevant treaties; such
reservations, declarations, or understandings are generally not detailed in this report. For some of
the smallest countries or entities that have not been designated by the President as major illicit drug
producing or major drug-transit countries, the Department has insufficient information to make a
judgment as to whether the goals and objectives of the Convention are being met. Unless otherwise
noted in the relevant country chapters, the Department’s Bureau for International Narcotics and
Law Enforcement Affairs (INL) considers all countries and other entities with which the United
States has bilateral narcotics agreements to be meeting the goals and objectives of those
agreements.

Information concerning counternarcotics assistance is provided, pursuant to section 489(b) of the
FAA, in section entitled “U.S. Government Assistance.”
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Major lllicit Drug Producing, Drug-Transit, Significant Source, Precursor
Chemical, and Money Laundering Countries

Section 489(a)(3) of the FAA requires the INCSR to identify:

(A) major illicit drug producing and major drug-transit countries,

(B) major sources of precursor chemicals used in the production of illicit narcotics; or
(C) major money laundering countries.

These countries are identified below.

Major lllicit Drug Producing and Major Drug-Transit Countries

A major illicit drug producing country is one in which:

(A) 1,000 hectares or more of illicit opium poppy is cultivated or harvested during a year;
(B) 1,000 hectares or more of illicit coca is cultivated or harvested during a year; or

(C) 5,000 hectares or more of illicit cannabis is cultivated or harvested during a year, unless the
President determines that such illicit cannabis production does not significantly affect the United
States. FAA § 481(e)(2).

A major drug-transit country is one:

(A) that is a significant direct source of illicit narcotic or psychotropic drugs or other controlled
substances significantly affecting the United States; or

(B) through which are transported such drugs or substances. FAA § 481(e)(5).

The following major illicit drug producing and/or drug-transit countries were identified and
notified to Congress by the President on September 14, 2007, consistent with section 706(1) of the
Foreign Relations Authorization Act, Fiscal Year 2003 (Public Law 107-228):

Afghanistan, The Bahamas, Bolivia, Brazil, Burma, Colombia, Dominican Republic,
Ecuador, Guatemala, Haiti, India, Jamaica, Laos, Mexico, Nigeria, Pakistan, Panama,
Paraguay, Peru, and Venezuela.

! NB: The Presidential Determination as to which countries are “Major Illicit Drug Producing and Major Illicit Drug Trafficking

Countries”, and which “failed demonstrably” to adhere to their obligations, reported in this year’s INCSR, is based on information
available as of September 2007 and detailed in the 2007 INCSR. Determinations on the majors’ list are regularly made in the year
preceding that in which they are reported in the INCSR.
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Of these 20 countries, Burma and Venezuela were designated by the President as having “failed
demonstrably” during the previous 12 months to adhere to their obligations under international
counternarcotics agreements and take the measures set forth in section 489(a)(1) of the FAA. The
President also determined, however, in accordance with provisions of Section 706(3)(A) of the
FRAA, that support for programs to aid Venezuela’s democratic institutions is vital to the national
interests of the United States.

Major Precursor Chemical Source Countries

The following countries and jurisdictions have been identified to be major sources of precursor or
essential chemicals used in the production of illicit narcotics:

Argentina, Brazil, Canada, Chile, China, Germany, India, Mexico, the Netherlands,
Singapore, South Korea, Taiwan, Thailand, the United Kingdom, and the United States.

Information is provided pursuant to section 489 of the FAA in the section entitled “Chemical
Controls.”

Major Money Laundering Countries

A major money laundering country is defined by statute as one “whose financial institutions
engage in currency transactions involving significant amounts of proceeds from international
narcotics trafficking.” FAA § 481(e)(7). However, the complex nature of money laundering
transactions today makes it difficult in many cases to distinguish the proceeds of narcotics
trafficking from the proceeds of other serious crime. Moreover, financial institutions engaging in
transactions involving significant amounts of proceeds of other serious crime are vulnerable to
narcotics-related money laundering. This year’s list of major money laundering countries
recognizes this relationship by including all countries and other jurisdictions, whose financial
institutions engage in transactions involving significant amounts of proceeds from all serious
crime. The following countries/jurisdictions have been identified this year in this category:

Afghanistan, Antigua and Barbuda, Australia, Austria, Bahamas, Belize, Brazil, Burma,
Cambodia, Canada, Cayman Islands, China, Colombia, Costa Rica, Cyprus, Dominican
Republic, France, Germany, Greece, Guatemala, Guernsey, Haiti, Hong Kong, India,
Indonesia, Iran, Isle of Man, Israel, Italy, Japan, Jersey, Kenya, Latvia, Lebanon,
Liechtenstein, Luxembourg, Macau, Mexico, Netherlands, Nigeria, Pakistan, Panama,
Paraguay, Philippines, Russia, Singapore, Spain, Switzerland, Taiwan, Thailand, Turkey,
Ukraine, United Arab Emirates, United Kingdom, United States, Uruguay, and Venezuela.

Further information on these countries/jurisdictions and United States money laundering policies,
as required by section 489 of the FAA, is set forth in Volume II of the INCSR in the section
entitled “Money Laundering and Financial Crimes.”
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Presidential Determination

White House Press Release
Office of the Press Secretary
Washington, DC

September 14, 2007

Presidential Determination No. 2007-33

Pursuant to section 706(1) of the Foreign Relations Authorization Act, Fiscal Year 2003 (Public
Law 107-228)(FRAA), I hereby identify the following countries as major drug transit or major
illicit drug producing countries: Afghanistan, The Bahamas, Bolivia, Brazil, Burma, Colombia,
Dominican Republic, Ecuador, Guatemala, Haiti, India, Jamaica, Laos, Mexico, Nigeria,
Pakistan, Panama, Paraguay, Peru, and Venezuela.

A country’s presence on the Majors List is not necessarily an adverse reflection of its government’s
counternarcotics efforts or level of cooperation with the United States. Consistent with the statutory
definition of a major drug transit or drug producing country set forth in section 481(¢)(2) and (5) of
the Foreign Assistance Act of 1961, as amended (FAA), one of the reasons that major drug transit
or illicit drug producing countries are placed on the list is the combination of geographical,
commercial, and economic factors that allow drugs to transit or be produced despite the concerned
government’s most assiduous enforcement measures.

Pursuant to section 706(2)(A) of the FRAA, I hereby designate Burma and Venezuela as countries
that have failed demonstrably during the previous 12 months to adhere to their obligations under
international counternarcotics agreements and take the measures set forth in section 489(a)(1) of
the FAA. Attached to this report are justifications for the determinations on Burma and Venezuela,
as required by section 706(2)(B). I have also determined, in accordance with the provisions of
section 706(3)(A) of the FRAA, that support for programs to aid Venezuela’s democratic
institutions is vital to the national interests of the United States.

Although President Karzai has strongly attacked narcotrafficking as the greatest threat to
Afghanistan, one third of the Afghan economy remains opium-based, which contributes to
widespread public corruption, damage to licit economic growth, and the strengthening of the
insurgency. The government at all levels must be held accountable to deter and eradicate poppy
cultivation, remove and prosecute corrupt officials, and investigate and prosecute or extradite
narcotraffickers and those financing their activities. We are concerned that failure to act decisively
now could undermine security, compromise democratic legitimacy, and imperil international
support for vital assistance.

In Afghanistan, one model for success can be drawn by comparing the marked differences in
cultivation between the northern and southern provinces. Several northern provinces contributed to
a decline in poppy cultivation resulting from a mixture of political will and incentives and
disincentives, such as public information, alternative development, and eradication. Furthermore,
several northern provinces with very low amounts of poppy are well on their way to becoming

poppy free.

Despite the significant progress made in Afghanistan since 2001, the country continues to face
tremendous challenges. Our struggle to win hearts and minds, while confronting the insurgency,
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continues to directly hinge on our ability to help the Afghan government produce visible results.
We need to encourage a firm belief among the Afghan people that their national government is
capable of delivering an alternative to the preceding decades of conflict. Our reconstruction
assistance is an essential instrument to achieve that goal.

Bolivian counternarcotics cooperation has been uneven. The Bolivian government has cooperated
closely on interdiction, and operations and seizures have reached record levels. The government is
on track to reach 5,600 hectares of eradication this year, surpassing its goal of 5,000 hectares.

However, these measures have been outstripped by replanting and expansion of cultivation in
Bolivia, the world’s third-largest producer of coca. The Government of Bolivia’s policy of “zero
cocaine, but not zero coca” has focused primarily on interdiction, to the exclusion of its other
essential complements, especially coca crop eradication. We strongly encourage the Government of
Bolivia to make its number one priority the reduction and eventual elimination of excess coca
crops, a major source of illegal cocaine for the hemisphere, Europe, the United States, and
increasingly, for Bolivian citizens. In the area of drug control policy development, we urge the
Government of Bolivia to revamp its national drug control strategy to eliminate permissiveness in
licit cultivation, to abolish the so-called “cato” exemption, and to tighten controls on the sale of
licit coca. As a party to the three major United Nations drug conventions, we urge Bolivia to move
quickly to adopt and implement a modern anti-money/counterterrorism financing law, and take
concrete steps to strengthen and better enforce precursor chemical controls and its asset forfeiture
regime.

The United States enjoys close cooperation with Canada across a broad range of law enforcement
issues. We remain concerned that the production of high-potency, indoor-grown marijuana for
export to the United States continues to thrive in Canada in part because growers do not
consistently face strict legal punishment. The marijuana industry in Canada is becoming
increasingly sophisticated, with organized crime groups relying on marijuana sales as the primary
source of income and using profits to finance other illegal activities. The production of synthetic
drugs such as MDMA/Ecstasy and methamphetamine, some of which are exported to the United
States, appears to be on the rise in Canada. The Government of Canada has made a serious effort to
curb the diversion of precursor chemicals that are required for methamphetamine production to
feed domestic and U.S. illegal markets and has worked productively with the United States in joint
law enforcement operations that disrupted drug and currency smuggling operations along both
sides of the border.

The Government of Ecuador has made considerable progress in combating narcotics trafficking
destined for the United States. However, a dramatic increase in the quantity of cocaine transported
toward the United States using Ecuadorian-flagged ships remains an area of serious concern.
Effective cooperation and streamlined maritime operational procedures between the U.S. Coast
Guard and Ecuadorian Navy are resulting in an increase in the amount of cocaine interdicted.
Building on that cooperation, we will work with Ecuador to change the circumstances that make
Ecuadorian-flagged vessels and Ecuadorian citizenship so attractive to drug traffickers.

Guinea-Bissau is becoming a warehouse refuge and transit hub for cocaine traffickers from Latin
America transporting cocaine to Western Europe. Narcotics traffic is becoming yet another hurdle
for Guinea-Bissau as it emerges from civil conflict. International donors and organizations are
working to encourage and assist Guinea-Bissau in its efforts to confront organized cocaine
trafficking networks that would use the country for warehousing and transshipment. These efforts
are certainly appropriate and should be supported and advanced to deter illegal drug activities in
Guinea-Bissau.
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India has an exemplary record on controlling its licit opium production and distribution process,
despite formidable challenges to its efforts. The Government of India can be correctly proud of its
diligent law enforcement agencies and the introduction of high-tech methods, including “Smart
Cards” for each licensed opium farmer. Recently, Indian enforcement officials identified and
destroyed substantial illicit opium poppy cultivation in areas thought to be free of illicit cultivation
in the past. Indian officials will want to investigate the circumstances of this surprisingly large
illicit cultivation to identify those behind this disquieting phenomenon and arrest, prosecute, and
convict them.

Nigeria has made progress on many narcotics control and anti-money laundering benchmarks.
There is reason to be hopeful. The Economic and Financial Crimes Commission has seized
millions in the proceeds of crime, anti-money laundering efforts have been successful, and Nigeria
is cooperating with the international community to improve its efforts against money laundering
even more. Still necessary are procedural reforms to streamline extradition procedures. For many
narcotics criminals no sanction is more effective than the fear they could face a court and jail time
in the countries to which they have trafficked narcotics. Nigeria should also re-double its efforts to
use its frequent apprehension of street criminals and couriers to identify and prosecute major drug
traffickers.

You are hereby authorized and directed to submit this report under section 706 of the FRAA,
transmit it to the Congress, and publish it in the Federal Register.

GEORGE W. BUSH
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MEMORANDUM OF JUSTIFICATION FOR PRESIDENTIAL
DETERMINATION ON MAJOR DRUG TRANSIT OR ILLICIT DRUG
PRODUCING COUNTRIES FOR FY 2008

Venezuela

Venezuela has failed demonstrably to make sufficient efforts to meet its obligation under
international counternarcotics agreements and U.S. domestic counternarcotics requirements for the
second straight year.

This determination comes as the result of the Government of Venezuela’s insufficient action
against drug trafficking within and through its borders, commensurate with the country’s
international obligations and responsibilities to the international community. The Government of
Venezuela has also failed to respond to specific United States Government requests for
counternarcotics cooperation.

Although the Government of Venezuela has indicted that it has developed new programs to fight
increased drug trafficking, seizures continue to be very limited, and there continues to be a lack of
significant inspections at ports of entry and exit, including along the border with Colombia. The
Government of Venezuela also has not attempted meaningful prosecutions of traffickers or corrupt
officials. Venezuela’s importance as a transshipment point for drugs bound for the United States
and Europe continues to increase, a situation both enabled and exploited by corrupt Venezuelan
officials and a weak judicial system. Meanwhile, organized crime is flourishing.

The Government of Venezuela has not renewed formal counternarcotics cooperation agreements
with the United States Government, including signing a letter of agreement that would make funds
available for cooperative programs to fight the flow of drugs to the United States.

The vital national interest certification will allow the United States Government to provide funds
that support programs to support civil society and other beleaguered democratic institutions and to
assist in small community development programs for the benefit of the Venezuelan people.
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MEMORANDUM OF JUSTIFICATION FOR PRESIDENTIAL
DETERMINATION ON MAJOR DRUG TRANSIT OR ILLICIT DRUG
PRODUCING COUNTRIES FOR FY 2008

Burma

Burma failed demonstrably to make sufficient efforts during the last 12 months to meet its
obligations under international counternarcotics agreements and the counternarcotics requirements
set forth in section 489 (a) (1) of the Foreign Assistance Act of 1961, as amended.

Burma still is the largest source of methamphetamine pills in Asia, and pill production continues to
grow. Burma’s military government has taken no consistent action against the largest
methamphetamine pill manufacturing and trafficking group in Asia, the United Wa State Army, an
armed semi-autonomous ethnic minority organization, which has caused considerable hardship for
Burma’s neighbors in Thailand, Malaysia, Singapore and Indonesia. On occasion, Burmese
authorities have accepted casualties, in the enforcement of Burma’s anti-narcotics laws, but overall
Burma has not mounted a serious, direct, and effective confrontation of the known narcotics
manufactures and traffickers operating from its territory.

The military regime appears to deal inconsistently with suspected drug traffickers, in some cases
moving sharply against them to enforce anti-narcotics laws and, in other cases, seeming to tolerate
their criminality, if not encourage it. Declining poppy cultivation has been matched by a sharp
increase in the production and export of synthetic drugs. To date, Burma has taken no direct action
against the eight leaders of the notorious United Wa State Army indicted in January 2005 in a U.S
Federal court, nor has any action been taken against the infamous drug kingpin Chang Chi-Fu, who
surrendered to Burmese official but continues to live in Rangoon.

Burma makes no consistent effort against drug-related corruption, in contravention of its
international treaty commitments. Many army and police personnel posted on the border are
believed to be involved in facilitating the drug trade. The military government has never prosecuted
a Burmese Army officer over the rank of full colonel for drug-related offenses or drug-related
corruption.

For the third consecutive year, Burma failed to provide sufficient cooperation to support the United
States-Burma joint opium yield survey, previously an annual exercise. Opium yield surveys are
clearly in the interest of both sides to track the implications of policy steps taken and to gauge
future action based on hard facts rather than estimates.

Burma’s prevention and drug treatment programs suffer from inadequate resources and a lack of
high-level government support. Funding limitations mean that many addicts cannot be reached.
According to UNAIDS, Burma’s Ministry of Health spent a total of $137,000 on HIV in 2005,
equivalent to less than half of $0.01 per person.

While the overall picture of Burma’s counternarcotics efforts remains overwhelmingly negative,
there are some positive aspects. Opium production in Burma is down more than 80 percent from its
peak, in part as a result of Burmese Government efforts. Seizures of methamphetamine increased in
2006 and 2007; law enforcement officials netted in excess of 19 million methamphetamine tablets.
Burma destroyed three methamphetamine labs in 2006.

In October 2006, the Financial Action Tack Force (FATF) removed Burma from the FATF list of
Non-Cooperative Countries and Territories, although the United States maintains separate
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countermeasures issued by the Financial Crimes Enforcement Network of the Treasury
Department. Burma became a member of the Asia/Pacific group on Money Laundering in January
2006. Burma maintains a regular dialogue on precursor chemicals with India, China, Thailand, and
Laos. As a result, India and China have taken steps, including the creation of exclusion zones, to
divert precursors away from Burma’s border areas. Burma has also cooperated with these countries
on a variety of counternarcotics law enforcement issues.
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Overview for 2007

This year is the 25™ occasion for publication of the International Narcotics Control Strategy Report.
Over this period, a fundamental shift has occurred in the world’s understanding of both our shared
drug problem and the need for concerted international efforts to fight narcotics cultivation, production,
trafficking and use. When this report began 25 years ago, the attention of the world community was
often distracted by an unproductive blame-game between “producer” states in Latin America and Asia
and “consumer” states in Europe and North America. There was little perception that we faced a
common enemy and shared common objectives in international drug control. Instead, too often, there
was a perception that without demand, supply would end, and that transit countries need not worry
about addiction among their domestic populations. We now know that the lure of such incredible
profits, as the drug traffic generates, makes this a trade that circumvents such a simple formula. Those
who want to supply drugs make it their business to encourage demand by paying transit state residents
in drugs instead of money and manipulating prices to get and keep addicts. Drug abuse and addiction
is widespread in most transit countries; at least to some extent, drug supply creates its own demand.
We all face a thinking, well-financed enemy and we must all, every legitimate nation-state and
international authority, work together to thwart this network.

Understanding that demand is a key element of this problem, the United States has greatly increased
its spending on drug treatment and avoidance programs over the decades, and has invested in cutting-
edge medical and social research on how to decrease demand. We are proud of the results and have
worked with the Organization of American States, the United Nations, and countries all over the world
to share programs such as drug courts, early intervention, and school drug testing.

We work with our allies to fight drug cultivation, processing and trafficking, and the laundering of
drug proceeds, on a global scale. In 2007, clear indications of success in pushing traditional traffickers
out of business, and meeting demand reduction needs, were evident but much more remains to be
done. Throughout the world, countries that seek to stabilize their democratic gains find themselves
besieged by criminals who can financially undermine legitimate law enforcement and economic
institutions. The environment is equally under siege, as drug traffickers practice deforestation and
chemical dumping in fragile ecosystems.

Record levels of Afghan opium cultivation have led to an increased flow of heroin to Europe, Russia
and the Middle East, which undermines those societies as well as the consolidation of democracy and
security in Afghanistan. Cocaine and cannabis pose considerable risk to societies in the Americas, and
increasingly to fragile transit nations in West Africa. According to the 2007 World Drug Report by the
UN Office of Drugs and crime, “Global demand for cocaine has also stabilized, although the decline in
the United States is offset by alarming increases in some European countries . . . [T]he production and
consumption of amphetamine-type stimulants (ATS) has leveled off, with a clear downward trend in
North America and, to a lesser degree, Europe . . . [T]he health warnings on higher potency cannabis,
delivered in past World Drug Reports, appear to be getting through. For the first time in years, we do
not see an upward trend in the global production and consumption of cannabis. [Finally,] opium
production, while significant, is now highly concentrated in Afghanistan’s southern provinces.”

The ultimate success of international drug control efforts will hinge, in large part, on two factors:
sustained international political will and effective capacity building. States must continue to confront
illicit drug use, production, and transshipment with the energy and determination that reflects how
seriously these threats affect their own societies and national security. The world community has made
tremendous progress on this front since the first publication of this report 25 years ago, most notably
in the form of the 1988 UN Drug Control Convention. Over the past quarter-century, the topic of
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international drug control has evolved from a second-tier diplomatic concern to a pressing priority for
international statecraft, discussed at the very highest levels of government and handled daily through a
range of international institutions and legal tools that have evolved during that time.

In 2007, for example, the Organization of American States (OAS) celebrated the 20™ anniversary of its
Inter-American Drug Abuse Control Commission (CICAD), which is comprised of senior officials
from all 34 OAS Member States. Over the years, CICAD has fostered numerous policies and
programs to implement concrete, effective drug control cooperation among the major hemispheric
drug control and trafficking countries affecting the narcotics problem in the U.S., as well as in Europe
and elsewhere. As another example, the Financial Action Task Force (FATF) was formed in 1989 as
an inter-governmental body to develop and promote national and international policies to combat
money laundering, and more recently, to combat terrorist financing. The FATF has helped generate the
necessary political will to bring about legislative and regulatory reforms in these fields, and its
recommendations are widely recognized as the preeminent international standards for effective anti-
money laundering regimes. More recently, to expand upon the cooperative framework established
under the 1988 UN Drug Control Convention, two additional UN treaties concerning all forms of
transnational organized crime and public corruption have been negotiated and have entered into force.

These international agreements reflect some overarching lessons learned from our efforts to combat
the illegal drug trade over the past quarter century, namely: that international crime extends far beyond
drug trafficking to include many different threats to U.S. and international interests, and can be
combated through common strategies and legal mechanisms; and that combating and preventing
corruption is absolutely essential to preventing criminal networks from achieving greater success and
power. Working through these multilateral fora and through traditional bilateral diplomacy, the United
States will continue to encourage states to fully implement their political commitments in keeping with
the goals set by international law.

Political will is essential for achieving progress against illicit drugs, but it is not self-actualizing.
Sustainable progress requires sufficient capacities for enforcing the rule of law and implementing the
objectives of committed governments. To assist this process, the United Sates is committed to
enhancing the capacity of governments to uphold their international commitments in practice. The
United States cannot by itself arrest every drug criminal, provide for every alternative development
project, disrupt the finances of every drug trafficker, or dismantle every drug trafficking organization.
In this regard, the goal of the United States is to assist governments to become full and self-sustaining
partners in promoting the goals of the UN Drug Control Conventions.

Controlling Supply

Cocaine, ATS, marijuana and heroin are the drugs that most threaten the United States and its
international allies. The USG’s goal is to reduce and ultimately cut off the international flow of illegal
drugs. Our primary strategy targets drug supply at critical points along the grower-to-user chain that
links the consumer, in the case of cocaine or heroin, with the growers cultivating coca or opium
poppies. Intermediate links are the processing (drug refining), transport and wholesale distribution
stages.

The cornerstone of U.S. supply reduction strategy remains source-zone eradication. We continue to
strongly believe that drug crops are the weakest link in the drug production chain; coca and poppy
crops are detectable from satellite imagery, easily destroyed, and—unlike some people and
institutions—immune to corruption. They require adequate growing conditions, ample land, and time
to reach maturity. We have a much more realistic chance eliminating drug crops in the ground than we
do of capturing traffickers, who are armed, difficult to track, and ingenious in their delivery methods.

However, even the most thoroughly executed crop eradication campaigns will not achieve sustainable
results, unless backed by effective police forces that can detect and arrest traffickers, and courts that
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can prosecute them. Since drug cultivation flourishes in environments where state authority is weak
and economic development is low, support for law enforcement institutions must be mainstreamed
into overall efforts to achieve sustainable development. In many cases, as we have seen in Afghanistan
and parts of the Andean countryside, these law enforcement institutions and licit economic networks
need to be created from scratch. Building institutional capacities in such environments is a tough,
long-term process that does not lend itself to quick results, particularly if such regions are in the midst
of civil conflicts. It requires long-term sustained funding and commitment from host governments and
the international donor community. One of the more encouraging trends of recent years is that there
has been a growing international appreciation for the linkage between development and law
enforcement, and an increasing awareness that drug-induced corruption and lack of law enforcement
and criminal justice institutions can hinder social and economic development. The United States
believes that law enforcement and criminal justice institutional development is an integral component
of broader development strategy, and we are encouraged that the broader international community has
increasingly supported this mainstreaming approach over recent years.

Perhaps the most acute and crucial challenge of achieving sustainable development in territories where
drug-cultivation takes place is the need to integrate otherwise marginalized regions into the economic
and political mainstream of host countries. The term that is most often used for this by the United
States, the United Nations and other international actors is “alternative development,” but it may be
more accurate to think of such assistance as support for “alternative livelihoods,” because alternative
development goes far beyond crop substitution, the usual assumed meaning. In some situations, crop
substitution is neither feasible nor desirable. In some areas, the same soil that supports illicit drug crop
cultivation does not have adequate nutrients to support licit crops. Licit crops rarely produce the same
income as drug crops, and in some cases, farmers will need inducement to pursue non-agricultural
pursuits. Even more powerful forms of compensation include access to credit, security, and
government services such as roads, schools, health centers, electricity and water. Establishing these
programs on the ground is a lengthy, sometimes frustrating process, and implementation of these
alternative development assistance programs is often slower than the process of training and equipping
law enforcement personnel. However, if implemented correctly, alternative development is good
policy and good politics. Without it, crop eradication alone will never amount to more than a
temporary palliative, and will not achieve sustainable reduction of illicit narcotic crops.

Based on decades of experience in illicit crop reduction and alternative development, there is
convincing evidence that alternative development without some measure of forced eradication leads to
little or no reduction in drug production. Similarly, programs that rely on voluntary eradication need to
have a forced eradication component to signal political commitment to growers. There are no licit
crops or activities that generate an income comparable to coca or opium poppy. Drug cultivators will
only get out of the business when they are convinced that authorities will not tolerate it. The United
States is firmly convinced that governments can derive no benefit from entering into negotiations with
these illegal growers. If they are dealt with as legitimate lobbies rather as law-breakers, drug interests
can grow emboldened, and this can lead to the creation or reinforcement of large, possibly well-armed
groups capable of violence. Contrary to what might be expected, tolerance can lay the groundwork for
civil insurrection, and once organized, these insurrections can be extremely difficult to put down in
areas where institutional development lags behind.

For non-organic drugs, such as ATS, physical eradication is impossible. Instead, the U.S. and its allies
must create a legal regime of chemical controls and law enforcement efforts aimed at thwarting those
who divert key chemicals, and destroying the laboratories needed to create ATS. Our international
programs focus on all the links in the supply-to-consumer chain: the processing and distribution
stages, the interdiction of drug shipments, and attention to the money trail left by this illegal trade.
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Cocaine

The rate of U.S. cocaine consumption has generally declined over the past 10 years, but held steady
last year among teenagers. Cocaine continues to be a major domestic concern.

Coca FEradication: The October 2007 Interagency Assessment of Cocaine Movement (IACM)
estimates that between 530 and 710 metric tons (MT) of cocaine departed South America toward the
United States in 2006, an amount similar to the 2005 estimate. Since all cocaine originates in the
Andean countries of Colombia, Peru, and Bolivia, the U.S. Government channels a significant portion
of its international resources towards eliminating illegal coca cultivation (the raw ingredient in
cocaine) within these countries. We actively support efforts by these governments to eliminate illegal
coca within each country’s individual context. Alternative development programs offer farmers
opportunities to abandon illegal activities and join the legitimate economy, a key tool for countries
seeking to free their agricultural sector from reliance on the drug trade. In the Andean countries, such
programs play a vital role in providing funds and technical assistance to strengthen public and private
institutions, expand rural infrastructure, improve natural resources management, introduce alternative
legal crops, and develop local and international markets for these products.

Colombia leads the world in coca cultivation as the source of roughly 90 percent of the cocaine
destined for the U.S. with Peru and Bolivia a distant second and third respectively. Cocaine trafficking
to Europe from South America is becoming a serious concern, especially through transit states in West
Africa. By the end of 2007, the Colombian government reported eliminating about 153,133 hectares of
coca through aerial eradication and another 66,396 hectares through manual eradication. If harvested
and refined, this eradicated coca could have yielded hundreds of metric tons of cocaine worth billions
of dollars on U.S. streets.

Bolivia and Peru face challenges to implementing their coca eradication and cocaine interdiction
activities. Politically well-connected and active cocalero (coca grower) associations link coca
cultivation to issues of cultural identity and national pride and are stepping up efforts to challenge
eradication efforts. Traffickers are continuing to exploit these growers’ unions for their own purposes.

Bolivian President Evo Morales, a former cocalero leader, continued to promote his policy of “zero
cocaine but not zero coca” and to push for industrialization of coca. His administration continues to
pursue policies that would lead to an increase in legal coca cultivation from 12,000 to 20,000 hectares
—a change that would violate current Bolivian law and potentially contravene the 1988 UN Drug
Convention, to which Bolivia is a party. The GOB eradicated more than 6,000 hectares by the end of
the year, nearly all of that in the Chapare region. USG-supported Bolivian counternarcotics units, as of
September 30, 2007, had seized 13.8 tons of cocaine base and cocaine hydrochloride (HCI) and

destroyed 3,093 cocaine labs and maceration pits.

Peru eradicated 11,057 hectares in 2007. Cocaleros in Peru engaged in numerous violent acts to resist
eradication. The Sendero Luminoso terrorist group has openly identified with coca growers and drug
traffickers, and organized violent ambushes of police and intimidation of alternative development
teams in coca growing areas.

Cocaine Seizures: Colombian authorities seized 191.3 metric tons of cocaine in the course of the year,
and destroyed 240 cocaine HCI labs and 2,875 cocaine base labs. Bolivia seized 13.8 metric tons of
cocaine and destroyed 3,093 cocaine labs and maceration pits; and Peru seized over 16 metric tons of
cocaine.

Collectively, the eradication of coca and seizures of cocaine within the Andean source countries
prevented hundreds of metric tons of cocaine from reaching U.S. streets and deprived international
drug syndicates of billions of dollars in profits.
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Interdiction in the Cocaine Transit Zone: The cocaine transit zone drug flow is of double importance
for the United States: it threatens our borders, and it leaves a trail of corruption and addiction in its
wake that undermines the social framework of societies in Central America, Mexico and the
Caribbean. Helping our neighbors police transit zones has required a well-coordinated effort between
the governments of the transit zone countries and the USG. With high levels of post-seizure
intelligence collection, and cooperation with allied nations, we now have more actionable intelligence
within the transit zone.

The U.S. Joint Inter-Agency Task Force — South (JIATF-S), working closely with international
partners from throughout the Caribbean Basin, has focused its and regional partners’ intelligence
gathering efforts to detect and monitor maritime drug movements while maneuvering interdiction
assets into position to affect seizures. The USG’s bilateral agreements with Caribbean and Latin
American countries have eased the burden on these countries’ law enforcement assets to conduct at sea
boardings and search for contraband, while allowing the USG to gain jurisdiction over cases and
remove the coercive pressure from large drug trafficking organizations on some foreign governments.

Mexican law enforcement interdicted over 48 MT of cocaine; 2,171 MT of marijuana; 292 kilograms
of opium gum; 298 kilograms of heroin; and, 899 kilograms of methamphetamine in 2007. Venezuela
reported seizures of 28 metric tons of cocaine in 2007. This is less than claimed seizures in 2006; and
these figures include seizures made by other countries in international waters that were subsequently
returned to Venezuela, the country of origin.

According to JIATF-S, the number of drug smuggling flights from Venezuela to Hispaniola increased
by 38 percent from 2006 to 2007. Approximately two thirds of the flights went to the Dominican
Republic, and, in 2007, Dominican authorities seized approximately four metric tons of cocaine, 102.5
kilograms of heroin, 17,902 units of MDMA, and 511.7 kilograms of marijuana. Haiti seized 914
kilograms of cocaine and marijuana. West Africa has become a hub for cocaine trafficking from South
America to Europe. Some 33 tons of cocaine have been seized in West Africa since 2005, but this is
probably only the tip of the iceberg. UNODC estimates that around 40 tons of cocaine were trafficked
through West Africa in 2007 alone. A quarter of all cocaine consumed in Europe may transit West
Africa.

This onslaught is due to more effective interdiction along traditional trafficking routes, and the
convenient location of West Africa between Andean cocaine suppliers and European consumers, but
most of all it reflects he vulnerability of West African countries to organized crime.

Synthetic Drugs

Amphetamine-Type Stimulants (ATS): Although abuse and trafficking in amphetamine-type
stimulants (ATS) remain among the more serious challenges in the drug-control arena, the 2007
edition of the UN Office of Drugs and Crime’s World Drug Report (2007) notes that “the alarming
increases in the production of ATS throughout the 1990s seem to have leveled off over the last few
years. This is likely a result of recent efforts to monitor and improve precursor control.” Despite this
modest stabilization, the use of methamphetamine, amphetamine, and MDMA (“ecstasy”) remains
prevalent in many countries, especially in those of Central and Northern Europe and Southeast Asia.
Synthetics can be made anywhere and offer enormous profit margins. The relative ease and low cost
of manufacturing ATS drugs from readily available chemicals appeals as much to small drug
entrepreneurs as to the large international syndicates.

Methamphetamine production and distribution are undergoing significant changes in the United States.
Methamphetamine use has stabilized nationally since 2002 after increasing during much of the 1990s,
and domestic production of methamphetamine has decreased dramatically since 2004. However,
according to the December 2007 National Drug Intelligence Center’s “National Methamphetamine
Threat Assessment 2008,” the increasing prevalence of high-purity ice methamphetamine throughout
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the country and the expansion of methamphetamine networks operated by Mexican and Asian drug
trafficking organizations have largely sustained U.S. methamphetamine markets. Despite heightened
chemical import restrictions in Mexico, production in that country has increased since 2004, and
Mexican organizations and product continue to dominate domestic markets, supplanting many local
dealers who had previously produced and distributed the drug independently.

This pattern is at least partially due to increasingly effective domestic controls over the retail sale of
licit pharmaceutical preparations containing ephedrine and pseudoephedrine, the primary chemicals
necessary for methamphetamine. Regulations for the sale of such products in the U.S. became
effective at the national level for the first time in late 2006 under the Combat Methamphetamine
Epidemic Act (CMEA). To capitalize on these gains and prevent production from merely shifting
ground, the U.S. Government enhanced the scale and pace of its law enforcement cooperation with the
Government of Mexico to target the production and trafficking of methamphetamine. For its part, the
Government of Mexico demonstrated unprecedented political commitment towards stemming the
illicit diversion of chemicals required for methamphetamine production. The Government of Mexico
determined in September of 2007 that it would issue no further licenses for the importation of any
amount of ephedrine, pseudoephedrine, and any product containing these chemicals. Sellers of
ephedrine and pseudoephedrine products must deplete their remaining stores of products containing
these chemicals by 2009, after which the use of these products will be illegal in Mexico. This new
policy has the potential to significantly disrupt the methamphetamine trade in the years ahead.

The United States is keenly aware that drug traffickers are adaptable, well-informed, and flexible. New
transshipment routes may be emerging in Southeast Asia and Africa, and there is also ample evidence
that organized criminal groups ship currently uncontrolled chemical analogues of ephedrine and
pseudoephedrine for use in manufacturing illicit methamphetamine-type drugs. Large-scale
methamphetamine production is increasing in Canada as outlaw motorcycle gangs and Asian drug
trafficking organizations expand their methamphetamine operations. Some methamphetamine
produced in Canada is distributed in U.S. drug markets, along with some MDMA (also known as
ecstasy).

Canada has also emerged as a source country for a significant percentage of the ecstasy consumed in
the United States. The Netherlands remains an important producer of ecstasy as well, although the
amount of this drug reaching the United States seems to have declined substantially in recent years,
abetted by proactive measures from the Dutch Government. The successful five-year strategy (2002-
2006) against the production, trade and consumption of synthetic drugs was endorsed by the Dutch
Parliament in 2007. Labs in Poland and elsewhere in Eastern Europe are major suppliers of
amphetamines to the European market, with the United Kingdom and the Nordic countries among the
heaviest European consumers of amphetamine. In the United States, Ecstasy use has flattened among
the teenage population most at risk, according to the 2007 Monitoring the Future report.

Pharmaceutical Abuse, and the Internet: The number of Internet pharmacies established since 2002,
and particularly since 2005, has increased sharply. According to the National Drug Intelligence
Center’s October 2007 “National Drug Threat Assessment,” a study by the National Center on
Addiction and Substance Abuse (CASA) at Columbia University states that the number of Internet
pharmacy sites offering Schedules II through V controlled prescription drugs increased 70 percent—
from 342 in 2006 to 581 in 2007. The study determined that 32 percent of the sites were “anchor sites”
(sites at which the customer could place an order and pay for the drugs), and the remaining 68 percent
were simply portal sites that directed customers to the anchor sites. Of the anchor sites, 84 percent did
not require a prescription at all to purchase the drugs, and another approximately 10 percent accepted
faxed prescriptions, increasing the risk of multiple use of one prescription or use of fraudulent
prescriptions.
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An area of continuing concern is the abuse of pharmaceutical drugs, especially among teenagers.
According to the December 2007 “Monitoring the Future” survey, while most of the illicit drugs have
shown considerable declines in use over the past decade or so, most prescription psychotherapeutic
drugs did not; in fact, a number of them showed steady increases in use outside of their legitimate
medical use (amphetamines being the single exception). These include sedatives such as Vicodan,
tranquilizers, and narcotic drugs other than heroin (most of which are analgesics). As a result, they
have become a relatively more important part of the nation’s drug abuse problem. Fortunately, most of
them have shown signs of leveling or even of beginning a gradual decline in use over the past couple
of years. Many of these drugs are available over the Internet, through doctors prescribing drugs
without seeing patients or “pharmacies” that accept unverified or even substandard prescriptions. It is
not known what percentage of this abuse involves international sources.

Cannabis (Marijuana)

Cannabis production and marijuana consumption continue to appear in nearly every world region,
including in the United States. Marijuana still remains the most widely used of all of the illicit drugs.
According to the December 2007 “Monitoring the Future” study, the decline in 2007 in the annual
prevalence of marijuana use among U.S. 8th graders was statistically significant, falling from 11.7
percent in 2006 to 10.3 percent in 2007. Since the recent peak years of use reached in the mid-1990s,
annual prevalence has fallen by over 40 percent among 8th graders, 30 percent among 10th graders, and
nearly 20 percent among 12th graders. The prevalence rates for marijuana use in the prior year now
stand at 10 percent, 25 percent, and 32 percent for grades, 8, 10, and 12, respectively.

Drug organizations in Mexico and Canada produce more than 4,000 metric tons of marijuana, which is
then marketed to the more than 20 million users in the United States. Canada produces approximately
800 metric tons of high potency marijuana, which is marketed, increasingly, nationwide in the United
States, along with marijuana from Colombia, Jamaica, and possibly Nigeria. Domestic production of
marijuana may rival that of foreign sources.

According to the U.S. Drug Enforcement Administration (DEA), marijuana potency has increased
sharply. Of great concern is the high potency, indoor-grown cannabis produced on a large scale in
Canada and grown in laboratory conditions using specialized timers, ventilation, moveable lights on
tracks, nutrients sprayed on exposed roots and special fertilizer that maximize THC levels. A portion
of U.S. domestic production is also grown under these “hydroponic” conditions. The result is a
particularly powerful, dangerous, and addictive drug. Despite suggestions that marijuana use has no
long-term consequences, the latest scientific information indicates that marijuana use is a common
first step to the abuse of more serious drugs, and that the drug itself is associated with learning
difficulties, memory disturbances, and schizophrenia.

Opium and Heroin

Opium poppy, the source of heroin, is cultivated mainly in Afghanistan, Southwest Asia, and on a
small scale in Colombia and Mexico. In contrast to coca, a perennial which takes at least a year to
mature into usable leaf, opium poppy is an easily planted annual crop that can yield as many as three
harvests per year with the correct care and climate. Opium gum can take less than 6 months to harvest.

According to the United Nations Office of Drugs and Crime (UNODC), Afghanistan produced 93
percent of the world’s opium poppy in 2007, which was a record high for the second year in a row.
Total poppy cultivation increased by 28,000 hectares over 2006 levels, which accounts for a 17
percent increase in land under cultivation. While the total export value of this opium harvest was $4.0
billion, which made up more than a third of Afghanistan’s combined licit and illicit GDP of $11.5
billion, only $1 billion was paid to Afghan poppy farmers, with the rest going to the narcotics
traffickers. Containing poppy cultivation in Afghanistan is intimately tied to the considerable security
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challenges faced there by counterinsurgent Coalition forces. A growing body of evidence indicates the
presence of a symbiotic relationship between the narcotics trade and the anti-government insurgency,
most commonly associated with the Taliban. Narcotics traffickers provide revenue and arms to the
insurgency, while insurgents provide protection to growers and traffickers to prevent the government
from interfering with their activities.

Afghanistan supplies all but a small amount of the heroin going to Europe, Russia, the Middle East,
and much of Asia. Although only a small portion of heroin produced from Afghan opium finds its way
to the United States, the negative implications of the drug trade for Afghan security, reconstruction,
governance, and economic development make countering narcotics key to achieving all other U.S.
objectives in Afghanistan. In the south of the country, where poppy cultivation is most pronounced,
the Afghan Government has faced challenges controlling narcotics due to insecurity, corruption, a lack
of political will, the limited reach of Afghan law enforcement, and a weak judicial system. Poppy
production has soared in recent years in provinces where insurgents are most active: five relatively
higher-income, agriculturally rich provinces along the Pakistan border account for 70 percent of
Afghanistan’s 2007 poppy production with over 50 percent occurring in Helmand province alone. In
the more secure north and central areas of the country, however, poppy production has been
significantly reduced or even completely eliminated, in the case of 13 provinces, due to successful
counternarcotics efforts combined with security, political will, and the provision of development
assistance.

In August 2007, the U.S unveiled its Counternarcotics Strategy for Afghanistan to guide its efforts to
achieve short-term and long-term success in the fight against narcotics. The strategy maintains the
basic framework of the comprehensive five pillar approach to counternarcotics — public information,
alternative development, eradication, interdiction, and law enforcement and justice sector reform — but
calls for several key refinements to better address changing trends in cultivation, the security context,
the political climate, and economic development requirements. The strategy enhances incentives for
participation in licit livelihoods through the provision of additional development assistance, while
simultaneously strengthening the disincentives to participation in all aspects and levels of the narcotics
industry through increased interdiction, eradication, and law enforcement. The complexity of the drug
problem in Afghanistan demands a balanced counternarcotics approach that melds deterrence, prevention,
and economic development assistance. The U.S. approach meets these requirements and supports the
Afghan Government’s own strategy to combat narcotics.

Much of the heroin used in the United States comes from poppies grown in Colombia and Mexico,
though opium gum production in these countries accounts for less than four percent of the world’s
total production and Colombian production has been cut by 60 percent since 2001. Mexico supplies
most of the heroin found in the western United States while Colombia supplies most of the heroin east
of the Mississippi. Long-standing joint eradication programs in both countries continue with our
support. Colombian law enforcement eradicated 375 hectares of opium poppy in 2007, while the
Government of Mexico (GOM) reported eradicating 7,784 hectares of opium poppy, a decrease from
2006 levels. The decline in the rates of eradication is at least in part due to the realignment of
responsibilities for aerial eradication, as well as higher than normal precipitation during the key
growing season.

Controlling Drug-Processing Chemicals

Cocaine and heroin are manufactured with certain critical chemicals, some of which also have licit
uses but are diverted by criminals. The most commonly used chemicals in the manufacture of these
illegal drugs are potassium permanganate (for cocaine) and acetic anhydride (for heroin). Government
controls strive to differentiate between licit commercial use for these chemicals and illicit diversion to
criminals. Governments must have efficient legal and regulatory regimes to control such chemicals,
without placing undue burdens on legitimate commerce. Extensive international law enforcement

22



Policy and Program Development

cooperation is also required to prevent their diversion from licit commercial channels, and to
investigate, arrest and dismantle the illegal networks engaged in their procurement.

This topic is addressed in greater detail in the Chemical Control Chapter of the INCSR.

Drugs and the Environment

Impact of Drug Cultivation and Processing: Illegal drug production usually takes place in remote areas
far removed from the authority of central governments. Not surprisingly, drug criminals practice none
of the environmental safeguards that are required for licit industry, and the toxic chemicals used to
process raw organic materials into finished drugs are invariably dumped back into sensitive
ecosystems with no regard for human health or the costs to the environment. The devastating
environmental impact of coca cultivation in the Andean region has been well-documented. Illegal
cultivation there has led to the destruction of approximately six million acres of rainforest over the
past 20 years. Coca growers routinely slash and burn remote, virgin forestland in the Amazon to make
way for their illegal crops; coca growers typically cut down up to 4 hectares of forest for every hectare
of coca planted. Tropical rains quickly erode the thin topsoil of the fields, increasing soil runoff,
depleting soil nutrients. By destroying timber and other resources that would otherwise be available
for more sustainable uses, including medicinal research, illicit coca cultivation decreases biological
diversity in one of the most sensitive ecological areas in the world. In Colombia and elsewhere,
traffickers also destroy jungle forests to build clandestine landing strips and laboratories for processing
raw coca and poppy into cocaine and heroin.

[llicit coca growers use large quantities of highly toxic herbicides and fertilizers on their crops. These
chemicals qualify under the U.S. Environmental Protection Agency’s highest classification for toxicity
(Category I) and are legally restricted for sale within Colombia and the United States. Production of
the drugs requires large quantities of dangerous solvents and chemicals. One kilogram of cocaine base
requires the use of three liters of concentrated sulfuric acid, 10 kilograms of lime, 60 to 80 liters of
kerosene, 200 grams of potassium permanganate, and one liter of concentrated ammonia. These toxic
pesticides, fertilizers, and processing chemicals are then dumped into the nearest waterway or on the
ground. They saturate the soil and contaminate waterways and poison water systems upon which local
human and animal populations rely. In the United States, marijuana-processing operations take place
in national parks, especially in California and Texas near the border with Mexico.

Methamphetamine is particularly alarming in its environmental impact. For each pound of
methamphetamine produced in clandestine methamphetamine laboratories, five to six pounds of toxic,
hazardous waste are generated, posing immediate and long-term environmental health risks, not only
to individual homes but to neighborhoods. Poisonous vapors produced during synthesis permeate the
walls and carpets of houses and buildings, often making them uninhabitable. Cleaning up these sites in
the United States and Mexico requires specialized training and costs thousands of dollars per site.

Impact of Spray Eradication: Colombia is currently the only country that conducts regular aerial
spraying of coca and opium poppy, although countries throughout the world regularly spray other
crops with herbicides. The only active ingredient in the herbicide used in the aerial eradication
program is glyphosate, which has been thoroughly tested in the United States, Colombia, and
elsewhere. The U.S. Environmental Protection Agency (EPA) approved glyphosate for general use in
1974 and re-registered it in September 1993. EPA has approved its use on food croplands, forests,
residential areas, and around aquatic areas. It is one of the most widely used herbicides in the world,
including in Colombian and Ecuadoran commercial farms. Colombia’s spray program represents a
small fraction of total glyphosate use in the country. Biannual verification missions continue to show
that aerial eradication causes no significant damage to the environment or human health. The
eradication program follows strict environmental safeguards, monitored permanently by several
Colombian government agencies, and adheres to all laws and regulations, including the Colombian
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Environmental Management Plan. In addition to the biannual verification missions, soil and water
samples are taken before and after spray for analysis. The residues in these samples have never
reached a level outside the established norms. The OAS, which published a study in 2005 positively
assessing the chemicals and methodologies used in the aerial spray program, is currently conducting
further investigations to be completed in early 2008 regarding spray drift and other relevant issues.

Attacking Trafficking Organizations

Law enforcement tactics have grown more sophisticated over the past two decades to counter the
sophisticated trafficking networks that transport large volumes of drugs internationally. Rather than
measuring progress purely by seizures and numbers of arrests, international law enforcement
authorities have increasingly targeted resources against the highest levels of drug trafficking
organizations (DTOs). Increasingly, international law enforcement authorities are learning the art of
conspiracy investigations, using mutual legal assistance mechanisms and other advanced investigative
techniques to follow the evidence to higher and higher levels of leadership within the syndicates, and
cooperating on extradition so that the kingpins have no place to hide. These sophisticated law
enforcement and legal tools are endorsed as recommended practices within both the 1988 UN Drug
Control Convention and the UN Convention against Transnational Organized Crime. This increasingly
mainstream approach towards targeting the organizational leadership of drug syndicates and disrupting
their lines of control and command is paying great dividends.

The drug trade depends upon reliable and efficient distribution systems to get its product to market.
While most illicit distribution systems have short-term back-up channels to compensate for temporary
law enforcement disruptions, a network under intense enforcement pressure cannot function for long.
In cooperation with law enforcement officials in other nations, our goal is to disrupt and dismantle
these organizations, to remove the leadership and the facilitators who launder money and provide the
chemicals needed for the production of illicit drugs, and to destroy their networks. By capturing the
leaders of trafficking organizations, we demonstrate both to the criminals and to the governments
fighting them that even the most powerful drug syndicates are vulnerable to concerted action by
international law enforcement authorities.

Mexican drug syndicates continue to oversee much of the drug trafficking in the United States, with a
strong presence in most of the primary U.S. distribution centers. The Calderon Administration’s
courage, initiative and success have exceeded all expectations of cooperation in facing this threat.
President Calderon has addressed some of the most basic institutional issues that have traditionally
confounded Mexico’s success against the cartels, using the military to reestablish sovereign authority
and counter the cartels’ firepower, moving to establish integrity within the ranks of the police, and
pursuing concrete actions that promise to give law enforcement officials and judicial authorities the
resources and the legal underpinning they need to succeed. Presidents Bush and the leaders of Central
America and Mexico agree that transnational crime is a regional problem, which will require regional
solutions. To that end, the Merida Initiative would combine each nation’s domestic efforts with
broader regional cooperation to multiply the effects of our actions. This partnership would support
coordinated strategies to:

e Break the power and impunity of criminal organizations;

e Assist the governments of Mexico and Central America in strengthening border, air,
and maritime controls;

e Improve the capacity of justice systems in the region; and

e Curtail gang activity in Mexico and Central America and diminish the demand for
drugs in the region
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To achieve these goals, President Bush has requested $1.1 billion to date for Mexico and Central
America to provide:

e Non-intrusive inspection equipment, ion scanners, and canine units for Mexican
customs, for the new federal police and for the military to interdict trafficked drugs,
arms, cash and persons;

e Technologies to improve and secure communications systems to support collecting
information as well as ensuring that vital information is accessible for criminal law
enforcement;

e Technical advice and training to strengthen the institutions of justice — vetting for the
new police force, case management software to track investigations through the
system to trial, new offices of citizen complaints and professional responsibility, and
establishing witness protection programs;

e Helicopters and surveillance aircraft to support interdiction activities and rapid
operational response of law enforcement agencies in Mexico;

e Support to the countries of Central America to continue implementation of the USG’s
anti-gang strategy; to support specialized vetted units; to strengthen juvenile justice
systems and post-prison rehabilitation; to expand community policing; and to support
land and maritime drug interdiction.

The Merida Initiative is a foreign assistance program that would complement existing and planned
initiatives of U.S. domestic law enforcement agencies engaged with counterparts in each participating
country. Strengthening institutions and capacity in partner countries will enable us to act jointly,
responding with greater agility, confidence, and speed to the changing tactics of organized crime.

Extradition

There are few legal sanctions that international criminals fear as much as extradition to the United
States, where they can no longer use bribes and intimidation to manipulate the local judicial process.
Governments willing to risk domestic political repercussions to extradite drug kingpins to the United
States are finding that public acceptance of this measure has steadily increased.

Mexican authorities extradited a record 83 fugitives to the United States in 2007, including prominent
members of the Gulf Cartel, the sixth consecutive year this number has increased. Colombia has an
outstanding record of extradition of drug criminals to the United States, and the numbers have
increased even more in recent years. The Government of Colombia extradited a record 135-defendants
in 2007, including priority targets Degaberto Florez, Aldemar Rendon Ramirez, the Bernal-Palacios
brothers, and Luis Gomez-Bustamante; and AUC paramilitary associate Hector Rodriguez. Overall,
618 individuals have been extradited to the U.S. since December 1997.

Also in 2007, two Afghan drug traffickers with links to the insurgency volunteered to be transported
from Afghanistan to stand trial in the United States. The first, Mohammad Essa, was a key heroin
distributor for the Haji Baz Mohammad network in the Untied States. He fled the United States when
Baz Mohammad was sent to stand trial in New York. In December 2006, he was apprehended in
Kandahar Province by the United States military during a battle with insurgents, and he was
voluntarily transferred back to the United States in April 2007. The second was Khan Mohammad,
who was a supporter of the insurgency and arrested in Nangarhar Province in October 2006. He was
indicted for selling opium and heroin to Afghan law enforcement informants with the understanding
that the drugs were destined for the United States. He was voluntarily transferred to the United States
in November 2007 and will stand trial in Washington, D.C. Afghanistan and the United States do not
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yet have a formal bilateral agreement on extradition, but U.S. justice mentors are working with the
Afghan Government to draft a broad extradition law.

Institutional Reform

Fighting Corruption: Among all criminal enterprises, the drug trade is best positioned to spread
corruption and undermine the integrity and effectiveness of legitimate governments. Drugs generate
illegal revenues on a scale without historical precedent. No commodity is so widely available, so
cheap to produce, and as easily renewable as illegal drugs. A kilogram of cocaine can be sold in the
United States for more than 15 times its value in Colombia, a return which dwarfs regular
commodities and distorts the licit economy.

No government is completely safe from the threat of drug-related corruption, but young democracies
are especially vulnerable—particularly fragile democracies in post-conflict situations. The weakening
of government institutions through bribery and intimidation ultimately poses just as great a danger to
democratic governments as the challenge of armed insurgents. Drug syndicates seek to subvert
governments in order to guarantee themselves a secure operating environment. Unchecked, the drug
cartels have the wherewithal to buy their way into power. By keeping a focus on eliminating
corruption, we can prevent the nightmare of a government entirely manipulated by drug lords from
becoming a reality.

Improving Criminal Justice Systems: A pivotal element of USG international drug control policy is to
help strengthen enforcement, judicial, and financial institutions worldwide to narrow the opportunities
for infiltration and corruption by the drug trade. Corruption within a criminal justice system has
enormously detrimental impact; law enforcement agencies in drug source and transit countries may
arrest influential drug criminals only to see them released following a questionable or inexplicable
decision by a single judge, or a prosecutor may obtain an arrest warrant but be unable to find police
who will execute it. As governments work for basic reforms involving transparency, efficiency, and
better pay for police and judges, we see systemic improvements.

The USG is continuing its support to Afghanistan to counter the drug trade that threatens stability and
economic development as the country emerges from decades of war. Efforts to improve the capability
of Afghanistan to investigate, arrest, prosecute, and incarcerate those guilty of narcotics violations are
integrated into the overall justice sector strategy that the United States pursues jointly with the Afghan
Government and international partners. Together with our international partners, we are training and
mentoring Afghanistan’s Counternarcotics Criminal Justice Task Force and Central Narcotics Tribunal
in Kabul. These efforts are tied into other USG justice assistance programs to build and reform the
criminal, commercial, and civil justice systems to establish the rule of law.

Next Steps

The drug trade is fundamentally an illicit business. It enters the legitimate commercial world through
its dependence on raw materials, processing chemicals, transportation networks, and its need to
launder its profits through legitimate commercial and financial channels. We must intensify our efforts
to block the drug business in all these areas, in particular focusing on the financial end because this
black market can easily be diverted to fund insurgencies and terrorism, and to undermine the
institutions of government. Since governments individually control domestic access to the global
financial system, they have the potential, by working together, to make it difficult for drug profits to
enter the legitimate international financial system.

However, the international narcotics trade has long demonstrated its ability to adapt to law
enforcement constraints, and the drug trade itself also evolves, with the increasing use of synthetic
drugs, Internet sales and distribution, state-of-the-art communications and technical and financial
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expertise. Even the best alternative livelihoods cannot compete with the financial pressures on, and
armed threats to, those who grow illicit crops.

In partnership with key partners and the UN Office of Drugs and Crime, we have made many inroads
into the core of key drug trafficking networks, and scored victories in the battle for public
understanding of the social and public costs of drug use. Looking back on the 25 years since we first
published this report, and on the 20" anniversary of the 1988 UN Convention against Illicit
Trafficking in Narcotic Drugs and Psychotropic Substances, we can see tangible improvements in our
ability to work with our international partners to increase pressures on the drug trade at every stage of
its operations, from cultivation and production to transport and marketing. For the future, we must
intensify our efforts to ensure that the 1988 Convention and the follow-up commitments of member
states are successfully implemented, and that the potential of this framework for international
cooperation is fully realized. Over the long term, such steady progress offers the best hope for
transforming a potential threat to the stability of nations into a challenge that governments can manage
and defeat.
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Demand Reduction

The need for demand reduction is reflected in escalating drug use that takes a devastating toll on
health, welfare, safety, security, and economic stability of all nations. Therefore, drug demand
reduction is a critical factor in a balanced approach that integrates the principles of supply and demand
to drive down drug use and its consequences. Recognizing these challenges, the National Security
Presidential Directive (NSPD#25) on International Drug Control Policy, orders the Secretary of State
“to expand U.S. international demand reduction assistance and information sharing programs in key
source and transit countries”. The NSPD also makes clear that international drug trafficking
organizations and their linkage to international terrorist groups constitute a serious threat to U.S.
national security by generating illicit funds that increasingly threaten global peace and stability.
Therefore, demand reduction assistance has evolved as a key foreign policy tool to address the inter-
connected threats of drugs, crime, and terrorism, and more recently it is recognized as a key
complimentary component in efforts to stop the spread of HIV/AIDS, particularly in countries with
high rates of intravenous drug use.

Strong drug-demand reduction policies and programs should address all sectors of society. Nations are
no longer the sole masters of their destinies, nations are dependent on one another; global rules and
cooperative global behavior are needed, given the “globalization” aspects of a modern economy.
Consequently, recognizing the extensive U.S. experience in reducing drug demand, through successful
evidence-based programs, foreign countries are requesting INL-sponsored technical assistance on
demand reduction programming, since drug consumption also has debilitating effects on their society
and children. Our response has been a comprehensive and coordinated approach in which supply
control and demand reduction reinforce each other. Such assistance plays an important role in helping
to preserve the stability of societies threatened by the narcotics trade.

Our demand reduction strategy encompasses a wide range of initiatives to address the societal and
national security threats posed by the illicit drug trade. These include efforts to prevent the onset of
use, intervention at “critical decision points” in the lives of vulnerable populations to prevent both first
use and further use, and effective treatment programs for the addicted. Other aspects encompass
education and community coalition development efforts to increase public awareness and mobilize
society to counter the deleterious consequences of drug use/abuse. This latter effort involves the
development of coalitions of private/public social institutions, the faith community, and law
enforcement entities to mobilize national and international opinion against the drug trade and to
encourage governments to develop and implement strong counternarcotics policies and programs. The
demand reduction program also provides for evaluations of the effectiveness of these efforts and for
“best practice” research studies to use these findings to improve similar efforts in the U.S. and around
the world.

During 2007, INL continued to provide training and technical assistance at various locations
throughout the world on topics such as, combating violence against women through substance abuse
treatment. This training takes into account the unique needs of female drug addicts, and provides
substance abuse treatment training and technical assistance, which addresses women’s treatment issues
and related violence.

o Afghanistan — creation of five substance abuse treatment programs to address
women’s needs. This initiative included training of women counselors in counseling
techniques, family therapy, and formation of support group networks.
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e El Salvador — enhancements to corrections- and community-based treatment
programs to address the overlapping challenges of male and female drug abuse, gang
membership and related violence.

e Philippines — creation of substance abuse units in female correctional facilities and
help with the formation of community-based institutions.

e Peru — creation of model substance abuse treatment programs for female adolescents
and street kids at high risk for drug abuse and sexual/physical violence.

e Brazil — creation of an outreach center for 245 high-risk youth whose parents are
drug abusing prostitutes, including plans for the creation of a model drug treatment
center for women and their children (first such facility in Latin America).

e Thailand — creation of substance abuse treatment programs for female addicts. A
science-based, outcome evaluation of these programs revealed that overall drug use
was reduced from 92 percent of targeted patients to 10 percent and methamphetamine
abuse was reduced from 90 percent to 10 percent (pre- and post treatment).

As a cornerstone of a strong demand reduction strategy, and with the understanding that local
problems need local solutions, INL also provided the necessary funding for training assistance
targeting counternarcotics community coalitions working toward reducing substance abuse among
youth, and strengthening the collaboration among organizations and agencies in the public and private
sectors. Consequently, training programs were conducted in El Salvador, Peru, and Colombia,
covering the promotion of sound drug policy and science-based drug prevention programming.

In addition, INL funded staff training at the juvenile correction system in Sao Paulo, Brazil for drug
abusing and other criminal populations on the fundamental principles of the therapeutic community
(TC). The TC has especially been adapted globally as a successful treatment intervention for juvenile
populations with substance abuse, behavioral, and personality disorders that are commonly found in
prison settings. Prison programs, which adhere to many elements of the therapeutic community
treatment program have been scientifically shown to be successful in significantly reducing criminal
recidivism and facilitating better reintegration into society by inmates.

INL is also funding the Creation of Muslim-based Anti-Drug Outreach Centers with the intent to
develop a series of community-based outreach centers in volatile regions where the U.S. has little or
no direct access to civil society such as Afghanistan, southern Philippines, Indonesia, and remote
sections of Pakistan. This initiative is designed to significantly enhance America’s image in Muslim
countries, reduce drug consumption that fuels the coffers of terrorist organizations, reduce drug-related
violence, cut into the recruitment base of terrorist organizations, and provide youth in at-risk areas
with alternatives to radical or terrorist indoctrination. It addresses a key priority in the President’s
National Strategy for Combating Terrorism through support of Muslim organizations “ensuring them
that American values are not at odds with Islam.” This initiative includes collaboration with the INL-
supported network of 400 Muslim-based Anti-Drug programs.
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Methodology for Estimating lllegal Drug
Production

How Much Do We Know? The INCSR contains a variety of illicit drug-related data. These numbers
represent the United States Government’s best effort to sketch the current dimensions of the
international drug problem. Some numbers are more certain than others. Drug cultivation figures are
relatively hard data derived by proven means, such as imagery with ground truth confirmation. Other
numbers, such as crop production and drug yield estimates, become softer as more variables come into
play. As we do every year, we publish these data with an important caveat: the yield figures are
potential, not final numbers. Although they are useful for determining trends, even the best are
ultimately approximations.

Each year, we revise our estimates in the light of field research. The clandestine, violent nature of the
illegal drug trade makes such field research difficult. Geography is also an impediment, as the harsh
terrain on which many drugs are cultivated is not always easily accessible. This is particularly relevant
given the tremendous geographic areas that must be covered, and the difficulty of collecting reliable
information over diverse and treacherous terrain.

What We Know With Reasonable Certainty. The number of hectares under cultivation during any
given year is our most solid statistic. For nearly twenty years, the United States Government has
estimated the extent of illicit cultivation in a dozen nations using proven statistical methods similar to
those used to estimate the size of licit crops at home and abroad. We can therefore estimate the extent
of cultivation with reasonable accuracy.

What We Know With Less Certainty. How much of a finished product a given area will produce is
difficult to estimate. Small changes in factors such as soil fertility, weather, farming techniques, and
disease can produce widely varying results from year to year and place to place. To add to our
uncertainty, most illicit drug crop areas are not easily accessible to the United States Government,
making scientific information difficult to obtain. Therefore, we are estimating the potential crop
available for harvest. Not all of these estimates allow for losses, which could represent up to a third or
more of a crop in some areas for some harvests. The value in estimating the size of the potential crop
is to provide a consistent basis for a comparative analysis from year to year.

Harvest Estimates. We have gradually improved our yield estimates. Our confidence in coca leaf
yield estimates, as well as in the finished product, has risen in the past few years, based upon the
results of field studies conducted in Latin America. In all cases, however, multiplying average yields
times available hectares indicates only the potential, not the actual final drug crop available for
harvest. The size of the harvest depends upon the efficiency of farming practices and the wastage
caused by poor practices or difficult weather conditions during and after harvest. Up to a third or more
of a crop may be lost in some areas during harvests.

In addition, mature coca (two to six years old) is more productive than immature or aging coca.
Variations such as these can dramatically affect potential yield and production. Additional information
and analysis is allowing us to make adjustments for these factors. Similar deductions for local
consumption of unprocessed coca leaf and opium may be possible as well through the accumulation of
additional information and research.

Processing Estimates. The wide variation in processing efficiency achieved by traffickers complicates
the task of estimating the quantity of cocaine or heroin that could be refined from a crop. Differences
in the origin and quality of the raw material used, the technical processing method employed, the size
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and sophistication of laboratories, the skill and experience of local workers and chemists, and
decisions made in response to enforcement pressures obviously affect production.

Figures Change as Techniques and Data Quality Improve. Each year, research produces revisions
to United States Government estimates of potential drug production. This is typical of annualized
figures for most other areas of statistical tracking that must be revised year to year, whether it be the
size of the U.S. wheat crop, population figures, or the unemployment rate. For the present, these illicit
drug statistics represent the state of the art. As new information becomes available and as the art
improves so will the precision of the estimates.
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Worldwide lllicit Drug Cultivation

2002-2007 (all figures in hectares)

2007 2006 | 2005 | 2004 | 2003 | 2002

Afghanistan 202000 | 172600

Burma 21700 | 21000 | 40000 | 36000 | 47130 | 77700

China

Colombia’ in process 2300 2100 4400 4900

Guatemala 100 330

India

Iran

Laos 1100 1700 5600 | 10000 | 18900 | 23200

Lebanon

Mexico in process 5000 3300 3500 4800 2700

Pakistan’ 984 769 1714 213

Thailand 750

Vietnam 1000

Total Poppy 224800 | 203584 | 157169 | 258630 | 137944 | 141213

Bolivia in process | 25800 | 26500 | 24600 | 23200 | 21600

Colombia® in process | 157200 | 144000 | 114100 | 113850 | 144450

Peru® in process 37000 34000 27500 29250 34700

Total Coca 0 | 220000 | 204500 | 166200 | 166300 | 200750
e 0

Lebanon

Mexico in process 8600 5600 5800 7500 4400

Total Cannabis 0 8600 5600 5800 7500 4400

"In 2007, the survey areas were reduced. The 2005 survey could not be conducted due to cloud-cover. The 2000 survey could
not be conducted due to cloud-cover; the reported number is a weighted average of previous years’ cultivation.

% The 2005 and 2006 surveys included only the Bara River Valley growing area. No estimate was produced in 2002, but
cultivation was observed.

8 Survey areas were expanded greatly between 2004 and 2005, and to a lesser extent between 2005 and 2006.

* In the 2006 survey, one growing area could not be completed due to insufficient imagery collection and the value is not
comparable to others. In 2007, CNC revised the 2005 value due to discovery of an error in the cultivation data. Survey areas
were expanded between 2004 and 2005.
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Worldwide Potential lllicit Drug Production

2002-2007 (all figures in Metric Tons)

2007 2006 | 2005 | 2004 | 2003 | 2002
Afghanistan 8000 5644 4475 4950 2865 1278
Burma 270 230 380 330 484 630
China
Colombia’ in process 37 30 63 68
Guatemala 4 12
India
Iran
Laos 5.5 8.5 28 50 200 180
Lebanon
Mexico in process 108 71 73 101 58
Pakistan® 36 32 44 4.3
Thailand 9
Vietnam 10
Total Opium 8275.5 | 6063.5 4990 5445 3757 | 2237.3
Bolivia in process | 37000 | 36000 | 37000 | 33000 | 35000
Colombia in process | 152000 | 136800 | 108000 | 115500 | 147900
Peru in process | 50000 | 52000 | 47900 | 51200 | 58300
Total Coca Leaf 0 | 239000 | 224800 | 192900 | 199700 | 241200
Potential Pure
Cocaine
Bolivia® in process 115 115 115 100 110
Colombia® in process 610 545 430 460 585
Peru® in process 245 250 230 245 280
Total Potential
Pure Cocaine 0 970 910 775 805 975

"In 2007, the survey areas were reduced. The 2005 survey could not be conducted due to cloud-cover. The 2000 survey could
not be conducted due to cloud-cover. The reported number is a weighted average of previous years’ cultivation.

% The 2005 and 2006 surveys included only the Bara River Valley growing area.
% In 2006, CNC revised the 2001-05 values due to new yield information.
4 Survey areas were expanded greatly between 2004 and 2005, and to a lesser extent between 2005 and 2006.

® In the 2006 survey, one growing area could not be completed due to insufficient imagery collection and the value is not
comparable to others. In 2007, CNC revised the 2005 value due to discovery of an error in the cultivation data. Survey areas
were expanded between 2004 and 2005. In 2007, CNC revised the 2001-05 values to reflect new yield numbers for immature
fields.
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Lebanon (hashish)

Mexico (marijuana) | in process | 15500 | 10100 | 10400 | 13500 7900

Total Cannabis 0| 15500 | 10100 | 10400 | 13500 7900
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Parties to the 1988 UN Convention

Country Date Signed Date Became a Party
1. Afghanistan 20 December 1988 14 February 1992
2. Albania Accession 27 June 2001
3. Algeria 20 December 1988 9 May 1995
4. Andorra Accession 23 July 1999
5. Angola Accession 26 October 2005
6. Antigua and Barbuda Accession 5 April 1993
7. Argentina 20 December 1988 28 June 1993
8. Armenia Accession 13 September 1993
9. Australia 14 February 1989 16 November 1992
10. Austria 25 September 1989 11 July 1997
11. Azerbaijan Accession 22 September 1993
12. Bahamas 20 December 1988 30 January 1989
13. Bahrain 28 September 1989 7 February 1990
14. Bangladesh 14 April 1989 11 October 1990
15. Barbados Accession 15 October 1992
16. Belarus 27 February 1989 15 October 1990
17. Belgium 22 May 1989 25 October 1995
18. Belize Accession 24 July 1996
19. Benin Accession 23 May 1997
20. Bhutan Accession 27 August 1990
21. Bolivia 20 December 1988 20 August 1990
22. Bosnia and Herzegovina Succession 01 September 1993
23. Botswana Accession 13 August 1996
24. Brazil 20 December 1988 17 July 1991
25. Brunei Darussalam 26 October 1989 12 November 1993
26. Bulgaria 19 May 1989 24 September 1992
27. Burkina Faso Accession 02 June 1992
28. Burundi Accession 18 February 1993
29. Cambodia Accession 7 July 2005
30. Cameroon 27 February 1989 28 October 1991
31. Canada 20 December 1988 05 July 1990
32. Cape Verde Accession 08 May 1995
33. Central African Republic Accession 15 October 2001
34. Chad Accession 09 June 1995
35. Chile 20 December 1988 13 March 1990
36. China 20 December 1988 25 October 1989
37. Colombia 20 December 1988 10 June 1994
38. Comoros Accession 1 March 2000
39. Congo, Democratic Republic of 20 December 1988 28 October 2005
40. Costa Rica 25 April 1989 8 February 1991
41. Cote d’lvoire 20 December 1988 25 November 1991
42. Croatia Succession 26 July 1993
43. Cuba 7 April 1989 12 June 1996
44. Cyprus 20 December 1988 25 May 1990
45. Czech Republic Succession 30 December 1993
46. Democratic People’s Republic of Korea Accession 19 March 2007
47. Denmark 20 December 1988 19 December 1991
48. Djibouti Accession 22 February 2001
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Country Date Signed Date Became a Party
49. Dominica Accession 30 June 1993
50. Dominican Republic Accession 21 September 1993
51. Ecuador 21 June 1989 23 March 1990
52. Egypt 20 December 1988 15 March 1991
53. El Salvador Accession 21 May 1993
54. Eritrea Accession 30 January 2002
55. Estonia Accession 12 July 2000
56. Ethiopia Accession 11 October 1994
57. European Economic Community 8 June 1989 31 December 1990
58. Fiji Accession 25 March 1993
59. Finland 8 February 1989 15 February 1994
60. France 13 February 1989 31 December 1990
61. Gambia Accession 23 April 1996
62. Georgia Accession 8 January 1998
63. Germany 19 January 1989 30 November 1993
64. Ghana 20 December 1988 10 April 1990
65. Greece 23 February 1989 28 January 1992
66. Grenada Accession 10 December 1990
67. Guatemala 20 December 1988 28 February 1991
68. Guinea Accession 27 December 1990
69. Guinea-Bissau Accession 27 October 1995
70. Guyana Accession 19 March 1993
71. Haiti Accession 18 September 1995
72. Honduras 20 December 1988 11 December 1991
73. Hungary 22 August 1989 15 November 1996
74. Iceland Accession 2 September 1997
75. India Accession 27 March 1990
76. Indonesia 27 March 1989 23 February 1999
77. Iran 20 December 1988 7 December 1992
78. Iraq Accession 22 July 1998
79. Ireland 14 December 1989 3 September 1996
80. lIsrael 20 December 1988 20 May 2002
81. ltaly 20 December 1988 31 December 1990
82. Jamaica 2 October 1989 29 December 1995
83. Japan 19 December 1989 12 June 1992
84. Jordan 20 December 1988 16 April 1990
85. Kazakhstan Accession 29 April 1997
86. Kenya Accession 19 October 1992
87. Korea Accession 28 December 1998
88. Kuwait 2 October 1989 3 November 2000
89. Kyrgyz Republic Accession 7 October 1994
90. Lao Peoples Democratic Republic Accession 1 October 2004
91. Latvia Accession 24 February 1994
92. Lebanon Accession 11 March 1996
93. Lesotho Accession 28 March 1995
94. Liberia Accession 16 September 2005
95. Libyan Arab Jamahiriya Accession 22 July 1996
96. Liechtenstein Accession 9 March 2007
97. Lithuania Accession 8 June 1998
98. Luxembourg 26 September 1989 29 April 1992
99. Macedonia, Former Yugoslav Rep. Accession 18 October 1993
100.Madagascar Accession 12 March 1991
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Country Date Signed Date Became a Party
101.Malawi Accession 12 October 1995
102.Malaysia 20 December 1988 11 May 1993
103.Maldives 5 December 1989 7 September 2000
104.Mali Accession 31 October 1995
105.Malta Accession 28 February 1996
106.Mauritania 20 December 1988 1 July 1993
107.Mauritius 20 December 1988 6 March 2001
108. Mexico 16 February 1989 11 April 1990
109.Micronesia, Federal States of Accession 6 July 2004
110. Moldova Accession 15 February 1995
111. Monaco 24 February 1989 23 April 1991
112.Mongolia Accession 25 June 2003
113. Morocco 28 December 1988 28 October 1992
114. Mozambique Accession 8 June 1998
115.Myanmar (Burma) Accession 11 June 1991
116. Nepal Accession 24 July 1991
117. Netherlands 18 January 1989 8 September 1993
118. New Zealand 18 December 1989 16 December 1998
119. Nicaragua 20 December 1988 4 May 1990
120. Niger Accession 10 November 1992
121. Nigeria 1 March 1989 1 November 1989
122. Norway 20 December 1988 14 November 1994
123. Oman Accession 15 March 1991
124. Pakistan 20 December 1988 25 October 1991
125. Panama 20 December 1988 13 January 1994
126. Paraguay 20 December 1988 23 August 1990
127. Peru 20 December 1988 16 January 1992
128. Philippines 20 December 1988 7 June 1996
129. Poland 6 March 1989 26 May 1994
130. Portugal 13 December 1989 3 December 1991
131. Qatar Accession 4 May 1990
132. Romania Accession 21 January 1993
133. Russia 19 January 1989 17 December 1990
134. Rwanda Accession 13 May 2002
135. St. Kitts and Nevis Accession 19 April 1995
136. St. Lucia Accession 21 August 1995
137. St. Vincent and the Grenadines Accession 17 May 1994
138.Samoa Accession 19 August 2005
139. San Marino Accession 10 October 2000
140. Sao Tome and Principe Accession 20 June 1996
141. Saudi Arabia Accession 9 January 1992
142. Senegal 20 December 1988 27 November 1989
143. Seychelles Accession 27 February 1992
144. Sierra Leone 9 June 1989 6 June 1994
145. Singapore Accession 23 October 1997
146. Slovakia Succession 28 May 1993
147. Slovenia Succession 6 July 1992
148. South Africa Accession 14 December 1998
149. Spain 20 December 1988 13 August 1990
150. Sri Lanka Accession 6 June 1991
151. Sudan 30 January 1989 19 November 1993
152. Suriname 20 December 1988 28 October 1992
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Country Date Signed Date Became a Party
153. Swaziland Accession 3 October 95
154. Sweden 20 December 1988 22 July 1991
155. Switzerland 16 November 1989 14 September 2005
156. Syria Accession 3 September 1991
157. Tajikistan Accession 6 May 1996
158. Thailand Accession 3 May 2002
159. Tanzania 20 December 1988 17 April 1996
160. Togo 3 August 1989 1 August 1990
161. Tonga Accession 29 April 1996
162. Trinidad and Tobago 7 December 1989 17 February 1995
163. Tunisia 19 December 1989 20 September 1990
164. Turkey 20 December 1988 2 April 1996
165. Turkmenistan Accession 21 February 1996
166. UAE Accession 12 April 1990
167. Uganda Accession 20 August 1990
168. Ukraine 16 March 1989 28 August 1991
169. United Kingdom 20 December 1988 28 June 1991
170. United States 20 December 1988 20 February 1990
171. Uruguay 19 December 1989 10 March 1995
172. Uzbekistan Accession 24 August 1995
173. Venezuela 20 December 1988 16 July 1991
174. Vietnam Accession 4 November 1997
175. Yemen 20 December 1988 25 March 1996
176. Yugoslavia 20 December 1988 3 January 1991
177. Zambia 9 February 1989 28 May 1993
178. Zimbabwe Accession 30 July 1993

Signed but Pending Ratification

Gabon

20 December 1989

2. Holy See 20 December 1988 Not UN member
3. Zaire 20 December 1988

Other
1. Anguilla Not UN member
2. Aruba Not UN member
3. Bermuda
4. BVI Not UN member
5. Congo
6. Dijibouti
7. Hong Kong Not UN member
8. Marshall Islands
9. Namibia
10. Papua New Guinea
11. Taiwan Not UN member
12. Turks & Caicos Not UN member
13. Vanuatu
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Department of State (INL) Budget

FY 07—09 Budget Spread ($000)

ACP Country Programs
Bolivia Total
Interdiction/Eradication
Alter.Dev./Inst.Building
Colombia Total
Interdiction/Eradication
Alter.Dev./Inst.Building
Rule of Law
Ecuador Total
Interdiction/Eradication
Alter.Dev./Inst.Building
Peru Total
Interdiction/Eradication
Alter.Dev./Inst.Building
Brazil
Critical Flight Safety Program
Panama
Venezuela

‘ Subtotal Andean Counterdrug
Program

| Africa
Africa Regional
Burkina Faso
Cape Verde
Democratic Republic of Congo
Djibouti
Ethiopia
Ghana
Guinea
Guinea-Bissau

Kenya

FY 2009
FY 2007 FY 2007 FY 2008 FY 2008 President’s
Actual Supp Enacted Supp Request

66,000 0 29,757 0 31,000

35,000 0 29,757 0 31,000
31,000 0 0

465,000 0 244,618 0 329,557

298,930 0 244,618 0 325,107

139,920 0 0 0

26,150 0 0 0 4,450

17,300 0 6,943 0 7,200

8,900 0 6,943 0 7,200
8,400 0 0

103,165 0 36,546 0 37,000

56,000 0 36,546 0 37,000

47,165 0 0 0

4,000 0 992 0 1,000

61,035 0 0 0 0

4,000 0 992 0 1,000

1,000 0 0 0 0

721,500 0 319,848 0 406,757

500 0 0 0 2,500

0 0 0 0 100

0 0 496 0 500

0 0 1,488 0 1,700

0 0 298 0 300

0 0 0 0 500

0 0 496 0 500

0 0 0 100

0 0 0 100

0 0 0 100
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Liberia
Mauritania
Mozambique
Nigeria
Sierra Leone
South Africa
Sudan
Tanzania
Uganda

Women’s Justice Empowerment
Initiative

Subtotal, Africa

East Asia and the Pacific
Burma

China

Timor-Leste

Indonesia

Laos

Malaysia

Mongolia

Philippines

East Asia and Pacific Regional
Thailand

Vietnam

Subtotal, East Asia and the
Pacific

Europe
Turkey
Subtotal, Europe

Near East
Algeria
Egypt

Iraq

Jordan

1,000 0 4,096 0 4,130
0 0 0 0 300

0 0 0 0 300

400 0 1,190 0 1,200

0 0 0 0 250

500 0 0 0 0
9,800 0 13,578 0 24,000
0 0 0 0 450

0 0 0 0 350
7,500 0 0
19,700 21,642 37,380
350 0 0 0

0 0 0 600

0 0 20 0 1,010
4,550 0 6,150 0 9,450
900 0 1,567 0 1,000

0 0 0 0 400

0 0 0 0 420
1,700 0 794 0 1,150
0 0 0 0 300

900 0 1,686 0 1,400

0 0 0 0 200
8,400 0 10,217 0 15,930
0 0 298 0 300

0 0 298 0 300

0 0 198 0 0

0 0 1,984 0 3,000
20,048 150,000 0 159,000 75,000
0 0 1,488 0 1,500
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Lebanon 0 60,000 496 0 6,000
Morocco 1,000 0 496 0 1,000
Tunisia 0 0 198 0 0
West Bank/Gaza 0 0 0 25,000 25,000
Yemen 0 0 496 0 750
| Subtotal, Near East 21,048 210,000 5,356 184,000 112,250
| South Asia
Afghanistan 209,740 42,000 272,574 0 250,000
Bangladesh 0 0 198 0 800
India 0 0 0 0 400
Nepal 0 0 30 0 10,000
Pakistan 24,000 0 21,822 0 32,000
Sri Lanka 0 0 20 0 350
| Subtotal—South Asia 233,740 42,000 294,644 0 293,550
| Western Hemisphere
Argentina 0 198 305
Bahamas 500 496 500
Bolivia 0 397 0
Caribbean and Central America
(Transit Zone) 1,700 0 0 0
Merida Initiative (Central America) 0 0 0 50,000 100,000
Merida Initiative (Mexico) 0 0 0 500,000 450,000
Chile 0 0 99 0 0
Colombia (Rule of
Law/Judicial/Human Rights) 0 0 39,428 0 0
Colombia—Transfer from ACP for
CNP Eradication Support 0 0 2,479 0 0
Dominican Republic 0 0 992 0 1,150
Eastern Caribbean 0 0 496 0 500
Ecuador 0 0 99 0 0
El Salvador 0 0 744 0 800
Guatemala 2,200 0 3,472 0 5,320
Haiti 14,850 0 8,927 0 15,000
Honduras 0 0 744 0 750
Jamaica 900 0 992 0 1,010
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Mexico 36,678 0 26,553 0 27,816
Nicaragua 0 0 972 0 1,600
Paraguay 0 0 278 0 300
Southern Cone 500 0 0 0 0
Trinidad and Tobago 0 0 397 0 500
| Subtotal, Western Hemisphere 57,328 0 87,763 550,000 605,551
| Global
Criminal Youth Gangs 0 0 7,935 0 5,000
Demand Reduction/Drug
Awareness 8,000 0 11,903 0 3,500
International Organizations 4,500
CICAD 1,400 0 1,407 0 0
UNODC 4,000 0 2,110 0 0
USEU 0 0 450 0 0
Interregional Aviation Support 63,000 0 54,654 0 55,100
Trafficking in Persons 5,000 0 5,951 0 7,767
INL Anticrime Programs 13,500 0 11,903 0 14,000
Alien Smuggling/Border Security 1,250 0 992 0 0
Cyber Crime, IPR and CIP 3,750 0 3,472 0 0
Fighting Corruption 4,500 0 3,967 0 0
Financial Crimes/Money
Laundering/CT 4,000 0 3,472 0 0
Global Peacekeeping Operations 4,000
Civilian Police Program 2,000 0 1,984 0 6,000
ILEA Operations 16,500 0 18,846 0 17,000
Subtotal, Global 113,400 0 117,143 0 116,867
PD&S 19,000 0 19,342 0 20,233
Subtotal, INCLE 472,616 252,000 556,405 734,000 1,202,061
TOTAL INL PROGRAMS 1,194,116 252,000 876,253 734,000 1,608,818
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International Training

International counternarcotics training is managed/funded by INL and carried out by the DEA, U.S.
Customs and Border Service, and U.S. Coast Guard. Major objectives are:

e Contributing to the basic infrastructure for carrying out counternarcotics law
enforcement activities in countries which cooperate with and are considered
significant to U.S. narcotics control efforts;

e Improving technical skills of drug law enforcement personnel in these countries;
and

e Increasing cooperation between U.S. and foreign law enforcement officials.

INL training continues to focus on encouraging foreign law enforcement agency self-sufficiency
through infrastructure development. The effectiveness of our counternarcotics efforts overseas
should be viewed in terms of what has been done to bring about the establishment of effective host
country enforcement institutions, thereby taking drugs out of circulation before they begin their
journey toward the United States. U.S. law enforcement personnel stationed overseas are
increasingly coming to see their prime responsibility as promoting the creation of host government
systems that are compatible with and serve the same broad goals as ours.

The regional training provided at the ILEAs consists of both general law enforcement training as
well as specialized training for mid-level managers in police and other law enforcement agencies.

INL-funded training will continue to support the major U.S. and international strategies for
combating narcotics trafficking worldwide. Emphasis will be placed on contributing to the
activities of international organizations, such as the UNODC and the OAS. Through the meetings
of major donors, the Dublin Group, UNODC and other international fora, we will coordinate with
other providers of training, and urge them to shoulder greater responsibility in providing training,
which serves their particular strategic interests.

INL will maintain its role of coordinating the activities of U.S. law enforcement agencies in
response to requests for assistance from U.S. Embassies. This will avoid duplication of effort and
ensure that presentations represent the full range of USG policies and procedures.

International Law Enforcement Academies (ILEAs)

The mission of the regional ILEAs has been to support emerging democracies, help protect U.S.
interests through international cooperation, and promote social, political and economic stability by
combating crime. To achieve these goals, the ILEA program has provided high-quality training and
technical assistance, supported institution building and enforcement capability, and fostered
relationships of American law enforcement agencies with their counterparts in each region. ILEAs
have also encouraged strong partnerships among regional countries, to address common problems
associated with criminal activity.

The ILEA concept and philosophy is a united effort by all the participants—government agencies
and ministries, trainers, managers, and students alike—to achieve the common foreign policy goal
of international law enforcement. The goal is to train professionals that will craft the future for the
rule of law, human dignity, personal safety and global security.

The ILEAs are a progressive concept in the area of international assistance programs. The regional
ILEAs offer three different types of programs. The Core program, a series of specialized training
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courses and regional seminars tailored to region-specific needs and emerging global threats,
typically includes 50 participants, normally from three or more countries. The Specialized courses,
comprised of about 30 participants, are normally one or two weeks long and often run
simultaneously with the Core program. Lastly, topics of the Regional Seminars include
transnational crimes, financial crimes, and counterterrorism.

The ILEAs help develop an extensive network of alumni that exchange information with their U.S.
counterparts and assist in transnational investigations. These graduates are also expected to become
the leaders and decision-makers in their respective societies. The Department of State works with
the Departments of Justice (DOJ), Homeland Security (DHS) and Treasury, and with foreign
governments to implement the ILEA programs. To date, the combined ILEAs have trained over
18,000 officials from over 75 countries in Africa, Asia, Europe and Latin America. The ILEA
budget averages approximately $16-18 million annually.

Africa. ILEA Gaborone (Botswana) opened in 2001. The main feature of the ILEA is a six-week
intensive personal and professional development program, called the Law Enforcement Executive
Development Program (LEEDP), for law enforcement mid-level managers. The LEEDP brings
together approximately 45 participants from several nations for training on topics such as
combating transnational criminal activity, supporting democracy by stressing the rule of law in
international and domestic police operations, and by raising the professionalism of officers
involved in the fight against crime. ILEA Gaborone also offers specialized courses for police and
other criminal justice officials to enhance their capacity to work with U.S. and regional officials to
combat international criminal activities. These courses concentrate on specific methods and
techniques in a variety of subjects, such as counterterrorism, anti-corruption, financial crimes,
border security, drug enforcement, firearms and many others.

Instruction is provided to participants from Angola, Botswana, Lesotho, Malawi, Mauritius,
Mozambique, Namibia, Seychelles, South Africa, Swaziland, Tanzania, Zambia, Djibouti,
Ethiopia, Kenya, Uganda, Nigeria, Cameroon, Comoros, Congo, the Democratic Republic of
Congo, Gabon and Madagascar.

United States and Botswana trainers provide instruction. ILEA Gaborone has offered specialized
courses on money laundering/terrorist financing-related topics such as Criminal Investigation
(presented by FBI) and International Banking & Money Laundering Program (presented by
DHS/FLETC Federal Law Enforcement Training Center). ILEA Gaborone trains approximately
500 students annually.

Asia. ILEA Bangkok (Thailand) opened in March 1999. The ILEA focuses on enhancing the
effectiveness of regional cooperation against the principal transnational crime threats in Southeast
Asia—illicit drug-trafficking, financial crimes, and alien smuggling. The ILEA provides a Core
course (the Supervisory Criminal Investigator Course or SCIC) of management and technical
instruction for supervisory criminal investigators and other criminal justice managers. In addition,
this ILEA presents one Senior Executive program and about 18 specialized courses—Ilasting one to
two weeks—in a variety of criminal justice topics. The principal objectives of the ILEA are the
development of effective law enforcement cooperation within the member countries of the
Association of Southeast Asian Nations (ASEAN), East Timor and China (including Hong Kong
and Macau), and the strengthening of each country’s criminal justice institutions to increase their
abilities to cooperate in the suppression of transnational crime.

Instruction is provided to participants from Brunei, Cambodia, East Timor, China, Hong Kong,
Indonesia, Laos, Macau, Malaysia, Philippines, Singapore, Thailand and Vietnam. Subject matter
experts from the United States, Thailand, Japan, Netherlands, Philippines and Hong Kong provide
instruction. ILEA Bangkok has offered specialized courses on money laundering/terrorist
financing-related topics such as Computer Crime Investigations (presented by FBI and
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DHS/Bureau of Customs and Border Protection (BCBP)) and Complex Financial Investigations
(presented by IRS, DHS/BCBP, FBI and DEA). Total annual student participation is approximately
600.

Europe. ILEA Budapest (Hungary) opened in 1995. Its mission has been to support the region’s
emerging democracies by combating an increase in criminal activity that emerged against the
backdrop of economic and political restructuring following the collapse of the Soviet Union. ILEA
Budapest offers three different types of programs: an eight-week Core course, Regional Seminars
and Specialized courses in a variety of criminal justice topics. Instruction is provided to
participants from Albania, Armenia, Azerbaijan, Bulgaria, Croatia, Czech Republic, Estonia,
Georgia, Hungary, Kazakhstan, Kyrgyz Republic, Latvia, Lithuania, Macedonia, Moldova,
Montenegro, Poland, Romania, Russia, Serbia, Slovakia, Slovenia, Tajikistan, Turkmenistan,
Ukraine and Uzbekistan.

Trainers from 17 federal agencies and local jurisdictions from the United States and also from
Hungary, Canada, Germany, United Kingdom, Netherlands, Ireland, Italy, Russia, Interpol and the
Council of Europe provide instruction. ILEA Budapest has offered specialized courses on money
laundering/terrorist financing-related topics such as Investigating/Prosecuting Organized Crime
and Transnational Money Laundering (both presented by DOJ/OPDAT). ILEA Budapest trains
approximately 950 students annually.

Global. ILEA Roswell (New Mexico) opened in September 2001. This ILEA offers a curriculum
comprised of courses similar to those provided at a typical Criminal Justice university/college.
These three-week courses have been designed and are taught by academicians for foreign law
enforcement officials. This Academy is unique in its format and composition with a strictly
academic focus and a worldwide student body. The participants are mid-to-senior level law
enforcement and criminal justice officials from Eastern Europe; Russia; the Newly Independent
States (NIS); Association of Southeast Asian Nations (ASEAN) member countries; and the
People’s Republic of China (including the Special Autonomous Regions of Hong Kong and
Macau); and member countries of the Southern African Development Community (SADC) plus
other East and West African countries; the Caribbean, Central and South American countries. The
students are drawn from pools of ILEA graduates from the Academies in Bangkok, Budapest,
Gaborone and San Salvador. ILEA Roswell trains approximately 450 students annually.

Latin America. ILEA San Salvador was established in 2005. The training program for the newest
ILEA is similar to the ILEAs in Bangkok, Budapest and Gaborone and will offer a six-week Law
Enforcement Management Development Program (LEMDP) for law enforcement and criminal
justice officials as well as specialized courses for police, prosecutors, and judicial officials. In
2007, ILEA San Salvador will deliver three LEMDP sessions and about 10 Specialized courses that
will concentrate on attacking international terrorism, illegal trafficking in drugs, alien smuggling,
terrorist financing, financial crimes, culture of lawfulness and accountability in government.

Components of the six-week LEMDP training session will focus on terrorist financing (presented
by the FBI), international money laundering (presented by DHS/ICE/Immigration and Customs
Enforcement) and financial evidence/money laundering application (presented by DHS/FLETC and
IRS). The Specialized course schedule will include courses on financial crimes investigations
(presented by DHS/ICE) and money laundering training (presented by IRS). Instruction is provided
to participants from: Argentina, Bardados, Bahamas, Belize, Bolivia, Brazil, Chile, Colombia,
Costa Rica, Dominican Republic, El Salvador, Guatemala, Honduras, Jamaica, Nicaragua, Panama,
Paraguay, Peru, Trinidad and Tobago, Uruguay and Venezuela.

The ILEA Regional Training Center located in Peru will officially open in 2007. The center will
augment the delivery of region-specific training for Latin America and will concentrate on
specialized courses on critical topics for countries in the Southern Cone and Andean Regions.
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Drug Enforcement Administration

The primary responsibility of the Drug Enforcement Administration (DEA) is to reduce the threat
posed to our nation by illicit narcotics through vigorous law enforcement. The majority of illegal
drugs impacting American society are produced outside of the U.S. and smuggled into our country.
These illegal drugs are smuggled from their country of origin and often transit other nations before
arriving in the U.S. Thus, a strong international commitment to counter narcotics law enforcement
is required to effectively blunt this menace. In cooperation with other U.S. agencies and foreign
law enforcement counterparts, DEA strives to disrupt the illicit narcotics distribution chain; arrest
and prosecute those involved in all aspects of the illegal drug trade and seize their profits and
assets.

DEA’s contribution to our nation’s international counternarcotics strategy is accomplished through
the 86 offices located in 62 countries that DEA maintains worldwide, in cooperation with its U.S-
based offices. The DEA overseas mission is comprised of the following components:

e Conduct bilateral investigative activities;
e Coordinate intelligence gathering;

o Coordinate training programs for host country police agencies in countries
receiving U.S. counternarcotics assistance;

e Assist in the development of host country drug law enforcement institutions and
develop mutually beneficial law enforcement relationships with foreign law
enforcement agencies.

The emphasis placed on each component is determined by conditions and circumstances within the
host nation. In nations where the law enforcement infrastructure is advanced and well developed,
the DEA office may tailor its activities to specific areas that best support host nation efforts. In
countries lacking a robust law enforcement capability, DEA personnel may provide assistance in
all four of the mission areas annotated above. The following sections highlight the assistance/joint
enforcement work in which DEA played a crucial role during 2007 in support of the four
established mission components.

Bilateral Investigative Activities: Important Joint
Operations

Drug Flow Attack Strategy

In response to the President’s National Drug Control Strategy calling for market disruption by
attacking the flow of drugs, the DEA developed an International Drug Flow Attack Strategy. The
primary objective of the strategy is to cause major disruption to the flow of drugs, money, and
chemicals between the source zones and the United States.

This effort began with a threat assessment to ensure the most efficient use of interagency resources
for the disruption of drug trafficking organizations (DTO) in the source and transit zones. The
threat assessment utilized interagency expertise as well as knowledge gained from the previous
iterations of joint enforcement operations, such as Operation All Inclusive. In 2007, DEA, in
conjunction with the Government of Mexico (GOM), conducted the third iteration of Operation All
Inclusive, codenamed “Operation Doble Via”, which is an operational component of the Drug Flow
Prevention Strategy. Operation Doble Via was a multi-agency enforcement operation. This
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combined effort brought together U.S. resources (DEA, Customs and Border Patrol, Immigration
and Customs Enforcement, the Bureau of Alcohol, Tobacco and Firearms, the Federal Bureau of
Investigation, the Department of Defense, the IC, Texas State and selected local law enforcement)
with Mexico’s Cuerpo Federal de La Policia (CFP) and Mexican military units. Operation Doble
Via resulted in total drug seizure results of 3,363 kilograms of cocaine, 30 kilograms of heroin,
121.8 metric tons (MT) of marijuana, 15,948 marijuana plants, 21 pounds of methamphetamine
powder, 33.6 liters of liquid methamphetamine, 11,800 dosage units of MDMA, 6 liters of
dangerous drugs, and $4,969,647.33 in U.S. currency, as well as the arrest of 181 individuals.

Drug Flow Attack Strategy Highlights:

e An early success of Operation Doble Via was the arrest of DTO “Gulf Cartel”
“Gatekeeper” Juan Oscar Garza-Alanis. On April 14, 2007, the Mexican law
enforcement arrested Garza-Alanis and four associates at a nightclub in Reynosa,
Tamaulipas, Mexico. Since June 2005, Garza-Alanis has been responsible for the
transportation of multi-ton quantities of cocaine and marijuana through the
Reynosa, Tamaulipas/McAllen, Texas corridor on a monthly basis.

e On April 20, 2007, the Meridian, Georgia Police Department seized $5,369,270 in
suspected illicit drug trafficking proceeds during a traffic stop. The driver was
released pending further investigation. However, on May 20, 2007, this same
driver was arrested again, this time in possession of an additional $1,609,220 by a
local police force outside of Atlanta, Georgia.

e On May 13, 2007, the Texas Department of Public Safety (DPS) Narcotics
Section seized $953,000 in U.S Currency from a tractor trailer driver after a traffic
stop on U.S. Hwy-36 southbound near Waco, Texas. The driver was arrested.
Also seized were a Colt AR 15-M-16-type .223 rifle, a Springfield 9mm pistol,
and a .37 mm grenade launcher.

e On May 23, 2007, the Texas Department of Public Safety (DPS) seized
$1,449,860 as the result of a traffic stop and arrested the driver. Subsequent to this
seizure, the DPS executed a search warrant at the drivers’ residence that resulted
in the seizure of weapons, money counters, ballistic vests and numerous
documents.

e On June 2, 2007, U.S. Border Patrol agents at the Falfurrias, Texas checkpoint
seized approximately 9,070 kilograms of marijuana concealed within a tractor
trailer and arrested the driver.

e On June 3, 2007, the Georgia State Patrol seized $13,964,995 in suspected drug
proceeds resulting from a traffic stop and arrested the driver.

e On June 24, 2007 the U.S. Border Patrol Checkpoint in Falfurrias, Texas seized
4,188 pounds of marijuana concealed within a tractor trailer and arrested the
driver.

e On July 14, 2007, a DEA McAllen District Office Special Agent observed Carlos
Landin, a former Mexican State Judicial Commandante (Police Official), at a
local grocery store in McAllen, Texas, in the company of two Mexican males.
Landin was subsequently arrested and transported to the McAllen Police
Department holding facility. On July 16, 2007, Landin was charged with federal
narcotics violations. Landin is a close associate of Gregorio Sauceda-Gamboa,
who is in charge of the Reynosa plaza of the Gulf Cartel.
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e On July 18 and 19, 2007, pursuant to information developed by Immigration and
Customs Enforcement (ICE), DEA McAllen, ICE, and the South Texas High
Intensity Drug Trafficking Area (HIDTA) seized a total of 1,003 kilograms of
cocaine concealed within two tractor trailers. Both seizures have been linked to
the Gulf Cartel. Two subjects were arrested.

e On August 6, 2007, DEA’s McAllen District Office initiated surveillance on a
residence in Hidalgo, Texas, based on information forwarded by the U.S. Border
Patrol Special Response Team (SRT) in McAllen, Texas. A search warrant was
executed and agents seized 250 kilograms of cocaine, two vehicles, eight cellular
phones, and arrested seven suspects.

DEA enforcement operations “All Inclusive” 2006-1 and 2007-1, targeted South American source
regions, Eastern Pacific and Western Caribbean transit areas of the Mexico/Central America transit
zones, and the Mexico and Central America land mass, to attack the drug trade’s main arteries and
support infrastructure with innovative, multi-faceted, and intelligence-driven operations. Both
operations exploited the maritime, overland, commercial air, and private air smuggling
vulnerabilities of Mexican DTOs in the movement of drugs, money, and chemicals. DEA and other
federal and host nation law enforcement and military agencies supported both operational and
intelligence aspects of these operations.

Operation All Inclusive 2006-1, as with all Operation All Inclusive (OAI) operations this was an
interagency effort using all available information gained from OAI 1-2005. OAI 2006-1 used the
combined abilities of the Special Operations Division, the El Paso Intelligence Center, and
Operation Panama Express. Pre-operational and operational intelligence was used to identify
targets of interest, their vulnerabilities, and cause a sustained disruption in the flow of drugs
ultimately destined for the United States. OAI 2006-1 consisted of a combination of land, air,
maritime, and financial components, which were designed to synchronize interagency counter drug
operations, influence illicit trafficking patterns, and increase disruptions of drug trafficking
organizations. OAI 2006-1 targeted the flow of drugs, money, and chemicals within the source and
transit zones in a combined effort utilizing DEA, Joint Interagency Task Force (JIATF)-South, the
IC, and host counterpart capabilities.

- Operation All Inclusive 2006-1 Operational Highlights:

o Mexican Federal Police seized $2.2 million dollars in U.S. currency found inside
false luggage compartments at the Mexico City Airport. Four Colombians
scheduled to fly to Guadalajara, Mexico were arrested.

e [Ecuadorian National Police seized 5.5 MT of cocaine packaged in 677 boxes
within a maritime container. The container originated in Buenaventura, Colombia,
and was en route to Colon, Panama. This was largest cocaine seizure ever made at
the Port of Guayaquil.

e Fifteen cocaine-processing labs were seized and dismantled in Colombia (11 in
March and four in April). A total of 92.6 MT of precursor chemicals and 500
kilograms of explosives were seized.

e FEight maritime seizures, six in the eastern Pacific and two in the Western
Caribbean, totaling 16.16 metric tons of cocaine and 8 kilograms of heroin, were
carried out during the operation. The largest seizure occurred on March 11, 2006,
3.3 MT of cocaine, eight kilograms of heroin, from a go-fast boat with five
Colombia crewmembers.
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e In Colombia, many of the smaller cocaine seizures (10 kilograms or less) from air
cargo were destined for Spain.

e 5.6 MT of cocaine was seized in Mexico from a DC-9 that originated in
Venezuela. This seizure is one of the largest in recent history in Mexico.

Operation All Inclusive 2007-1 was designed to disrupt the flow of drugs, money, and precursor
chemicals from the source zone (South America), through the transit zone (Mexico/Central
America/Caribbean), and into United States. OAI 2007-1 expanded the geographical area coverage
into the central Caribbean, Bolivia, and Peru; and provided U.S. interagency analytical support to
seven countries. OAI 2007-1 resulted in the seizure of 115 MT of cocaine, and approximately $390
million U.S. currency (USC), and the arrest of Consolidated Priority Organization Target (CPOT)
Otto Herrera-Garcia and Priority Target Cynthia Matute.

- Operation All Inclusive 2007-1 Operational Highlights:

e March 2007 — The United States Coast Guard seized 17.4 MT of cocaine in the
Eastern Pacific (EPAC). This seizure was linked to the Mexican Sinaloa Cartel.

e March 2007 — Mexican authorities seized the equivalent of $207 million in U.S.
currency-equivalent in Mexico City. This is the largest U.S. currency seizure in
history (approximately $204 million of the overall seizure was U.S. currency), and
was made as a result of follow-up investigation regarding 18 tons of
pseudoephedrine, a precursor for methamphetamine seized by Mexican authorities
on December 5, 2006.

e March 2, 2007 — The arrest of Honduran national Cynthia Matute for money
laundering with coordination between DEA Tegucigalpa, DEA Tampa, and the
Honduran National Police. Matute is a member of a multi-ton cocaine
transportation organization led by her father, Carsin William Matute-Rankin. The
Matute organization has operated from the north coast of Colombia to the north
coast of Honduras and surrounding islands since the late 1990s.

e June 20, 2007 — Guatemalan Priority Target suspected narcotics trafficker, Otto
Roberto Herrera-Garcia, was arrested with coordination among DEA Bogota,
DEA Miami, and the DEA Special Operations Division (SOD). The Herrera
organization is responsible for the importation of multi-ton quantities of cocaine
from South America to Guatemala on behalf of the Mexican Sinaloa Cartel.

Operation Rum Punch. Operation Rum Punch, which ran from February 13-May 31, 2007, was
part of DEA’s Operation All Inclusive 2007. Operation Rum Punch provided training and
institution-building to host nation counterparts, as well as assistance in developing an intelligence
package that identified DTOs utilizing and operating in Hispaniola. Cumulative seizures for the
duration of this operation included 1,137 kilograms of cocaine, $427,241 U.S. currency (USC), 2
vessels, 3 cars, and 14 guns, as well as 18 arrests.

Operation Bahamas and Turks and Caicos (OPBAT). The Bahamas participates actively as a
partner in Operation Bahamas and Turks and Caicos (OPBAT), a multi-agency, international drug
interdiction cooperative effort established in 1982. OPBAT is the largest and oldest cooperative
effort overseas by any government involved in drug enforcement. OPBAT participants on the U.S.
side include DEA, U.S. Coast Guard (USCG), Department of Homeland Security, and Department
of State. On the Bahamian and Turks and Caicos side, counterparts include the Royal Bahamas and
Turks and Caicos Police Forces. With the departure of the U.S. Army after 21 years of support to
OPBAT, the DEA Aviation Division has been given the responsibility of replacing aviation support
for the program in the central Bahamas. A U.S. Embassy-hosted ceremony in Nassau on October 1,
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2007, commemorated the departure of the Army’s Blackhawks and the arrival of DEA Aviation
Division assets. The DEA Aviation Division’s arrival in the central Bahamas was the end result of
months of planning and coordination by several organizations and DEA offices. Cumulative
OPBAT statistics through December 31, 2007, include the seizure of approximately 1,789
kilograms of cocaine, 433,728 pounds of marijuana, 4 kilograms of heroin, and $7,819,860 in USC,
as well as 89 arrests.

Operation Containment. Operation Containment is an intensive, multinational, law enforcement
initiative established in 2002 and is led by DEA. It involves countries in Central Asia, the
Caucuses, the Middle East, Europe, and Russia.

During fiscal year (FY) 2007, Operation Containment resulted in the seizure of 22.6 MT of heroin,
567 kilograms of opium gum, 11.5 MT of cannabis, 14.2 MT of precursor chemicals, and 197
arrests.

Operation Marble Palace II. In January of 2005, DEA Kabul CO agents and Afghan Narcotics
Interdiction Unit (NIU) counterparts arrested Afghan Heroin Drug Kingpin Haji Baz Mohammad
in Kandahar, Afghanistan. President Bush had previously designated Haji Baz Mohammad as a
Drug Kingpin pursuant the Foreign Narcotics Kingpin Designation Act. Mohammad was indicted
in the Southern District of New York for distributing hundreds of kilograms of heroin from
Afghanistan and Pakistan to the United States, between 1990 and 2005. In October of 2005,
Mohammad was extradited from Afghanistan to the United States. This represented the first
Afghan drug trafficker that was extradited from Afghanistan to the U.S. to face narcotics charges.
Numerous co-defendants who were part of Mohammad’s New York based cell have been
prosecuted and sentenced to federal prison. In addition, there is a 25 million dollar forfeiture
allegation in the Southern District of New York federal indictment. On July 11, 2006, in the U.S.
District Court for the Southern District of New York, Mohammad pled guilty to conspiracy to
import heroin into the United States. On October 5, 2007, Mohammad was sentenced to 15 5
years.

Operation Panama Express. Operation Panama Express is a joint operation designed to disrupt
and dismantle major maritime drug smuggling organizations operating from the Pacific and
Caribbean coasts of Colombia. The operation is conducted by DEA and several other federal, state,
and local law enforcement authorities, including the Federal Bureau of Investigation (FBI),
Immigration and Customs Enforcement (ICE), and Joint Inter-Agency Task Force (JIATF). Since
the February 2000 implementation of Operation Panama Express, 507 MT of cocaine have been
seized, 170 MT of cocaine have been destroyed when vessels carrying these illicit drugs were
scuttled by their crews to avoid capture or when the boats were sunk by law enforcement, and
1,478 individuals have been arrested.

Operation Raw Deal. Operation Raw Deal followed the success of DEA’s Operation Gear
Grinder, which culminated in December 2005 and targeted eight of the largest steroid
manufacturing companies in the world (all located in Mexico).

Under Operation Raw Deal, the DEA, the Food and Drug Administration (FDA), the U.S. Postal
Inspection Service and other U.S. federal agencies identified numerous underground steroids labs
that predominantly purchased raw steroid powder from Chinese manufacturers/suppliers and
converted the powder into a consumer usable product. This conversion was typically conducted in
residences or other private structures. Besides steroids, many websites targeted also offered other
dangerous drugs and chemicals such as ketamine, fentanyl, ephedrine, pseudoephedrine, and GHB.

Since Operation Raw Deal began in December 2005 a total of 143 federal search warrants were
executed on targets nationwide, resulting in 124 arrests and the seizure of 56 UGLs across the
United States. In addition, this operation resulted in the seizure of approximately 11.4 million
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steroid dosage units, as well as 242 kilograms of raw steroid powder of Chinese origin, $6.5
million in U.S. currency, 25 vehicles, three boats, 27 pill presses, and 71 weapons.

Operation Twin Oceans 1. Operation Twin Oceans | was a multi-jurisdictional investigation that
targeted the Pablo Rayo-Montafio DTO, a cocaine ring responsible for smuggling more than 15
tons of cocaine per month from Colombia to the streets of the U.S. and Europe. Rayo-Montafio,
aka “Don Pablo,” was the commander and controller of a criminal organization. In addition, the
organization worked in close association with Colombian narco-terrorist organizations such as the
Autodefensas Unidas de Colombia (AUC), Fuerzas Armadas Revolucionarias de Colombia
(FARC), and Norte del Valle Cartel. An international coalition spearheaded by the Brazilian
Federal Police (DPF), Panamanian Judicial Police, Colombian National Police, and DEA was
responsible for dismantling this international drug cartel. Rayo-Montafio was arrested by the DPF
at his residence in Sao Paulo, Brazil on May 16, 2006, on charges including money laundering and
conspiracy and possession with intent to distribute cocaine. He represents the 42nd Consolidated
Priority Organization Target (CPOT) arrest since the inception of the program. Since May 16,
2006, Rayo-Montafio has been in jail pending extradition to U.S., and on September 26, 2007, this
case was closed successfully as a CPOT investigation. As a result of outstanding international
cooperation, Operation Twin Oceans I was able to identify, target, and dismantle all levels of
criminal activity from the Colombian source of supply to wholesale distributors that had a direct
impact on the cocaine market in the U.S. This 3-year investigation resulted in over 100 arrests and
the seizure of 47.5 MT of cocaine, as well as the identification of over $100 million in assets in
Mexico, Panama, Colombia, Brazil, and the United States. These assets included
ships/yachts, vehicles, islands, other real property, U.S. currency, other foreign currency, bank
accounts, artwork, etc.

Operation Windjammer. On May 19, 2005, based on information provided by DEA’s Cartagena
Resident Office (RO), the DEA Kingston, Jamaica Country Office (CO) initiated a Priority Target
Investigation that targeted a multi-ton, Jamaica-based, cocaine distributor. Through a myriad of
investigative resources, the DEA Kingston CO, in conjunction with the DEA Cartagena RO,
Panama CO, New York Field Division, and Special Operations Division (SOD) determined that the
target distributed multi-ton quantities of cocaine to the U.S. and Europe via Panama and Mexico.
On January 3, 2006, a 2-count indictment was handed down by the U.S. District Court for the
District of Columbia alleging that the target, his father, and 5 co-conspirators were in violation of
Title 21, U.S. Code (USC), Sections 863 and 959, conspiring to transport cocaine into the U.S. In
support of Operation Windjammer, the DEA Kingston CO played a significant role in obtaining
vital evidence that was utilized to implicate the target in a conspiracy to transship cocaine into the
U.S. As evidenced by this indictment, Operation Windjammer was tailored to assist DEA, via host
nation counterparts, in pursuing Priority Target and/or significant narcotics traffickers impacting
the U.S. via Jamaica. Cumulative statistics through December 31, 2007, resulting from the success
of Operation Windjammer include the seizure of 195 pounds of hashish oil and 13 tons of
marijuana, as well as 18 arrests.

Project Cohesion. Project Cohesion is an international chemical precursor control initiative that is
run under the auspices of the International Narcotics Control Board (INCB) to track the flow of the
cocaine precursor, potassium permanganate, and the heroin precursor, acetic anhydride. Project
Cohesion was created in October 2005 by combining the former INCB sponsored projects:
Operation Topaz and Operation Purple. The combined steering committee of these two operations
determined that while Operations Topaz and Purple had been effective in their time, changes
needed to be made to reinvigorate these projects. Under the auspices of the INCB, Project
Cohesion maintains the system of Central National Authorities (CNAs) for the use of Pre-Export
Notification (PEN) system for both of these substances. Project Cohesion is committed to adopting
a regional approach to increase arrests and chemical seizures. In addition, the project is committed
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to increasing the efficiency of sharing intelligence and enforcement activities so that the real time
exchange suspect consignment information can be obtained.

Project Prism. This project, which began in June 2002, is an initiative sponsored by the INCB
under the United Nations. The initiative is aimed at assisting governments in developing countries
and implementing operating procedures to more effectively control and monitor trade in
Amphetamine Type Stimulants (ATS) precursors, used mainly in the production of
methamphetamine and Ecstasy, in order to prevent their diversion. A task force oversees the
initiation of individual operations and ensures the sharing of information, intelligence, and
resulting findings.

At the 49th Commission on Narcotic Drugs in Vienna, Austria, in March, 2006, the United States
sponsored a resolution, entitled “Strengthening Systems for Control of Precursor Chemicals Used
in the Manufacture of Synthetic Drugs,” involving the synthetic drug precursors ephedrine,
pseudoephedrine, as well as preparations containing these substances, 3-4 methylenedioxyphenyl-
2-propanone and phenyl-2-propanone (P2P). Under the terms of this resolution, member countries
were strongly urged to estimate the licit market for certain methamphetamine dual-use precursor
chemicals, and provide that information to the INCB to assist enforcement officials in identifying
excess shipments of these chemicals which might be diverted to illicit uses.

In June 2006, the Project Prism Task Force agreed to a voluntary operation focusing on the trade of
ephedrine, pseudoephedrine and ephedra, including pharmaceutical preparations to the extent
possible, to the Americas, Africa, and Middle East. During the operation approximately 53 tons of
questionable shipments of ephedrine were suspended, stopped, or seized. The INCB issued 35
notifications to the task force members containing information on suspicious shipments.

Coordinate Intelligence Gathering

Colombia—DEA Colombia expanded its joint intelligence gathering efforts with Colombian
agencies in 2007. The objectives of these intelligence gathering programs include information
related to new groups emerging from the demobilization process of paramilitary organizations,
intelligence on methamphetamine production and transportation in Colombia, information related
to Colombia/Venezuela cross-border drug trafficking activity, and a final intelligence program
which targeted the Colombian Ports and the transportation organizations using the ports.

Europe/Africa—Law enforcement information, seizures, and market indicators suggest that
increasing amounts of cocaine are being smuggled from South America to European markets,
including through West Africa. Multi-ton quantities of cocaine are smuggled to Europe via several
African countries, to include Nigeria, Ghana, Togo, Benin, Guinea-Bissau, Cape Verde, Morocco,
Mauritania, Senegal, Ivory Coast and Guinea-Conakry. In order to combat these networks, DEA, in
coordination with European and African law enforcement agencies, has developed and
implemented a program to gain increased understanding of narcotics trafficking in West Africa, fill
intelligence gaps, and promote intelligence sharing.

Europe/Asia/Africa—From January 1 through June 30, 2007, 65 countries participated in an
operation focusing on the trade of ephedrine, pseudoephedrine, ephedra, and pharmaceutical
preparations containing those chemicals, moving in nominally licit trade to the Americas, Africa
and West Asia. Analysis of data obtained during this operation has clearly identified a trend for
trafficking organizations to target and exploit regions, specifically the African continent and certain
Middle Eastern nations, for transiting of these precursor chemicals before they are diverted to illicit
uses.

China—DEA has been working closely with law enforcement agencies in China, Pakistan, and
Afghanistan to target the flow of Afghan heroin to China. Authorities in all three countries have
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reported increased arrests of couriers smuggling Afghan heroin to China. Increased intelligence
sharing among the countries has led to the identification and disruption of several West African
drug trafficking organizations. Investigations have revealed that West African criminal networks
are the primary smugglers of Afghan heroin into China.

Mexico—During the first six months of 2007, DEA detected a significant decrease in cocaine
availability in the United States, due in large part to the Government of Mexico’s (GOM)
counternarcotics efforts. The GOM’s increase in counternarcotics operations, including key usage
of checkpoints along lucrative drug routes as well as highly successful U.S.-led operations in the
transit zone, effectively interdicted the supply of cocaine into the United States via the southwest
border. The price of cocaine in the United States rose by 44 percent, from $95.35 per gram of pure
cocaine to $136.93 per gram of pure cocaine, while the purity decreased by 15 percent, from 66.9
percent to 56.7 percent.

Centers for Drug Information—During the 2002 Summit of the Americas, the Heads of State in
the Western Hemisphere adopted several resolutions calling for the intensification of collaborative
efforts in the fight against illicit drugs in the Americas. As part of the response to these resolutions,
the International Drug Enforcement Conference (IDEC) Presidents and the U.S. Drug Enforcement
Administration (DEA) developed a regional strategy to target transnational drug trafficking
organizations. One of the solutions proposed was the creation of the Centers for Drug Information
(CDI). The IDEC Regional Presidents unanimously approved the proposal and DEA was tasked
with implementing the CDI Program. The CDI Program is a web-based program using the internet
as its communication backbone. The Centers were designed to provide coordination, analysis, and
daily summaries of events that have occurred and are staffed by analysts from the host nation, the
Joint Interagency Task Force-South (JIATF-S) and DEA.

This DEA managed initiative became operational during June 2003, with 41 participating countries
and protectorates located throughout the Caribbean, Mexico and Central America and South
America. A fifth Regional Center (Kabul, Afghanistan) was established in 2005. The program
presently supports 48 countries and protectorates and includes over 250 users.

Coordinate Training Programs for Host Nation Police Agencies

DEA’s international training activities are conducted in coordination with DEA’s foreign offices,
U.S. Embassies, and the Department of State, Bureau for International Narcotics and Law
Enforcement Affairs (INL).

International Law Enforcement Academy (ILEA) Training Programs

Recognizing that the pervasive influence of organized transnational crime threatens the stability
and rule of law in emerging democracies around the world, the ILEA program was established by
the U.S. Department of State in 1995. Currently, there are four ILEAs operating in Budapest,
Hungary; Bangkok, Thailand; Gaborone, Botswana; and San Salvador, El Salvador. Funding for
the ILEAs is provided by the Department of State, INL. ILEAs offer a program of mid-career
leadership training for regional police and other enforcement officers, as well as specific training
programs arranged in accordance with regional interests. DEA’s role is to provide counternarcotics
course instruction and best practices for the core supervisory sessions, as well as specialized
training courses at the [LEAs.

DEA’s International Training Section (TRI) provides one-week of counter narcotics training at
each of the five annual eight-week sessions of law enforcement training at the ILEA in Budapest,
Hungary. Twenty-six countries from Central Asia, Eastern Europe, and the former Soviet Union
participate in ILEA Budapest training. In addition to offering training at the eight-week sessions,
TRI also conducts a one-week Drug Unit Commander Course.
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ILEA-Bangkok began offering courses in March 1999. DEA has held the Directorship at ILEA
Bangkok since its inception. The ILEA Bangkok core program of instruction is the six-week
Supervisory Criminal Investigator Course (SCIC). TRI provides seven days of instruction during
the SCIC for 13 countries from Southeast Asia. DEA also offers several specialized courses at
ILEA Bangkok.

ILEA Gaborone, Botswana, became operational in 2001. ILEA Gaborone training includes a six-
week supervisor’s course, the Law Enforcement Executive Development and a number of
specialized courses. TRI provides four days of counter narcotics training at each of the four
Executive Development sessions, and a one-week Regional Chemical Control Training Seminar.
ILEA Gaborone conducts training for 23 eligible southern African countries.

San Salvador, El Salvador, was selected in 2005 as the permanent venue for ILEA Latin America,
and the first six-week pilot training program was conducted at the Academia Nacional De
Seguridad Publica (ANSP) academy. It is anticipated that a new academy to serve Central and
South America, as well as the Caribbean will be built on ANSP grounds. DEA serves as the Deputy
Director for ILEA San Salvador, which also conducts specialized training courses at an alternate
training venue, a Regional Training Center in Lima, Peru. ILEA San Salvador provides training of
law enforcement officials from 30 participating Latin American countries. TRI provides five days
of instruction at each of the four annual Law Enforcement Management Development Program
sessions, as well as several specialized courses. A total of 841 participants were trained during FY
2007 at the ILEAs.

Bilateral Training Programs

TRI offers both in-country and regional training programs conducted by mobile training teams. In-
country programs are seminars conducted in a host country and only include participants from that
country. Regional training is designed to bring together a combination of participants from a
number of countries sharing common drug trafficking issues or routes. An advance pre-school
planning and assessment trip is conducted by a training team member to design each school to the
specific requirements of the students registered for the courses. In FY 2007, TRI conducted
bilateral training seminars funded by INL for 589 participants from 18 countries.

Asset Forfeiture/Money Laundering Training Programs

Three Department of Justice (DOJ)/Asset Forfeiture Money Laundering Seminars are offered: an
International Asset Forfeiture Seminar, an Advanced International Asset Forfeiture Seminar, and a
Money Laundering Seminar. An inter-agency group in Washington coordinates funding for
approximately six of these seminars per year. The actual training modules to be offered at
International Asset Forfeiture and Money Laundering programs are developed by TRI in a joint
effort with DOJ. During FY 2007, a total of 214 participants from five countries were trained at
Basic and Advanced Asset Forfeiture/Money Laundering Seminars.

International Narcotics Enforcement Management Seminar (INEMS) Program

The INEMS is a three-week program funded by the Department of State conducted by the
International Training Section of DEA held in the United States for upper-level law enforcement
managers. In addition to management concepts, the supervisors are exposed to the current and
innovative enforcement techniques used by DEA and other U.S. enforcement agencies. Each
country trainee group is required to present an overview of the narcotics situation in their home
country. FY 2007’s INEMS No. 85 included 15 participants from 15 countries and was conducted
in Clearwater Beach, Florida.
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North Atlantic Treaty Organization (NATO)-Russia Council Counter Narcotics Training Project

DEA provides mobile training teams to support the NATO-Russia Council (NRC) Training Project
on Counter Narcotics training of Afghan and Central Asian personnel. This project is implemented
by the UNODC. The mobile training seminars are being conducted in each of the Central Asia
countries of Tajikistan, Kyrgyzstan, Uzbekistan, Kazakhstan, and Turkmenistan. NRC training
programs will occur throughout FY 2008 in Afghanistan and Central Asia and is supported by
DEA by sending experienced instructors to Academies in Russia and Turkey, as well as Tajikistan,
Kyrgyzstan, Uzbekistan, Kazakhstan, and Turkmenistan.

DEA’s fourth Key Mission Objective is to assist in the development of host country drug law
enforcement institutions and form effective cooperative relationships with foreign law enforcement
organizations.

The DEA tries to help foreign countries fight drug criminals by identifying and working with those
foreign law enforcement organizations which have the integrity and the courage to develop and
pass strong counternarcotics laws and build strong law enforcement institutions into existence to
suppress crime. For example, DEA’s successful operations in concert with the Colombian National
Police (CNP) are an outgrowth of its long-term, strategy to develop strong working relationships
with reliable, honest governmental institutions. The fact that the CNP has been able to remain
steadfast in the face of continuing threats of violence and the temptations of corruption by DTOs is
a testimony to the honesty and valor of its leadership, and individual member officers. The DEA
has excellent working relationships with law enforcement in other countries as well, and these
partnerships have resulted in tremendous successes across the globe. DEA’s cooperative efforts
with host countries have helped DEA to develop more self-sufficient, effective drug law
enforcement programs.

The DEA actively participates in several international forums to promote international law
enforcement cooperation. One forum is the annual International Drug Enforcement Conference
(IDEC) that brings together upper-level drug law enforcement officials from around the world to
share drug-related intelligence and develop operational strategies that can be used against
international drug traffickers. The yearly conferences focus on such areas of common concern as
the growing sophistication of drug trafficking organizations and money laundering.
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United States Coast Guard

Overview

The Coast Guard’s multiyear campaign plan to combat the dynamic maritime drug trafficking
threat, Campaign Steel Web, is continually evolving to reflect changes in drug trafficking trends.

Steel Web is fully aligned with the National Drug Control Strategy (NDCS), the National
Interdiction Command and Control Plan (NICCP), national security and other directives
complementing the contributions of our law enforcement (DOJ/DEA, DHS/ICE, CIS, CBP and
local LEAs) and DoD partners in this effort.

Three pillars form the foundation of Steel Web:

e Flexible, Intelligence Driven Operations: On an individual basis as well as
being major actionable intelligence providers for Joint Interagency Task Force
South (JIATF-S), United States Coast Guard (USCG) Operational Commanders
aggressively conduct and support coordinated, flexible and dynamic operations in
the transit zone in response to tactical intelligence and information. The Coast
Guard also continues to coordinate operations with local, state, and federal law
enforcement and Defense agencies.

e International Engagement: The Coast Guard continues to emphasize
international partnering, including the planning and execution of both large and
small-scale joint and combined operations, as well as the pursuit and judicious use
of bilateral maritime agreements and International Maritime Interdiction Support
(IMIS) arrangements throughout the theaters of operations. Additionally, Coast
Guard provides Training and Technical Assistance to partner nation’s maritime
services to serve as force multipliers in drug trafficking operations.

o Technological Initiatives: Coast Guard is actively addressing operational
shortfalls through research, developing and fielding detection, monitoring, and
non-lethal endgame technologies, such as Airborne Use of Force and Fuel
Neutralization, to enhance effectiveness and greatly increase the chances for
success against drug traffickers.

The keys to success of Steel Web have been adherence to the concept of centralized operational
planning and decentralized execution, which includes maintaining the flexibility to respond to
tactical intelligence and information; pursuit of international engagement opportunities, which
occur at the tactical, theater and strategic levels; partnering with law enforcement officials of other
nations, which helps develop indigenous interdiction forces and enhances the cumulative impact of
interdiction efforts directed at drug traffickers in the region; and maintenance and training support
through deployable training teams, resident training and subject matter expert exchanges, which
improves the effectiveness of our counternarcotics partners.

Combined Operations

The Coast Guard conducted several maritime counternarcotics combined operations in 2007 in
coordination and/or cooperation with military and law enforcement forces from: Colombia,
Jamaica, the United Kingdom and its Overseas Territories, Netherlands and Netherlands Antilles,
Belgium, and France and its Overseas Territories. In FY2007, Law Enforcement Detachments
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(LEDETS) conducting combined operations onboard British Naval Vessels removed’ a total of
12,784 pounds of cocaine.

International Agreements

There are now 26 bilateral maritime counternarcotics agreements in place between the U.S. and our
Central, South American and Caribbean partner nations, moving toward our goal of eliminating
safe havens for drug smugglers. Most recently, the USCG signed a set of operational procedures
with the Bureau of Coastal Navy & Merchant Affairs of Ecuador, which facilitate cooperation in
cases involving Ecuadorian flagged vessels suspected of engaging in maritime drug smuggling
activities. Discussions for a similar agreement with Peru are in progress. In addition, the United
States, Belize and France have signed and taken the necessary steps to bring the Caribbean
Regional Maritime Counterdrug Agreement (CRA) into force; however, two more countries need
to take action for the CRA to come into effect.

International Cooperative Efforts

In FY 2007 the Coast Guard disrupted 65 drug smuggling attempts, which resulted in the seizure of
37 vessels, the arrest of 188 suspected smugglers, and the removal of 355,755 pounds of cocaine
and 10,385 pounds of marijuana. Nearly all of the 65 events involved some type of foreign support
or cooperation, either through direct unit participation, exercise of bilateral agreements, granting
permission to board, or logistics support.

In an effort to stymie law enforcement efforts, DTOs developed a new tactic utilizing fishing
vessels to smuggle liquid cocaine. The USCG discovered aboard Colombian and Ecuadorian
flagged fishing vessels liquid cocaine mixed in with diesel fuel. Working closely with DEA
chemists, the USCG developed testing methods that led to the seizure of 27,512 lbs of liquid
cocaine. Cooperation by the flag states was critical to the successful interdiction of these vessels.

The USCG embarked ship riders from Guatemala, Nicaragua, Costa Rica, Belize, Honduras, The
Bahamas, and Palau to exercise bilateral agreements, improve cooperation, and maximize the
efforts of law enforcement assets on the high seas, and in the territories of partner nations.

International Training and Technical Assistance

In FY2007, the USCG provided International Training and Technical Assistance in support of drug
interdiction programs through a variety of support efforts.

The three-person USCG Technical Assistance Field Team (TAFT) provides engineering expertise,
vessel assessments, and major repair contracting services to the maritime services of the countries
in the Eastern Caribbean’s Regional Security System. USCG ships used the service’s new
legislative authority “to conduct training and technical assistance in conjunction with normal
operations” in several countries to continue the USCG’s international engagement mission. Several
USCG engineering deployments provided crucial technical assistance to the Haitian Coast Guard
and aided the Haitian Coast Guard’s efforts to improve the operational readiness of its small boat
fleet. The USCG fielded a training detachment in support of the U.S. SOUTHCOM’s Global Fleet
Station deployment to six Caribbean countries during the summer of 2007. This detachment led
training courses in port security, outboard motor maintenance, and small boat seamanship. The
USCG continued to serve as the maritime coordinator of the annual TRADEWINDS multinational
exercise. Seventy-eight members from 13 regional maritime services participated in engineering,

' In 2004, the USG began tracking the amount of drugs lost in the transit zone due to scuttling, jettison, burning, etc. Total
Coast Guard removals is the sum of drugs seized plus those lost to traffickers due to law enforcement efforts. Drugs listed
in this category were not recovered; they were removed from the total flow moving toward the U.S.
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navigation and seamanship exercises designed to improve operational capabilities at
TRADEWINDS 2007 in Belize. The USCG is partnering with U.S. Navy forces off the Gulf of
Guinea to plan the Global Fleet Station-like concept called Africa Partnership Station during the
winter 2007 and spring 2008.

The USCG’s International Training Division’s Mobile Training Teams deliver one-to-two-week
long courses to partner nation maritime services around the world. Typical courses include
Maritime Law Enforcement (MLE), Boarding and Advanced Boarding Officer, Joint MLE
Boarding, Maritime Operations Planning and Management, MLE Instructor, Port Security/ Port
Vulnerability and Small Boat Operations. Courses consist of formal classroom instruction with
either on-board or on-locale hands-on skill training. In FY 2007, over 1,400 students from 43
countries from around the world received instruction.

Individual students also receive instruction in USCG resident training programs. These students
develop a broad range of skills from boat handling and boat and engine repair to senior officer
leadership training. In FY 2007, 178 students from 53 partner nations enrolled in resident courses
at USCQG training installations.

In FY 2007 and early FY 2008, the first and second Eastern Pacific Ocean Trilateral Maritime
Counternarcotics Summits involving the U.S., Ecuador and Colombia, were held in Bogota and
Guayaquil respectively. These Summits have resulted in significant improvements in information
flow and operational coordination that have enhanced our collective ability to combat illicit
narcotics smuggling. The Summits are held on a semi-annual basis.
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U.S. Customs and Border Protection

The Department of Homeland Security’s Customs & Border Protection (CBP) processes all goods,
vehicles, and people entering and exiting the United States. CBP officers intercept contraband,
illicit goods, fugitives, and unreported currency at our borders using a wide range of interdiction
techniques — all of which focus on targeting suspect shipments and persons in order to minimize
impact on legitimate trade and travel. CBP utilizes selectivity to identify high-risk shipments for
intensive examination and now incorporates the border control functions of passport control and
agriculture inspections to provide seamless border control processing termed, “One Face at the
Border.” CBP also responds to the nation’s terrorism priorities through strategic programs designed
to increase border security.

CBP is an integrated border control agency that operates at a high level of efficiency and integrity.
On the average day, CBP processes 1.13 million passengers and pedestrians, 70,900 containers by
land and sea, 251,000 incoming international air passengers, 74,100 passengers/crew arriving by
ship, 304,000 incoming privately owned vehicles; seizes $187,186 in undeclared or illicit currency,
5,138 pounds of narcotics; and arrests 2,472 fugitives or violators at or between ports of entry; all
while facilitating commercial trade and collecting $88.3 million in fees, duties and tariffs. The
State Department Bureau for International Narcotics and Law Enforcement Affairs and CBP
promote international cooperation through interagency agreements providing training and
assistance programs to foreign counterparts worldwide. These agreements enable CBP to deliver a
variety of training, high-tech tools, and management strategies for combating transnational crime,
thereby promoting international law enforcement.

International Training and Assistance

In 2007, CBP provided technical training and assistance in support of the International Law
Enforcement Academy (ILEA) programs, currently operating in Bangkok, Budapest, Gaborone,
and San Salvador. The mission of the ILEA is to promote social, political, and economic stability
by combating crime. To achieve this goal, ILEA provides high-quality training and technical
assistance, supports institution building and enforcement capability and fosters improved
relationships between American law enforcement agencies and their counterparts in the regions.

The ILEA program encourages strong partnerships among regional countries to address common
problems associated with criminal activity. CBP has supported ILEA programs by developing and
conducting specialized training on topics which include Land Border Interdiction; International
Controlled Deliveries and Drug Investigations (conducted jointly with the Drug Enforcement
Administration); Complex Financial Investigations (conducted jointly with Immigration and
Customs Enforcement); Intellectual Property Rights Investigations (conducted with the Federal
Bureau of Investigation); and a Customs Forensics Lab course. In 2007, CBP provided assistance
for numerous ILEA programs.

From June 2007 to July 2007, two Border Patrol Agents and one CBP Officer were deployed at the
request of the Narcotics Affairs Section, U.S. Embassy Panama for thirty days, to support the
Panamanian Government and Law Enforcement Office in an advisory and mentoring role at the
Guabala Checkpoint in the province of Chiriqui, Panama.

Training was provided to a total of 18 Panamanian National Police (PNP) and Judicial Technical
Police (PTJ) in basic checkpoint operations. The training consisted of classroom and on-the-job
training specific to traffic check operations which included but were not limited to the following:
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interview/observation techniques, vehicle searches, identifying hidden compartments, fraudulent
documents and officer safety. In addition, during the deployment several subjects were
apprehended for immigration violations and there were numerous narcotic seizures which occurred
at the checkpoint.

In February 2007, eight Border Patrol Agents and seven members of Joint Task Force North
(JTFN) conducted a Narcotics Affairs Section funded three-week Emergency Response Training
Course in Chihuahua, Mexico. The mission description of this operation was to train officers
from various Mexican agencies to respond, prepare, coordinate, assist, and communicate incidents
involving multiple victims and aiding in diverse types of injuries.

The mission also supported or provided the following:

e A program preparing officers to respond and manage casualties in urban, rural,
and remote locations where medical personnel may not be immediately available.

e Gave trainees the technical skills and a level of medical knowledge to slow any
casualty’s deterioration by providing critical lifesaving care beyond that of first,
self, or buddy aid.

e A Border Action Plan that was established between the U.S. Department of
Homeland Security and the Government of Mexico to ensure an effective
response to cross-border incidents.

In November 2007, CBP sent a team to assess the newly built strategic vehicle and passenger
bridge that spans the Pyanj River connecting Afghanistan and Tajikistan. The bridge, constructed
by the U.S. Army Corp of Engineers-Afghanistan Engineering District, replaces an existing ferry
system. In 2008 CBP will assist in the orderly transfer of the newly constructed port of entry
facilities to Tajikistan Customs. This new facility in a high-risk drug transit area will enhance
regional trade and serve as a model port in Tajikistan, where for the first time, cargo will be
screened and cleared upon arrival on site, reducing the risk of weapons or other illicit cargo being
diverted on the way to inland clearance stations.

Port Security Initiatives

In response to increased threats of terrorism, CBP supported programs seeking to identify high-risk
shipments destined for the United States—before they reach our ports. One important program with
this objective is the Container Security Initiative (CSI). CSI addresses the threat to border security
and global trade posed by the potential for terrorist use of maritime shipping containers. CSI
consists of security protocols and procedures that, if fully implemented, ensure that all maritime
shipping containers, that pose a potential risk for terrorism, are identified, inspected and secured at
foreign ports before they are placed on vessels destined for the United States. CBP is now
stationing multidisciplinary teams, consisting of representatives from both CBP and ICE that work
together with their host government counterparts. Their mission is to jointly target and pre-screen
containers, as well as to develop additional investigative leads related to the terrorist threat to cargo
destined for the United States.

Through CSI, CBP officers work with host customs administrations to establish security criteria for
identifying high-risk containers, using non-intrusive technology to quickly inspect high-risk
containers before they are shipped to U.S. ports. Additional steps are taken to enhance the physical
integrity of inspected containers while they are en-route to the U.S. A total of over 50 foreign ports
are participants in either the CSI or SFI.
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Plan Colombia

In support of the Government of Colombia’s plan to strengthen its counternarcotics and
counterterrorism operations — Plan Colombia—CBP developed and implemented an initiative
focusing on joint U.S.-Colombia narcotics interdiction efforts. As part of U.S. support to Plan
Colombia, CBP provided Colombia with training and assistance on personnel management systems
to assure seamlessly coordinated operations among key Colombian staff, border interdiction, and
industry partnership programs. Through this support, CBP has provided Colombia with basic tools,
vehicles, high-tech equipment, training and technical assistance to the Colombian National Police,
Colombian Customs, and other Colombian law enforcement agencies.

Customs Mutual Assistance Agreements

CBP delivers a portion of U.S. support provided to host nations under Customs Mutual Assistance
Agreements (CMAAs). CMAAs provide for mutual assistance in the enforcement of customs-
related laws. Under CMAA protocols, CBP provides assistance to its foreign counterparts in the
collection of evidence for criminal cases. U.S. courts have ruled that evidence—gathered via these
executive agreements—is fully admissible in U.S. court cases.

Training in the United States

International Visitors Program (IVP). The IVP provides a venue for foreign officials to consult
with their U.S. counterparts and appropriate high level managers in CBP Headquarters, as well as
conduct on-site observational tours of selected U.S. ports and field operations. The focus includes
narcotics enforcement, port security, counter terrorism and intelligence operations. In 2007 the IVP
hosted senior government officials including the head of Kyrgyzstan and Afghanistan’s Border
guard services.

Canine Training. CBP’s Canine Center Front Royal (CCFR) continues to provide assistance-
funded training courses, designed to assist foreign countries in the proper use of detector dogs.
CETC provides each country with a clear and logical framework for the initial training and
employment of detector dog teams for the successful interdiction of smuggled narcotics,
explosives, and currency. CCFR also provides support to countries in the initial development and
evaluation of canine training programs, as well as the enhancement of existing canine interdiction
and breeding programs. Training is provided to federal police and customs officers, trainers, and
supervisors on all facets of canine training and utilization. Over the past 28 years, over 500
officers—representing over 50 countries—have been trained at the CCFR in Front Royal, Virginia.
Recently, canine training has been provided to Peru and Brazil, with continuing support to canine
programs being provided to Trinidad, Israel, Kazakhstan, and Canada.

Training in Host Countries

Overseas Enforcement Training. This training combines formal classroom training and field
exercises for host nation border control personnel. The curriculum includes narcotics interdiction,
identifying falsified/forged travel documents, effective targeting and search techniques, risk
management and the identification of terrorist tools — all in a border context.

Short Term Advisory Training. This training allows on-site CBP experts to assist host government
agencies with selected projects, such as building institutions and improving interdiction
capabilities. These may focus on specific narcotics threats, port security initiatives and the
counterproliferation of Weapons of Mass Destruction (WMD). CBP advisors are also deployed to
help with host nation strategic planning, commercial processing, investigations, canine
enforcement, automation and border/trade facilitation. In 2007, many CBP short-term advisors
were fielded to various countries in Latin America and the Caribbean.
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Integrity/Anti-Corruption Training. This training is designed to promote professionalism and
integrity within the workforce of those agencies that are particularly vulnerable to bribery and
corruption. The focus is on integrity awareness and development of internal investigation
capabilities and organizations.

Looking Ahead

The Department of Homeland Security, which began operations in January 2003, consolidated
several agencies with customs, immigration, and border enforcement experience. CBP, with its
long history of revenue collection and border protection, became the key agency designated to
combat terrorism at points of entry around the U.S. The mission of CBP in providing security to
U.S. citizens—through targeted examination and interdiction—plays a major role in the new
organizational concept. Port security functions continue to be in the forefront, focusing on
enforcement activities, promoting domestic security, and fighting the threat of international
terrorism.

In 2008, CBP will continue its border security mission through its initiatives that secure the supply
chain of international cargo destined for the U.S. CBP’s international missions will also focus on
evaluating and prioritizing the needs of countries seeking assistance in capacity building. CBP will
place continued emphasis on evaluating the effectiveness of all its programs and CBP advisors will
be deployed to assist countries in improving their border security operations and in meeting
recognized international standards for security and reporting.
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Executive Summary

The production of methamphetamine continued to shift from small-scale domestic producers within
the United States to large “super-labs” in Mexico and other international locations in 2007,
continuing a trend first described in last year’s report. This pattern is at least partially due to
increasingly effective domestic controls over the retail sale of licit pharmaceutical preparations
containing ephedrine and pseudoephedrine, the primary chemicals necessary for
methamphetamine. Regulations for the sale of such products in the U.S. became effective at the
national level for the first time in late 2006 under the Combat Methamphetamine Epidemic Act
(CMEA). To capitalize on these gains and prevent production from merely shifting locations, the
U.S. Government enhanced the scale and pace of its law enforcement cooperation with the
Government of Mexico to target the production and trafficking of methamphetamine. For its part,
the Government of Mexico demonstrated unprecedented political commitment towards stemming
the illicit diversion of chemicals required for methamphetamine production. The Government of
Mexico determined in September of 2007 that it would issue no further licenses for the importation
of any amount of ephedrine, pseudoephedrine, and any product containing these chemicals. Sellers
of ephedrine and pseudoephedrine products must deplete their remaining stores of products
containing these chemicals by 2009, after which the use of these products will be illegal in Mexico.

This new policy has the potential to significantly disrupt the methamphetamine trade in the years
ahead. To further institutionalize U.S.-Mexico cooperation and to support Mexico’s
implementation of its domestic efforts, Mexico and the United States have jointly developed a
comprehensive, multi-year law enforcement cooperation strategy known as the “Merida Initiative.”
In addition to helping improve Mexico’s ability to interdict methamphetamine and other illegal
drugs, this initiative would seek to disrupt methamphetamine production and strengthen Mexico’s
ability to attack drug trafficking organizations controlling the trade. This comprehensive proposal
also would provide assistance to enhance border and chemical precursor controls in Mexico’s
Central American neighbors, to prevent increased smuggling of precursor chemicals from Central
America into Mexico—a likely scenario given the ban on ephedrine and pseudoephedrine imports
into Mexico.

Steps taken by the United States in 2006 to engage the United Nations and the International
Narcotics Control Board (INCB) more actively on methamphetamine and other synthetic drugs
also produced notable results in 2007, both in terms of operational law enforcement cooperation
and international regulatory efforts to track the commercial flow of precursor chemicals. In 2007,
the INCB’s Project Prism task force initiated Operation Crystal Flow, which focused on
monitoring the shipment of precursor chemicals between the Americas, Africa, and West Asia and
identified 35 suspicious shipments and stopped the diversion of 53 tons of precursor chemicals.

Building on the passage of a U.S.-sponsored 2006 CND (Committee on Narcotic Drugs) resolution
that requested governments to provide an annual estimate of licit precursor requirements and to
track the export and import of such precursors, the United States in 2007 supported a resolution
drafted by the European Union that urged countries to strengthen controls on pseudoephedrine
derivatives and other precursor alternatives. The INCB Secretariat’s program to monitor licit
shipments of precursor chemicals was further strengthened by the availability of these national licit
estimates, which were provided by over 100 countries and territories. The INCB is using these
estimates to evaluate whether a chemical shipment appears to exceed legitimate commercial needs,
and also is using this data to work with the relevant countries that can block shipments of
chemicals before they are diverted to methamphetamine production. The United States will
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continue to urge countries that have not provided such commercial data to the INCB to do so, and
consider providing technical assistance through the INCB to states that currently lack the technical
expertise to develop national estimates.

The United States is keenly aware that drug traffickers are adaptable, well-informed, and flexible.
New transshipment routes may be emerging in Southeast Asia and Africa, and there is also ample
evidence that organized criminal groups ship currently uncontrolled chemical analogues of
ephedrine and pseudoephedrine for use in manufacturing illicit methamphetamine-type drugs.
Alternative production methods instead of the predominant “ephedrine reduction” method is also a
major concern. This issue has become a mainstream, high-priority of USG and international
community, and we will continue to push for greater international activism to combat this threat in
both bilateral and multilateral settings.

Combating the supply of methamphetamine is critical, but chemical control is much broader than
methamphetamine and other synthetic drugs. Plant-based drugs such as cocaine and heroin also
require precursor chemicals for processing, and cutting off supply of these chemicals is critical to
U.S. drug control strategy. International efforts have a longer track record in targeting the illicit
diversion of the most common precursors for cocaine and heroin— potassium permanganate and
acetic anhydride, respectively. Less than 1 percent of worldwide licit commercial use of these
chemicals is required to produce the world’s supply of cocaine and heroin, and curbing supplies is
an enormous challenge.

In 2007, the United States joined with international partners to bring new focus on precursor
chemical trafficking through and around Afghanistan and its neighbors—the source of 93 percent
of the world’s opium poppy, and the location of an increasingly high percentage of heroin
production. At the political level, the United Nations Office on Drugs and Crime (UNODC) hosted
a series of meetings under the Paris Pact law enforcement coordination mechanism to promote
expanded international cooperation between law enforcement agencies active in border control
through and around Afghanistan. At the operational law enforcement level, the INCB-coordinated
law enforcement task force Project Cohesion continued to produce positive results in international
law enforcement cooperation to seize smuggled shipments. Illicit smuggling of precursors in
countries along Afghanistan’s opium supply chain remains a challenging problem due to
widespread gaps in intelligence and limited specialized law enforcement expertise in detecting
chemicals internationally. However, the United States and international partners have made
substantial progress in developing an infrastructure capable of achieving future progress,
particularly in the areas of sharing intelligence, promoting law enforcement cooperation and
expanding regulatory expertise in the region.

In South America, Project Cohesion focuses on monitoring the imports of potassium permanganate
to the cocaine processing areas. At the May 2007 meeting of the Project Cohesion Task Force,
participants expressed concern over the paucity of information pertaining to the trade of potassium
permanganate in Latin America. In order to gather additional information on this topic, DEA
organized a meeting in September 2007 that was attended by most of the countries in Latin
America, including Mexico and Colombia.

The U.S. also will consider additional ways in which it might increase cooperation with
international chemical producers and transporters in the private sector in order to promote effective
diversion-prevention practices.
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Background

Precursors and Essential Chemicals

Chemicals play two essential roles in the production of illegal drugs: as active chemical inputs for
the production of synthetic drugs such as methamphetamine and Ecstasy; and as refining agents
and solvents for processing plant-based materials such as coca and opium into finished drugs such
as cocaine and heroin. Active chemical ingredients used in synthetic drugs are known as
“precursor” chemicals due to the fact that they become part of the finished drug, whereas chemicals
used to process plant-based drugs are referred to as “essential” chemicals. As a form of shorthand,
both sets of chemicals are often referred to as “precursor chemicals,” and for the sake of brevity,
this term is used interchangeably for both categories throughout this report.

International Regulatory Framework for Chemical Control

Preventing the diversion of precursor chemicals from legitimate trade is one of the key goals of the
1988 UN Convention against Illicit Traffic in Narcotic Drugs and Psychotropic Substances.
Specifically, state parties are required under article 12 of the 1988 Convention to monitor
international trade in chemicals listed under Tables I and II of the Convention. These lists of
chemicals have been regularly updated to account for evolutions in the manufacture of illicit drugs,
and state parties are required to share information with one another and with the International
Narcotics Control Board (INCB) on international transactions involving these chemicals. The
Convention further encourages state parties to license all persons and enterprises involved in the
manufacture and distribution of listed chemicals, and subsequent resolutions from the UN
Commission on Narcotic Drugs (CND)—the UN’s primary narcotic drug policy-making organ—
have provided additional guidance to states on how to implement these obligations according to
specific best practices. The underlying strategy is to closely monitor the trade in drug precursors
and prevent transactions to suspicious customers.

In 1996, the U.S. supported a CND resolution that added a special monitoring list of chemicals that
are not included in the Convention but for which substantial evidence exists of their use in illicit
drug manufacture. Reporting requirements on these non-listed chemicals is voluntary under
international law, but widely implemented in practice under INCB supervision. As with officially
controlled chemicals listed under Articles I and II of the 1988 Convention, this special surveillance
list is regularly updated to account for evolutions in drug production trends. Still, it takes time to
get new near analogues of existing precursors listed and organized criminals vigorously exploit
delays and gaps in the listings.

The regulatory framework codified by the United Nations is the most universally accepted and
carries the broadest reach internationally, but it does not exist in isolation. Regional international
bodies also have worked to complement the UN’s regulatory regime and implement its goals. In
February 2004, the European Union (EU) enacted binding legislation to regulate chemical control
monitoring between all of its 27 member states. External trade between the European Union and
international actors has been similarly covered since January 2005. This EU legislation has been
subsequently enhanced by additional implementing legislation, as well as by less formally-binding
measures to promote voluntary cooperation with private industry to implement best-practices for
preventing diversion. The United States and the EU have had an agreement in place to cooperate on
chemical control issues since 1997, and policy coordination has taken place regularly through
regular bilateral meetings alternating between Washington and Brussels. The EU also has actively
collaborated with the U.S. on multilateral chemical control initiatives, including CND resolutions.
The Organization of American States also is engaged on the issue of chemical control.
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Diversion Methods

From the wide variety of chemicals that are needed for legitimate commercial and pharmaceutical
purposes, a relatively small number also can be misused for the production of illegal drugs. Drug
traffickers rarely produce these chemicals independently, as this would require advanced technical
skills and a sophisticated infrastructure that would be difficult to conceal. Instead, criminals most
often illegally divert the chemicals that they need from otherwise licit trade. Diversion from licit
trade takes two main forms. First, the chemicals may be purchased from manufacturers or
distributors. This can be done directly by traffickers or through unsuspecting or complicit third
parties. Chemical producers also may be complicit in diversion schemes, but this is less frequent;
most diversion takes place due to the ability of criminals to exploit gaps in the regulatory
framework in place to monitor the trade in drug precursors and identify suspicious transactions.
The supply chains for chemicals can be very complex, with several intermediary “traders” located
between a manufacturer and an end user. This complex supply chain makes it more difficult for
governments to pick the right point to intervene with regulatory control regimes and licensing.
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International trade in precursor chemicals can be exploited by traffickers through a variety of
means. Chemicals can be imported legally into drug-producing countries with official import
permits and subsequently diverted—sometimes smuggled into neighboring drug-producing
countries. Particularly in parts of the developing world, traffickers can simply pick the path of least
resistance and arrange for chemicals to be shipped to countries where no viable regulatory systems
exist for their control. Criminals also employ stratagems to conceal their true identities and the
controlled chemicals that they require. Often, traffickers conceal their identity by using front-
companies or by misusing the names of well-known legitimate companies. They also may obtain
chemicals by bribing or blackmailing the employees of legitimate companies, or by disguising the
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destination or nature of chemical shipments by mislabeling or re-packaging controlled chemicals as
unregulated materials.

ROUTES OF DIVERSION: International
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The second major form of diversion is through theft, from either storage or during transit.
Criminals often have employed violence to steal chemical supplies. For example, in Mexico in July
2006, four guards were killed during a theft of 1,000 kilograms of ephedrine.

Transshipment or smuggling from third countries into drug producing countries appears to be
increasing, mainly in response to the increasing efforts of more countries to implement legislative
and administrative controls to prevent diversion from legitimate commercial trade. Criminals also
are taking greater advantage of finished pharmaceutical products by extracting their precursor
chemical ingredients, particularly those containing pseudoephedrine, a key precursor for
methamphetamine. Pharmaceutical preparations are not controlled by the 1988 UN Drug Control
Convention, and can be traded internationally without being subject to the reporting requirements
in place for raw or bulk chemicals.

2007 Chemical Diversion Control Trends and Initiatives

The United States is a leader in international chemical control efforts, but the diffuse nature of the
threat requires international cooperation and commitment if we are to be effective. To increase our
impact, the United States works closely with other governments and the multilateral institutions
that have long underpinned international drug control, principally the United Nations and its
affiliated International Narcotics Control Board (INCB). The INCB in particular is a strong ally to
the United States in coordinating international efforts to combat the production and spread of
illegal drugs through cutting off sources of precursor chemicals. In 2007, the INCB coordinated
several law enforcement operations that bore notable results.

The most significant INCB-coordinated operation was Operation Crystal Flow, a time-limited
operation developed under the ongoing Project Prism (a group of national law enforcement
authorities from 127 countries working together to prevent diversion of controlled chemicals) that
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focused on the trade of ephedrine, pseudoephedrine and pharmaceutical preparations containing
both chemicals. The law enforcement agencies of 65 countries took part in this operation, which
was motivated by strong concerns that large amounts of these precursors were being diverted
across Asia, Africa and Latin America into illicit channels to and throughout North America to be
used for the manufacture of methamphetamine. This operation was conducted over a six-month
period from January through June 2007, and its major elements included: the sending of pre-export
notifications by using the INCB’s online system for reporting shipments of ephedrine,
pseudoephedrine, ephedra, including pharmaceutical preparations to the extent possible; the
verification of the legitimacy of importers and end-users; the identification of suspicious
transactions; in the event of identifying suspicious transactions, law enforcement information-
sharing among the regional task force members; the launching of backtracking investigations in the
event of seizures and stopped shipments; and conducting controlled deliveries in the event of
seizures. The INCB Secretariat served as a global focal point for the exchange of information.

Crystal Flow was hugely successful and led to over 53 tons of ephedrine and pseudoephedrine
being suspended, stopped, or seized. These chemicals were capable of producing approximately 48
tons of methamphetamine with an estimated street value of approximately $4.8 billion. In addition
to the tangible law enforcement results reflected in the seizures, the operation generated
unprecedented cooperation between law enforcement agencies of countries that had rarely taken
part in joint-investigations previously. These countries included producer, transit and recipient
countries of precursor chemicals from six continents, and this shared networking produced a solid
foundation for future cooperation.

Crystal Flow also identified the African continent as a major transit point for trafficking. In total,
over 47 tons of ephedrine and pseudoephedrine were prevented from being diverted to or through
Africa. One of the most commonly used methods of diversion in 2007 was the falsification of
import permits. The chemical regulatory and law enforcement capacities of governments in this
region are currently not adequate to the scale of this challenge, and controls over pharmaceutical
preparations are often non-existent or less stringent than in other parts of the world.

As the source of 93 percent of the world’s opium poppy and location of an increasingly high
percentage of heroin production, Afghanistan remains one of the world’s most challenging drug
control environments on a variety of fronts, including precursor chemical control. In 2007, the
United States joined with international partners to bring new focus on precursor chemical
trafficking through and around Afghanistan and its neighbors by convening a first-of-its kind
meeting of governments and chemical control experts under the UNODC Paris Pact law
enforcement coordination mechanism. The conference sought to expand international cooperation
between law enforcement agencies active in border control through and around Afghanistan, and
brought together 94 participants from 27 countries and 10 international organizations. The meeting
identified recommended practices and lessons learned for investigating illicit trafficking in acetic
anhydride across the region, and endorsed a proposal for time-limited targeted operations in
Afghanistan and neighbouring countries to be held in 2008, “Operation Tarcet.”

These future operations will build on INCB-coordinated interdiction operations that continued
throughout 2007 in the region, particularly Operation Containment. Operation Containment is a
large-scale multinational law enforcement initiative, under the leadership of the DEA and
underway since 2002, that emphasizes coordination and information sharing among countries from
Central Asia, the Caucasus, Europe and the Russian Federation. The program aims to implement
joint strategies to tackle the issue of drug trafficking organizations and its primary goal is to seize
as much heroin as possible out of South West Asia before it reaches its market. Since 2002 the
operation has resulted in 23 significant seizures of narcotics and precursor chemicals, major arrests
and intelligence gathering.
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Methamphetamine production, transit, and consumption remain significant problems in Asia. To
help stem production, trafficking, and abuse in East and South East Asia, the U.S. supported
bilateral and multilateral initiatives in 2007 that included UNODC’s project to promote regional
cooperation for precursor chemical control in the South East Asian region. The U.S. Department of
Defense through Joint Interagency Task Force (JIATF) West also continues to support Interagency
Fusion Centers (IFCs) in various partner nations throughout Asia. The mission of the IFCs is to
contribute to developing host nation infrastructure and aid local law enforcement to fuse and share
information to detect, disrupt and dismantle drug and drug-related national and transnational
threats. Our efforts have helped local enforcement officials to improve their investigative skills and
encouraged cooperation across borders, a prerequisite for success in controlling this intrinsically
international business. The United States also has provided law enforcement training to Indonesia
and the Philippines, including basic drug investigations, chemical control, and clandestine
laboratory identification (and clean-up) training. These relatively low-cost programs help to
encourage international cooperation with these countries in pursuing our common counternarcotics
and broader geopolitical objectives with the countries of the region, as well as undercut illegal drug
producers that could eventually turn their sights on U.S. markets.

The vast majority of illegal drugs entering the United States continue to originate from within the
Western Hemisphere. Potassium permanganate is an oxidizer that has many legitimate industrial
uses such as wastewater treatment, disinfecting, and deodorizing. It is also the primary chemical
precursor used in the production of cocaine. Its main illicit use is to remove the impurities from
cocaine base. Potassium permanganate also can be combined with pseudoephedrine to produce
methcathinone, a synthetic stimulant that is also a controlled substance.

In July 2007, Mexican authorities seized 20,000 kilograms of potassium permanganate at the Port
of Manzanillo, in Mexico, that originated in Taiwan. These same two companies involved in this
shipment were serial offenders, having been involved in two similar shipments of approximately 20
tons of potassium permanganate that were seized at the Port of Manzanillo, Colima, Mexico, in
October 2006 and November 2005. The November 2005 seizure was the subject of a Special Alert
under Project Cohesion, an INCB project designed, among other things, to target the flow of
potassium permanganate.

2007 also saw progress in the development of a more complete and systematic reporting regime
covering the international trade in synthetic drug precursors. In 2006, a U.S.-sponsored resolution
entitled Strengthening Systems for Control of Precursor Chemicals Used in the Manufacture of
Synthetic Drugs was adopted by consensus at the 49th UN Commission on Narcotic Drugs (CND).
This resolution provided a way to institutionalize the process for collecting information on
synthetic drug precursor chemicals. Specifically, the resolution requests that countries provide the
INCB with annual estimates of their legitimate requirements for methamphetamine precursors
pseudoephedrine, ephedrine, and phenyl-2-propanone (P2P); the Ecstasy precursor PMK; and the
pharmaceutical preparations containing these substances. The resolution also requests countries to
permit the INCB to share such information with concerned law enforcement and regulatory
agencies.

Over the past year, the U.S. worked with the INCB and other international allies to urge countries
to take steps towards implementing this resolution. This has not been a simple task for many
developing countries, as it requires as a prerequisite a considerable infrastructure of commercial
information and regulation. Considerable progress has been made, however, and at the end of 2007,
the INCB reports that more than 100 countries and jurisdictions are now cooperating and providing
voluntary reporting on their licit requirements for the aforementioned chemicals. The INCB has
published the data collected in its annual report on precursor chemicals and updates the information
regularly on its website. The data serves as a baseline for authorities in importing and exporting
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countries, facilitating quick “reality checks” on the chemicals and the quantities proposed in
commercial transactions. Such checks enable authorities to determine whether importation is
warranted — or, if no legitimate commercial use is apparent, whether pending shipments require
additional law enforcement scrutiny.

To promote the full implementation of the CND resolution and support ongoing INCB activities,
including Project Prism, the Department of State contributed $700,000 in Fiscal Year 2006 funds
and an additional $700,000 in Fiscal Year 2007 funds, which more than doubles the previous
contributions made during any prior fiscal year.

Additional success also was achieved in 2007 by attacking the finances of chemical diversion
traders. The highlight of this tactical approach was the 2007 arrest by U.S. law enforcement of
Zhenli Ye Gon, a Chinese-born Mexico City businessman. In March of 2007, Mexican officials
found and seized more than $200 million in U.S. currency, as well as various foreign currencies
hidden in his mansion in Mexico City. This is the largest single seizure of drug cash in history. Mr.
Ye Gon has been indicted in Washington on federal charges of conspiring to manufacture
methamphetamine destined for the United States. In addition, Mexican prosecutors have charged
Mr. Ye Gon with drug trafficking, money laundering, and weapons possession for his alleged role
in illegally importing 19 tons of pseudoephedrine, and have requested his extradition. In the
coming year, U.S. law enforcement will continue to target the financial vulnerabilities of chemical
diversion financiers and make greater use of asset seizure laws wherever possible.
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The Road Ahead

The U.S. will continue to encourage other countries to actively provide information on legitimate
commercial precursor chemical shipments and estimates on legitimate commercial needs to the
INCB, and to provide the necessary support to the INCB to enable it to fulfill its expanding role.
We also will urge the international community to include this subject for discussion in upcoming
international fora, including the 51st CND in March 2008 and its subsequent review of progress
achieved in combating ATS since the 1998 UN General Assembly Special Session on Drugs
(UNGASS). The UNGASS review also will be another opportunity to champion international
cooperation to prevent the diversion of precursor chemicals. The Department of State, DEA, and
ONDCEP also will work to identify new mechanisms that might promote the broader exchange of
information and expertise pertinent to the control of methamphetamine and other synthetics.

In addition, a major forum to advance methamphetamine controls in this hemisphere is the Inter-
American Drug Abuse Control Commission (CICAD), the counternarcotics arm of the
Organization of American States (OAS). OAS/CICAD receives considerable U.S. funding to
counter the trafficking and abuse of illegal drugs, including methamphetamine. Guided at the
policy level by the CICAD Commissioners (delegates from 34 Member States in the region), the
Supply Reduction Unit of CICAD carries out a variety of initiatives in this important field
supported by its Experts Groups on Chemicals and Pharmaceuticals, which usually meet annually.

The issue of precursor chemicals and the need to tighten controls in the Western Hemisphere has
been upgraded politically and practically via the OAS/CICAD’s Multilateral Evaluation
Mechanism (MEM), through which the 34 Member States evaluate drug control progress and take
initiatives to advance steps across the board against illegal drug trafficking. Through the MEM,
countries have received many recommendations with respect to chemical controls. While
implementation of these recommendations still requires additional follow-through, there is a very
clear understanding of where improvements need to be made, and governments as well as the
private sector are seeking to remedy the situation through increased funding, revision of laws,
training and other means of monitoring of chemical transshipments.

In 2007, OAS/CICAD held five specialized training seminars with participants from 15 countries
in Latin America and the Caribbean on tools and techniques available to investigate illegal sales of
drugs over the internet. OAS/CICAD also coordinated training seminars throughout the region on
topics that included the contributions of the private sector in preventing the diversion of precursor
chemicals and the safe disposal of seized chemicals.

The increase in the use of unregulated substitute chemicals in synthetic drug manufacture also will
require more attention. The United States highlighted this problem at the March 2007 session of the
Commission on Narcotic Drugs, and the United States will continue urging governments to notify
the INCB and other international partners as they discover this usage. This will facilitate a quick
reaction to the substitute chemicals, and allow the INCB to update its surveillance list of chemicals
not included in the 1988 UN Drug Control Convention that are being used in illicit drug
manufacture.

The United States will need to continue and expand its work with governments across the Western
Hemisphere to counter the efforts of criminals seeking to circumvent stricter diversion-prevention
efforts in the U.S. and Mexico. In 2007, DEA joined with the UN Office on Drugs and Crime
(UNODC) and two components of the Government of Mexico — the chemical and drug regulatory
entity COFREPRIS and the Mexican Attorney General’s Office (PGR) — in an ambitious program
of assessment and training to prepare Central American governments to respond to nascent
chemical diversion through their territories. Further efforts will be needed to continue and
consolidate those efforts.
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The United States also will consider additional ways in which it might increase cooperation with
international chemical producers and transporters in the private sector in order to promote effective
diversion-prevention practices. The INCB recently convened an international conference attended
by chemical control experts and international chemical industry representatives to discuss
guidelines for such public/private sector cooperation on diversion prevention. Working with our
international partners, the U.S. will consider follow-up activities to build on this outreach and
implement stronger voluntary measures.
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Major Chemical Source Countries and
Territories

The countries included in this section are those with large chemical manufacturing or trading
industries that have significant trade with drug-producing regions, and those countries with
significant chemical commerce susceptible to diversion domestically for smuggling into
neighboring drug-producing countries. Designation as a major chemical source country does not
indicate a country lacks adequate chemical control legislation and the ability to enforce it. Rather, it
recognizes that the volume of chemical trade with drug-producing regions, or proximity to them,
makes these countries the sources of the greatest quantities of chemicals liable to diversion. The
United States, with its large chemical industry and extensive trade with drug-producing regions, is
included on the list.

Many other countries manufacture and trade in chemicals, but not on the same scale, or with the
broad range of precursor chemicals, as the countries in this section.

Article 12 of the 1988 UN Drug Convention is the international standard for national chemical
control regimes and for international cooperation in their implementation. The annex to the
Convention lists the 23 chemicals most essential to illicit drug manufacture. The Convention
includes provisions for the Parties to maintain records on transactions involving these chemicals,
and to provide for their seizure if there is sufficient evidence that they are intended for illicit drug
manufacture.

The Americas

Argentina

Argentina is one of South America’s largest producers of precursor chemicals, which are
vulnerable to diversion for use in the processing of cocaine and other illegal narcotics.

Argentina is a party to the 1988 UN Drug Convention and has laws meeting the Convention’s
requirements for record keeping, import and export licensing, and the authority to suspend
shipments. Presidential decrees have placed controls on precursor and essential chemicals,
requiring that all manufacturers, importers or exporters, transporters, and distributors of these
chemicals be registered with the Secretariat for the Prevention of Drug Addiction and Narcotics
Trafficking (SEDRONAR). In 2005, legislation was passed giving the SEDRONAR registry
system the force of law. This increased its ability to regulate the distribution of precursors and
impose fines on those who transport and sell unregistered chemicals. To date, the National Registry
of Precursor Chemicals has registered 6,658 companies. In May 2007, SEDRONAR and the
National Institute of Vitivincultura (grape and wine producers) signed an agreement registering
another 3,278 companies in the Registry. In the first seven months of 2007, the Registry added
1,019 new companies, re-registered 3,084, and issued 302 export authorizations and 1,349 import
authorizations.

With DEA support, Argentina continues to participate in Project Cohesion and the regional
Operation Seis Fronteras (“Six Frontiers”). Argentina also participates in “Operation Andes II1,” a
joint program sponsored by Interpol and the World Customs Organization (WCO) to coordinate the
interdiction of precursor chemicals in South America. Participants included national police and
customs agencies from Argentina, Brazil, Bolivia, Chile, Colombia, Ecuador, French Guyana,
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Paraguay, Peru, Uruguay and Venezuela. U.S. Immigration and Customs Enforcement (ICE)
provided advisory support for precursor shipment identification and investigative response.

Argentine authorities willingly share chemical control information with U.S. authorities. From
January 2006 through September 2006, the DEA-funded Northern Border Task Force (NBTF)
seized approximately 684,220 kilograms of illicit chemicals, a significant increase over the amount
of illicit chemicals seized during the same periods in 2005 and 2004.

Brazil

Brazil has South America’s largest chemical industry and also imports significant quantities of
chemicals to meet its industrial needs. Brazil’s Justice Ministry issued a decree in August 2004 that
includes stringent chemical control provisions to prevent the manufacture of illicit drugs. The
decree established controls on 146 chemicals that can be utilized in the manufacture of drugs, and
requires the registration with the Brazilian Federal Police of all companies that handle, import,
export, manufacture, or distribute any of these chemicals. There are approximately 25,000
companies registered with the police. The registered companies are required to send a monthly
report to the Brazilian Federal Police on the usage, purchases, sales, and inventory of these
chemicals. Any person or company that is involved in the purchase, transportation or use of these
substances must have a certificate of approval of operation, real estate registry, or special license
issued by the police. Companies that handle the 22 most sensitive substances with regard to drug
production also are regulated by the Ministry of Health’s National Sanitary Vigilance Agency.

Brazil is a party to the 1988 UN Drug Convention and these legislative provisions meet the
chemical control requirements. The country also participates and supports the multilateral chemical
control initiatives Project Cohesion, Project Prism, and the regional Operation Seis Fronteras. In
conjunction with Project Cohesion, the Brazilian Federal Police have agreed to work with DEA to
perform a study on the use of acetic anhydride within the country and its exportation from the
country. US/Brazil cooperation in other areas of chemical control is good, and the Brazilian
Federal Police make records relating to chemical transactions available when requested. The
Brazilian Federal Police also respond to Pre-Export Notifications of controlled chemicals in a
timely fashion. DEA has a Diversion Investigator assigned to its Brasilia office.

Canada

Canada is a producer and transit country for precursor chemicals and over-the-counter
pharmaceuticals used to produce synthetic drugs, particularly methamphetamine and MDMA
(Ecstasy). The United States has worked closely with Canada in countering these threats, and the
Government of Canada has made a serious effort to curb the diversion of precursor chemicals that
are required for methamphetamine production to feed domestic and U.S. illegal markets. Canadian
law enforcement authorities also have worked productively with U.S. counterparts in joint law
enforcement operations that have disrupted drug and currency smuggling operations along both
sides of the border. Although U.S.-Canadian law enforcement cooperation and the strengthening of
Canadian chemical control laws and enforcement have helped to significantly reduce the amount of
Canadian-sourced pseudoephedrine discovered in clandestine U.S. methamphetamine labs, there is
some evidence that Canada’s domestic production of methamphetamine and MDMA is increasing
— a situation which will require careful monitoring on both sides of the border. We will continue to
work closely with our Canadian partners to identify and dismantle methamphetamine laboratories,
and to prevent further illicit diversion of precursor chemicals.

Canada is a party to the 1988 UN Convention and complies with its record keeping requirements.
Canada participates in Project Prism, targeting synthetic drug chemicals, and is a member of the
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North American working group. Although it supports Project Cohesion and contributes on an ad
hoc basis, it is not actively engaged in it.

Chile

Chile has a large petrochemical industry involved in the manufacturing, importation, and
exportation of thousands of chemical products and by-products. Chile is a source of precursor
chemicals for use in coca processing in Peru and Bolivia. In 2003, Chilean law enforcement entities
began to take a greater interest in chemical diversion within Chile and created specialized chemical
diversion units. Since the creation of these units, and with international law enforcement
cooperation, Chilean precursor chemical seizures have increased. In 2007, regulations also were
approved to implement a 2005 law that established new authorities to register and inspect
companies that produce, use, import or export any of 65 types of legally produced chemicals that
also are used in the production of illegal drugs.

Mexico

Mexico has major chemical manufacturing and trading industries that produce, import, and export
most of the chemicals necessary for illicit drug manufacture. The country is party to the 1988 UN
Drug Convention and has laws and regulations meeting its chemical requirements. Mexican
chemical control initiatives are now concentrating on methamphetamine precursors. The United
States works closely with the Government of Mexico on a wide range of counternarcotics, law
enforcement, and border security initiatives, and provides assistance and training that specifically
targets methamphetamine production and trafficking.

Mexico is aware of the methamphetamine threat and is making progress in limiting imports of the
essential chemicals used to produce methamphetamine. Between 2002 and 2004, Mexico
recognized that these imports far exceeded legitimate demand, and the government enacted a series
of regulations and policies to restrict imports and better regulate the sale of precursor chemicals.
First, between 2004 and 2005, the Mexican government banned pseudoephedrine imports of over
three tons, restricted the importation of pseudoephedrine to only registered drug manufacturers, and
required that pseudoephedrine in transit be kept under armed guard. Prior to 2004, Mexico had not
implemented strong precursor controls, resulting in the importation of 216 metric tons of
pseudoephedrine. In 2007, unofficial estimates are that only 12 tons were imported. In September
2007, the Government of Mexico determined that it would issue no further licenses for the
importation of ephedrine, pseudoephedrine, and products containing these chemicals. Sellers of
ephedrine and pseudoephedrine products must deplete their remaining stores of products containing
these chemicals by 2009, after which use of these products will be illegal in Mexico. This new
policy is a bold move that promises to significantly disrupt the methamphetamine trade in the years
ahead.

The Mexican government also is improving commercial tracking systems of precursor chemicals,
and is enhancing its ability to detect possible front companies and counter illicit financial
transactions related to methamphetamine trafficking. However, the threat of illegal smuggling of
precursor chemicals and pharmaceutical preparations from third countries into Mexico will
continue to be a challenge.

With support and funding from the U.S. Department of State’s Bureau for International Narcotics
and Law Enforcement Affairs (INL), DEA has assisted in the establishment of Mexican
Clandestine Laboratory Response Teams to target organizations involved in the operation of
clandestine methamphetamine labs, and have provided four training courses in 2007 to over 250
law enforcement personnel, including one course specifically concerning Clandestine
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Methamphetamine Labs. To date, the Government of Mexico has trained over 2,100 law
enforcement and public safety officers in methamphetamine enforcement techniques.

Newly vetted law enforcement personnel trained in methamphetamine investigations have been
assigned to five major methamphetamine production areas in Mexico. The U.S. also is supporting
the new Federal Police Corps and its Special Investigative Units (SIUs) with specialized
equipment, vehicles and computers. The U.S. Department of State also is providing equipment and
maintenance support for previously donated CLANLAB vehicles specially designed to take down
methamphetamine laboratories, such as safety/toxin suits and emergency chemical trauma kits. In
2007, 16 methamphetamine labs were seized, including one super lab. The U.S. is also providing
non-intrusive inspection equipment (NIIE) to the Mexican Government to interdict contraband,
including precursor chemicals. NIIE is state-of-the-art systems that scan cargo containers and
passenger luggage. Thirteen large gamma ray devices (VACIS) are located at land border
crossings, one unit is located in Mexico City, and three mobile units are deployed throughout
Mexico. Three x-ray vans are located at international airports. INL also plans to add six or more
additional NIIEs at the U.S. land border, sea/airports, and southern Mexico this fiscal year. As part
of our overall counternarcotics programs, INL also plans to promote education and public
awareness concerning the rising threat of methamphetamines in Mexico and the environmental
impact of its production.

The United States

The United States manufactures and/or trades in all 23 chemicals listed in Tables I and II of the
1988 UN Drug Convention. It is a party to the Convention and has laws and regulations meeting its
chemical control provisions.

The basic U.S. chemical control law is the Chemical Diversion and Trafficking Act of 1988. This
law and 5 subsequent chemical control amendments were all designed as amendments to U.S.
controlled substances laws, rather than stand-alone legislation. The Drug Enforcement
Administration (DEA) is responsible for administering them. In addition to registration and record
keeping requirements, the legislation requires traders to file import/export declarations at least 15
days prior to shipment of regulated chemicals. DEA uses the 15-day period to determine if the
consignee has a legitimate need for the chemical. Diversion investigators and special agents work
closely with exporting and receiving country officials in this process. If legitimate end-use cannot
be determined, the legislation gives DEA the authority to stop shipments.

U.S. legislation also requires chemical traders to report to DEA suspicious transactions such as
those involving extraordinary quantities, unusual methods of payment, etc. Close cooperation has
developed between the U.S. chemical industry and DEA in the course of implementing the
legislation. Criminal penalties for chemical diversion are strict; they are tied to the quantities of
drugs that could have been produced with the diverted chemicals. Persons and companies engaged
in chemical diversion have been aggressively and routinely subjected to civil and criminal
prosecution and revocation of DEA registration.

The U.S. has played a leading role in the design, promotion and implementation of cooperative
multilateral chemical control initiatives. It is actively working with other concerned countries, the
United Nations Office of Drugs and Crime (UNODC), and the International Narcotics Control
Board (INCB) to develop information sharing procedures to better control pseudoephedrine and
ephedrine, the principal precursors for methamphetamine production. It is on a task force for both
Operation Cohesion and Project Prism. It also has established close operational cooperation with
counterparts in major chemical manufacturing and trading countries. This cooperation includes
information sharing in support of chemical control programs and in the investigation of diversion
attempts.

80



Chemical Controls

Asia
China

China has one of the world’s largest chemical industries, producing large quantities of chemicals
that can be used for illicit drug manufacture such as acetic anhydride, potassium permanganate,
piperonylmethylketone (PMK) and pseudoephedrine and ephedrine. The country is a party to the
1988 UN Drug Convention and has laws and regulations meeting or exceeding the Conventions
requirements. A November 2005 administrative law strengthening chemical control included
provisions to control domestic chemical sales; previous laws and regulations focused solely on
imports and exports. Chinese law regulates drug preparations containing precursor chemicals, but
as medicines rather than regulated chemicals. Despite the adequate legislation, the size of China’s
chemical industry is not matched by a law enforcement structure adequate to effectively monitor all
its production and domestic and international trade. The sheer scale of China’s chemical industry—
nearly 80,000 chemical companies, according to one estimate—presents widespread opportunities
for chemical diversion, and regulatory oversight remains a major challenge for China’s central
authorities, particularly in some provinces. Although provincial police are taking a more active role
to investigate illicit chemical transactions, the lack of officers assigned to investigate these
potential diversions on a full-time basis may mean many suspect and clearly illicit transactions go
unnoticed. It is also unclear whether sufficient controls exist to safeguard the storage and transit of
precursor chemicals, and drug preparations containing them, across the country to guard against
theft.

China is a major producer of licit ephedrine and pseudoephedrine, as well as ephedra, all of which
can be used in the manufacture of methamphetamine. There is a widespread belief among law
enforcement agencies, worldwide, that large-scale illicit methamphetamine producers in other
countries use Chinese-produced ephedrine and pseudoephedrine, and there are numerous examples
from criminal investigations to confirm this suspicion. Diverted Chinese precursor chemicals may
undergo synthetic drug production in other countries as far away as Mexico, Belgium, and the
Netherlands. Although China enacted enhanced precursor chemical control laws in November 2005
and is fully engaged in multilateral and bilateral efforts to stop diversion from its chemical
production sector, Chinese efforts have not matched the size of its enormous chemical industry
with sufficient resources to effectively ensure against diversion.

In 2006, the State Food and Drug Administration, the Ministry of Commerce, and Customs held
1,300 training courses for 47,500 law enforcement officers on precursor chemicals. According to
the National Narcotics Control Commission (NNCC) 2006 report, China established an inter-
agency working group to help tighten control of precursor chemicals. According to the NNCC,
various Chinese ministries and agencies began to exchange data on the production, use, and export
destination of precursor chemicals.

According to the NNCC, Chinese authorities investigated 968 cases involving precursor chemicals
in 2006 and seized 1461 metric tons of precursor chemicals, a significant increase over the 157 tons
reported seized in 2005. Sichuan Province inspected 2638 chemical enterprises, found 42 instances
of illegal activity and corrected them. It solved five cases involving the illegal purchase and sale of
precursor chemicals and seized 142 tons of chemicals. In 2006 the NNCC issued 747 precursor
chemical pre-export notifications involving 89,318 MT of precursor chemicals. Statistics for 2007
were not available by the time of publication.

China continues to take earnest efforts to act as a partner with the United States and other
concerned countries in international chemical control initiatives targeting the precursors of greatest
current concern. These are Project Cohesion tracking acetic anhydride and potassium
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permanganate and Project Prism targeting synthetic drug chemicals. In addition, the NNCC issues
Pre-Export Notifications for all proposed transactions in bulk ephedrine and pseudoephedrine and
requires a Letter of No Objection from the importing country before authorizing shipments.

U.S. and Chinese cooperation in chemical control is good, within the limits of China’s capabilities.
Information is exchanged within the frameworks of Projects Cohesion and Prism and in the course
of normal counternarcotics cooperation. China is the Asian representative on the Project Prism
Task Force. China is also a participant in Operation Icebreaker, an effort to combat diversion of
precursor chemicals for the production of crystal methamphetamine. DEA has Diversion
Investigator positions in its Beijing and Hong Kong offices. In July 2006, the Office of National
Drug Control Policy (ONDCP) and the NNCC signed a Memorandum of Intent on behalf of their
two countries to increase cooperation in combating drug trafficking and abuse.

India

India’s large chemical industry manufactures a wide range of chemicals, including the precursor
chemicals acetic anhydride, ephedrine, and pseudoephedrine, which can be diverted for illicit drug
manufacture.

India is a party to the 1988 UN Drug Convention, but it does not have controls on all the chemicals
listed in the Convention. The GOI controls acetic anhydride, N-acetylanthranilic acid, anthranilic
acid, ephedrine, pseudoephedrine, potassium permanganate, ergotamine, 3, 4-
methylenedioxyphenyl-2-propanone, 1-phenyl-2propanone, piperonal, and methyl ethyl ketone, all
chemicals listed in the convention. Indian law allows the government to place other chemicals
under control. Violation of any order regulating controlled substance precursors is an offense under
the Narcotics Drugs and Psychotropic Substances Act, the key law controlling trafficking and is
punishable with imprisonment of up to ten years. Intentional diversion of any substance, whether
controlled or not, to illicit drug manufacture is also punishable under the Act.

The Indian Government in partnership with the Indian Chemical Manufacturing Association
imposes controls on acetic anhydride, a key heroin chemical. Chemical manufacturers visit
customers to verify the legitimacy of their requirements, and shipments are secured with specially
fabricated sealing systems to prevent diversion. Domestic and export sales of acetic anhydride
require a letter of no objection from the government.

Indian authorities cooperate with U.S. authorities on letters of no objection and verification of end-
users, especially with regard to ephedrine and pseudoephedrine. Information is shared between
Indian and U.S. authorities and India is a participant in Project Cohesion and Project Prism. DEA
has a Diversion Investigator assigned to its New Delhi office.

A joint investigation by the DEA and India’s Narcotics Control Bureau (NCB) in 2005 led to the
dismantling of a major international pharmaceutical drug organization that was distributing
controlled pharmaceuticals such as bulk ephedrine (a controlled precursor chemical) and ketamine
(a Schedule III non-narcotic controlled substance in the U.S.) internationally through the Internet.
The international drug trafficking ring, responsible for this criminal activity consisted of over 20
individuals in the U.S. and India, and may have had as many as 80,000 retail customers. The 108
kg of Indian ketamine seized in the U.S. was valued at $1.62 million. The total amount of U.S.
money and property seized in this investigation was $2 million dollars in India and $6 million in
the United States. In another joint investigation, DEA and NCB cooperated to take down another
Internet pharmacy, resulting in the arrest of seven individuals in the United States and five in India.

Subsequent joint investigations have shown the continuing use of the Internet and commercial
courier services to distribute drugs and pharmaceuticals of all kinds from India to the U.S. and
other countries. Although ephedrine seizures within India were down in 2007, one seizure in the
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U.S. in September 2007 found 523 kg of ephedrine shipped through commercial carrier from India
through the U.S. and headed to Mexico. The shipment was disguised as green tea extract.

India is also increasingly emerging as a manufacturer and supplier of licit opiate/psychotropic
pharmaceuticals (LOPPS), both organic and synthetic, to the Middle East, Pakistan, Bangladesh
and Afghanistan. Some of the LOPPS are licitly manufactured and then diverted, often in bulk.
Some of the LOPPS are illicitly manufactured as well. Indian-origin LOPPS and other controlled
pharmaceutical substances are increasingly being shipped to the United States. DHS Customs and
Border Protection are intercepting thousands of illegal “personal use” shipments in the mail system
in the United States each year. These “personal use” quantity shipments are usually too small to
garner much interest by themselves, and most appear to be the result of illegal Internet sales.

Singapore

Singapore is a major importer of ephedrine, a precursor for methamphetamine. The quantities not
re-exported are used primarily by the domestic pharmaceutical industry. To date, no domestic
clandestine methamphetamine production has been detected in Singapore. Singapore’s position as
one of the world’s largest importers of ephedrine and pseudoephedrine parallels the rapid growth of
pharmaceutical and biomedical industries in the country. On a combined basis, the pharmaceutical
industry currently accounts for nearly 8 percent of Singapore’s GDP, up from less than one percent
in 2000. Singapore is also one of the largest distributors of acetic anhydride in Asia. Used in film
processing and the manufacture of plastics, pharmaceuticals, and industrial chemicals, acetic
anhydride is also the primary acetylating agent for heroin.

Singapore participates in multilateral precursor chemical control programs, including Projects
Cohesion and Prism, and is involved in law enforcement initiatives developed under these projects
to halt worldwide diversion of precursors to illicit chemical trafficking and drug manufacturing
organizations. The Singapore Central Narcotics Bureau (CNB) works closely with DEA to track
the import of precursor chemicals for legitimate processing and use in Singapore. CNB’s precursor
unit monitors and investigates any suspected domestic diversion of precursors for illicit use.

Singapore is a party to the 1988 UN Drug Convention and controls precursor chemicals, including
pseudoephedrine and ephedrine, in accordance with its provisions. Singapore will not authorize
imports of precursors until it has issued a “No Objection” letter in response to the exporting
country’s pre-export notification. Pre-export notifications are issued on all exports; transshipment
cases are treated as an import followed by an export. The Government of Singapore conducts
rigorous site visits on companies dealing with controlled chemicals to ensure awareness of the
requirements and overall compliance.

South Korea

With one of the most developed commercial infrastructures in the region, South Korea is an
attractive location for criminals to obtain precursor chemicals. South Korea produces and exports
precursor chemicals such as acetone, toluene, and sulfuric acid. Transshipment through South
Korea’s ports remains a serious problem, and its authorities recognize the country’s vulnerability as
a transshipment nexus and have undertaken greater efforts to educate shipping companies of the
risk. South Korea cooperates with international efforts to monitor and investigate transshipment
cases. In the previous year, South Korean authorities and the DEA Seoul Country Office completed
a modified controlled delivery of crystal methamphetamine originally intended for transshipment
through South Korea from China to Guam, resulting in the dismantling of an international
methamphetamine organization. Redoubled efforts by the Korean Customs Service also have
resulted in increased seizures of methamphetamine (most of which is smuggled into South Korea
from China).
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In 2007, South Korean authorities discovered a mobile clandestine lab that had been used to
produce small amounts of methamphetamine from legally-obtained cold medicines. In response,
the South Korean government implemented stricter controls on the purchase of over-the-counter
medicines containing ephedrine and pseudoephedrine, requiring customer registration for quantities
greater than a standard three-day dose. Also in 2007, the Korean Food and Drug Administration
(KFDA) continued to implement stronger precursor chemical controls under amended legislation
approved in 2005. The KFDA continued its efforts to educate companies and train its regulatory
investigators on the enhanced regulations and procedures for monitoring the precursor chemical
program. The KFDA also implemented in 2007 new regulatory oversight procedures to track and
address diversion of narcotics and psychotropic substances from medical facilities.

Taiwan

Taiwan has a globally competitive chemical industry, exporting specialty industrial chemicals and
resins for plastics production as well as importing solvents and cleaning materials for the high-tech
electronics sector. On an international level, Taiwan has experienced problems resulting from
chemical diversion and illicit drug trafficking, but has taken measures to prevent and monitor
chemical diversion. The Ministry of Justice Investigation Bureau and Taiwan Customs are
progressing in discussions with DEA regarding a precursor chemical initiative. Although Taiwan is
not a member of the United Nations and therefore cannot be a party to the 1988 UN Drug
Convention, Taiwan authorities have taken measures to comply with the convention. Of the
twenty-two (22) chemical precursors listed in the 1992 additions to the UN Anti-Drug Convention,
five (5) chemicals to include ephedrine and pseudoephedrine fall under the scope of the Executive
Yuan’s (EY) Department of Health. The other seventeen (17) precursor chemicals including acetic
anhydride and potassium permanganate are considered industrial raw materials, and are controlled
by the Ministry of Economic Affairs (MOEA), Industrial Development Bureau. The MOEA
provides specific guidance for reporting precursor chemicals as industrial raw materials for the
prevention of diversion into drug manufacturing. It also provides related manufacturers and
businesses with information concerning which items to report and procedures for reporting.
Although Taiwan’s Department of Health regulates ephedrine and pseudoephedrine,
pharmaceuticals containing these chemicals are not controlled.

Thailand

Thailand’s chemical control policy is established in the “Emergency Decree on Controlling the use
of Volatile Substances B.E. 2533 (1990).” Government agencies responsible for chemical controls
are the Thai Office of Narcotics Control Board (ONCB) and the Food and Drug Administration,
which closely monitor the importation of precursor chemicals. Regular inspections are conducted
of companies that import such substances, and every chemical shipment into Thailand is subject to
review and selective unloading and search. Thai law provides for a maximum three-year jail term
for individuals not complying with required reporting and tracking processes. Thai authorities are
vigilant and effective in monitoring imports and the licit use of precursors, but despite strong RTG
efforts, limited quantities of certain chemicals—especially acetic anhydride, ephedrine and
caffeine—surreptitiously transit Thailand to laboratories in Burma. Most precursor chemicals and
substances that transit Thailand originate in Indonesia or Malaysia. Some of the chemicals, like
acetic anhydride, are produced in Indonesia while others are brokered through Indonesian chemical
houses and transported through Malaysia into Thailand and northward to Thai chemical houses in
Chiang Mai or Chiang Rai. ONCB has the responsibility for detecting chemical and precursor
diversion, interdicting illicit shipments and monitoring the activities of the chemical trading
houses.
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Europe

Chemical diversion control within the European Union (EU) is regulated by EU regulations
binding on all member states. The regulations are updated regularly, most recently in 2005. The EU
regulations meet the chemical control provisions of the 1988 UN Drug Convention, including
provisions for record keeping on transactions in controlled chemicals, a system of permits or
declarations for exports and imports of regulated chemicals, and authority for governments to
suspend chemical shipments. The EU regulations are directly applicable in all 27 of its Member
States. Only a few aspects require further implementation through national legislation, such as law
enforcement powers and sanctions.

The EU regulations govern the regulatory aspects of chemical diversion control and set up common
risk management rules to counter diversion at the EU’s borders. Member states are responsible for
the criminal aspects, investigating and prosecuting violators of the national laws and regulations
necessary for implementing the EU regulations.

The U.S.-EU Chemical Control Agreement, signed May 28, 1997, is the formal basis for U.S.
cooperation with the European Commission and EU Member States in chemical control through
enhanced regulatory co-operation and mutual assistance. The agreement calls for annual meetings
of a Joint Chemical Working Group to review implementation of the agreement and to coordinate
positions in other areas. The annual meeting has been particularly useful in coordinating national or
joint initiatives such as resolutions at the annual UN Commission on Narcotic Drugs.

Bilateral chemical control cooperation is also good between the U.S. and EU member states, and
many are participating in and actively supporting voluntary initiatives such as Project Cohesion and
Project Prism. In 2007, The EU established guidelines for private sector operators involved in
trading in precursor chemicals, with a view to offering practical guidance on the implementation of
the main provisions of EU legislation on precursor chemicals, in particular the prevention of illegal
diversion.

Germany and the Netherlands, with large chemical manufacturing or trading sectors and significant
trade with drug-producing areas, are considered the major European source countries and points of
departure for exported precursor chemicals. Other European countries have important chemical
industries, but the level of chemical trade with drug-producing areas is not as large and broad-scale
as these countries.

Germany

Germany is one of the large manufacturers and exporters of pseudoephedrine and ephedrine from
its large licit pharmaceutical industry. Germany is a party to the 1988 United Nations Convention
against Illicit Traffic in Narcotics Drugs and Psychotropic Substances and implements its
chemicals control provisions. Furthermore, Germany’s chemical control laws are based on EU law
and the federal Precursor Control Act. Germany has a strong chemical control program that
monitors the chemical industry as well as chemical imports and exports. Cooperation between
chemical control officials and the chemical industry is a key element in Germany’s chemical
control strategy. The Federal Office of Criminal Investigation (BKA) and the Federal Office of
Customs Investigation (ZKA) have a very active Joint Precursor Control Center (GUS), based in
Wiesbaden, devoted exclusively to chemical diversion investigations. Germany is one of the
United States’ closest chemical control partners, cooperating both bilaterally and multilaterally, to
promote transnational chemical control initiatives. A senior DEA diversion investigator from
DEA’s Frankfurt office is assigned to the GUS. Germany strongly supports the international
initiatives, Project Cohesion and Project Prism, to global efforts to control the diversion of
chemicals.
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The Netherlands

The Netherlands has a large chemical industrial sector that makes it an attractive location for
criminals to attempt to obtain chemicals for illicit drug manufacture. There are large chemical
storage facilities and Rotterdam is a major chemical shipping port. Currently, there are no
indications that the Netherlands is a significant source for methamphetamine chemicals.

The Netherlands is a party to the 1988 UN Drug Convention and 1990 European Union
Regulations. Trade in precursor chemicals is governed by the 1995 Act to Prevent Abuse of
Chemical Substances (WVMC). The law seeks to prevent the diversion of legal chemicals into the
illegal sector. Violations of the law can lead to prison sentences (maximum of six years), fines (up
to 50,000 Euros), or asset seizures. The Fiscal and Economic Information and Investigation Service
(FIOD-ECD) oversees implementation of the law.

The country remains an important producer of MDMA (Ecstasy), although the amount of this drug
reaching the United States seems to have declined substantially in recent years. The Dutch
Government has been proactive in meeting this threat. The successful five-year strategy (2002-
2006) against the production, trade and consumption of synthetic drugs was endorsed by
Parliament in 2007. According to the National Police, the number of Ecstasy tablets seized in the
U.S. that could be linked to the Netherlands dropped significantly from 850,000 in 2005 to only
5,390 tablets in 2006. The National Crime Squad’s synthetic drug unit and the Public Prosecutor’s
Office have strengthened cooperation with countries playing an important role in precursor
chemicals used in the manufacture of MDMA. Many of the important Ecstasy precursor chemicals
originate in China, and the Netherlands signed a Memorandum of Understanding with China
concerning chemical precursor investigations in 2004. In 2005, the Dutch assigned a liaison officer
to Beijing to promote closer sharing of intelligence on precursor chemical investigations.

The Dutch continue to work closely with the U.S. on precursor chemical controls and
investigations. This cooperation includes formal and informal agreements on the exchange of
intelligence. The Netherlands helped to establish and is an active participant in the INCB’s Project
Prism task force, and takes part in other multilateral chemical control initiatives such as Project
Cohesion. In May 2007, the Netherlands National Police also joined the DEA’s International Drug
Enforcement Conference (IDEC) as a full member, and are expected to participate in all IDEC
conferences in the future. The Netherlands also hosted the Synthetic Drug Enforcement Conference
(SYNDEC III) in November 2007.

The United Kingdom

The United Kingdom is one of world’s largest importers of ephedrine and pseudoephedrine, the
key precursors for methamphetamine production. The UK strictly enforces national precursor
chemical legislation in compliance with EU regulations. Several small clandestine
methamphetamine laboratories have been seized in the UK with law enforcement starting to
embrace awareness training and strategic planning. The DEA’s London Country Office (LCO)
continues to maintain a robust exchange of information and training initiatives with several UK law
enforcement agencies regarding the threat from methamphetamine. Although not viewed to be in
any significant use in the UK at this time, UK law enforcement has acknowledged the potential
threat that methamphetamine and its capacity for “domestic production” pose.

The LCO has arranged for DEA “clandestine laboratories” training for the Serious Organized
Crime Agency (SOCA) and the Metropolitan Police Services (MPS/New Scotland Yard). This
training program instructs law enforcement officers in the safe and efficient manner of identifying,
dismantling, and prosecuting criminals involved with an illicit methamphetamine laboratory.
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Significant Drug Manufacturing
Countries

Asia

Afghanistan

Afghanistan produces 93 percent of the world’s opium. An increasingly large portion of the opium
crop is being processed into heroin and morphine base by drug labs in Afghanistan. With no
domestic chemical industry, the chemicals required for heroin processing must come from abroad.
The principal sources are believed to be China, Europe, the Central Asian states and India, but
traffickers skillfully hide the sources of their chemicals by re-packaging and false labeling. There
are no legitimate requirements in Afghanistan for most of the chemicals used in heroin
manufacture, and most are smuggled in through the Central Asian states, the Persian Gulf,
including Iran, Syria and Pakistan, after being diverted elsewhere.

Afghanistan is a party to the 1988 UN Drug Convention. However, it lacks the administrative and
regulatory infrastructure to comply with the Convention’s record keeping and other requirements.

The same factors that adversely impact the interdiction of narcotics, the investigation of major
trafficking organizations and the enforcement of the poppy ban hinder efforts to interdict precursor
chemicals and processing equipment.

Burma

Burma'’s overall decline in poppy cultivation since 1998 has been accompanied by a sharp increase
in the production and export of synthetic drugs, turning the Golden Triangle into a new “Ice
Triangle.” Burma is a significant player in the manufacture and regional trafficking of
amphetamine-type stimulants (ATS). Drug gangs based in the Burma-China and Burma-Thailand
border areas, many of whose members are ethnic Chinese, produce several hundred million
methamphetamine tablets annually for markets in Thailand, China, and India, as well as for onward
distribution beyond the region. There also are indications that groups in Burma have increased the
production and trafficking of crystal methamphetamine, or “ice.”

Burma does not have a significant chemical industry and does not manufacture ephedrine and
pseudoephedrine used in synthetic drug manufacture, or acetic anhydride used in the remaining
heroin manufacture. Most of the chemicals required for illicit dug manufacture are imported and
diverted or smuggled into Burma from China, Thailand and India.

Burma is a party to the 1988 UN Drug Convention, but it does not have laws and regulations to
meet all its chemical control provisions. In 1998, Burma established a Precursor Chemical Control
Committee responsible for monitoring, supervising and coordinating the sale, use, manufacture,
and transportation of imported chemicals. In 2002, the Committee identified 25 substances as
precursor chemicals, including two not in the 1988 UN Drug Convention (caffeine and thionyl
chloride) and prohibited their import, sale or use in Burma.

According to its own figures, the Government of Burma (GOB) seized 1.5 million
methamphetamine tablets in 2007, compared to 19.5 million seized in 2006. The GOB must take
effective new steps to address the explosion of ATS that has flooded the region by gaining closer
support and cooperation from ethnic groups, especially the Wa, in whose territory the manufacture
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and distribution of ATS takes place. The GOB must also close production labs and prevent the
illicit import of precursor chemicals needed to produce synthetic drugs.

Indonesia

Since 2002, Indonesia has seen a significant increase in the number of large-scale clandestine
MDMA and methamphetamine laboratories seized by Indonesian authorities. MDMA (Ecstasy)
and methamphetamine-producing drug syndicates have been exploiting Indonesia’s lax precursor
chemical controls and using corrupt means to operate with relative impunity, but Indonesian
authorities are demonstrating additional commitment to increasing law enforcement pressure.
Clandestine laboratories that have been discovered in Indonesia are capable of producing multi-
hundred kilogram quantities of illegal synthetic drugs. In addition, regional drug syndicates are
exploiting Indonesia’s 1.2 million miles of coastline and the overall lack of border and port security
for the smuggling of ATS and precursor chemicals.

Methamphetamine is now the second most widely abused drug in Indonesia. Most seizures are in
crystalline form. The syndicates producing this supply utilize precursor chemical sources and
laboratory equipment from China, and rely upon chemists trained in the Netherlands for the
production of MDMA. In some cases they also have used chemists from Taiwan and Hong Kong
for the production of crystal methamphetamine.

The diversion and unregulated importation of precursor chemicals remains a significant problem
facing Indonesia’s counternarcotics efforts. Numerous pharmaceutical and chemical corporations
have large operations throughout Indonesia. In June 2006, the Indonesian National Police in
cooperation with the Australian Federal Police (AFP) identified more than 380 kilograms of
pseudoephedrine that had been diverted to Indonesia by a trafficking syndicate based in Jakarta and
Sidney.

Laos

As party to the 1988 UN Convention, Laos is obliged to establish controls on the 23 precursor and
essential chemicals identified under Article 12 of that Convention. In practice, Laos’ laws to
implement this obligation are weak, and the institutional capability of its government to
implement those laws is highly limited. Responsibility for regulating precursor and essential
chemicals lies with the Food and Drug Administration of the Ministry of Public Health. In January
2005, that agency issued a decree imposing legal controls on 35 chemicals, including all of those,
which the 1988 UN Convention requires be subject to regulation. The Health Ministry also is
responsible to issue licenses for the legal importation of very limited quantities of pseudoephedrine
or ephedrine, which are used (by government-owned pharmaceutical plants) for preparation of cold
medications, which are available for sale in pharmacies without prescription. (The Ministry is
currently considering, but has not yet approved, one application for importation of 25 kilograms of
pseudoephedrine by a Laotian Government-owned pharmaceutical plant.) Initially, officials of the
Food and Drug office were assigned at major international entry points to Laos, but due to shortage
of personnel and conflicting requirements, the Health Ministry withdrew these staff members and
now conducts inspections of imported chemicals only upon request to visit an importer’s
warehouse or storage facility. The Ministry is not known to conduct any end-use inspection of any
licensed imports or uses.

There are no other known significant licit imports of precursor chemicals, and no known domestic
manufacturing capacity for them in Laos. Responsibility for enforcement of laws that prohibit the
unlicensed importation, sale or use of controlled chemicals rests formally with the Lao Customs
Service and the national police. As a practical matter, there appears to be relatively little
communication between these law enforcement agencies and the Health Ministry office responsible
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for regulation. There have been occasional seizures in Laos of controlled chemicals, most
frequently ephedrine or pseudoephedrine, but also less frequently of heroin processing chemicals.
For the most part, such seized chemicals have been thought to be in transit between China and
Burma or Thailand. Laos, along with Burma, Cambodia, China, Thailand and Vietnam, has for
several years participated in a regional project and action plan sponsored by the UNODC Regional
Office for Asia and the Pacific, one of whose goals is to enhance the effectiveness of controls on
precursor and essential chemicals. Most activities under this project have concentrated on training
for law enforcement, border and regulatory officials in the recognition and management of
controlled chemicals, and on providing UNODC with advice and assistance to improve
participating nations’ chemical control laws.

Malaysia

Although Malaysia is not a significant source country or transit point for U.S.-bound illegal drugs,
it is increasingly being used as a regional hub for crystal methamphetamine and MDMA (Ecstasy)
production. Historically, most of these synthetic drugs were imported from neighboring states in
Southeast Asia and either transited Malaysia bound for other markets such as Thailand, Singapore,
China and Australia, or increasingly consumed domestically as local consumption rises. In recent
years, however, domestic ATS production has shown a marked increase. Malaysian authorities
raided three clandestine drug labs in 2007 and had several successful drug seizures confiscating
large quantities of methamphetamines and MDMA/Ecstasy. Evidence from these labs indicates the
precursor chemicals were not produced domestically and that the ATS production syndicates
imported the principal precursors under the auspices of legitimate pharmaceutical manufacturing.
Malaysian officials report that there are no licensed manufacturers of pseudoephedrine or
ephedrine in Malaysia.

The Philippines

The Philippines continues to be a producer, consumer and transshipment point for
methamphetamine and lesser amounts of MDMA/Ecstasy and ketamine. Most of the precursor
chemicals for methamphetamine production are smuggled into the Philippines (or illegally diverted
after legal importation) from China, including Hong Kong. Ephedrine also is smuggled from India.
The Philippines is itself a significant market for synthetic drugs and a transshipment point for
further export of methamphetamine to Australia, Canada, Japan, Korea, and the U.S. (including
Guam and Saipan).

Philippine authorities dismantled three clandestine methamphetamine mega-laboratories and one
warehouse in 2006, compared to seven smaller laboratories in 2005. A mega-lab is defined as a
clandestine laboratory capable of producing 1,000 kilograms of illicit drugs, or more, in one
production cycle. Methamphetamine production may be increasing in the Philippines as criminals
seek to avoid stricter chemical controls and increased law enforcement pressure in nearby South
East Asian countries.

The Philippines has over 36,200 kilometers of coastlines and 7,000 islands. Vast stretches of the
Philippine coast are virtually un-patrolled and sparsely inhabited. Traffickers use shipping
containers, fishing boats, and cargo ships (which off-load to smaller boats) to transport multi-
hundred kilogram quantities of methamphetamine and precursor chemicals. Law enforcement
interdiction efforts are hamstrung by deficits in equipment, training, corruption, and intelligence
sharing.

Since 1989, the Philippine government has controlled the importation of ephedrine. Despite these
controls, the widespread availability of methamphetamine—known locally as “shabu”—indicates
that local clandestine laboratory operators are having no apparent problem obtaining ephedrine or
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other necessary precursors. Law enforcement authorities in the Philippines recognize that
clandestine laboratories are extremely active, and that they present a threat to public health and
national security within the Philippines. Aggressive efforts by law enforcement to seize clandestine
methamphetamine labs in and around Manila may have pushed production more into the provinces.
The Philippine government continues to build the capacity of the Philippine Drug Enforcement
Agency (PDEA), established in 2002, and its first 55 agents graduated in early 2007 from the
PDEA Academy.

In addition to methamphetamine, MDMA/Ecstasy is slowly gaining popularity among affluent
members of the Philippine society, and the legal veterinary anesthetic ketamine is converted to the
illicit crystal form from its legal liquid form in the Philippines and exported to other countries in
the region.

Latin America

Bolivia

Because Bolivia does not have a large chemical industry, most of the chemicals required for illicit
drug manufacture come from abroad, either smuggled from neighboring countries or imported and
diverted. In 2007, Bolivian authorities seized 1,435,419liters of liquid precursors and 653 metric
tons of solid precursor chemicals. Bolivia is a party to the 1988 UN Drug Convention, and has the
legal framework for implementing its chemical control provisions. Bolivia participates in chemical
control initiatives such as the multilateral Operation Seis Fronteras, and DEA has a Diversion
Investigator assigned to its La Paz office.

Colombia

Currently, there are approximately 4,500 chemical companies in Colombia authorized to handle
precursor chemicals for legitimate use. Chemical companies must have governmental permission to
import or export specific chemicals and drugs. Pre-notifications to “Fondo Nacional de
Estupefacientes” (National Dangerous Drug Fund, or Colombia’s FDA) are required to export
chemicals from Colombia. No companies in Colombia have governmental authorization to export
ephedrine or pseudoephedrine, key precursors in the production of methamphetamine. However,
Colombian companies can and do import these precursors, which are necessary for the production
of cold medicines and other legitimate products. The Government of Colombia (GOC) controls the
legal importation levels to correspond to legitimate national demand.

Controlled chemicals are camouflaged and clandestinely imported into Colombia with false or
misleading information. In many instances, the alleged importing “company” does not exist, is out
of business, or has no actual involvement in importing the products. Many chemicals also are being
diverted by a small number of corrupt employees at large Colombian chemical companies, whose
management has no knowledge of the illegal activities. Highly desired chemicals, such as
potassium permanganate, are imported into Colombia by taking advantage of the CNP and
Colombian Customs lack of knowledge regarding scientific synonyms for controlled chemicals.

Chemical traffickers and clandestine laboratories also use non-controlled chemicals, such as N-
propyl acetate, to replace controlled chemicals that are difficult to obtain. Since there are no
restrictions on non-controlled chemicals, these are diverted with impunity, and appear in large
quantities at clandestine labs. Chemical traffickers also recycle chemicals in order to decrease their
need to constantly divert precursor chemicals. Along with this practice, traffickers are recycling the
chemical containers, making tracing of origin difficult.
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The seizure and interdiction of precursor chemicals used to produce cocaine and heroin have been
steadily on the rise. In 2007, the GOC seized over 3,000 gallons and 93 metric tons of potassium
permanganate in Medellin, 122,000 gallons of sulfuric acid, and 126,000 gallons of hydrochloric
acid.

Peru

Peru produces some precursor chemicals such as sulfuric acid and calcium oxide that are used for
the processing of coca leaf into cocaine base. Peru is also a major importer of other precursor
chemicals that are used in cocaine production, such as acetone and potassium permanganate. Many
tons of these chemicals are diverted from legitimate channels to clandestine cocaine-production
laboratories. In 2006, the Peruvian National Police (PNP) Chemical Investigations Unit (DICIQ)
initiated Operation Chemical Choke that focused on chemical regulatory audits, interdiction efforts,
and liaison with industry and regulatory agencies. Its objective was to stop the illicit diversion of
acetone, sulfuric acid, and hydrochloric acid. By mid-November 2007, the operation had resulted in
the seizure of approximately 350 metric tons of precursor chemicals destined for cocaine-
production laboratories.

In June 2007, the Peruvian legislature modified the penal code to impose stiffer penalties—10
years instead of 5—and strengthened procedures to ensure proper handling of controlled chemicals.
It also revised the code so that conspiracy laws now include trafficking-in-chemicals. The law
modified the regulations regarding how precursor chemicals are distributed and sold in order to
further define the crime of diverting chemicals for the production of illegal drugs. The PNP
proactively cooperated with neighboring countries and the U.S. to conduct regional chemical
control operations, including Operation Seis Fronteras with Argentina, Bolivia, Brazil, Chile,
Ecuador, Panama, Uruguay and Venezuela. PNP/DICIQ recorded seizures of approximately 125
metric tons of precursor chemicals. Also, the Peruvian government’s 2008 budget includes, for the
first time, funds to be used by different ministries to specifically stop the diversion of precursor
chemicals.
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Methamphetamine Chemicals

The battle against methamphetamine must include a global campaign to prevent the diversion of
precursor chemicals by all producing and transit nations. Though a daunting challenge,
international cooperation has shown promising results. Two international entities have played a
crucial role in this global effort: the United Nations (UN) Commission on Narcotic Drugs (CND)
and the International Narcotics Control Board (INCB). The CND is the central policy-making body
within the United Nations system dealing with drug-related matters. The INCB is an independent,
quasi-judicial body that monitors the implementation of the three United Nations international drug
control conventions.

Building on the passage of a U.S.-sponsored 2006 CND resolution that requested governments to
provide an annual estimate of licit precursor requirements and to track the export and import of
such precursors, the United States in 2007 supported a resolution drafted by the European Union
that strengthened controls on pseudoephedrine derivatives and other precursor alternatives. The
INCB Secretariat’s program to monitor licit shipments of precursor chemicals through its Pre-
Export Notification (PEN) online system was further strengthened by the availability of national
licit estimates. The INCB is using these estimates to evaluate whether a chemical shipment appears
to exceed legitimate commercial needs. Armed with this data, the INCB can work with the relevant
countries to block shipments of chemicals before they are diverted to methamphetamine
production.
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Combat Methamphetamine Epidemic
Act (CMEA) Reporting

Section 722 of the CMEA amends Section 489(a) of the Foreign Assistance Act of 1961 (222 USC
Section 2291h) by requiring the following information to be included in the annual International
Narcotics Control Strategy Report (INCSR):

- The identification of the five countries that exported the largest amounts of pseudoephedrine,
ephedrine and phenylpropanolamine (including the salts, optical isomers, or salts of optical isomers
of such chemicals, and also including any products or substances containing such chemicals)
during the preceding calendar year.

- An identification of the five countries that imported the largest amounts of these chemicals during
the preceding calendar year and that have the highest rate of diversion for use in the illicit
production of methamphetamine (either in that country or in another country). The identification is
to be based on a comparison of legitimate demand for the chemicals as compared to the actual or
estimated amount imported into the country. It also should be based on the best available data and
other information regarding the production of methamphetamine in the countries identified and the
diversion of the chemicals for use in the production of methamphetamine.

- An economic analysis of the total worldwide production of pseudoephedrine, ephedrine, and
phenylpropanolamine as compared to legitimate worldwide demand for the chemicals.

In addition, Section 722 of the CMEA amends Section 490 (a) of the Foreign Assistance Act of
1961 to require that the countries identified as the largest exporters and importers of these
chemicals be certified by the President as fully cooperating with U.S law enforcement or meeting
their responsibilities under international drug control treaties.

The Department of State, in consultation with the Department of Justice, is required to submit to
Congress a comprehensive plan to address the chemical diversion within 180 days in the case of
countries that are not certified.

Section 723 of the CMEA requires the Secretary of State, acting through the Assistant Secretary of
the Bureau of International Narcotics and Law Enforcement, to take such actions as are necessary
to prevent the smuggling of methamphetamine into the United States from Mexico. Section 723
requires annual reports to Congress on its implementation.
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Major Exporters and Importers of
Pseudoephedrine and Ephedrine
(Section 722, CMEA)

This section of the INCSR is in response to the Section 722 requirement for reporting on the five
major importing and exporting countries of the identified chemicals. In meeting these
requirements, the Department of State and DEA considered the chemicals involved and the
available data on their export, import, worldwide production, and the known legitimate demand for
them.

Ephedrine and particularly pseudoephedrine are the much-preferred chemicals for
methamphetamine production. Phenylpropanolamine, a third chemical listed in the CMEA, is not a
methamphetamine precursor, although it can be used as an amphetamine precursor. In 2000, the
FDA issued warnings concerning significant health risks associated with phenylpropanolamine,
and as a result, manufacturers voluntarily removed the chemical from their over-the-counter
medicines. A limited amount is imported for veterinary medicines, but there is little data available
on its production and trade. Since phenylpropanolamine is not a methamphetamine precursor
chemical, and in the absence of useful trade and production data, this section provides information
only on pseudoephedrine and ephedrine.

The Global Trade Atlas (GTA), compiled by Global Trade Information Services, Inc.
(www.gtis.com), provides very complete export and import data on pseudoephedrine and ephedrine
collected from major trading countries; however, the most recent full-year data is from 2006. GTA
data have been used in the following tables. Data on legitimate demand is more complete for 2006
than in any previous year, but it is still not fully sufficient to enable accurate estimates of diversion
percentages based on import data. This is principally due to the fact that there are still countries
which have yet to report their legitimate domestic demand to the INCB. Also, some countries and
regions do not report trade in ephedrine and pseudoephedrine when it is incorporated into a
finished pharmaceutical product, such as a tablet or gel cap, due to concerns that this type of
information infringes on commercially sensitive information. Also, governments may not be able
to ascertain this data if, for example, they do not subject pharmaceutical preparations to national
control, or if a different ministry with different or less stringent means of oversight regulates
preparations versus bulk chemicals. This omits the end products that form a very large share of
legitimate worldwide demand for methamphetamine precursors.

Even in the case of the reporting on licit market requirements for ephedrine and pseudoephedrine,
the governing UN resolutions are not mandatory, but rather urge countries to cooperate by making
available information on domestic demand and trade in pharmaceutical products. The trend in this
direction has been positive; since the passage of the 2006 CND resolution that the U.S.
spearheaded, over 100 countries and jurisdictions have reported import requirements for the bulk
chemicals, ephedrine and pseudoephedrine to the INCB. Before 2006, only a nominal number of
countries did so, and these rare communications were scattered and not provided on any systematic
basis.

While not all economic analyses required by CMEA are possible to prepare because of insufficient
data, more data is available this year than in any previous year. The United States also will
continue to push in both diplomatic and operational forums — in both bilateral and multilateral
settings — to urge countries to provide reporting on their licit domestic requirements for
methamphetamine precursor chemicals to the INCB and work with the INCB and with authorities
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in the reporting countries themselves to secure explanations for any anomalies between reported
imports and reported licit domestic requirements. We also will seek to support efforts to provide
developing countries with the expertise and technical capacities necessary to develop such
commercial estimates, as this requires a regulatory infrastructure that is currently beyond the means
of some governments in question.

This report provides export and import figures for both 2005 and 2006 in ephedrine and
pseudoephedrine to illustrate the wide annual shifts that can occur in some countries, reflecting
such commercial factors as demand, pricing, and inventory buildup. GTA data on U.S. exports and
imports have been included to indicate the importance of the United States in international
pseudoephedrine and ephedrine trading. Complete data on the worldwide production of
pseudoephedrine and ephedrine are not available, because the major producers will not release
them publicly for commercial, proprietary reasons.

The following data are for 2005 and 2006 and provide an indication of the volatility of the trade in
pseudoephedrine and ephedrine. We are using the 2006 data this cycle of review to identify the
major participants in the trade in ephedrine and pseudoephedrine.

Exporters (KGs)

Pseudoephedrine 2006
India 301,068
Germany 229,700
China 50,279
Taiwan 45,830
Switzerland 41,519
Sub-Total 668,396
United States 36,715
All Others 17,224
Total 722,335
Ephedrine 2006
India 185,804
Germany 33,200
Singapore 14,550
United Kingdom 7,300
China 6,152
Sub-Total 247,006
United States 596
All Others 8,132
Total 255,734

Analysis of Export Data: The largest exporters of ephedrine in 2006—India, Germany,
Singapore, the United Kingdom and China—remained unchanged from 2005, though the aggregate
amount of ephedrine exported by these countries declined significantly (16.9 percent). This
decrease was not offset by corresponding increases in smaller producers; the worldwide aggregate
volume of ephedrine exports that was reported to the Global Trade Atlas declined by 14 percent.
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The only countries or territories that reported noticeable increases in ephedrine exports were
Taiwan (up to 2,218 kilos from 20 kilos in 2005) and Canada (1,400 kilos from zero in 2005).
Exports of ephedrine from the United States in 2006 declined dramatically from 2005 (596 kilos,
down from 5,542).

For pseudoephedrine, the aggregate volume of worldwide exports showed a similar decline from
the previous year, by 18.7 percent. As had been the case in 2005, the five most prolific exporters of
pseudoephedrine remained India, Germany, China, Taiwan and Switzerland. Germany’s exports
decreased by some 41 percent in 2006, and fell behind India as the single greatest exporter of
pseudoephedrine. Among countries that exported smaller volumes, only Italy and Spain showed
statistically significant increases in 2006 (1,200 and 1,100 kilos, respectively, up from zero and 100
kilos in 2005). Belgium’s exports dropped from 4,800 kilos in 2005 to 900.

Importers (KGs)

Pseudoephedrine 2006
United Kingdom 140,600
Singapore 45,400
Thailand 43,955
Mexico 43,428
Switzerland 38,891
Sub-Total 312,274
United States 171,195
All Others 306,380
Total 789,849
Ephedrine 2006
South Korea 17,150
Indonesia 15,407
Singapore 12,750
United Kingdom 9,200
France 7,200
Sub-Total 61,707
United States 89,624
All Others 35,394
Totals 186,725

Analysis of Import Data: South Korea, Switzerland and Singapore are important trading countries
that (along with the United Kingdom and France) have pharmaceutical industries that utilize
ephedrine and pseudoephedrine.

Among the top five importers of pseudoephedrine, Mexico’s declining volume was dramatic in
2006—43,428 kilos down from 118,552. As noted previously in this report, Mexico stopped
issuing licenses for imports of ephedrine, pseudoephedrine, and products containing these
chemicals in September 2007. In fact, as with exports of both chemicals, the overall volume of
imports declined significantly in 2006 from 2005; pseudoephedrine imports declined by over 34
percent, and ephedrine by nearly 40 percent. This declining volume could possibly be in response
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to international efforts to promote closer alignment between ephedrine and pseudoephedrine sales
and legitimate commercial requirements. Alternatively, this could be a single-year anomaly due
purely to vagaries of the commercial market. Additional annual reporting will be required to
determine whether this data points to a genuine downward trend in sales or represents a temporary
statistical variance.

The accuracy of this trade data also should be viewed with some caution; clearly, some countries
have less sophisticated infrastructures and methodologies at their disposal than others for
measuring the volume and commodities of legitimate trade. Furthermore, although this data can be
useful for determining overall trends in legitimate trade, it cannot accurately identify trends in
smuggling or diversion involving conscious subterfuge. Particularly in the case of Mexico, where
the government has aggressively cracked down on precursor chemical diversion and limited the
flow of trade in such chemicals, we expect to see increased smuggling of chemical precursors
through Central American countries and across Mexico’s southern border.

Trade data also fails to reflect illicit smuggling that has been detected by law enforcement and
other official reporting in Africa, the Middle East and other parts of Asia. The INCB-led Operation
Crystal Flow, for example, discussed previously in this chapter, facilitated seizures of ephedrine
and pseudoephedrine across Sub-Saharan Africa that could not be accounted for based on officially
available trade statistics. The Democratic Republic of the Congo, for example, has been identified
by U.S. and international law enforcement authorities as a significant transshipment hub for
precursor chemicals, but available trade data is silent on legitimate commercial sales of these
commodities. Similarly, in Burma, there is no available trade data to account for the massive scale
of methamphetamine production occurring within that country.

Other sources of information from the United States, the United Nations and other governments
have indicated that considerable quantities of chemicals are being smuggled across Middle Eastern
and Southeast Asian borders without any corresponding record in official trade data. Iran and
Syria, for example, have reported licit national requirements for pseudoephedrine (40 metric tons
and 50 metric tons, respectively) that would place them among the top five importers worldwide,
but no trade data for pseudoephedrine is available for either country that could be used to verify
whether these volunteered estimates are accurate.

Based on what data is available, it may be possible to speculate that the trade in ephedrine and
pseudoephedrine appears to be diversifying, and is less concentrated along traditional routes in
major trading countries. The estimates that are now being provided to the INCB regarding
legitimate national requirements can provide a useful reality-check to governments to get a better
handle on imports and exports, and we will continue to watch these trends carefully. The United
States will work closely with the INCB and with its international partners to further refine the
methodologies used to determine these estimates and urge for additional voluntary reporting from
states. Many countries, including the United States, have faced challenges in preparing these
estimates. All nations, especially large importers and exporters such as the United States, should
take steps to ensure that these estimates are as accurate and useful as possible.
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Table: Annual Legitimate Requirements Reported by Governments to the
International Narcotics Control Boards (source: INCB)

(status: 18 December 2007)

Country / Tervitory Ephedrine [:f::::ﬂi.l:lllﬁﬁx Pseudoephedrine P";:‘:]I'::E:::I:iur 3,4-MDP-2-P° P2P"
) ) kg ke kg ke kg kg

Afzhamstan
Albania 5
Algeria 17 000
Argzenting 18 S00) 19 000! 1
Australia 30) 6 000 1 77 000
Azerbaijan 20 10
Bangladesh S50 15 305
Barbados 250) 160
Belarus G0 25 1
Belainm 1500 21 000 200
Benin 10)
|Bosuia and Herzegovina G5 58] GO0 50) 50
Botswana 300]
Brazil 2 550 10 000 G 350
Bulzaria 1 800
Cambodia 300 400
Canada 5 000 1 20 000
Chile G615 5333
China 140 000] 110 000
Colombia 400 30 000
Caal Islands 1 1
Costa Rica 25 1450
Cate dlvoire 75
Croatia 100) A00)
Cyprus 100
Crech Republic 20 62 2 TR
Democratic People's Republic of Korea 2 500
Democratic Republic of the Congo 155 S00)
Dominican Republic 200 1 500
Ecuador 320 8 000
Egypt 6 000 30 000
El Salvador 150) 1 000 1
Estonia 6
Falldand Islands (Malvinas) 1 1
Finland 100) 1 000 5
Creoraia 3 2
Germany 4 000 20 000 1 3 000
Ghana 2 D00 700
Greece 100 600
Guinea 36
Guyana 30] 85
Haiti 2500 600
Hong Kone, SAR of China 2115 1 508
Hungary S0 350 2 600
lceland 1
Indiza 477 2 634
Indonesia 14 605 39 635
Iran (Islamic Republic of) 40 000
Irag S0 1 400
Treland 61 1 1 732 1
Israel 43 2 130 1 905
Italy 208 27 489 450
Jamaica 80) 250
Jordan 250 18 000! 15 760
Kazakhstan 332 1
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. - Ephedrine Ephedrine Pseudoephedrine Pseudocphedrine 3.4-NMDP-2-P P.;.Ph
Comntry / Tervitory Ko prepavations ke preparations ko ko
= ke = ke = =
Kvrayzstan 1 O] 120
Latvia 30 S0
|Lebanon 26 1 155 650
Lithuania 2 S00]
Macao, SAR of Ching 1 1
Madagascar 702 150
Malawi 1 000
Malaysia 5 700 37 000
Malra 10 220 1 1
Mauritius 1
Morocco 124 2 500
Mozambique 3
Mvanmar 2
Netherlands 2 000 2 000
New Zealand S( 250
Nicaragua 200
Nigzeria 3 849 5823
Norway 400 1
Pakistan 15 000 10 000
Panama 30 7 000
Papua New Guinea 14
Peru 34 31 6 440 8 983
Plulippines 100 102
Poland 350 3 500
Portuzal 15
Republic of Moldova 1010 25
Rowmania 150 3 100
Saint Helena 1 1
Slovakia 43 1
Slovenia 3 300
Solomon Islands
South Africa 20 00 20 000
Spain 1227 7010 1
Sweden 20 3 2 |
Syrian Arab Republic 1 000 50 000
Mhl:m 38
Thailand 21 36 900
Tristan da Cunha 1
Turkey 2 092 31821 2 000
Uganda 120 120
Unired Arab Emirates 200
United Kingdom 37§ 13 741 39
United Republic of Tanzania 950 500
Venezuela 1 00C 20 000
Yemen 15( 5 000
United States of America 3 500 379 100 31 838
Zambia 5| 10)

Notes: The names of non-metropolitan rerritories and special administrative regions are in iralics.
A blank field signifies that no requirement was indicated or data are not submitted for the substance in question
Quantities reported below | kilogramme have been rounded up and are reflected as 1 ke,
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Argentina

|. Summary

Argentina is a transshipment point for Andean-produced cocaine destined for Europe and for
Colombian heroin destined for the United States. It is also a source country for precursor
chemicals, owing to its advanced chemical production facilities. Seizures of cocaine in 2007 were
on par with levels in 2006, but authorities reported an increase in the number of small labs that
convert cocaine base to cocaine hydrochloride (HCl). Argentina is a party to the 1988 UN Drug
Convention.

Il. Status of Country

Argentina is a transit country for cocaine from Bolivia, Peru and Colombia destined for Europe
and, to a lesser extent, for Colombian heroin en route to the United States. Marijuana is the most
commonly smuggled and consumed drug in Argentina, followed by cocaine (HCI) and inhalants,
respectively. U.S.-Argentine counternarcotics cooperation rests on robust law enforcement
cooperation, which will be further enhanced when the judicial sector completes the transition from
an inquisitorial legal system to an accusatory system. As one of South America’s largest producers
of precursor chemicals it is vulnerable to diversion of these chemicals into the illicit drug
production market. The Government of Argentina (GOA) has introduced modifications to its
chemical control regime to address this vulnerability.

lll. Country Actions Against Drugs in 2007

Policy Initiatives. Argentina is in the process of transitioning from a written, inquisitorial judicial
system to an oral, accusatory system. In 2007, confidence in the legal system remained low
because of excessive delays between arrest and final judicial rulings and the lack of judicial
transparency. The Justice Ministry prepared draft legislation to update the federal criminal code
and the criminal procedure code to address shortcomings and inefficiencies in the investigation and
prosecution of drug trafficking crimes. The legislation was not presented to Congress in 2007. The
Ministry of Interior (MOI) and the Secretariat of Planning for the Prevention of Drug Addiction
and Drug Trafficking (SEDRONAR) share the responsibility for directing Argentina’s
counternarcotics efforts. The Ministry of Interior oversees federal law enforcement agencies (e.g.
operations) and SEDRONAR coordinates federal narcotics policy. The Minister of Interior
instituted steps to improve inter-agency cooperation, including hosting coordination meetings,
creating unified databases and standardizing protocols for conducting drug investigations. He also
instructed the Directorate of Criminal Intelligence (DIC) to develop training and other tools to
establish an undercover narcotics agent program. Two resolutions established an interagency
training unit for the investigation of complex narcotrafficking and organized crimes and created an
operational exchange program between federal and provincial law enforcement agencies. Argentina
passed legislation in 1996 to control chemical substances, and the law was modified in 2005 to
introduce additional controls on, inter alia, precursor chemicals. These modifications resulted in
some improvements, but the law still lacks implementing legislation to impose penalties
commensurate with violations.

Accomplishments. Complete federal statistics on seizures continue to be difficult to obtain
because two agencies, UFIDRO (Prosecutorial Support Unit for the Investigation of Complex
Offenses and Organized Crime) and SEDRONAR maintain different databases. UFIDRO
nominally falls under the control of the Attorney General’s office (Procurador General), but its
activities are financed by the MOI. UFIDRO began collecting seizure data from the federal law
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enforcement agencies and Customs in 2006 while SEDRONAR, which historically compiled
seizure statistics, now only receives seizure data from the provincial police forces. Statistics
through October 2007 show that federal and provincial law enforcement agencies seized nearly 8
metric tons (MT) of cocaine in 2007, 45.6 MT of coca leaf, 74.6 MT of marijuana and 5 kg of
heroin. While these figures represent only ten months of the year, figures for all of 2006 were
similar or higher — 8 MT of cocaine, 49.5 MT of coca leaf, 93.5 MT of marijuana and 50.8 kg of
heroin.

Law Enforcement Efforts. The ongoing transition from the an inquisitorial legal system to an
accusatorial system has caused excessive delays between arrest and final rulings and, as a result,
eroded public confidence. However, important reforms are underway, and a principal one will
place responsibility for investigations with the prosecutors. Under the current system, judges have
the primary responsibility for conducting investigations. Other proposed reforms will allow
prosecutors and judges more leeway in determining which cases to prosecute and will strengthen
the oral trial system. One of the objectives of these reforms is to shorten the preliminary
investigative period (etapa instructoria). A primary impetus in pushing these reforms is to give law
enforcement agencies and the judiciary branch updated legal tools to go after organized trafficking
networks. On several occasions during 2007, the Interior Minister noted publicly that too much
effort and too many resources were used to go after small-scale dealers and users when the primary
should be on the large-scale traffickers. Presidential decrees placed controls on precursor and
essential chemicals, requiring that all manufacturers, importers or exporters, transporters, and
distributors of these chemicals be registered with SEDRONAR. In the first seven months of 2007,
the National Precursor Chemical Registry registered 1,019 new companies, reregistered 3,084
companies and issued 302 export authorizations and 1,349 import authorizations.

Corruption. The GOA is publicly committed to fighting corruption and prosecuting those
implicated in corruption investigations. It is not government policy nor are any senior GOA
officials known to engage in, encourage, or facilitate the illicit production or distribution of
narcotic or psychotropic drugs or other controlled substances or the laundering of proceeds from
illegal drug transactions.

Agreements and Treaties. Argentina is a party to the 1988 UN Drug Convention, the 1971 UN
Convention on Psychotropic Substances, the UN Convention against Transnational Organized
Crime and its three Protocols. and the UN Convention against Corruption. The United States and
Argentina are parties to an extradition treaty that entered into force on June 15, 2000, and a
bilateral mutual legal assistance treaty that entered into force on December 13, 1990. Both of these
agreements are actively used by the United States with the GOA. Argentina has bilateral narcotics
cooperation agreements with many neighboring countries; Spain, the United Kingdom, Germany,
Australia, France, Italy and the Netherlands provide limited training and equipment. In 1990, the
U.S. Customs and Border Protection signed a Customs Mutual Assistance Agreement with the
Government of Argentina. Argentina is also a party to the Inter-American Convention against
Corruption, Inter-American Convention of Mutual Assistance in Criminal Matters, the Inter-
American Convention against Trafficking in Illegal Firearms, and the Inter-American Convention
against Terrorism.

Cultivation/Production. Argentine press reporting indicates that there has been an increase in the
number of small kitchen labs converting cocaine base to HCI or producing cocaine base. Six HC1
labs and two cocaine base labs were seized in the first half of 2007. Small amounts of marijuana
are cultivated, mostly for domestic consumption.

Drug Flow/Transit. Historically, Colombian-produced heroin transiting Argentina is smuggled
aboard commercial flights going directly to the U.S. or through Mexico and across the Southwest
border. However, no seizures were recorded in the first six months of 2007. Colombian cocaine
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HCI entering Argentina is generally destined for international cocaine markets in Europe and the
U.S. Cocaine HCI seizures have risen significantly over the past two years. There is an indigenous
population along the northern border with Bolivia that traditionally consumes coca leaf, however
no maceration pits were found in 2007, and only one was found in 2006. Proceeds from drug
smuggling ventures organized in Argentina are often brought back to the country by couriers in
bulk cash shipments and then wired to the United States for investments or smuggled directly into
the United States. Almost all of the marijuana consumed in Argentina originates in Paraguay, and
is smuggled across the border into the provinces of Misiones and Corrientes where it is then
transported overland to urban centers.

Demand Reduction Programs. The GOA, in collaboration with some private sector entities,
sponsors a variety of print and broadcast information campaigns which have a nationwide reach.
SEDRONAR coordinates the GOA’s demand reduction efforts. Argentina inaugurated its first
National Drug Plan in 2005, and initiated a number of demand reduction programs in 2006 that
continued in 2007. They include a school-based program targeting 10-14 year-olds, a sports-based
prevention program, a community prevention program and one focused on vulnerable populations.
The latter has a specific focus on the use of a cheap cocaine-based drug, “paco,” which is
increasingly prevalent among poorer populations in the northeastern provinces and has caused
devastating health effects on these marginalized sectors and caused an increase in criminal activity.

IV. U.S. Initiatives and Programs

Policy Initiatives. U.S. efforts in Argentina center on four core areas: reducing Argentina’s role as
a transit point for drug trafficking by disrupting and dismantling the major drug trafficking
organizations in the region; promoting regional counternarcotics cooperation with Andean and
Southern Cone nations; maximizing host nation drug enforcement capabilities; and fortifying
bilateral cooperation with host nation law enforcement agencies.

Bilateral Cooperation. The cornerstone of the USG’s law enforcement support, with INL funding
and DEA expertise is the Northern Border Task Force (NBTF), a joint law enforcement group
comprising federal and provincial elements operating in Argentina’s northwestern provinces of
Jujuy and Salta to interdict the drug flow from Colombia, Peru and Bolivia. In 2007, DEA and
GOA law enforcement agencies created the Eastern Border Task Force (EBTF), modeled after the
NBTF and focused on the illicit drug smuggling activities in the tri-border area with Paraguay and
Brazil.

The Drug Enforcement Administration (DEA) works closely with Argentine federal and provincial
law enforcement agencies, prosecutors and judges, and SEDRONAR and UFIDRO to improve
coordination, cooperation, training and exchanges. DEA and the Legal Attache’s office (LEGATT)
are particularly focused on working with prosecutors and judges on improving and updating
investigation and prosecution techniques vis-a-vis narcotics trafficking and other complex crimes.

Argentine law enforcement agencies, with DEA support, continued to participate in Gran Chaco
and Operation Seis Fronteras (Six Frontiers) with counterparts in Bolivia. Mission’s Immigration
and Customs Enforcement office (ICE) participated in “Operation Andes III,” a joint program
sponsored by INTERPOL and the World Customs Organization (WCO) to coordinate the
interdiction of precursor chemicals in South America. Participants included national police and
customs agencies from Argentina, Brazil, Bolivia, Chile, Colombia, Ecuador, French Guyana,
Paraguay, Peru, Uruguay and Venezuela. U.S. Immigration and Customs Enforcement (ICE)
provided advisory support for precursor shipment identification and investigative response.

The U.S. Coast Guard (USCG) provided a number of training opportunities to the Argentina
Prefectura. Mobile training teams conducted two maritime law enforcement courses and one port
physical security course in Argentina during 2007. The Prefectura also sent officers to the USCG’s
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crisis command and control, leadership and international maritime officer courses. Argentina also
stationed an LNO (liaison officer) at JIATF-S to facilitate cooperation.

The Road Ahead. The GOA is seeking congressional approval of reforms to the criminal
procedure code that would streamline and shorten the cases and caseload, greatly enhancing the
government’s ability to prosecute narcotics-related crimes, among others. The GOA is also seeking
to tighten control of precursor chemicals, improve coordination among law enforcement agencies,
integrate databases to enable more thorough investigations, and pursue greater transparency in the
judicial system. The U.S. Mission will continue to make bilateral law enforcement cooperation the
foundation of its efforts, using the Northern Border Task Force (NBTF and the newly established
Eastern Border Task Force (EBTF) as the centerpieces to augment GOA interdiction and
enforcement capabilities. Mission elements will also work to establish and support a new working
group involving the GOA’s Customs and Coast Guard agencies to facilitate greater investigative
cooperation on maritime security. The USG will lend support to ongoing operations at border
areas, including Gran Chaco and Operation Six Frontiers. The Mission is supporting the U.S.
Treasury’s Office of Technical Assistance in developing for 2008 a technical support and training
program for the Argentine Central Bank and government regulatory agencies (including the FIU),
to strengthen Argentina’s anti-money laundering and counterterrorism finance efforts. U.S.
technical support will also continue to foster stronger precursor chemical control and compliance
measures.
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Bolivia

|. Summary

During 2007, Government of Bolivia (GOB) eradicated more than 6,000 hectares, surpassing its
eradication goal of 5,000 hectares, although about 90 percent of eradication took place in the
Cochabamba tropics (Chapare) region. In addition, U.S. Government (USG)-supported Bolivian
counternarcotics units seized 13.8 metric tons (MT) of cocaine base and cocaine hydrochloride
(HCI) and destroyed 3,093 cocaine labs and maceration pits. However, President Evo Morales
continued to promote his policy of “zero cocaine but not zero coca” and pushed for
industrialization of coca. His administration continues to pursue policies that will increase legal
coca cultivation from 12,000 to 20,000 hectares—a change that would violate current Bolivian law
and the 1988 UN Drug Convention, to which Bolivia is a party.

The GOB and European Union (EU) agreed to the terms of reference for the EU funded study to
determine the actual licit demand for coca in Bolivia. The study is scheduled to be concluded in
2009. The GOB provided inadequate support to drug abuse prevention programs despite evidence
of increased drug use in Bolivian society. Demand by farmers for alternative development products
grew: last year, U.S. assistance contributed directly to 11,475 new hectares of alternative crops in
the Chapare and Yungas, helping to expand sustainable legitimate employment and income
opportunities.

Il. Status of Country

Bolivia is the world’s third largest producer of cocaine, accounting for more than 115 metric tons,
according to USG estimates, and is a significant transit zone for Peruvian cocaine. Bolivia also
produces marijuana, primarily for domestic consumption. The majority of cocaine trafficked from
or through Bolivia is destined for Brazil, Chile, Argentina, Paraguay and Europe. From 2003 to
2006, coca cultivation in Bolivia increased from 23,600 to 27,500 hectares, according to the United
Nations Office on Drugs and Crime (UNODC), and as a result, Bolivia’s estimated potential
cocaine production has increased from 100 MT in 2003 to 115 MT in 2006.

lIl. Country Actions Against Drugs in 2007

Policy Initiatives. Bolivia has produced coca leaf for traditional uses for centuries, and currently,
Bolivian law permits up to 12,000 hectares of legal coca cultivation (primarily all in the Yungas) to
supply this licit market. The GOB continues to pursue policies that would increase the legal limit to
20,000 hectares, which would violate Law 1008 and the 1988 UN Drug Convention. Worldwide
licit demand for coca leaf used in commercial flavorings and pharmaceuticals is limited and only
requires the amount of coca that can be grown on approximately 250 hectares (in Peru). The GOB
is pursuing its version of coca reduction through voluntary eradication and social control policies,
rather than forced eradication. According to UNODC estimates, in mid-2006 there were an
estimated 27,500 hectares of coca in Bolivia. The GOB’s plan would allow 7,000 hectares of legal
coca to be grown in the Chapare and 13,000 hectares in the Yungas for a total of 20,000 hectares
nationwide. Since there are, according to UNODC, 19,200 hectares of coca in the Yungas, the
GOB plan would yield a net reduction in this region. Historically, the majority of coca eradication
occurred in the Chapare region. In order to reach the proposed goal of 13,000 hectares in the
Yungas, the GOB would need to substantially increase eradication there. In the first nine months of
2007, 90 percent of eradication occurred in the Chapare, 5 percent in Yapacani, and 5 percent in the
Yungas. With financial assistance from Venezuela, the GOB moved forward with its plan to
industrialize coca for commercial products and began construction of two coca industrialization

107



South America

plants, one in the Chapare and the other in the Yungas. The construction project in the Yungas is
currently at a standstill.

In September 2007, the Vice-Minister of Social Defense and Controlled Substances proposed,
through the Constituent Assembly, to modify the Bolivian constitution to allow for communication
intercepts, improved money laundering legislation, and plea bargaining in criminal cases. All of
these measures, if approved by the Bolivian Congress, would significantly improve the ability of
law enforcement units to investigate and prosecute narcotics, money laundering, terrorism, and
corruption cases in Bolivia. With the current political climate and the difficulties faced in the
Constituent Assembly, the Bolivian Congress has not yet addressed the proposed legislation.

Accomplishments. The GOB surpassed its own coca eradication goal of 5,000 hectares for the
year, having eradicated 6,269 hectares. Coca eradication increased in the Yungas, with 230
hectares were eradicated in Caranavi and La Asunta, and another 311 hectares in Yapacani.

Law Enforcement Efforts. In 2007, through 8,269 operations, the Bolivian Special Counter-
Narcotics Police (FELCN) seized 1,330 MT of illicit coca leaf, 13.8 MT tons of cocaine base and
HCI, 375 MT of marijuana, 1,174,371 liters of liquid precursors and 587 MT of solid precursor
chemicals. It also destroyed 3,087 cocaine base labs, the majority being in the Chapare, and
detained 3,380 suspects. All seizure and interdiction statistics increased in comparison to 2006.
There is little evidence of corruption within the FELCN and allegations of corruption are quickly
investigated by the Office of Professional Responsibility (OPR), a unit of the Bolivian National
Police (BNP). The FELCN is structured to combat all aspects of drug trafficking to include
interdiction of drugs, illicit coca, precursor chemicals, intelligence gathering, money laundering,
and rural operations. They continue to improve their techniques and efforts in all of these areas.
The FELCN focused on higher level violators, which has resulted in more priority target
organizations being investigated with regional partner nations, such as Brazil. Unfortunately, the
legal system is unable to efficiently process the majority of drug cases allowing many criminals to
avoid prosecution.

Corruption. As a matter of policy, the Government of Bolivia does not encourage or facilitate the
illicit production or distribution of narcotic or psychotropic drugs or other controlled substances, or
the laundering of proceeds from illegal drug transactions. The OPR and FELCN investigated
approximately 1,574 allegations of insubordination and other forms of misconduct during fiscal
year 2007, approximately 205 of these cases involved FELCN members. Of these 205 cases
involving the FELCN, none of the respective investigations conducted resulted in findings of
corruption. To date, 1,080 cases went before the Disciplinary Board for review and appropriate
action. In addition to the support and development provided to the OPR, the United States
Government (USG) also supports the Disciplinary Tribunals, and the

Agreements and Treaties. Bolivia is a party to the 1988 UN Drug Convention, the 1961 UN
Single Convention as amended by the 1972 Protocol, and the 1971 UN Convention on
Psychotropic Substances. Bolivia is a party to the UN Convention against Transnational Crime, the
UN Convention against Corruption, and the Inter-American Convention against Corruption.
Nevertheless, Bolivia is lacking many of the laws and enforcement mechanisms needed to fully
implement these agreements. Bolivia has signed, but has not yet ratified the Inter-American
Convention on Extradition. Bolivia is not a party to the Inter-American Convention on Mutual
Assistance in Criminal Matters.

Extradition. The GOB and the United States Government signed a bilateral extradition treaty in
1995, which entered into force in 1996. The treaty permits the extradition of nationals for most
serious offenses, including drug trafficking. No extraditions were sought by the U.S. from Bolivia
in 2007.
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Cultivation/Production. According to UNODC estimates, as of mid-2006, countrywide
cultivation appears to have increased, with total cultivation of 19,200 hectares for the Yungas, and
cultivation in the Chapare estimated at 8,300 hectares. In 2007, the GOB continued eradication of
coca cultivation in the Chapare (including the national parks), as well as in minor areas of new
cultivation in the Department of Santa Cruz (Yapacani). GOB interdiction results, up 238 percent
in 2007 from 2006, also suggest a rise in marijuana production, likely for internal consumption.

Drug Flow/Transit. The United States is not a primary destination for Bolivian cocaine. Cocaine
transiting and produced within Bolivia is primarily destined for Brazil, Argentina, Chile, Paraguay,
and Europe (especially Spain). Significant quantities of cocaine from Peru transits Bolivia enroute
to Brazil, Chile, Argentina and Paraguay. Drug traffickers continue to seek new routes and methods
to escape the pressure exerted by FELCN and continue to alter their methods. For instance, after
Spain enacted a visa requirement for Bolivian citizens the number of human couriers who swallow
drugs arrested went down while seizures of cocaine sent through the mail went up.

Alternative Development (AD). The U.S. Government’s Integrated Alternative Development
(IAD) program, implemented by the United States Agency for International Development
(USAID), is a key element in advancing bilateral counternarcotics objectives. Support is provided
to help diversify the economies of Bolivia’s coca growing regions, reduce communities’
dependency on coca, and to strategically support the Government of Bolivia’s voluntary
eradication program. Alternative Development assistance helps strengthen the competitiveness of
Bolivia’s agricultural products (e.g., coffee, bananas, pineapples, cocoa, and palm hearts) in
national and world markets, improve basic social conditions (e.g., access to clean water), improve
rural road infrastructure and access to markets, and expand justice services in the Yungas and
Chapare coca growing regions.

Despite challenges in transitioning to a new policy environment, bilateral cooperation in IAD
remains strong. In the early part of 2007, the U.S. Mission, in consultation with Government of
Bolivia counterparts, adjusted its IAD program to more strategically support the GOB’s net coca
rationalization strategy and diversified development with declining budget resources. Relatively
more resources will be devoted to the Yungas, an under-developed coca growing region where the
Government plans to carry out more rationalization in the next several years. Assistance to the
Chapare will continue to decline, but support will be provided to consolidate gains and establish
sustainable market linkages for alternative development products.

There was a slow start in implementing alternative development projects in the first part of the year
due to the need to clarify and adjust to changing Bolivian CN policies, but demand by farmers to
cultivate alternative crops grew in 2007. USG assistance directly supported the cultivation of
11,475 new hectares of crops such as bananas, cocoa, and palm hearts. In the first 9 months of FY
2007, the annual value of USAID-promoted exports reached almost $26 million. Assistance to farm
communities and businesses helped generate 3,700 new jobs and new sales of AD products of
$16.5 million (a 45 percent increase over 2006). In FY 2007, 12,671 families benefited directly
from U.S. assistance. Nearly 550 kilometers of roads were maintained or improved and 17 bridges
constructed in the two regions where IAD programs are undertaken. In addition, USAID’s support
helped the Government register 92,318 hectares of land in the Chapare in preparation for its titling,
thus strengthening land ownership rights and encouraging further farmer investments in alternative
development products.

Domestic Programs (Demand Reduction). According to a 2007 UNODC report, drug
consumption has increased in Bolivia in recent years. In 2007, the GOB undertook, with USG
assistance, efforts to combat documented increases in drug consumption. This included an
expansion of the Drug Abuse Resistance Education (D.A.R.E.) program and implementation of a
Drug Demand Reduction Decentralization Project in 20 municipalities which worked to coordinate
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demand reduction programs at a local level, and a project on accreditation of rehabilitation centers.
The D.A.R.E program reached 28,000 students, short of its 40,000 student goal due to social
problems and the transferring of DARE instructors during the school year. In cooperation with non-
governmental organizations (NGOs), the USG supported the second phase of a master’s degree
program in drug abuse prevention and rehabilitation for 32 students; implemented a community
based drug abuse prevention program reaching 30,000 people, and released a study on prevalence
and characteristics of drug use in Bolivian jails. In 2007, most USG supported demand reduction
efforts were coordinated with local municipalities and departmental governments. At the national
level it has been much more difficult to achieve results, because some Bolivian officials deny the
drug consumption problem inside of Bolivia while at the same time promoting the supposed
benefits of coca leaf consumption

IV. U.S. Policy Initiatives and Programs

Policy Initiatives. The USG supports programs that enhance the capabilities of the GOB to reduce
coca cultivation; arrest and bring drug traffickers to justice; promote licit economic development to
provide viable options to cultivating coca, disrupt the production of cocaine within Bolivia;
interdict and destroy illicit drugs and precursor chemicals moving within and through the country
via operational task forces; reduce and combat domestic abuse of cocaine and other illicit drugs;
institutionalize a professional law enforcement system; and improve the awareness of the Bolivian
population regarding the dangers of illicit drugs. The USG also trains BNP in modern investigative
techniques to curb money laundering and terrorism financing.

The USG supports institution building and development of both the Bolivian National Police
(BNP) forces and counternarcotics prosecutors under a dynamic law enforcement training and
development program (LEDP). In the last year, fifty-six courses were provided to the BNP and the
prosecutors, resulting in the training of 2,351 personnel. Individuals received training in the
following areas; basic and advanced criminal investigative techniques, drug investigations,
advanced interview techniques, trafficking in persons, human rights issues and integrity
investigations under the GOB’s Office of Professional Responsibility. Also, 16 BNP officers
received basic and advanced polygraph examiner training in addition to receiving certification by
the United States. These certified officers are the framework for the BNP polygraph unit and are
responsible for administering polygraph examinations to all OPR Investigators and
counternarcotics prosecutors. The USG plans to continue enhancing the knowledge of the
prosecutors, and is implementing a nationwide prosecutors program in 2008 to increase the
capability of the GOB to identify, investigate and prosecute violations of controlled substances,
transnational crime, human rights issues, and corruption.

Bilateral Cooperation. Bolivian and U.S. officials meet regularly to coordinate policy, implement
programs/operations, and resolve issues. The State Department’s Bureau for International
Narcotics and Law Enforcement Affairs (INL) principally supports and assists Bolivian interdiction
and eradication forces. DEA provides direct operational advisory, liaison, intelligence and funding
support to the FELCN’s mission, and USAID is a significant supporter of GOB efforts on
alternative development. DEA and the U.S. Embassy’s Narcotics Affairs Section continue to
implement CN programs and interact with their Bolivian counterparts despite President Morales’
threats to discontinue USG-funded CN assistance.

Road Ahead. The GOB needs to expand eradication in the Yungas and enhance its efforts to
interdict illegal drugs and precursors throughout Bolivia. The USG will also encourage the GOB to
exert tighter control over the licit coca market and to increase cooperation with neighboring
countries in counternarcotics efforts. In 2008, the USG will look to the GOB to continue
eradication, of coca at the highest rate possible, and control new plantings in both the Chapare and
the Yungas. The GOB should continue interdiction operations to seize cocaine products, implement
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stronger precursor and essential chemical control measures, and destroy drug labs and maceration
pits, particularly in the Chapare and the Yungas. Other efforts should include, but are not limited
to, fully implementing GOB commitments under international conventions; ensuring that full and
fair investigations are conducted into credible allegations of human rights abuses by military
personnel, with prosecution when appropriate; full and fair investigation and prosecution of corrupt
government officials; and passage and vigorous implementation of anti-corruption and anti-money
laundering laws, and legislation authorizing wiretapping.
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V. Statistical Table
Bolivia Statistics (1997-2007)

2007 2006+ 2005 2004 2003 2002 2001 2000 1999 1998 1997
Coca
Net Cultivation' -
(ha) 25800 | 26,500 | 24,600 | 23200 | 24,400 19,900 19,600 | 21,800 | 38,000 | 45,800
Eradication (ha) 6,269 5,070 6,073 8437 | 10,000 | 11,839 9,435 7953 | 16999 | 11,621 7,026
Leaf: Potential -
Harvest? (MT) 37,000 | 36,000 | 37,000 | 33,000 | 35000 | 32,000 . . . .
skk
HCI: Potential -
(MT) #++ 115 115 115 100 110 100 y . . .
Seizures**
Coca Leaf (MT) 1,330 1,344 887.4 395.0 152.0 101.8 66.0 519 56.0 93.7 50.6
Coca Paste (MT) h - - - - - - - - - 0.008
Cocaine Base
MT) 11.4 12.7 10.2 8.2 6.4 4.7 4.0 45 55 6.2 6.6
Cocaine HC1
M) 2.4 1.3 1.3 0.5 6.5 0.4 0.5 0.7 1.4 3.1 3.8
Combined HCI &
Base (MT) 13.8 14 115 8.7 12.9 5.1 45 53 6.9 93 104
Agua Rica’ (ltrs) - - . . . | 20240 | 15920 | 30,120 | 44,560 1,149
‘:“em/ Detention 3,380 4,503 4376 4,138 3,902 3,229 2,948 3414 3,503 407 3,428
Labs Destroyed
Cocaine HCI 6 3 3 4 2 2 1 2 1 1 1
Base 3,087 4,070 2,619 2,254 1,769 1,285 877 620 893 1,205 1,022

* The USG was unable to provide an estimate for the net coca cultivation in time for this report. UNODC Coca Cultivation Survey, June 2007 is used in the

chart for 2006 net coca cultivation estimate. Prior years in the chart are based on CNC estimates. UNODC estimates are used in the text.

**As of 09/30/07

***Due to recent revision of the USG’s cocaine production estimates for Bolivia, one cannot accurately compare 1996-2000 with future years.

"The reported leaf-to-HCI conversion ratio is estimated to be 370 kilograms of leaf to one kilograms of cocaine HCI in the Chapare. In the Yungas, the
reported ratio is 315:1.

*Most coca processors have eliminated the coca paste step in production.

°Agua Rica (AR) is a suspension of cocaine base in a weak acid solution. AR seizures first occurred in late 1991. According to DEA, 37 liters of AR equal
one kilograms of cocaine base.
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Brazil

l. Summary

Brazil is a major transit country for illicit drugs. The Brazilian domestic drug market consumes
mostly Bolivian cocaine, which is also shipped to Europe and, to a lesser extent, the United States.
Brazil has improved cooperation with its neighbors in an effort to control its expansive border
areas, particularly in the remote and porous tri-border region with Paraguay and Argentina. In
2007, the Government of Brazil (GOB) made advances in its drug enforcement and prevention
programs, including numerous seizures of illicit narcotics and weapons and the arrest of a major
Colombian drug trafficker.

The Brazilian Federal Police (DPF), which is under the Ministry of Justice, placed a higher priority
in 2007 on enhancing its interdiction capabilities at major sea and airports and along the Bolivian
border where seizures of low-purity cocaine increased. Brazil is a party to the 1988 UN Drug
Trafficking Convention.

Il. Status of Country

Brazil is a major transit country for cocaine base and cocaine hydrochloride (HCI) moving from
Andean source countries to Europe and the Middle East as well as for smaller amounts of heroin. It
also has a sizeable domestic demand for these and other drugs which feed the increasingly critical
urban crime wave in Brazil’s two largest cities, Sao Paulo and Rio de Janeiro. Marijuana and low-
quality cocaine are preferred, and they fuel the powerful and heavily armed organized drugs gangs
that are involved in narcotics-related arms trafficking.

lIl. Country Actions Against Drugs in 2007

Policy Initiatives. The National Anti-Drug Policy directs the GOB’s counternarcotics strategy,
which was last updated in late 2005. The GOB anti-money laundering legislation, drafted in 2005,
still had not been presented to Congress by the end of 2007. However, the GOB established
systems for identifying, tracing, freezing, seizing, and forfeiting narcotics-related assets in 2007.
The Brazilian Government’s interagency Financial Crimes Investigations Unit (COAF) and the
Ministry of Justice manage these systems jointly. The police and the customs and revenue services
possess the powers and resources to trace and seize assets, but the GOB still has not implemented a
computerized registry of all seized assets to improve tracking and disbursal. The judicial system
has the authority to forfeit seized assets, and Brazilian law permits the sharing of forfeited assets
with other countries.

Brazil is the fifth largest country in the world and borders all the countries of South America except
Chile and Ecuador. Narcotics traffickers exploit Brazil’s heavily transited and porous border
crossings where Brazilian law enforcement agencies only have a minimal presence. To combat
trans-border trafficking organizations, Brazil cooperates with neighboring countries through joint
intelligence centers (JIC) in strategic border towns. Analysis Services for Police Data and
Intelligence Centers (SADIP Centers), formerly known as regional Intelligence Centers, are
strategically-located facilities for representatives of federal police from South American countries
to collect, analyze and disseminate drug intelligence with one another to interdict drugs that move
through the tri-border region, particularly at Iguazu Falls, Assis and Tabatinga. The physical
structures of the centers are in place and Assis became fully operational in 2007. Brazil signed a
memorandum of understanding in March 2007 to expand the regional Officer Exchange Program,
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which now includes Argentina, Bolivia, Chile, Peru, and Paraguay. This cooperative exchange
allows police officers in these countries to share real-time intelligence and improve their
professional working relationships.

Accomplishments. In 2007, Brazil made numerous seizures of illicit narcotics and weapons and
arrested a major drug trafficker. The Brazilian Federal Police (DPF) seized 13.1 metric tons (MT)
of cocaine HCI, 916 kg of cocaine base, 488 kg of crack, 153.1 MT of marijuana, and 16 kg of
heroin. In one notable example, U.S.-Brazilian cooperation helped bring about the capture in Sao
Paulo of Juan Carlos Ramirez-Abadia, a notorious Colombian drug cartel leader whose multi-
billion dollar drug and money laundering ring stretches from the United States to Europe. Several
million dollars’ worth of assets were seized in the raid. In 2007, the GOB also broke up Mexican
and Colombian groups involved in sending heroin to the United States and began targeting groups
that sell prescription drugs illegally via the Internet.

Only the Brazilian Federal Police (DPF), not local police forces, report seizures. The DPF
estimates they record approximately 75 percent of seizures; thus statistics are incomplete. The DPF
indicted 4,069 people on drug-related charges in 2007. Facilitated by existing law, many assets,
particularly motor vehicles, are seized during narcotics raids and put into immediate use by the
Federal Police under a March 1999 Executive Decree. Other assets are auctioned and proceeds
distributed, based on court decisions. Federal Police records show that the GOB seized one
airplane, 11,923 motor vehicles, 237 motorcycles, 8 boats, 379 firearms, and 1,865 cell phones in
2007.

Law Enforcement Efforts. In September 2007, the Brazilian Federal Police’s (DPF) new
leadership resulted in several senior executive personnel changes that appear to favor increased law
enforcement cooperation with the United States and other international partners. However, the
DPF’s 11,000-member force is woefully understaffed and lacks resources to meet the challenges
before it. Poor coordination and cooperation between the DPF and state police forces further
complicate efforts to target and dismantle major trafficking operations inside the country.

The DPF continued to play a major role in an operation to disrupt the illegal flow of precursor
chemicals in the region. Additionally, the GOB continued to support an operation with Brazilian
and Paraguayan counternarcotics interdiction forces in the Paraguayan-Brazilian border area and
another operation which successfully targeted a Colombian drug trafficking operation tied to the
Revolutionary Armed Forces of Colombia (FARC). In February 2007, after a six-month
investigation, Brazilian State Police dismantled an ecstasy lab—believed to be the first in Brazil—
in the state of Goias, and seized approximately 30,000 tablets estimated to be worth $450,000. The
successes of these and other GOB-led law enforcement operations were supported by Sensitive
Investigative Units (SIU) located in the major cities and which receive funding and technical
assistance through the U.S.-GOB bilateral narcotics assistance agreement.

Corruption. As a matter of government policy, the Government of Brazil does not condone,
encourage, or facilitate production, shipment, or distribution of illicit drugs or the laundering of
drug money. However, official corruption is a problem and is a high priority for Brazilian law
enforcement. The DPF has carried out a number of high-profile investigations of public officials
and state police involved in money laundering and/or narcotics trafficking. In September 2007, the
DPF arrested 52 Military Police officers from a single battalion in Rio de Janeiro after a 7-month
investigation into their involvement in a police corruption ring in which they were on the payroll of
drug traffickers.

Agreements and Treaties. Brazil is a party to the 1988 UN Drug Trafficking Convention, the
1971 Convention on Psychotropic Substances, the UN Convention against Transnational Organized
Crime and its three protocols, and the UN Convention against Corruption. Brazil is also a party to
the Inter-American Convention against Corruption, the Inter-American Convention on Mutual
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Assistance in Criminal Matters, the Inter-American Convention against Terrorism, and the Inter-
American Convention against Trafficking in Illegal Firearms. Bilateral agreements based on the
1988 Convention form the basis for counternarcotics cooperation between the United States and
Brazil. The United States and Brazil are parties to a bilateral Mutual Legal Assistance treaty that
entered into force in 2001 and is actively used. In 2002, U.S. Customs and Border Protection
signed a Customs Mutual Assistance Agreement with the GOB that provides a mechanism for the
exchange of information to prevent, investigate and redress any offense against the customs laws of
the United States or Brazil. Brazil also has a number of narcotics control agreements with its South
American neighbors, several European countries and South Africa. These agreements have given
rise to further cooperation, such as the ongoing “Operation Seis Fronteras” (Six Borders) which,
has strengthened relations between the various law enforcement agencies. Brazil cooperates
bilaterally with other countries and participates in the UN Drug Control Program (UNDCP) and the
Organization of American States/Anti-Drug Abuse Control Commission (OAS/CICAD).

Extradition. The Brazilian constitution prohibits the extradition of natural-born Brazilian citizens,
but it does allow for the extradition of naturalized Brazilian citizens for any crime committed prior
to naturalization. The constitution also allows for the extradition of naturalized Brazilian citizens
specifically for narcotics-related crimes committed after naturalization. However, to date none has
been carried out under this provision because the Brazilian Congress has failed to pass
implementing legislation. Brazil cooperates with other countries in the extradition of non-Brazilian
nationals accused of narcotics-related crimes. There is an extant bilateral extradition treaty between
the U.S. and Brazil which entered into force in 1964. Although several requests were made to
Brazil in 2007 and are in progress, no extraditions to the United States took place in 2007.

Hlicit Cultivation/Production. Brazil produces some cannabis in the northeast region of the
country, primarily for domestic consumption.

Drug Flow/Transit. Brazil is a major drug transit country for cocaine from Bolivia that is almost
exclusively destined for the domestic Brazilian market. Higher quality Colombian cocaine is
shipped to Europe and, to a lesser extent, the U.S. Marijuana from Paraguay is largely consumed
domestically in Brazil. Cocaine continues to be smuggled into Brazil via its many rivers and along
its vast and poorly-monitored border. Cocaine is shipped out of Brazil primarily from ports in the
northeast. Organized groups based in Sao Paulo and Rio de Janeiro, which arrange through
contacts at the border for the transport of contraband by international couriers (mules) aboard trans-
Atlantic flights, are increasingly sending their shipments to Africa. The drugs are purchased from
criminal organizations that operate outside of Brazil. Organized groups and gangs within Brazil
employ domestic networks operating in major urban areas of the country to sell narcotics and use
the profits to purchase weapons and increase their control over the slums (favelas) of Rio de
Janeiro and Sao Paulo. Brazil introduced a lethal-force air interdiction program in 2004 but to date
has not shot down any aircraft. Although the air interdiction program has helped reduce the number
of long flights over Brazilian territory, traffickers still make the short flight over Brazil en route to
Venezuela and Suriname.

Brazil is a growing consumer market for amphetamines and ecstasy and other synthetic drugs. In
conjunction with Operation Topaz, the DPF agreed to work with the USG to perform a study on
their use within Brazil and the exportation of acetic anhydride from Brazil. The Federal Police
makes records relating to chemical transactions available to USG law enforcement officials when
requested.

Demand Reduction. The National Anti-Drug Secretariat (SENAD) has responsibility for demand
reduction and treatment programs. SENAD also supports drug councils that are located in each of
the state capitals and which coordinate treatment and demand reduction programs. USG-supported
programs include a nationwide toll-free number for drug-abuse counseling, a nationwide DARE
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program (Brazil has the largest DARE program outside of the United States), and a national
household survey of drug use among teens. In early 2007, SENAD released the results of the 2005-
2006 national household drug consumption survey, partially funded by the USG, which indicated
that that since the last survey was done in 2001, marijuana consumption had increased from 6.9
percent to 8.8 percent and cocaine consumption had increased from 2.3 percent to 2.9 percent.

IV. U.S. Policy Initiatives

Policy Initiatives. U.S. counternarcotics policy in Brazil continues to focus on identifying and
dismantling international narcotics trafficking organizations, reducing money laundering, and
increasing awareness of the dangers of drug abuse and drug trafficking and related issues, such as
organized crime and arms trafficking. Key goals include assisting Brazil’s development of a strong
legal structure for narcotics and money laundering control and enhancing law enforcement
cooperation.

Bilateral Cooperation. U.S.-Brazilian bilateral programs continue to give emphasis to establishing
intelligence-driven operations such as the joint intelligence centers (JIC) located in Tabatinga and
on the Bolivian border and training courses in airport interdiction and container security.

In 2007, the USG provided support for the GOB’s participation in “Operation Alianza” (Brazil,
Paraguay) that involved marijuana eradication/interdiction, and “Operation Seis Fronteras.” The
USG continued to provide training to combat money laundering, enhance airport interdiction and
community policing efforts, strengthen container security activities and port state control of
vessels, support counternarcotics SWAT operations and maritime law enforcement actions,
improve crisis command and control coordination and expand demand reduction programs.
Support to and cooperation with Sensitive Investigative Units (SIU) remains a priority of USG-
GOB bilateral cooperation. Several Brazilian law enforcement officers attended training programs
in the United States, including money laundering prevention seminars and courses sponsored at the
Federal Bureau of Investigation (FBI) training academy. Seminars and courses for state police
representatives also assisted the Brazilian authorities with security preparations for the 2007 Pan
American Games. The GOB and USG agreed to expand the Container Security Initiative in Santos
to secure more containerized cargo going to the United States. In the latter part of 2007, a Resident
Legal Advisor (RLA) position was filled in December to provide technical assistance to the GOB
on drug-fueled urban crime problems (particularly gangs).

The Road Ahead. Despite continued increasing cooperation with its neighbors, Brazil’s expansive
territory and borders make effective border control and enforcement in the vast Amazonian region
a serious challenge. Seizure and arrest statistics show 2007 to have been a productive year for
Brazilian Federal Police in their fight against drug trafficking organizations. To build on this
success, the GOB should give priority to augmenting Brazilian law enforcement presence at key
border sites, and cooperation and coordination between the DPF and State police forces must be
fostered. In early 2007, the USG conducted a comprehensive review of USG counternarcotics and
law enforcement assistance to Brazil to ensure the priorities of both countries are being properly
addressed. The GOB and USG subsequently agreed to implement programs designed to control the
movement of drugs, illegal currency, and other narcotics-related contraband through Brazil’s
seaports and major airports. We foresee positive results in 2008 if Brazil continues its active
cooperation in SIU-generated bilateral and regional operations, prioritizes the implementation of a
strategy for combating money laundering and fosters closer working relationships among federal,
state and local law enforcement institutions.
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Chile

|. Summary

Chile’s long difficult-to-monitor borders with Peru, Bolivia and Argentina make it an appealing
transit country for cocaine shipments destined for the U.S. and Europe. Chile has a domestic
cocaine and marijuana consumption problem, and use of the amphetamine-type drug ecstasy is
increasingly popular. Chile is also a source of precursor chemicals for use in cocaine processing in
Peru and Bolivia. Chile is a party to the 1988 UN Drug Convention.

Il. Status of Country

Chile is a transshipment country for cocaine from the Andean region enroute to the U.S. and
Europe. Cocaine hydrochloride (HCI) consumption has increased domestically, although abuse of
cocaine base is more prevalent. Chile ranks second in cocaine consumption and first in marijuana
consumption among South American countries, according to the United Nation’s 2007 World Drug
Report. Some marijuana is cultivated in Chile, including a recently discovered highly potent strain
of marijuana, but most is imported from Paraguay for use by Chilean teenagers and young adults
from the upper and upper-middle classes.

lll. Country Actions Against Drugs in 2007

Policy Initiatives. In 2007, Chile’s National Drug Control Commission (CONACE) undertook an
evaluation of its 2003-2008 National Drug Prevention and Control Strategy to determine its
effectiveness thus far and next steps towards drafting the post 2008 strategy. CONACE is also
continued its informal drug court pilot program, similar to U.S. drug courts, in Valparaiso and
Santiago.

In June 2007, Chile inaugurated a juvenile criminal justice system to address the issue of minors
with drug addictions who commit crimes. Under the new system, CONACE must provide 900 slots
in rehabilitation centers for young offenders (post-conviction or as part of ‘“conditional
suspension”) to receive treatment while, or instead of, serving their sentence.

Feedback in 2007 regarding Chile’s newly instituted adversarial judicial system, which is based on
oral trials, suggests that there is greater public trust in the new system, and faster resolution of
cases. Challenges of training judges, prosecutors and law enforcement officials on evidence
collection and analysis, law enforcement techniques such as undercover operations, courtroom
presentation methods, and court administration procedures remained.

Accomplishments. In 2007, Chilean authorities seized approximately 3.4 metric tons (MT) of
cocaine HCL; 5.4 MT of cocaine pasta base; 5.6 MT of marijuana; 134,297 individual marijuana
plants; 8.16 kg of heroin; 118,647 units of illegal pharmaceutical drugs; 3,794 units of ecstasy; and
64 dosage units of LSD — an increase in all categories over 2006 levels. The largest, single cocaine
seizure in 2007 was 454 kilograms.

Law Enforcement Efforts. The Carabineros de Chile and the Policia de Investigaciones (PICH)
are widely considered competent and professional law enforcement organizations. In 2007, they
cooperated to undertake proactive enforcement initiatives to address domestic distribution sources
of cocaine, marijuana, and ecstasy, including purchasing fixed-wing aircraft to combat drug
trafficking along the northern border.

The Arica-based narcotics task force, comprised of members of the PICH, Chile’s Customs
Service, DIRECTEMAR (Coast Guard branch of Chilean Navy) and the Gendarmaria de Chile
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(Bureau of Prisons) became fully operational in 2007 and is helping develop and share intelligence
on drug trafficking groups attempting to transship cocaine from Bolivia and Peru via Chile’s
northern maritime ports.

Corruption. As a matter of policy, no senior GOC official or the GOC, encourages or facilitates
the illicit production or distribution of narcotic or psychotropic drugs or other controlled
substances, or the laundering of proceeds from illegal drug transactions. Narcotics-related
corruption among police officers and other government officials is not considered a major problem
in Chile, and no current Chilean senior officials have been accused of or engaged in such activities.
In cases where police are discovered to be involved in drug trafficking, or in protecting traffickers,
simultaneous termination and initiation of an investigation are immediate. In its 2007 Annual
Corruption Perception Index Survey, Chile was ranked the least corrupt country in Latin America
by Transparency International and ranked behind only Canada and the United States as the third
least corrupt country in the Americas.

Agreements and Treaties. Chile is a party to the 1961 UN Single Convention as amended by the
1972 Protocol, the 1971 UN Convention on Psychotropic Substances and the 1988 UN Drug
Convention. Chile is also a party to the UN Convention against Transnational Organized Crime and
its protocols against trafficking in person and migrant smuggling, and the UN Convention Against
Corruption. The 1900 U.S.-Chile Extradition Treaty is currently in force. (Note: This was signed in
1900 and entered into force in 1902.) In October 2007, a USG and Chilean delegation met to
negotiate a new treaty and will continue to develop a final text for 2008. While the U.S. and Chile
do not have a bilateral mutual legal assistance treaty (MLAT), both countries are parties to the
Organization of American States’ 1992 Inter-American Convention on Mutual Assistance in
Criminal Matters, which facilitates mutual legal assistance.

Cultivation/Production. Chile produces a small amount of marijuana that is consumed
domestically. Local authorities detected a rise in locally cultivated (indoor/outdoor) marijuana in
2007, and have seized increased quantities in Valparaiso and the central regions.

Drug Flow/Transit. Narcotics transit Chile overland from Peru, Bolivia and Argentina, and are
sent to the U.S. and Europe via maritime routes. Cocaine traffickers have begun to move Peruvian
cocaine to Bolivia and then into Chile to avoid the Peru/Chile border. Recent seizures provide
evidence that Colombian drug trafficking organizations are also utilizing overland transportation
routes to ship their cocaine through Chile. Though much of Bolivia’s cocaine is shipped to Brazil, a
smaller amount is smuggled into Chile. The treaty signed after the War of the Pacific hampers
efforts to intercept illegal narcotics by allowing cargo originating in Peru and Bolivia to pass
through Chile and out of the ports in Arica, Iquique, and Antofagasta without Chilean inspection.

Domestic Programs/Demand Reduction. Recognizing the need to increase drug prevention
programs in private schools and universities, beginning in July 2007, the GOC included coverage
for drug and alcohol rehabilitation programs for youth in the National Healthcare System.
Additionally, CONACE runs a variety of community, family and youth programs, including
prevention-oriented artistic programs, sports programs, youth employment programs, and programs
using the internet, such as an “on-line brigade” against the use of drugs.

IV. U.S. Policy Initiatives and Programs

Policy Initiatives. U.S. support to Chile in 2007 focused on four priority areas: 1) training for
prosecutors, police, judges, and public defenders in their roles in the new criminal justice system;
2) enhanced police investigation capabilities; 3) police intelligence-gathering capability; and; 4)
combating money laundering; and maritime law enforcement and port security training to
DIRECTEMAR.
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Bilateral Cooperation. USG initiatives in 2007 included: an International Visitor Program for a
Chilean drug prosecutor; money laundering training for 25 police officers, prosecutors, Chile’s
Financial Intelligence Unit, and other agencies; a seminar for 15 police officers on the use of
computers to detect and investigate drug trafficking; and technical assistance in community
policing and identifying patterns behind crimes; and maritime law enforcement and port security
training to DIRECTEMAR.

DEA offices in Santiago, La Paz, Lima, Buenos Aires and Asuncion continued to support an
Officer Exchange Program among their respective host nation counterparts in 2007. Additionally,
in October, DEA conducted training for PICH anti-narcotics investigators, CONACE, and
prosecutors. The training was designed to promote awareness of current issues in drug abuse,
narcotics trafficking and money laundering in the region. DEA agents in Chile and Bolivia also
conducted a one-week Police Tactics course in Arica in October 2007.

The Road Ahead. In 2008, the USG plans to continue support for Chilean efforts to combat
narcotics-related problems and will continue to emphasize the importance of interagency
cooperation to better confront drug trafficking in Chile, including support to the Northern Border
Task Force. The GOC plans to continue building the capacity of its law enforcement units and
criminal justice system to prosecute transnational crimes. The GOC also plans to carry out its new
security strategy, which will promote greater law enforcement agency collaboration and
cooperation. The USG plans to support these efforts with training for police and prosecutors on
undercover operations, surveillance, and continued tactical training. Additionally, there are long-
term plans to conduct additional training in money laundering for police, prosecutors and judges.
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Colombia

|. Summary

The Government of the Republic of Colombia (GOC) is committed to fighting the production and
trafficking of illicit drugs, yet Colombia remains a major drug producing country. In 2007, the
GOC continued its aggressive interdiction and eradication programs, seizing over 126 metric tons
(MT) of cocaine and cocaine base, and maintained its strong record of extraditing persons charged
with crimes in the U.S. Almost 220,000 hectares of illicit coca crops were eradicated, over 153,000
hectares by the Colombian National Police (CNP) Anti-Narcotics Directorate (DIRAN), and over
66,000 hectares by manual eradication efforts. Colombia is a party to the 1988 UN Drug
Convention.

Il. Status of Country

Colombia is the principal supplier of cocaine to the world, with the majority going to the U.S, but a
growing percentage now destined for Europe and Brazil. Almost 90 percent of the cocaine entering
the U.S. comes from Colombia’s coca fields, and the country remains the primary source of heroin
used east of the Mississippi River. Colombia is a leading market for precursor chemicals, and the
focus of significant money laundering activity. Narcotraffickers exploit Colombia’s geography and
well-developed infrastructure, including ports on the Pacific and Atlantic coasts, multiple
international airports, a growing highway system, and extensive rivers for their operations. While
illegal drugs are still primarily exported, domestic consumption is on the rise in Colombia.
Multiple demand reduction programs exist in large municipalities, but a sufficiently coordinated
national demand reduction strategy remains lacking.

The U.S. has designated three illegal armed groups as Foreign Terrorist Organizations (FTOs) in
Colombia. The Revolutionary Armed Forces of Colombia (FARC) and, to a lesser extent, the
National Liberation Army (ELN) exercise considerable influence over areas with high
concentrations of coca and opium poppy cultivation, and their involvement in narcotics is a major
source of violence and terrorism. A third FTO, the United Self-Defense Forces of Colombia
(AUCQ), has largely demobilized and no longer exists as a coherent organization. Nevertheless, a
significant number of former mid-level AUC commanders continue their involvement in the drug
trade, with the Organization of American States (OAS) warning in late 2007 that new criminal
groups were emerging in areas of former AUC influence.

lIl. Country Actions Against Drugs in 2007

Policy Initiatives. The GOC has taken action to improve criminal justice proceedings in order to
increase its capability to prosecute criminals, including drug traffickers. Colombia’s transition to an
accusatorial system of criminal justice was completed on January 1, 2008, when 11 cities of the
Caribbean, Pacific and eastern plains joined the rest of the nation in using new procedures for oral
trials. Although many cases already initiated must be adjudicated under the old system, the new
system has allowed criminal cases to be resolved in months instead of years, and conviction rates
have risen from less than three percent to over sixty percent under the new system.

Colombia’s manual eradication program expanded by over 50 percent in 2007, resulting in the
eradication of more than 66,000 hectares of illicit coca crops. The Colombian National Police
(CNP) and Colombian Army (COLAR) both manually eradicated illicit crops and their role in
providing security grew as operations expanded. Fatalities during manual eradication decreased 60
percent from 2006, to 16 security force personnel and civilian eradicators.

121



South America

The Colombian Anti-Narcotics Police (DIRAN) continued supporting a special judicial police unit,
established in 2006, that gathers evidence for asset forfeiture proceedings against property owners
who use their land for the cultivation or processing of illegal crops. In 2007, this unit developed
and investigated cases for the Prosecutor General’s Office. This asset seizure initiative is a crucial
step towards more effective deterrence of cultivation and replanting after eradication.

The Colombian Congress also passed legislation in 2007 to improve the effectiveness of the
National Directorate of Dangerous Drugs (DNE), which is responsible for administering seized and
forfeited criminal assets, mainly narcotics-related. The new legislation allows the DNE to sell
seized property prior to forfeiture, thereby eliminating high storage and maintenance costs
associated with certain types of property, suspend tax payments on non-performing seized
properties, and use more of the forfeited funds to pay operational costs. This legislation is
complemented by regulations adopted in October 2007 by the Prosecutor General that place greater
emphasis on seizing assets that will yield a positive net value upon final forfeiture. The Office of
the Prosecutor General handles the legal process for the seizure and forfeiture of narcotraffickers’
assets and works in coordination with the DNE.

These legislative changes, together with a 2004 law that allows for criminal assets to be prosecuted
separately from the defendant, have resulted in significant increases in the amount, variety, and
value of criminal property subject to seizure and forfeiture in Colombia. By some estimates, the
value of assets seized just in 2007 may exceed $1 billion. While the management of these seizures
has grown in complexity, the recent legislative and regulatory changes are expected to improve the
GOC’s ability to properly handle criminal assets and to benefit from their forfeiture.

Law Enforcement Efforts. In 2007, the GOC seized 130.7 MT of cocaine and 350,000 gallons of
precursor chemicals while destroying 240 cocaine hydrochloride (HCL) labs and 2,875 coca base
labs. CNP’s Mobile Rural Police Squadrons (Carabineros), the unit charged with expanding and
maintaining police presence in areas of conflict and throughout Colombia’s national territory,
captured 76 narcotics traffickers, 190 FARC and ELN guerrillas, 73 former AUC members, and
1,116 criminal group members in 2007. The GOC reorganized the 68 Carabinero squadrons during
the year from 150 to 120 man units to facilitate rapid deployment and increase government
presence around the country.

DIRAN’s Jungle Commandos (Junglas), or airmobile units, remained the CNP’s main interdiction
force, largely responsible for the high number of HCL and coca base labs destroyed in 2007.
DIRAN also displayed its strong commitment to working with international partners in 2007 by
sending a two man assessment team to the Ecuadorian Antinarcotics Police Training Center to help
develop instructional programs while aiding U.S. efforts in Afghanistan by deploying two guest
instructors to work with the Afghan Narcotics Interdiction Unit (NIU) in Kabul.

The CNP’s Heroin Task Force concluded numerous priority target heroin investigations resulting
in 182 arrests in Colombia, 48 as a result of petitions for extradition to the U.S. Based on evidence
gathered, it was determined that these heroin trafficking organizations were responsible for
shipping and distributing at least 3 MT of heroin per year to the U.S.

Port Security. With USG support, the GOC and private seaport operators improved port security,
leading to increased drug seizures in Colombia’s ports. In 2007, more than 19 MT of cocaine, 6
kilos of heroin, almost 3 MT of marijuana, and more than 5 MT of chemical precursors were seized
by DIRAN in the ports while 46 persons were arrested for narcotics trafficking. At Colombia’s
international airports, DIRAN units confiscated 16 kilos of heroin, 300 kilos of cocaine, almost 300
kilos of marijuana, and made over 30 drug-related arrests.

High-Value Targets (HVTs). The GOC achieved significant success against the FARC leadership
in 2007. Over a dozen mid-to-high level FARC commanders were killed or apprehended, including
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FARC 37" Front leader Gustavo Rueda Diaz, alias ‘Martin Caballero,” 42™ Front leader Ernesto
Orjuela Tovar, alias ‘Giovanni Rodriguez,” and 16™ Front leader, Tomas Molina Caracas, alias
‘Negro Acacio.” Molina Caracas was considered a Consolidated Priority Organization Target
(CPOT) by the USG and was one of 50 FARC commanders indicted in the U.S. in March 2006 for
allegedly running the country’s largest cocaine smuggling organization.

The CNP worked with U.S. agencies throughout the year to pursue AUC leaders who refused to
completely demobilize. In 2007, the CNP arrested AUC leader Hebert Veloza Garcia, alias ‘HH,’
who was under indictment in the U.S. and is now pending extradition. Former AUC Catatumbo
Block leader Salvatore Mancuso Gomez, alias ‘Triple Cero,” and three others were arrested for
money laundering by CNP officers despite having already demobilized under the Justice and Peace
Law. In August 2007, based on a CNP and Drug Enforcement Administration (DEA) investigation,
President Uribe set into motion the eventual expulsion from the Justice and Peace Process of
former AUC leader Carlos Mario Jimenez Naranjo, alias ‘Macaco.” The investigation led to
Colombian authorities seizing properties linked to Jimenez and former AUC compatriot Vincente
Castano, alias ‘El Profe,” estimated to be worth more than $75 million. The CNP also executed
approximately 58 seizure warrants throughout Colombia on businesses owned or controlled by
known AUC money launderer Giorgio Sale valued at $36 million dollars.

Several notorious drug cartel leaders were apprehended, including FBI Top Ten Fugitive Diego
Leon Montoya Sanchez, alias ‘Don Diego,’ of the Norte de Valle cartel by a Colombian Army elite
unit in September 2007. The arrest of Montoya Sanchez followed the January 2007 capture of his
younger brother, Eugenio Montoya Sanchez. The CNP provided assistance to Brazilian and U.S.
authorities in the arrest of Norte de Valle kingpin Juan Carlos Ramirez Abadia, alias ‘El Chupeta,’
outside Sao Paolo, Brazil in July 2007. The arrest was preceded by the seizure of $90 million in
cash and gold bars in five houses in Cali, Colombia, and the freezing of over $700 million in
luxury assets and real property. In June 2007 the GOC arrested Guatemalan national trafficker and
fugitive Otto Herrera Garcia.

Extradition and Mutual Legal Assistance. While there is no bilateral Mutual Legal Assistance
Treaty (MLAT) in force between the USG and Colombia, the two countries cooperate extensively
via multilateral agreements and conventions, including the OAS Convention on Mutual Legal
Assistance and the 1988 UN Drug Convention.

The GOC extradited a record 164 defendants in 2007, including Luis Gomez-Bustamante, alias
‘Rasguno,” Aldemar Rendon Ramirez, Hernan Prada-Cortes, Juan Manuel Bernal-Palacios, and
CPOT Ricardo Mauricio Bernal-Palacios. In addition, the GOC extradited AUC leader Hector
Rodriguez. Overall, since December 1987, when Colombia revised its domestic law to permit the
extradition of Colombian nationals, 647 individuals have been extradited to the United States, 581
since President Uribe assumed office in 2002.

Also in 2007, the Colombian Office of the Prosecutor General, along with other GOC agencies
assisted the USG in several high profile prosecutions and trials. Two previously extradited FARC
leaders were convicted in separate trials in United States courts, Juvenal Ovidio Ricardo Palmera-
Pineda, alias ‘Simon Trinidad,” a senior FARC commander, and Anayibe Rojas-Valderrama, alias
‘Sonia,” a FARC 14™ Front Finance Officer. Other previously extradited criminal organization
leaders were convicted in U.S. courts, including Joaquin Mario Valencia-Trujillo, convicted in the
Middle District of Florida and sentenced to a 40 year prison term, and Manuel Felipe Salazar-
Espinosa, alias ‘Hoover,” convicted in the Southern District of New York.

Demobilization. To facilitate the dismantlement of the FTOs and help reintegrate former guerillas
into civilian life, Colombia developed two programs for demobilization: collective and individual.
Under the 2005 Justice and Peace law, the High Commissioner for Peace oversees peace
negotiations with armed groups and the subsequent collective demobilization program, which
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while available to all FTOs has to date been applied only to the AUC. The Ministry of Defense
manages the individual demobilization or deserter program that applies to the FTOs and any other
illegal armed group in Colombia. Between 2002 and 2007, the GOC estimates that more than
45,000 persons have demobilized—14,000 under individual desertion program and over 31,000
under the collective program. In 2007, a record 2,826 guerrilla fighters deserted from the FARC,
representing a desertion rate 50 percent above 2006 levels.

Beginning in October 2007, the GOC decided not to accept additional AUC members into either
demobilization program. Following this decision, any AUC members who turn themselves in will
now be investigated and prosecuted under normal Colombian law and can no longer benefit from
the Justice and Peace law.

Corruption. As a matter of policy, the GOC does not encourage or facilitate the illicit production
or distribution of narcotic or psychotropic drugs or other controlled substances, or the laundering of
proceeds from illegal drug transactions. According to Transparency International and the World
Bank, Colombia has made significant improvements in fighting corruption.

Concerns remain over the corrupt influences of criminal organizations. On August 31, the CNP
arrested 50 alleged members of the emerging narco-trafficking gang “Los 40,” including 18 active
duty police, two members of the Colombian Directorate of Administrative Security (DAS), a
Colombian marine, and a member of the Prosecutor General’s investigative unit (CTI). The
breakup of “Los 40” followed revelations of infiltrations of the Colombian Army by drug cartels
and the FARC, which were subsequently discovered and broken up. From June through August, the
GOC arrested about a dozen public forces members and suspended more than 20 pending further
investigation of possible involvement with the Norte de Valle drug cartel.

Separately, several members of the GOC were found to have supported right-wing paramilitary
groups. Called the “parapolitical” scandal, one congressman and two governors have been
sentenced while two former mayors remain fugitives. Aggressive investigations on the part of the
GOC have led to additional cases against 53 Congressmen, 19 mayors, and 10 governors. Both the
USG supported Supreme Court investigative unit and a special unit of 11 investigators from the
Prosecutor General’s office are continuing their investigations.

Colombia is party to both the Inter-American Convention Against Corruption and the UN
Convention against Corruption.

Agreements and Treaties. The GOC is a party to the 1988 UN Drug Convention, the OAS
Convention on Mutual Legal Assistance, the UN Convention against Transnational Organized
Crime, and the Protocol on Trafficking in Persons. Colombia signed bilateral counternarcotics
agreements with the governments of Spain and Russia in 2006. These agreements primarily focus
on information sharing, but could include training and technical assistance. The GOC’s 2003
National Security Strategy (Plan de Seguridad Democratica) meets the strategic requirements of the
UN Drug Convention, and the GOC is generally in line with its other requirements.

The GOC and the USG continue to successfully use the Maritime Ship Boarding Agreement signed
in 1997. This highly successful arrangement provides faster approval to board Colombian-flagged
ships in international waters and has improved counternarcotics cooperation between the
Colombian Navy and the U.S. Coast Guard (USCG). In 2007, the USCG removed almost 16 MT of
cocaine from Colombian flagged fishing vessels under this agreement, including the seizure of a
ship smuggling almost 8 MT of liquid cocaine. The 1999 Customs Mutual Assistance Agreement
provides a basis for the exchange of information to prevent, investigate, and repress any offense
against the customs laws of the U.S. or Colombia. In 2004, Colombia and the U.S. signed a revised
agreement establishing the Bilateral Narcotics Control Program, which provides the framework for
specific counternarcotics project agreements with the various Colombian implementing agencies.
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This agreement has been amended annually and is the vehicle for the bulk of U.S. counternarcotics
assistance.

Cultivation/Production. In 2006, the USG increased the survey area of its Colombia coca estimate
by 19 percent over the 2005 survey area (2007 survey estimates will not be available until mid-
2008). This resulted in the identification of an additional 13,200 hectares of coca, representing a 9
percent increase in the U.S. cultivation estimate from 144,000 to 157,200 hectares. Illicit
cultivation continues to be a problem in Colombia’s national parks, indigenous reserves, and along
the border with Ecuador and Venezuela, where aerial eradication is not employed. Aerial spraying
is currently not undertaken within 10 kilometers of international borders. Even though manual
eradication does occur in these areas, it is time-consuming and dangerous, due to often rugged and
remote terrain and the strategic importance of the border and certain parklands to the FARC.
Colombia’s potential pure cocaine production was estimated at 610 MT for 2006.

For 2006, Colombian opium poppy cultivation was estimated at 2,400 hectares, remaining near the
lowest levels since surveys began in 1996, though up slightly over the 2004 estimate of 2,100
hectares (the USG did not make an estimate for 2005). The GOC eradicated 375 hectares of opium
poppy, down from 1,929 hectares eradicated in 2006. Since 2001, when cultivation peaked,
sustained eradication efforts have left no plantation sized opium poppy cultivations in Colombia.
The Colombian potential pure heroin production for 2006 was estimated at 4.6 MT, reflecting the
slightly higher cultivation figure. While the majority of heroin in the U.S. east of the Mississippi
still originates in Colombia, seizures continue to show a decline in wholesale purity, from 84.5
percent in 2001 to 62 percent in 2006, according to the DEA Heroin Signature Program.

While Colombian drug trafficking organizations profit from the illicit trafficking of ephedrine, a
key ingredient in decongestant medication, there is little evidence that the traffickers are using the
substance as a chemical precursor in large scale methamphetamine production. Ephedrine seizures
in Colombia increased significantly in 2007 to about 2 million tablets, although this was likely
related to increased law enforcement focus instead of greater availability. High profit margins,
established drug trafficking routes, and high methamphetamine demand in the United States remain
areas of concern. There have been minor seizures of ecstasy in Colombia, but no indication of
significant production or export.

Environmental Safeguards. Biannual verification missions, in which soil and water samples are
taken before and after spray of herbicide for analysis, continue to show that aerial eradication
causes no significant damage to the environment or human health. Residues in these samples have
never reached a level outside the established norms. The aerial spray program follows strict
environmental safeguards, monitored permanently by several GOC agencies, and adheres to all
GOC laws and regulations, including the Colombian Environmental Management Plan. The OAS,
which published a study in 2005 positively assessing the chemicals and methodologies used in the
aerial spray program, is currently conducting further investigations to be completed in early 2008
regarding spray drift and other relevant issues.

As of October 2007, the GOC had received 7,388 complaints alleging damage to legal crops by
spray planes since the tracking of complaints began in 2001. The GOC has concluded the
investigation of 6,472 complaints, with 1,598 processed in 2007. Fifty-eight complaints have been
found to be valid since 2001, and the USG paid $325,000 in compensation to farmers. The GOC
investigates all claims of human health damage alleged to have been caused by aerial spraying.
Since spraying began, the Colombian National Institute of Health has not verified a single case of
adverse human health effects linked to aerial spraying.

Drug Flow/Transit. From the Colombian source zone in the mainly southern reaches of the
country, shipments of cocaine and heroin are transported by road, river, and small civilian aircraft
to the transit zone north and west of the Andes Mountains. Estimates indicate that up to 40 percent
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of the cocaine leaving Colombia goes through the complex river network in the south-central
region to the south-western coastal shore, mainly in shallow draft boats. There, the narcotics are
readied for bulk maritime shipment in go-fast boats and, increasingly, commercial fishing vessels.
Small aircraft from clandestine airstrips in eastern and southeastern Colombia are also used to
transit drugs to neighboring countries, where it is either consumed there or transferred to airplanes
or maritime vessels for onward shipment.

Heroin shipments also originate from the south-western coast, mainly around the Pacific port of
Buenaventura, and are commonly transported in containerized cargo concealed in furniture,
machine parts, and other items. Less frequently the shipments are combined with cocaine on go-
fast boats shipped from the north coast. Heroin is also often concealed in the lining of clothing or
luggage, although human carriers (called mules) still swallow heroin wrapped in latex.

An often permissive and corrupt environment has prompted traffickers to increasingly use
Venezuela to stage shipments of illicit drugs to Mexico, the Caribbean, the U.S., Europe, and
Africa. The Air Bridge Denial program in particular has forced traffickers using small aircraft to
shift routes, with more air smuggling now involving short-hop flights to and from Venezuela,
resulting in a marked increase in suspect and known illegal flights from Venezuela to Caribbean
transshipment points, particularly Haiti and the Dominican Republic. The number of suspected
non-commercial flights in Venezuela carrying mostly Colombian cocaine has increased from 61 in
2002 to an estimated 185 flights in 2007.

Demand Reduction. The GOC has been developing a national demand reduction strategy since
2004, but it has not yet been presented to the GOC’s National Council on Dangerous Drugs. With
USG, UNODC and OAS support, the Ministry of Social Protection and the National Directorate of
Dangerous Drugs (DNE) are now preparing to conduct a comprehensive national drug use survey
in early 2008. Numerous private entities and nongovernmental organizations (NGOs) work in the
area of drug prevention throughout Colombia, and DIRAN has an active Drug Abuse Resistance
Education (DARE) program.

The USG continues to support several Colombian and international NGO programs targeted at
keeping children drug-free by focusing on school-based drug prevention programs. In 2007, the
USG sponsored two drug demand reduction seminars and participated in several drug prevention
events, including an event on Best Practices for the Prevention of Drug Usage, organized by the
NGO “Mentor Colombia,” and a seminar on Evidence-Based Prevention organized by several
NGOs.

IV. U.S. Policy Initiatives and Programs

The USG and GOC continue to work on strategies to maximize the use of eradication resources.
Working closely with President Uribe’s “Program against Illicit Crops,” the CNP, COLAR, and the
USG have developed coordinated strategies and plans for aerial and manual eradication. In 2008,
combined eradication operations are planned for all major coca-growing areas. COLAR’s
CounterDrug (CD) Brigade has also been more actively involved in supporting operations to
protect spray aircraft. By sharing targeting information and coordinating movements, aerial and
manual missions aim to break the cycle of replanting, which to date has allowed grower-processors
to continue production during periods when no eradication was taking place in the area.

The USG continued to support the Air Bridge Denial (ABD) program, which has completed its
fourth year of operations. The ABD program is responsible for the significant decrease in illegal
flights over Colombia, from 637 suspected and known illegal flights over Colombia in 2003 to only
171 in 2007, a decrease of more than 73 percent. The program had six law enforcement actions in
2007, resulting in the capture of one aircraft, two boats and two vehicles, the seizure of 1.2 MT of
cocaine, the destruction of an estimated two MT of cocaine, and seven arrests.
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Nationalization, or the effort to transfer funding and operational responsibilities for
counternarcotics programs from the USG to the GOC, increased momentum in 2007. In November
2007, the USG transferred nine helicopters to the GOC involved in the Infrastructure Security
Strategy program. Additionally, the USG removed five KMAX helicopters from program support
in 2007. In 2008, the USG will begin transferring the Air Bridge Denial program to the GOC, with
completion planned by late 2009.

Nationalization also extends to fleet rationalization, which involves consolidating available types
of aircraft and maintenance functions to simplify operations. In early 2008, three additional AT-
802 aircraft will be delivered, allowing the USG to retire two other models of aircraft and leave just
one model for the GOC to support for aerial eradication. The CNP will also begin assuming
maintenance funding for a number of aircraft to which it already holds title. DIRAN’s aviation unit
(ARAVI) will train more pilots and mechanics within Colombia, eliminating the need and expense
of contracting pilots and mechanics to service the unit’s 18 fixed-wing and 58 rotary-wing aircraft.

U.S. Customs and Border Protection (USCBP) provided training, coordination, and technical
assistance to CNP units stationed in the ports and airports. This included training in areas such as
passenger documentation analysis, firearms handling, and the inspection of containerized cargo.
The USCBP also supported the private sector-led Business Alliance for Secure Commerce (BASC)
program, which drew hundreds of Colombian companies. The USCBP led Container Security
Initiative (CSI), implemented in September 2007 as a counterterrorism program designed to
prevent weapons of mass destruction from being sent to the U.S. is also expected to assist narcotics
control efforts.

Throughout 2007 the USCG worked to improve interdiction operations with the Colombian Navy
through equipment transfers and training. In October 2007, the USG transferred the ex-USCG
Cutter GENTIAN to the Colombian Navy, where it will be used as a support vessel to extend the
operational range of smaller Navy platforms. Training activities focused on leadership, crisis
management, port security, counterterrorism, contingency planning, and search and rescue. Closer
collaboration helped establish the Trilateral Counter Drug Summit, an interdiction forum involving
maritime officers, investigators and prosecutors from Colombia, Ecuador and the U.S. The first
Summit, held in February 2007 by the Colombian Navy, focused on ways to improve interdiction
of traffickers at sea, interdiction practices, and investigative and prosecution initiatives.

The USG-supported Culture of Lawfulness program, designed to promote respect for the rule of
law and civic responsibility, was formalized as a course in 2007 in both GOC officer basic training
programs and patrol cadet academies. By the beginning of 2008, there will be approximately
41,000 students taking a 60-hour course taught by more than 782 teachers in 15 municipalities.

Alternative Development. Joint USG and GOC efforts are encouraging farmers to abandon the
production of illicit crops in roughly one-third of the country that covers about 80 percent of
Colombia’s population. USG programs have supported the cultivation of over 158,000 hectares of
legal crops and completed 1,179 social and productive infrastructure projects in the last six years.
More than 135,000 families in 17 departments have benefited from these programs. In addition, to
ensure that Colombians are provided with alternatives, the USG has worked with Colombia’s
private sector to create an additional 109,728 full-time equivalent jobs.

Support for Democracy and Judicial Reform. Through the Justice Sector Reform Program
(JSRP) and rule of law assistance, the USG is helping reform and strengthen the criminal justice
system in Colombia. The transition to an oral accusatory criminal justice system began in 2005,
and was fully implemented throughout the country on Jan 1, 2008. The JSRP has provided training
and technical assistance to support the new roles of judges, prosecutors, and police investigators by
focusing on practical “hands on” training including crime scene and courtroom simulations.
Training elements include the collection and presentation of evidence, understanding the stages of
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the proceedings, advocacy techniques, and mock trials. The program has provided accusatorial
system training to more than 64 thousand prosecutors, judges, criminal investigators, and forensic
experts.

Military Justice. With USG support, the GOC is implementing an aggressive plan to train and
educate military attorneys, judges, officers, and commanders in international human rights law,
rules of engagement sensitive to civilian casualties, extrajudicial killings, effective judicial
procedures, and government ethics. These efforts included six conferences at strategic “centers of
gravity” locations throughout Colombia that trained over 400 Colombian military participants. Key
GOC leadership attended and spoke at these events, including the Minister of Defense. The training
emphasized the importance of human rights norms, effective operational law standards,
professionalism in judicial conduct, and values-based ethical behavior.

The Road Ahead. In 2008, the GOC will look to build on the success of the many HVTs captured
and extradited to the U.S. by continuing to dismantle the FTOs and illegal armed groups that run
the drug trade in Colombia. As these groups are dismantled, challenges remain in finding and
derailing the smaller and less organized successors that have started to fill the power vacuum.
Nationalization of counternarcotics funding and operations currently supported by the USG, while
maintaining successful operational results, will remain a top priority. Other challenges for 2008
include successfully coordinating aerial and manual eradication efforts, while adjusting the strategy
to inhibit the rapid replanting of coca and increased illicit cultivation in no-spray zones. To
consolidate the progress from 2007 and prior years, the GOC will continue to strengthen
government presence in conflict areas while improving institutional capacity to provide services
and economic opportunities. This will require continued GOC efforts to gain control of the vast
Pacific coastal zones, demobilize and reintegrate ex-combatants, and advance reconciliation and
victim reparations processes.
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V. Statistical Table

2007 2006 2005 2004 2003 2002 2001 2000
Coca
Net Cultivation' (ha) 157,200 | 144,000 | 114,000 | 113,850 | 144,450 | 169,800 | 136,200
Aerial Eradication (ha) 153,133 | 171,613 | 138,775 | 136,555 | 132,817 | 122,695 | 84,251 | 47,371
Manual Eradication (ha) 66,396 42,111 31,285 10,991
HCI (Cocaine): Potential' (MT) 610 545 430 460 571 839 580
Opium Poppy
Net Cultivation' (ha) 2,400 2,100 4,400 4,900 6,540 5,010
Aerial Eradication (ha) 232 1,624 3,060 2,994 3,371 2,583 9,254
Manual Eradication (ha) 375 1,697 497 1,497
Heroin: Potential' (MT) 4.6 3.8 7.8 8.5 114 8.7
Seizures
Coca Base/Paste (MT) 60.6 48.1 43.8 28.3 31.1 30.0 26.7 0.0
Cocaine HC1 (MT) 130.7 130.2 179.0 138.6 114.0 94.0 57.3 69.0
Combined HCI & Base (MT) 191.3 178.3 222.8 166.9 145.1 124.0 84.0 69.0
Heroin 0.6 0.5 0.7 0.7 0.5 0.8 0.8 0.6
Arrests/Detentions 59,652 | 64,123 | 82,236 | 63,791 15,868 | 15,367 8,600
Labs Destroyed
Cocaine HC1 240 205
Base 2,875 1,952
Heroin 1 9
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Ecuador

|. Summary

Ecuador is a major transit country for illicit drugs trafficked to the United States and chemical
precursors for drug production. While the Government of Ecuador (GOE) is actively combating
illegal narcotics activities, cartels in Colombia and Peru continue to take advantage of large,
sparsely populated border regions and difficult-to-monitor maritime routes to move cocaine, heroin
and precursor chemicals through Ecuador. In 2007, the GOE identified cocaine laboratories
capable of refining multi-ton quantities of cocaine, and police and military units destroyed several
multi-hectare plots of coca plants near the Colombian border. Persistent narcotics activity by
Colombian armed insurgent groups has rendered Ecuador’s northern border region particularly
vulnerable.

In 2007, traffickers attempted to transport, by private aircraft, more than three tons of cocaine from
northern Ecuador to Mexico. There was a significant increase in land seizures of cocaine in 2007
over previous years; maritime seizures of multi-ton loads of cocaine were down from the previous
two years but still well above historic levels. Protocols that streamline boarding procedures
established between the U.S. and Ecuador in 2006 continue facilitated maritime interdictions.
Uneven implementation of the criminal procedures code and a slow and sometimes corrupt judicial
system hamper prosecutions, although there was some progress in this area in 2007. Ecuador is a
party to the 1988 UN Drug Convention.

Il. Status of Country

Historically weak public institutions and a judicial sector that is susceptible to corruption, make
Ecuador vulnerable to organized crime. Border controls of persons and goods are gradually
improving but remain weak and are easily evaded. The Ecuadorian National Police (ENP), military
forces, and the judiciary do not have sufficient personnel or equipment to meet all of the
international criminal challenges they face.

In 2007, authorities found and eradicated an increasing but still relatively small amount of coca
cultivation and destroyed cocaine laboratories near the border with Colombia. Traffickers shipped
white gas and other precursor chemicals in large quantities from Ecuador to Colombia and Peru for
cocaine processing. Cocaine and small amounts of heroin from Colombia and cocaine from Peru
transit Ecuador by land and sea routes for international distribution in volumes ranging from a few
hundred grams to multi-ton loads. The practice of shipping drugs via international mail and
messenger services increased in 2007, with cocaine generally going to European markets and
heroin to the U.S.

lIl. Country Actions Against Drugs in 2007

Policy Initiatives. President Rafael Correa appointed the former Director of the Anti-Narcotics
Police Directorate (DNA) as Commanding General of the National Police (ENP), giving a clear
indication that anti-narcotics would be a high priority for his Administration. In September,
President Correa announced an emergency-funding package of $300 million over two years for the
ENP, mainly for improving police facilities and operational capabilities.

During 2007, the DNA conducted a series of interdiction operations throughout the country,
resulting in the largest amount of land-based seizures in the country’s history. The DNA also
established, with U.S. assistance, a “1-800-Drogas” nationwide hotline where citizens
anonymously call in to report drug activity. Tips from the hotline resulted in numerous seizures of

130



South America

cocaine and development of cases against other illegal activities such as weapons smuggling. In a
related initiative, the DNA fielded a nationwide anti-narcotics billboard campaign. New DNA
facilities, built with USG assistance, were opened in 2007 in Carchi Province at Tulcan, on the
major roadway connecting Ecuador and Colombia, and in the Port of Esmeraldas in Esmeraldas
Province, also near the Colombian border.

The Correa Administration’s anti-corruption campaign has strengthened the country’s anti-
narcotics actions. For example, the new Director of the National Drug Council (CONSEP)
implemented changes to improve the agency’s prevention programs and the management and
disposal of seized assets. He also uncovered corruption among some CONSEP employees, had
them arrested, and is pursuing criminal cases against them.

The new Director of the National Postal System improved anti-narcotics controls at international
postal facilities by installing USG purchased screening equipment and signing an agreement with
the DNA to ensure increased canine screening at the postal facilities.

The Ecuadorian Armed Forces, at the direction of President Correa, increased operations near the
Colombian border — conducting seventeen operations in 2007 compared to just nine in 2006. This
led to the discovery and destruction of three cocaine producing laboratories, 47 FARC camps, the
eradication of 36 hectares of coca, and the confiscation of weapons, communications equipment
and other support equipment.

The GOE provided the Navy with approximately $40 million to establish an operations center in
Guayaquil and create a smaller, linked center in the Galapagos to extend its their control of illicit
activities to the islands, which lie 600 miles off the mainland. The Navy also plans to procure high-
speed boats and unmanned surveillance drones to strengthen controls over Ecuadorian waters, and
is developing a better biometrics capability to more quickly identify individuals aboard vessels in
Ecuadorian waters.

The Correa Administration has also placed an emphasis on strengthening controls over money
laundering, with the Financial Intelligence Unit (FIU) cooperating closely with the DNA, the
Superintendent of Banks, the courts and the private banker association in this area. The FIU
purchased and installed equipment, recruited and trained personnel and initiated analysis of
transactions in December 2007.

Accomplishments. Total seizures by the GOE in 2007 were 22.45 metric tons (MT) of cocaine,
180 kilograms (kg) of heroin and 740 kilograms of cannabis. By comparison, in 2006 the GOE
seized 38.16 MT of cocaine, 410 kg of heroin, and 1,110 kg of cannabis. While overall seizures of
cocaine were down from 2006 to 2007, seizures by the DNA police on land in 2007 (12.5 MT) far
exceeded the amount seized on land in previous years.

Law Enforcement Efforts. In 2007, the DNA conducted operations, which produced a record
number of land-based seizures. Maritime seizures in 2007 were lower than the previous two years.
In June, Ecuadorian authorities found 5.3 MT of liquefied cocaine concealed under a layer of diesel
in the fuel tanks of a fishing vessel, the largest such seizure on record. In July, the DNA found 5.5
MT in underground storage rooms at a decommissioned shrimp farm near Guayaquil. In October,
the DNA foiled an attempt to transport an estimated 3.8 MT of cocaine from an airport in northern
Ecuador to Mexico; this was the first known attempt since 2003 to use aerial transport to move a
multi-ton load from Ecuador.

Corruption. As a matter of policy, no senior GOE official or the GOE, encourages or facilitates
the illicit production or distribution of narcotic or psychotropic drugs or other controlled
substances, or the laundering of proceeds from illegal drug transactions. The 1990 drug law (Law
108) provides for prosecution of any government official who deliberately impedes the prosecution
of anyone charged under that law. Some other aspects of official corruption are criminalized in
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Ecuador, but there is no comprehensive anti-corruption law. President Correa’s creation of an Anti-
Corruption Secretariat and efforts to make the Financial Intelligence Unit operational are helping to
strengthen the government’s ability to respond to corruption. However these initiatives are not yet
fully developed. The Anti-Corruption Secretariat has thus far investigated several allegations of
government officials accepting bribes, some related to narcotics trafficking, and has dismissed
some employees while building cases against others. Overcrowding and corruption in prisons
remains a serious problem, with many drug traffickers able to continue their operations from prison
while awaiting trial. President Correa issued an emergency decree in June 2007 to address prison
overcrowding and to improve management of the institutions. Correa also announced, in late 2007,
the creation of a Ministry of Justice, making resolution of prison issues a top priority for the new
ministry. The Correa Administration supported the appointment of an independent Comptroller
General who has been active in pursuing allegations of public sector corruption.

Agreements and Treaties. The United States and Ecuador are parties to an extradition treaty,
which entered into force in 1873, and a supplement to that treaty which entered into force in 1941.
Ecuador is a party to the 1961 UN Single Convention as amended by the 1972 Protocol, the 1971
UN Convention of Psychotropic Substances, and the 1988 UN Drug Convention. It is also a party
to the 1992 Inter-American Convention on Mutual Assistance in Criminal Matters, the UN
Convention against Corruption, and the UN Convention against Transnational Organized Crime
and its protocols on trafficking and migrant smuggling, the Inter-American Convention on
Extradition, the Inter-American Convention against Terrorism, and the Inter-American Convention
against Illegal Trafficking in Firearms. The GOE has signed bilateral counternarcotics agreements
with Colombia, Cuba, Argentina, and the United States, as well as the Summit of the Americas
money laundering initiative and the OAS/CICAD document on an Anti-Drug Hemispheric
Strategy. The GOE and the USG have agreements on measures to prevent the diversion of
chemical substances, on the sharing of information on currency transactions over $10,000, and a
Customs Mutual Assistance Agreement. In October 2007, Ecuador hosted the United Nations
Office of Drug Control sponsored Heads of Law Enforcement Agencies Conference for Latin
America and the Caribbean.

Ecuador’s Constitution prohibits the extradition of Ecuadorian citizens, but the GOE cooperates in
the extradition or deportation of third country nationals. The GOE is taking steps with USG
assistance to establish a rapid method to confirm the validity of national ID cards of individuals
detained on drug smuggling vessels on the high seas and claiming Ecuadorian citizenship to avoid
extradition.

Cultivation/Production. Ecuadorian military and police forces located and destroyed
approximately 36 hectares of cultivated coca plants in scattered sites near the Colombian border.
There has been a small, but steady increase in the number of planting locations identified and
eradicated each year since 2004.

Demand Reduction. Coordination of abuse prevention programs is the responsibility of CONSEP,
which continued its multi-agency national prevention campaign in the schools and expanded
programs in 2007 to certain municipalities. All public institutions, including the armed forces, are
required to have abuse prevention programs in the workplace.

Regional Coordination. Friction between Colombia and Ecuador on counternarcotics policies
returned in late 2006 and early 2007 when Colombia resumed aerial spraying in Colombia’s ten-
kilometer border zone with Ecuador. Senior GOE officials again alleged that Colombian aerial
eradication near the border harms humans, animals, and licit crops on the Ecuadorian side. The
GOE requested a written statement from the Colombian government that it will permanently stop
aerial eradication, to be replaced by manual eradication in the border zone, as well as provide
compensation to those Ecuadorians living in allegedly affected areas. Colombia responded that it
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would provide compensation to those who can prove that they have incurred physical damage as a
result of the spraying. Maritime officers, investigators and prosecutors from Colombia, Ecuador,
and the United States established a Trilateral Counterdrug Summit to improve interdiction of
traffickers at sea, interdiction practices, and investigative and prosecution initiatives. The
Colombian Navy hosted the first Summit in February 2007 and the Ecuadorian Navy hosted the
second Summit in November 2007.

Alternative Development. In 2007, the GOE continued implementation of its northern border
development master plan aimed at preventive alternative development. Illicit crop cultivation is not
currently significant in the area but is a severe problem in the immediately adjacent region of
Colombia. The GOE and the U.S. Agency for International Development (USAID) continued to
cooperate effectively on alternative development strategies for the northern border during 2007.

IV. U.S. Policy Initiatives and Programs

Policy Initiatives. U.S. counternarcotics assistance is provided to improve the professional
capabilities, equipment, and integrity of Ecuador’s police, military, and judicial agencies to enable
them to more effectively combat criminal organizations involved in narcotics trafficking and
money laundering. A U.S. priority has been to support Ecuadorian police and military presence in
the Northern Border region near Colombia, and police presence in other strategically important
locations throughout the country. USG programs also seek to increase awareness of the dangers of
drug abuse.

Bilateral Cooperation. The U.S. provided support to the military to facilitate their mobility and
communications during operations near the Northern Border. In 2007, the U.S. increased support
for Ecuadorian Navy elements to better mobilize, equip and train them for narcotics interdiction
activities. The USG also provided law enforcement, crisis management, professional development,
and operations planning training to the Ecuadorian Navy in 2007. A U.S. funded pier at an
Ecuadorian Marine base in the town of San Lorenzo, 10 miles south of the Colombian border, was
inaugurated in October 2007. The pier will provide the Ecuadorian Navy increased access,
especially at low tide, to the rivers, estuaries, and ocean at this strategically important location. The
procedures for boarding suspected smuggling vessels on the high seas agreed, to in August 2006,
are working well and continue to result in successful large-scale drug interdiction operations. In FY
2007, these procedures enabled U.S. maritime assets to remove 57,785 Ibs of cocaine over the
course of boarding seven Ecuadorian flagged vessels.

U.S. support for the DNA police helped ensure its mobility and improve communications, drug
detection and investigative capabilities in order to conduct operations. The U.S. also provided
support for the DNA canine unit and the specialized mobile anti-narcotics police (GEMA), which
are critical elements of effective control and interdiction. In September 2007, a U.S.-funded DNA
police provincial headquarters was inaugurated in the town of Tulcan in Carchi province just south
of the Colombian border. The headquarters, which includes dormitories for 100 police, kennels and
inspection areas, will enhance narcotics control on the main roadway between Ecuador and
Colombia and will serve as a base of operations for the GEMA.

Cooperation in the judicial sector was strong in 2007. A three-year cooperative project among the
Embassy, the National Judicial Council and a local university, created the first ever automated
database of all criminal cases in process throughout the country since 2003. The database will
enhance the management and transparency of the adjudication of criminal cases, helping address
the perennial problems of delays and corruption. Concurrently, a major U.S. funded American Bar
Association training program is providing prosecutors, judges and judicial police throughout the
country with training to strengthen their ability to use the relatively new trial procedures that were
enacted in the 2001 Criminal Procedures Code.
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The U.S. also supports the implementation of a Financial Intelligence Unit as well as police
investigative units being formed and trained to combat money laundering and financial crimes.

The Road Ahead. Ecuador is effectively interdicting illicit drugs and chemicals, eradicating coca
plantations near the Colombian border and destroying cocaine-producing labs. These illicit
activities are a growing problem as drug cartels attempt to expand their operations and exploit
perceived weaknesses. Continued patrolling and control along the Colombian border is essential
due to the close proximity of drug cartels and production sites. Enhanced controls along Ecuador’s
maritime border, including improved port security, patrolling and inspections, are also essential
tools for regulating maritime trafficking of large shipments.

The control and prosecution of money laundering and corruption will also be a high priority as this
is critical to attacking the leadership of narcotics cartels. The U.S. will continue to support
implementation of justice sector reforms such as the criminal case tracking system, training
programs to speed up the prosecution of criminal cases and strengthening of Financial Intelligence
Unit operations.
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Paraguay

|. Summary

In an attempt to reverse its status as a major drug transit country and the largest producer of
marijuana in the region, Paraguay’s National Counternarcotics Secretariat (SENAD) undertook
some serious steps to combat narcotics trafficking in 2007. SENAD disrupted transnational
criminal networks in close cooperation with international law enforcement agencies and made
record seizures of marijuana and cocaine. Paraguay is a party to the 1988 UN Drug Convention.

Il. Status of Country

Paraguay is a major transit country for Andean cocaine destined for Brazil, other Southern Cone
markets and Europe. Brazilian nationals head most trafficking organizations in Paraguay; some
purchase cocaine from the Revolutionary Armed Forces of Colombia (FARC) in exchange for
currency and weapons. SENAD’s operating base in Pedro Juan Caballero, which opened in 2006
on Paraguay’s northeastern border with Brazil and expanded canine-assisted drug detection
operations in the east, contributed to SENAD’s record seizures this year. Paraguay has become the
largest producer of marijuana in South America. With a high content of tetrahydrocannabinol
(THC), marijuana is cultivated throughout the country, principally along the borders with Brazil
and Argentina. Paraguayan marijuana is primarily trafficked for consumption in neighboring
countries. Despite SENAD’s efforts, the Government of Paraguay’s (GOP) ability to prosecute and
fight transnational and organized crime is hampered by resource constraints, competing
government priorities, weak laws and pervasive corruption in the public sector. SENAD’s total
budget is $1.5 million, of which only $150,000 is allocated to counternarcotics operations, while
the rest covers salaries and administrative expenses.

lll. Country Actions Against Drugs in 2007

Policy Initiatives. SENAD has taken serious steps to control drugs and their negative effects on
the general population by going after major drug trafficking organizations and their assets.
Disbanding major trafficking organizations is a priority component of the GOP’s campaign to
reduce the amount of drugs produced and trafficked in its territory. SENAD’s “Most Wanted”
public affairs campaign, initiated in 2005, carries spots on radio stations and runs photographs of
drug traffickers on billboards and buses, which have generated leads resulting in several arrests of
drug criminals. A bill pending in Paraguay’s Congress would make SENAD an autonomous
institution with the power to independently regulate its agents. SENAD is also seeking to
professionalize its agents through training and the addition of fifty agents to its staff in late 2006. It
has asked for an additional 30 new agents for 2008, which would give SENAD a total of 165
agents.

SENAD’s internal affairs unit investigated several claims of misconduct; five agents were
terminated in 2007 for intimidating and threatening citizens after regular working hours.

Accomplishments. In 2007, SENAD’s drug seizures broke all records since its creation in 1991.
SENAD seized 820 kilograms (kg) of cocaine, 100 metric tons (MT) of marijuana and 18 vehicles.
SENAD arrested several well-known drug traffickers, including Edmar Dois Rei Almeida, Jesus
Hernando Gutierrez and six members of his cartel, Jarvis Pavao’s stepfather Paulo Larson Dias,
and Ronie Alves de Campos and confiscated their assets. SENAD conducted operations in Pedro
Juan Caballero which was previously off limits to serious law enforcement measures because of
corruption and lack of state presence. SENAD also detained 170 persons and extradited two, one
each to Argentina and Brazil. In late December, the Paraguayan Congress finally passed an
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improved version of the penal code which, with the President’s signature, will become law in early
2008. The new code makes money laundering an “autonomous” crime (one in which no predicate
offense conviction is required) punishable by a prison term of up to ten years, and improves
Paraguay’s legislative framework for intellectual property and trafficking in persons violations.

Law Enforcement Efforts. SENAD’s regional operational facility in Pedro Juan Caballero, which
includes a helicopter landing pad and hangar, played a key role in several major arrests and
seizures. In June, a joint intelligence operation between SENAD and the Brazilian Federal Police
(BFP) netted 450 kg of cocaine. Six people were arrested, including three Paraguayan police
officers for providing safe passage to the traffickers. In another operation run out of that facility,
SENAD failed in its attempt to arrest Brazilian drug trafficker Jarvis Jimenez Pavao, but seized
over 100 kg of cocaine from Pavao’s ranch and detained Pavao’s son. Over $9 million in real
property, furniture, luxury vehicles, and tractors were seized. The final sentence could result in the
forfeiture of the assets to the GOP. In September, SENAD seized 28 MT of processed marijuana
destined for Brazil and valued at $28 million. In August, Leoncio Mareco, a Paraguayan associate
of Brazilian narcotrafficker, Ivan Mendes Mesquita, was convicted on drug trafficking and money
laundering offenses and sentenced to 20 years in prison, and his wife to 10 years for money
laundering.

A bill pending in Congress would give needed tools to SENAD to carry out its mandate more
effectively. Currently, SENAD officials are considered civil servants and are not issued weapons
but may carry their own weapons. Under the new law, which the Lower House approved and is
now pending in the Senate, SENAD agents would have the legal status of law enforcement agents.

Corruption. As a matter of policy, no senior GOP official or the GOP encourages or facilitates the
illicit production or distribution of narcotic or psychotropic drugs or other controlled substances, or
the laundering of proceeds from illegal drug transactions. Nevertheless, corruption and inefficiency
within the Paraguayan National Police (PNP), the broader judicial system and other public sector
institutions, negatively impact SENAD operations. Combating official corruption remains a
daunting challenge for the GOP; several government prosecutors from the Anti-corruption Unit
opened cases against government officials last year. However, these cases were impeded by
corruption and inefficiency, which frequently resulted in dismissals on technical grounds. A blatant
example of the depth of this challenge was the October 2007 naming of Former Police
Commissioner Aristides Cabral as the Ministry of Interior’s Director of Intelligence. Cabral is
known for his strong ties to certain drug traffickers, when he was the Commissioner of Police until
his retirement in 2006.

Agreements and Treaties. Paraguay is a party to the 1988 Drug Trafficking Convention, the 1961
UN Single Convention on Narcotic Drugs as amended by the 1972 Protocol, and the 1971 UN
Convention on Psychotropic Substances. The GOP is also a party to the UN Convention against
Transnational Organized Crime and its two protocols

(Trafficking in Persons and Migrant Smuggling), the UN Convention against Corruption, the Inter-
American Convention against Corruption, the Inter-American Convention against Terrorism, the
Inter American Convention against Trafficking in illegal Firearms, and the Inter-American
Convention on Mutual Assistance in Criminal Matters. In 2002, the USG signed a Custom Mutual
Assistance Agreement with the government of Paraguay. The GOP also signed the OAS/CICAD
Hemispheric Drug Strategy. Paraguay has law enforcement agreements with Brazil, Argentina,
Chile, Venezuela and Colombia. An extradition treaty between the United States and Paraguay
entered in force in 2001, and the 1987 bilateral letter of agreement under which the United States
provides counternarcotics assistance to Paraguay was extended in 2007.

Cultivation/Production. Paraguay is the largest producer of marijuana in South America. The
crop is primarily cultivated in the departments of Amambay, San Pedro, Canindeyu and
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Concepcion and is harvested year round. Marijuana production has dramatically increased in recent
years, spreading to nontraditional rural areas of the country. SENAD destroyed 1,552 hectares of
marijuana in 2007. There are approximately 5,500 hectares (UN and SENAD estimates) of
marijuana remain scattered around the country.

Drug Flow/Transit. Paraguay is a transit country for cocaine from Bolivia, Peru and Colombia.
Only a small portion of the cocaine that transits Paraguay is destined for the United States.
According to SENAD, 30-40 MT of cocaine annually transits Paraguay’s porous borders en route
to Brazil and other Southern Cone markets as well as to Europe, Africa and the Middle East.
Traffickers are encouraged by the lack of controls along Paraguay’s vast border as well as the
significant number of unscrupulous law enforcement officials. The northwestern part of the country
is especially poorly monitored, making that region an attractive place for staging transshipments of
drugs, weapons and other contraband.

Domestic Programs/Demand Reduction. SENAD’s drug prevention program continues to deliver
valuable messages through educational workshops to Paraguayan children. SENAD has the
principal coordinating role under the “National Program against Drug Abuse” and works with the
Ministries of Education and Health and several non-governmental organizations (NGOs) on
program development, implementation and dissemination. The USG supports SENAD’s very
limited budget for demand reduction, and its program has been concentrated in the central
departments of Paraguay. In 2007, a pilot prevention program was introduced in the Pedro Juan
Caballero. SENAD sponsored 1,476 workshops in 247 schools, reaching 45,000 students, parents
and teachers.

IV. U.S. Policy Initiatives and Programs

Bilateral Cooperation. USG programs and policies in Paraguay focus on assisting the GOP to
disrupt drug trafficking organizations and institute stronger legal and regulatory measures to
combat drug trafficking and money laundering. U.S. assistance supports SENAD’s operations,
including its base of operations in Pedro Juan Caballero and an expanded canine-assisted drug
detection program. U.S. assistance also supports SENAD operations in the northwestern town of
Mariscal Estigarribia. USG-sponsored training programs sent SENAD canine handlers to
Guatemala and two agents to Colombia. Other SENAD agents participated in DEA’s Special Agent
exchange program with Chile, Bolivia, Brazil and Argentina. U.S. assistance also provided
operational support and equipment to Paraguay’s intellectual property operational unit (UTE), as
well as training seminars on intellectual property issues. The USG continued to provide a Resident
Legal Advisor (RLA) to assist GOP efforts to pass and implement effective laws to combat money
laundering, intellectual property theft and terrorist financing.

The Road Ahead. Although the GOP achieved record-breaking results in seizures and arrests in
2007, it must continue to focus its efforts to target major narcotics trafficking organizations
operating in Paraguay. To do that, the GOP will have to allocate additional resources to law
enforcement agencies and implement legal tools to facilitate investigations, the seizure and
forfeiture of assets and prosecution of major offenders. The GOP must also pass and enact
additional anti-money laundering legislation that meets international standards. The USG will
continue to support GOP efforts to enhance its institutional capabilities to combat drug trafficking
and money laundering, through its bilateral agreement as well as encourage, through diplomatic
engagement at the highest levels, strong GOP will to prosecute transnational and organized crime
figures. The USG will continue assisting SENAD and other relevant GOP bodies in their efforts to
draft, legislate, and implement an asset seizure and forfeiture law, a criminal code and the criminal
procedure code.
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Peru

|. Summary

In 2007, after some initial concessions to coca growers (“cocaleros”), the Garcia administration
took a strong public stance against illicit coca cultivation, made strides to interdict drugs and
precursor chemicals, and committed to substantially reduce cocaine production. The GOP exceeded
its programmed coca eradication goal of 10,000 hectares by eliminating 11,057 hectares in 2007.
Voluntary eradication eliminated an additional 1,016 hectares of coca.

The GOP showed resolve in continuing programmed eradication despite violent attacks by narco-
terrorists against counternarcotics (CN) authorities. Interlinking alternative development (AD) and
programmed eradication has a proven record of success in reducing coca cultivation. In San
Martin, despite initial challenges where communities were threatened and pressured by armed
trafficking groups not to sign up for the program, the strong desire of the communities for post-
eradication AD benefits won. The program in that region now has a greater demand from
communities wanting to join than it can accommodate.

In September at the National Cocalero Conference, and in other public forums, cocalero leaders
promoted the legal uses and benefits of coca leaf. Despite this, polls show greater public
understanding of the close linkage between illegal coca cultivation and the negative impact of
narco-trafficking on Peru and its people. Peru is a party to the 1988 UN Drug Convention.

Il. Status of Country

Peru is a major cocaine producing country and is also a major importer of precursor chemicals for
cocaine production. In June, the GOP passed law 29037 that modified the Penal Code and Law
28305, imposing stiffer penalties and strengthening procedures to ensure proper handling of
controlled chemicals.

2007 was the first year of Peru’s National Drug Plan 2007-2011. The basic policy nexus between
interdiction, eradication, and alternative development that underlies U.S. assistance programs
remained unchanged, but the new plan has an increased emphasis on development assistance and
precursor chemical interdiction. In 2007, Peru made steady progress in strengthening police
capacity in areas east of the Andes. An additional 727 police officers with a 3-year commitment to
counternarcotics graduated from USG-supported police academies in March, reinforcing the 400
police who graduated in 2005. By the end of 2008, over 3,000 new police will be operating in the
source zones. The influx of well-trained police in 2007 allowed the Peruvian National Police (PNP)
to effect sustained interdiction in the Apurimac and Ene River Valleys (VRAE) and to carry out
eradication in areas of the Huallaga valley that have violently resisted programmed eradication in
the past.

While a national cocalero organization exists, dissension in the ranks has stymied attempts at
developing a national political movement. The first act of the new leadership of the National
Cocalero Congress (CONRACCD), elected in September 2007, was to call for a strike to oppose
the eradication operations in Tocache, which failed for lack of local support. At the September
Conference, and in other public forums, cocalero leaders have also promoted the legal uses and
benefits of coca leaf. Individual local and regional leaders have organized aggressive, and
sometimes violent, marches and demonstrations opposing eradication operations.

In the coca source zone of the Upper Huallaga Valley (UHV), cocaleros, incited by their leaders,
engaged in violent acts to resist the eradication efforts. The link between narcotrafficking and
Shining Path (Sendero Luminoso-SL) terrorist organizations located in the UHV and the VRAE
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became increasingly evident in 2007 as narco-terrorists ambushed, injured and killed police and
eradication workers, and also threatened alternative development teams.

lIl. Country Actions Against Drugs in 2007

Policy Initiatives. In 2007, positive developments by the GOP included counterterrorism sweeps
that led to a spate of arrests of SL collaborators. The Peruvian Congress passed a package of laws
addressing organized crime, drugs and terrorism. The Congress strengthened provisions of the
Precursor Chemical law of 2004 with passage of Law 29037 and Law 28305, which modified the
Penal Code to impose stiffer penalties and strengthened procedures to ensure proper handling of
controlled chemicals. In September, the Supreme Court upheld the conviction and 20-year sentence
of drug “kingpin” Fernando Zevallos.

The Justice Ministry took steps in 2007 to strengthen its prosecutorial capacity in drug-involved
areas by increasing staff and improving investigative and procedural skills. Nonetheless, anecdotal
evidence suggests that many judges in such areas remain beholden to narco-interests. In July, the
Garcia Administration promulgated a package of legislative decrees against drug trafficking,
money laundering, terrorism, extortion, trafficking in persons, and other forms of organized crimes.
Included in the package was a law to establish a non-penal asset forfeiture regime in Peru modeled
after Colombia’s law, and stronger penalties for money laundering. In July 2007, the Congress
passed the package. One modification eliminated the requirement that illegal activities such as drug
trafficking and extortion that produce illicit funds has to be proved before assets are seized. This
requirement had been a major roadblock in the successful prosecution of money launderers.

Law Enforcement Efforts. By early November 2007, the PNP Narcotics Directorate
(DIRANDRO) mounted successful operations in the UHV and the VRAE, destroying over 650
cocaine-production laboratories and 1,824 metric tons (MT) of coca leaf. The PNP also seized over
858 MT of precursor chemicals. Nationwide, USG and Peruvian law enforcement efforts have led
to 7.9 MT of cocaine hydrochloride (HCI) and 5.7 MT of cocaine base seized in maritime, airport
and land interdictions, and 1.8 MT seized in international operations conducted by the joint
Peruvian Customs and National Police Manifest Review Unit (MRU). Peruvian Customs (SUNAT)
personnel examined an average of 6,600 containers per month nationwide, compared to 3-4 per
month less than two years ago. Nonetheless, traffickers continued to adapt to counternarcotics
strategies and tactics, experimenting with new delivery and production methods. Bricks of powder
cocaine are no longer the standard method of delivery. Cocaine has been found fixed with barium
sulfate and fertilizer and hidden in objects such as piggy banks and plastic avocados. Timber such
as mahogany, is also hollowed out and stuffed with cocaine, and jars of pineapple shipped by the
caseload have been found with liquid cocaine.

The PNP continued operating Basic Training Academies at Santa Lucia, Mazamari and Ayacucho
Police Bases located in the two main coca source zones. In total, 1,547 CN male and female police
officers graduated from PNP training academies, including 727 in March and 900 in December.
The increase of DIRANDRO personnel in the source zones has contributed to sustained eradication
and interdiction operations. An Advanced PNP Officers Tactical Operations Training School has
been established in Santa Lucia to enhance leadership and tactical operation skills of officers who
will command newly graduated police from the NAS/PNP Basic Training Academies.
Additionally, NAS/PNP Pre-Academies have been established adjacent to the Mazamari, Santa
Lucia and Ayacucho bases to improve the academic preparation of local applicants for the police
entrance exam.

Recognizing that drug-trafficking organizations are not hindered by national borders, Peru’s law
enforcement organizations conducted joint operations with neighboring countries. DIRANDRO
participated in a drug enforcement strategy conference to address drug trafficking along Peru’s
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borders with Brazil, Colombia, and Ecuador, as well as a regional International Drug Enforcement
Conference (IDEC) hosted by DEA Peru in February 2007. Peru actively participated in the
Counternarcotics Officer Exchange Program with Bolivia, Brazil and Ecuador to enhance cross-
border drug enforcement efforts.

Maritime/Airport Interdiction Programs. The USG and GOP cooperated to improve port
security and to address increased maritime smuggling at key Peruvian air and sea ports. At the
Jorge Chavez International Airport in Lima, interdiction operations netted over 4 MT of cocaine,
leading to more than 600 arrests in 2007. Also in 2007, seven drug detection canines and their
Peruvian handlers were trained in the United States, doubling Peruvian Customs canine capacity.
Since Customs canine detection teams were first deployed in 2006, they have been responsible for
the seizure of 10 MT of cocaine HCI.

SUNAT continued to improve its counternarcotics efforts in 2007 by using intelligence to target
interdiction efforts and employing technologically advanced equipment to conduct more effective
searches. This included USG-provided non-intrusive inspection equipment (NIIE), such as ion-
scanners, density detectors, fiber-optics, mobile x-ray units and CAB-2000 scanners in the ports of
Callao and Paita. Compared to previous reports of only 48 export containers inspected annually,
since the NIIE came into use in 2006, 80,056 containers have been scanned and 2,293 physically
inspected in the Port of Callao; 27,171 containers were scanned and 1,744 were physically
inspected in the Port of Paita and 1,041 containers have been inspected in warehouses elsewhere in
Paita.

The Peruvian Manifest Review Unit (MRU), which receives and analyzes information and
intelligence from all Peruvian maritime ports and the international airport in Lima, received a new
Peruvian Coast Guard intelligence and monitoring system (“SIMON”) that provides information to
the MRU on all fishing boat activity collected by port authorities. Data on all merchant vessels will
soon be included. SUNAT disseminated domestic and international alerts leading to multi-ton
cocaine and illicit money seizures.

Cultivation/Production. The Government of Peru’s Office of Drug Control (DEVIDA) reported
that, according to a United Nation’s assessment, the 51,400 hectares of coca under cultivation in
Peru could produce a potential annual harvest of approximately 114,000 MT of coca leaf yielding
up to 280 MT of cocaine. Using a Cocaine Production Averted (CPA) formula developed by the
GOP and USG, eradication of 12,000 hectares of coca prevented over 38 MT of cocaine from
being produced in 2007. The price of coca leaf has risen steadily for the past five years. Except in
areas of continuous interdiction though, the number of hectares under cultivation has stabilized
with programmed eradication.

Approximately four million Peruvians use up to 9,000 MT of coca leaf for legal purposes each
year. The GOP estimates that over 90 percent of coca cultivation goes to narco-trafficking. About
65,000 families are involved in growing, processing coca leaf, and trafficking cocaine HCI and
base.

In 2007, the GOP mounted an aggressive eradication campaign in the Upper Huallaga Valley,
which spans the Regions of San Martin, Huanuco, and Ucayali. CORAH exceeded their
programmed eradication goal for the third year in a row. Success in the eradication campaign is
largely attributed to the resolve of the police and CORAH leadership to increase operational
security and remain in conflict-prone zones until all coca had been eradicated. Despite the support
of programmed and voluntary eradication programs’ many UHV communities’ inspections
revealed re-planting by some farmers.
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Attacks on police and CORAH personnel are linked to SL terrorists affiliated with narco-
trafficking organizations. These narco-terrorists protect drug transportation routes, attack CN
personnel, and support their operations through coca cultivation and cocaine production.

Drug Flow/Transit. For the past three years, cocaine HCI has been the principal cocaine product
being smuggled from Peru. Cocaine base and HCI are transported from coca production zones,
primarily from the UHV and the VRAE, via river, land, and air to Peru’s coastal and border areas.
Cocaine HCl is exported to Brazil, Europe, Mexico, the Far East, and the United States by sea and
commercial air flights. Although the U.S. and Europe are the primary destinations for Peruvian
cocaine, U.S. law enforcement and its counterparts in Australia, Hong Kong, Japan, Malaysia, and
Thailand have found Peruvian trafficking organizations operating in the Far East. In addition,
cocaine HCI is primarily transshipped by land through Bolivia, Brazil, Chile, and Ecuador to
consumer markets in the United States and Europe.

Colombians and Mexicans are frequently found, along with Peruvians, to be involved with major
drug transportation operations of multi-kilogram and multi-ton loads to Colombia, Mexico, and the
Caribbean. Drug intelligence and investigations have detected clandestine airstrips near coca
cultivation sites and along Peru’s borders, indicating a possible resurgence of drug trafficking by
air.

Opium Poppy. Opium poppy cultivation in Peru remains limited but is of international concern.
Opiate trafficking, which includes opium poppy cultivation and the production of opium latex and
morphine, is concentrated in the northern and central parts of the country. Opium poppy cultivation
has also been seen in the UHV and VRAE coca source zones. Opium latex from Peru is shipped
overland to Ecuador and Colombia where it is processed into heroin. Minimal eradication of opium
poppies (on less than 30 hectares) occurred in 2007, compared to 2006 when over one million
amapola plants were seized on approximately 88 hectares, and in 2005 when 92 hectares were
eradicated. It is unclear whether this drop in seizures is related to the relocation of opium poppy
plantations or decreased cultivation in Peru. Although opium is being harvested for sale in the
northern areas of Peru, minimal production of morphine base and heroin has been detected,
according to Peruvian officials.

Corruption. As a matter of policy, the GOP does not encourage or facilitate the illicit production
or distribution of narcotic or psychotropic drugs or other controlled substances, or the laundering of
the proceeds from illegal drug transactions. There are no current investigations of any GOP
officials directly related to drug trafficking.

Extradition and Mutual Legal Assistance. The U.S. and Peru are parties to an extradition treaty
that entered into force in 2003. Among the five U.S. extradition and provisional arrests still
pending, three are related to narco-trafficking. There were no new extradition requests in 2007.
Peruvian law requires an individual to serve his/her sentence in Peru before being eligible for
extradition. Consequently, no Peruvians have been extradited to the United States.

Agreements and Treaties. Peru is a party to the 1961 UN Single Convention, as amended by the
1972 Protocol; the 1971 UN Convention on Psychotropic Substances; the 1988 UN Drug
Convention; the Inter-American Convention on Mutual assistance in Criminal Matters; the Inter-
American Convention Against Corruption; the UN Convention against Transnational Organized
Crime and its three protocols, and the UN Convention against Corruption.

Domestic Programs/Demand Reduction. A survey sponsored by the United Nations Office on
Drugs, the Organization of American States, DEVIDA and NAS showed that illegal drug use is
increasing at all levels of Peruvian society. Drugs are inexpensive and easy to obtain with
marihuana considered the most prevalent drug consumed, followed by cocaine HCI and cocaine
base. Peruvian public opinion surveys revealed the growing recognition of the active role of coca
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farmers in drug trafficking and the influence of narco-traffickers over coca grower organizations.
Over 77 percent of those polled recognized that most coca leaf is destined for narco-trafficking; 61
percent acknowledged that coca growers are part of the drug supply chain. The change in Peruvian
perceptions about coca growing and the complicity of coca farmers in narco-trafficking is to a great
extent due to concerted USG and GOP efforts to inform the public in the media, via press,
television and radio and among Peruvian government officials. This includes a year-long prime-
time counternarcotics radio advertisement campaign on “Radioprogramas del Peru” that reached an
audience of several million Peruvians every day.

In 2007, the USG supported local NGOs which developed 6 additional community
counternarcotics coalitions (CAC) in poor communities in Lima. The US-based NGO Community
Anti-Drug Coalitions of America (CADCA) provided technical assistance in the development of
CAC:s that included training on recognizing ineffective, corrupt public institutions and resurrecting
weak civil-society organizations. With Peruvian communities also actively supporting CACs by
donating time and resources, the CAC model can be sustained to reduce drug use.

Alternative Development (AD) Program. The AD program in Peru has achieved sustainable
reductions in coca cultivation through an integrated approach that increases the economic
competitiveness of coca-growing areas while improving local governance. The program works to
change perceptions and the long-term behaviors of coca farmers for the long term. At the close of
its fifth year, a total of over 63,500 families had committed to the voluntary eradication program,
eradicating a total of over 15,100 hectares of coca in their communities. In FY 2007, 9,976 families
joined the voluntary eradication program, pulling up over 2,000 hectares of coca. Infrastructure and
productive activities in voluntary eradication communities have resulted in the completion of more
than 640 community-selected infrastructure projects since the program began in 2002.

The core of the AD program—technical assistance to farmers so that they can grow alternative
crops — ensured that in FY 2007 over 30,000 family farmers received technical assistance on
48,700 hectares of licit crops, including cacao, coffee and African oil palm. In FY 2007, AD
assistance to the licit economy in AD areas resulted in approximately $5 million of additional licit
sales for those organizations in districts where voluntary eradication is taking place.

The post-programmed eradication alternative development program, launched in the final months
of FY 2006, has made solid gains and is changing the hard-core coca-based mindset of the Tocache
community. Post-programmed eradication looks to keep eradicated communities from replanting,
making the programmed eradication sustainable. In FY 2007 in Tocache, 2,899 families in 48
communities signed non-replanting agreements bringing the total to 5,868 families and 87
communities in post-eradication AD. As USAID and CORAH identify future areas for expanded
post-eradication alternative development, Tocache serves as an example to other communities that
a viable alternative to coca cultivation does exist.

IV. U.S. Policy Initiatives and Programs

Bilateral Cooperation. The USG continues to support the GOP’s CN operations in the main drug
source zones of the UHV and the VRAE, including eradication and interdiction. In 2007 the USG
provided assistance to the Basic Training Academies, pre-Academies, and the Advanced Officer
Training School. A PNP Canine Training Program was implemented at Santa Lucia with support of
U.S. Customs. The canine teams are being trained to detect improvised explosive devices in open
fields where eradication and helicopter operations take place. They will also support mobile road
interdiction units to detect precursor chemicals, drugs, and money transiting through the source
zones. The overarching goal of all these programs is to assist the GOP in increasing state presence
and security and to increase operational effectiveness in coca zones. In 2007, the USG also
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provided maritime interdiction and law enforcement training to the Peruvian Navy and Coast
Guard.

Regional Aerial Interdiction Initiative Program (RAII). In 2005, the GOP and USG signed the
Cooperating Nation Information Exchange System (CNIES) Agreement. This enables the USG and
other cooperating nations to share intelligence concerning aerial drug trafficking. In 2007, the USG
provided CNIES training for Air Force of Peru (FAP) personnel; assisted the FAP establish radar
coverage in areas suspected of being aerial trafficking routes; and conducted RAII Joint training
exercises with Brazil and Colombia. The FAP C-26s provide critical overhead real time coverage
for eradication workers, eradication police, and army personnel in the field through the Forward
Looking INFRA-RED Radar (FLIR) also used to map suspected clandestine runways in Peru.

The Road Ahead. The USG and GOP CN efforts will continue to focus on the core commitments
to interdiction, eradication and alternative development, supported by USG aviation assets to
reduce net coca cultivation and cocaine production substantially. This will be facilitated in the
maritime transit zone by an agreement on Operational Procedures expected to take effect early in
2008. The GOP’s 2007-11 CN strategy reflects this emphasis on control and interdiction of
precursor chemicals, drug seizures, reduction in coca cultivation, enforcement of money-laundering
laws, reduction of drug use and improvement of economic conditions to reduce dependency on
coca cultivation.

As an integral part of the of the CN strategy, effective interdiction is dependent on the GOP’s
ability to put a sufficient number of trained police personnel into the coca-growing regions. The
GOP will continue to strengthen CN police presence east of the Andes by training 3,200 new police
cadets by early 2009, thereby helping improve security and stem drug flows at air and seaports.
Basic and specialized courses will continue at the three PNP Basic Training Academies and a new
canine training site will be constructed at two additional locations. Specialized US-based training,
i.e. pilot, aircrew and maintenance training, will also be necessary to enhance the capacity of the
PNP and further the nationalization of the aviation support program.

USG CN efforts also require the continuation of the Alternative Development Program, which
directly supports the interdiction and eradication programs by providing options to coca cultivation
and discouraging replanting, and sustaining eradication gains. The USG will work with NGOs,
universities and the media to sustain an counternarcotics and education campaign and to expand
presence and influence in coca-growing regions. Continued strong political will and the
commitment of CN resources by the GOP are fundamental to their success.
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V. Statistical Table

Coca 2007 2006 2005 2004 2003 2002 2001 2000 1999
Net Cultivation1
(ha) TBD 37,000 34,000 27,500 29,250 34,700 32,100 31,700 34,700
Eradication (ha)** 11,057 | 10,136.58 | 8,966.26 | 7,605.48 | 7,022.03 | 7,133.96 | 6,436.01 | 6,206.33 | 14,733.03
Leaf: Potential
Harvest 3 (MT)*** TBD 50,000 56,300 48,800 41,000 49,000 42,500 42,000 41,000
HCI: Potential
(MT)*** TBD 245 240 230 245 280 255
Seizures
Coca Leaf (MT) 1,824 14.6 11.3 7.6 11.5 7.1 6.4 9.0 14.7
Coca Paste (MT) 7.5 5.1 4.5 6.4 4.3 10.4 6.2 1.6 7.2
HCL (MT) 7.9 14.1%%** 11.7 7.3 3.5 4.1 2.9 2.8 4.2
Combined
HCL&Base (MT) 15.4 19.2 16.2 13.7 7.8 14.5 71 4.4 11.4
Agua Rica 4 (ltrs)
no registered data
registered in
Dirandro statistics 0 0 0 0 0 0 0 0 0
Arrest/Detentions 11,197 7,633 11,260 10,149 10,608 13,158 13,343 2,836 15,557
Labs Destroyed 650 724 1,126 821 964 238 72 97 51
Cocaine HCI 16 11 22 11 9 0 0 0 0
Base 627 713 1,104 810 955 238 72 97 51

* CNC 2006 Coca Estimate for Peru does not include the Cusco area.

** Hectares eradicated 2007 as of October 17th (missing info for one front)

*** New revised 2007 breakthrough figures
****Includes 6 MT F/V/ seizure
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Uruguay

|. Summary

Uruguay is not a major narcotics producing or transit country. However, free trade zones afford
relative anonymity for the movement of cargo, including illicit substances. The country’s strategic
position and its porous land border with Brazil further highlight its vulnerability to drug-
trafficking. Another area of concern is increasing local consumption of the highly addictive, cheap
cocaine-based product known as “pasta base”. Efforts to upgrade port security and customs
services advanced slowly in 2007, limiting inspection of containers at maritime ports and cargo
shipments at the international airport. Uruguay is a party to the 1988 UN Drug Convention.

Il. Status of Country

Uruguay is not a major narcotics producing or transit country, but it continues to be attractive to
drug traffickers from Colombia, Bolivia, Paraguay, Brazil and Mexico as a transit point. Limited
inspection of airport and port cargo makes Uruguay an attractive transit point for contraband,
including chemical precursors to Paraguay and elsewhere. Although precursor chemical controls
exist, they are difficult to monitor and enforce. This is due to the lack of Uruguayan Customs’
ability to effectively monitor and inspect cargo traffic through border crossings and its tendency to
focus more on contraband than precursor chemical shipments. Relatively weak controls at the port
of Montevideo contrast with the enhanced container security initiatives at other ports in the region
such as Santos, Brazil and Buenos Aires, Argentina. According to the Government of Uruguay
(GOU), shipping containers transiting to or from other MERCOSUR countries are rarely inspected
in Uruguay. Colombian and Bolivian traffickers have smuggled cocaine into Uruguay by flying
directly into remote regions from Bolivia, using make-shift airstrips located on foreign-owned
residential farms.

Uruguayan counternarcotics police units continue to target clandestine facilities used for
processing, refining, and shipping Bolivian coca as well as distribution centers for local “pasta
base.” The local demand for inexpensive “pasta base,” increased again in 2007, as did the incidents
of crime related to this drug, according to the Uruguayan National Police’s Counternarcotics
Division (DGRTID). Additionally, in Uruguay, individual drug use is not viewed as a criminal
offense. Rather, users are sent for rehabilitation in ever-increasing numbers, which has created an
overcrowding problem in Uruguay’s rehabilitation centers that the GOU is not yet equipped to deal
with.

lll. Country Actions Against Drugs in 2007

Policy Initiatives. In 2007, the GOU continued to make counternarcotics a policy priority. The
National Drug Secretariat enhanced drug rehabilitation and treatment programs and continued
demand reduction public awareness campaigns focused on minors and young adults through print
media campaigns and telephone hotline advertisements warning against the use of drugs. Uruguay
is an active member of the Southern Cone Working Group of the International Conference for Drug
Control, and other international organizations fighting narcotics, corruption and crime.

Accomplishments. In 2007, the GOU seized 657 kilograms (kg) of cocaine in both national and
international counternarcotics operations—an increase over the 418 kg seized in 2006. The GOU
also seized 84 kg of “pasta base” in 2007, down slightly from 93 kg in 2006. There were no heroin
seizures reported or cocaine labs destroyed in 2007. Additionally, the GOU made 1,923 drug-
related arrests, which lead to 486 convictions and resulted in 13 imprisonments.
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Law Enforcement Efforts. Of the GOU agencies with charters for narcotics-related law
enforcement, DGRTID continued to be the most effective. Internal coordination between GOU
agencies remained difficult because they report to different ministries, but coordination between
DGRTID and their regional counterparts continued to result in successful counternarcotics
operations.

Corruption. As a matter of policy, no senior GOU official or the GOU, encourages or facilitates
the illicit production or distribution of narcotic or psychotropic drugs or other controlled
substances, or the laundering of proceeds from illegal drug transactions. Transparency International
rates Uruguay as one of the least corrupt countries in Latin America. The GOU Transparency Law
of 1998 criminalizes various abuses of power by government authorities and requires high-ranking
officials to comply with financial disclosure regulations. Public officials who do not act on
knowledge of a drug-related crime may be charged with a “crime of omission” under the Citizen
Security Law.

Agreements and Treaties. Uruguay is a party to the 1988 UN Drug Convention, the 1971 UN
Convention on Psychotropic Substances; the 1961 UN Single Convention, as amended by the 1972
Protocol; the Inter-American Convention Against Corruption; the Inter-American Against
Terrorism; the Inter-American Convention Against Trafficking in illegal Firearms; the UN
Convention against Transnational Organized Crime and its protocols on Trafficking in Persons and
Migrant Smuggling; and the UN Convention against Corruption. It is also a member of the OAS
Inter-American Drug Abuse Control Commission (CICAD). The USG and Uruguay are parties to
an extradition treaty that entered into force in 1984, a Mutual Legal Assistance Treaty that entered
into force in 1994, and annual Letters of Agreement through which the USG funds counternarcotics
and law enforcement programs. Uruguay has also signed drug-related bilateral agreements with
Brazil, Paraguay, Bolivia, Chile, Mexico, Panama, Peru, Venezuela and Romania. Uruguay is a
member of the regional financial action task force Grupo de Accion Financiera de Sudamerica
(GAFISUD).

Cultivation/Production. Although small marijuana plots have been discovered in previous years,
none were found in 2007. No other illegal drugs are produced in Uruguay.

Drug Flow/Transit. According to DEA, Uruguay is used as a drug-transit country. Narcotics are
generally transported to Brazil for domestic consumption and onwards to the U.S. and Europe.
Limited law enforcement presence along the Brazilian border and increased U.S. pressure on
traffickers in Colombia, Bolivia and Peru is shifting some smuggling routes south, and drugs are
moving through Uruguay by private vehicle, bus, and small airplanes. For example, during a large-
scale DGRTID operation in 2007, they intercepted a large half-ton shipment of cocaine was
intercepted, coming from Bolivia, via a small plane landing on an improvised airstrip in the
province of Salto.

Demand Reduction. Uruguay’s demand reduction efforts focus on developing prevention
programs, rehabilitation and treatment. These programs are based on a strategy developed
cooperatively in 2001 between the National Drug Secretariat, public education authorities, various
government ministries, municipalities and NGOs. In 2007, the National Drug Rehabilitation Center
continued to train health care professionals, and sponsored teacher training, public outreach, and
programs in community centers and clubs. The program, known locally as the “Portal Amarillo,” a
drug rehabilitation clinic and hotline, continued services for both in-patient and out-patient drug
users in northern Montevideo, targeting specifically “pasta base” addicts. Staffed by recent
graduates of Uruguay’s largest nursing school, it services about 200 patients a week and has 21
beds. Uruguay continues to develop methods to track trends in drug use in youth populations,
including secondary schools and prisons.

146



South America

IV. U.S. Policy Initiatives and Programs

Bilateral Cooperation. U.S. strategy has been to prevent Uruguay from becoming a major
narcotics transit or processing country. USG assistance to the GOU included support to demand
reduction programs, narcotics interdiction operations and police training. The availability of
International Military Education and Training (IMET) funds in FY 2007 permitted the USG to
provide maritime law enforcement leadership and port security training to the Uruguayan Navy and
Coast Guard.

The Road Ahead. Uruguayan law enforcement authorities continue to work well with their
regional DEA counterparts based in Buenos Aires. In light of Uruguay’s increasing consumption
problem, and the evolving drug trafficking threat, the GOU should continue its narcotics
interdiction operations, and maintain an effective demand reduction program that includes efforts
to decrease the use of “pasta base.”
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Venezuela

|. Summary

Venezuela is a major drug-transit country with rampant high level corruption and a weak judicial
system. Lack of international counternarcotics cooperation and a shift in trafficking patterns
through Venezuela enable a growing illicit drug transshipment industry. Despite continued USG
efforts to sign a mutually agreed upon addendum to the 1978 USG-Government of Venezuela
(GOV) Bilateral Counternarcotics Memorandum of Understanding, Venezuela has refused to
cooperate on most bilateral counternarcotics issues. Consequently, the President determined in
2007, as in 2006 and 2005, that Venezuela failed demonstrably to adhere to its obligations under
international counternarcotics agreements. Venezuela is a party to the 1988 UN Drug Convention.

Il. Status of Country

A permissive and corrupt environment in Venezuela, coupled with counternarcotics successes in
Colombia, has made Venezuela one of the preferred routes for trafficking illicit narcotics out of
Colombia. While the majority of narcotics transiting Venezuela continue to be destined for the
U.S., a rapidly increasing percentage has started to flow towards western Africa and onwards to
Europe. The movement of drugs has compounded Venezuela’s corruption problem, and increased
the level of crime and violence throughout the country.

lll. Country Actions against Drugs in 2007

Policy Initiatives. The GOV announced plans for several programs in 2007, including a new
counternarcotics task force under the National Anti-Drug Plan and a hotline to report drug crimes.
Additionally, GOV National Counternarcotics Office (ONA) Director, Nestor Reverol, indicated
that new radar purchased from China will be used to scan Venezuelan airspace for illegal drug
transits. Because these initiatives all appear to be in the planning phase, it is difficult to assess their
impact.

Since 2005, the GOV has refused nearly all counternarcotics cooperation with the USG, and has
undermined USG efforts to collaborate with state and municipal governments. Initially, the GOV
refused to sign a renewal of cooperation until both parties signed an addendum to the 1978 USG-
GOV Bilateral Counternarcotics Memorandum of Understanding (MOU). While the USG did not
agree that the addendum was essential to ensuring appropriate counternarcotics cooperation, the
USG negotiated a mutually acceptable version in December of 2005.

Despite repeated assurances from senior GOV authorities and agreement on two signing dates,
however, President Hugo Chavez has not yet authorized the signing of the addendum to the MOU.
The senior GOV officials who negotiated the addendum eventually left their positions, and their
successors have publicly stated that the GOV will neither sign a bilateral agreement nor cooperate
with the USG on counternarcotics. One official, former Minister of Interior and Justice Pedro
Carrefio, repeatedly justified this position in 2007 by asserting publicly that the Drug Enforcement
Administration (DEA) operates as a “new cartel.” This lack of counternarcotics cooperation
reflects the general chilling of bilateral relations over the past few years.Given the GOV’s refusal
to cooperate, the President determined in 2007, as in 2006 and 2005, that Venezuela failed
demonstrably to adhere to its obligations under international counternarcotics agreements. The
GOV did, however, formalize and expand counternarcotics cooperation with Germany, the
Netherlands, and the UK.
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Law Enforcement Efforts. Venezuelan police and prosecutors do not receive sufficient training or
equipment to carry out counternarcotics investigations properly. Moreover, due to the lack of
effective criminal prosecutions, politicization of investigations, and high-level corruption, the
public has little faith in the judicial system. Within this environment, organized crime flourishes,
while small seizures and arrests are limited to low- level actors.

Seizures of illicit drugs within Venezuela dropped substantially in 2007, while seizures of drugs
coming out of Venezuela by other countries, including the U.S. and the United Kingdom, rose
sharply. The increase in third country seizures, including some multi-ton seizures, comes despite
the GOV’s limited counternarcotics cooperation.

The GOV reported seizures of 28 metric tons (MTs) of cocaine in 2007, significantly less than
claimed seizures in 2006 (38.9 MT) and 2005 (58.4 MT). Moreover, these figures include seizures
made by other countries in international waters that were subsequently returned to Venezuela, the
country of origin. Discounting these seizures, DEA Caracas estimates that GOV authorities seized
between 8 and 12 MT of cocaine in 2007. Additionally, the GOV reported seizing 109 kilograms of
heroin (a 50 percent reduction from 2005), 19 MT of marijuana and 19,000 Ecstasy tablets.

Precursor Chemical Control. In 2007, as in 2006, the GOV did not participate in Seis Fronteras,
an annual USG-supported chemical control operation that normally includes Venezuela, Colombia,
and other neighboring countries. GOV officials reported they are confident that the National
Registry to Monitor Precursor Chemicals, established in 2006, captures the import and export of all
lawful shipments of precursor chemicals. The Ministry, however, lacks personnel trained to
recognize the possible diversion of precursor chemicals to illicit use, an automated system to track
and identify irregularities, and the resources needed for regular and spot inspections.

Demand Reduction. Since 2005, Venezuelan law has required that companies with more than 200
workers donate one percent of their profits to the National Anti-Drug Office (ONA). ONA can then
dispense the funds to demand reduction programs carried out by ONA-approved NGOs or run their
own programs. This is a significant departure from how the program functioned under ONA’s
predecessor organization (the National Commission Against Illegal Drug Use, or CONACUID),
when companies made donations directly to CONACUID-approved NGOs, instead of to
CONACUID.

Two complications have hindered implementation of the 2005 law. First, ONA has been slow to
certify the numerous NGOs involved in demand reduction. Several NGOs claim to have been
denied ONA certification for being linked to opposition parties, while those NGOs receiving
assistance from the USG find it particularly difficult to receive ONA certification. Second, legal
challenges to the requirement that funds be donated directly to ONA have frozen the donation
process. As a result, companies have postponed making donations, either to ONA or to NGOs, until
the statutory requirement is clarified. Many NGOs have shut their doors due to lack of funding.

The GOV does not track statistics on drug abuse and treatment, with the exception of a 2005 ONA
survey, which suggested that drug abuse among Venezuelan youth was decreasing. However, the
accuracy of that survey is uncertain, and various NGOs report that, in fact, drug abuse may be on
the rise.

Corruption. Public corruption continued to be an issue for Venezuela in 2007. Press reports
suggest that Venezuelan security forces often facilitate or are themselves involved in drug
trafficking, particularly the special counternarcotics units of the National Guard and the Federal
Investigative Police. Security forces routinely take bribes in exchange for facilitating drug
shipments, and seizures are most likely to occur when payoffs have not been made. Even when
seizures occur, the drugs are not always turned over intact for disposal, and seized cocaine is
sometimes returned to drug traffickers.
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Agreements and Treaties. Venezuela is a party to the 1988 UN Drug Convention, the 1961 UN
Single Convention as amended by the 1972 Protocol, and the 1971 UN Convention on
Psychotropic Substances. Venezuela and the United States are parties to a Mutual Legal Assistance
Treaty that entered into force in March 2004. Venezuela is party to the UN Convention against
Transnational Organized Crime and its protocols against trafficking in persons and migrant
smuggling, and has signed, but not yet ratified, the UN Convention against Corruption.

The GOV has also signed a number of bilateral agreements with the U.S., including a customs
mutual assistance agreement and a 1991 ship-boarding agreement updated in 1997 that authorizing
the USG to board suspect Venezuelan flagged vessels on the high seas. While a 1978
Memorandum of Understanding concerning cooperation in counternarcotics was signed, a
necessary addendum to extend the agreement drafted in 2004 remains unsigned despite repeated
USG requests.

Extradition and Mutual Legal Assistance. The U.S. and Venezuela are parties to an extradition
treaty that entered into force in 1923. The 1999 Venezuelan constitution bars the extradition of its
nationals. Non-Venezuelans can be extradited, but Venezuelan judges almost always attach
conditions—such as unilateral attempts to restrict the term of years that an extradited defendant
may serve in prison—that have the effect of precluding extradition. On occasion, Venezuelan
authorities have deported non-Venezuelan criminals to a third country—usually Colombia—where
they can be more easily extradited to the U.S.

Cultivation/Production. Illicit crop cultivation and drug production in Venezuela have not been
significant historically. While some coca cultivation does occur along Venezuela’s border with
Colombia, particularly in the southern Amazonas State, the levels are most likely less then 250 to
350 hectares. Periodic GOV eradication operations are carried out, though none were officially
reported in 2007.

Drug Flow/Transit. As Colombia’s Air Bridge Denial program continues to successfully shut
down transit routes out of western and southern Colombia, the 2,200-mile porous border with
Venezuela has become more attractive to traffickers. Drug traffickers now routinely exploit a
variety of routes and methods to move hundreds of tons of illegal drugs on the Pan-American
Highway, the Orinoco River, the Guajira Peninsula, and dozens of clandestine airstrips. While the
majority of illicit drugs transiting Venezuela are destined for the U.S., traffickers use Venezuela to
stage the shipments of drugs to Europe. Venezuelan traffickers have been arrested in The
Netherlands, Spain, Ghana, the Dominican Republic, Mexico and other countries.

The USG estimates that around 250 MTs of cocaine transit Venezuela annually via private aircraft
using clandestine airstrips and maritime routes. The amount of cocaine moving through Venezuela
by private aircraft has increased from 27 MTs in 2004 to approximately 150 MTs in 2007,
representing about 60 percent of the transits, per the Joint Interagency Task Force-South.
Traffickers also use maritime cargo containers, fishing vessels, and go-fast boats to move the
narcotics to principal markets in the U.S. and Europe. Additionally, cocaine and to a lesser extent,
heroin, continue to be routinely smuggled through Venezuela’s commercial airports.

[llicit narcotics destined for the U.S. from Venezuela are shipped through the Dominican Republic,
Haiti, Central America, Mexico, and other Caribbean countries. The narcotics destined for Europe
are then shipped directly to several countries in Europe, especially Spain, or are shipped through
the eastern coastal waters of Venezuela and the Caribbean to west Africa, notably Guinea and
Guinea Bissau. Multi-kilogram shipments of cocaine and heroin are also mailed through express
delivery services to the United States.

According to USG sources, Colombian guerrilla and paramilitary organizations, including two
designated Foreign Terrorist Organizations (FTOs), the Revolutionary Armed Forces of Colombia
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(FARC) and the National Liberation Army (ELN), are linked to the most aggressive and successful
drug trafficking organizations in Venezuela. The FARC and ELN often cross into Venezuela to
facilitate trafficking activities, for rest and relaxation, and to evade Colombian security forces,
often with the collusion of some elements of the Venezuelan security forces.

IV. U.S. Policy Initiatives and Programs

Bilateral Cooperation. The GOV has minimized all counternarcotics related cooperation and
contact with the USG. Despite repeated requests, the GOV has not signed an MOU addendum with
the USG since 2005.

In 2007, the GOV ended the judicial sector’s participation in several USG-funded United Nation’s
Office of Drugs and Crime (UNODC) programs, and indicated to the UNODC that the GOV would
not participate in any programs receiving USG funds. While the USG continues to reach out to
traditional counternarcotics contacts in the GOV, increasing support has been given to non-
traditional partners, including NGOs involved in demand reduction, and regional and municipal
government anticrime and counternarcotics programs.

The GOV has not made the USG-funded Container Inspection Facility (CIF) at Puerto Cabello
operational. Completed in late 2006, the CIF was intended to provide a venue and equipment
(forklifts, tools, and safety equipment) for Venezuelan authorities to unload and examine
containers in a safe and protected environment. Now, despite the fact that the USG estimates 70
percent of narcotics from Colombia transit the Tachira-Puerto Cabello corridor, the facility remains
unused. The Port Authority of Puerto Cabello threatened in late 2007 to take over the facility,
although the GOV-approved project stipulated that it must be used for counternarcotics activities.
The threat of a takeover by the Port Authority puts at risk one of the few remaining areas of
bilateral cooperation.

A number of private Venezuelan companies are still enrolled in the U.S. Customs Service’s
Business Anti-Smuggling Coalition (BASC) program. This program seeks to deter smuggling,
including narcotics, in commercial cargo shipments by enhancing private sector security programs.
Despite initial progress, the difficult relations between the USG and the GOV have slowed the pace
of this program in both the Valencia and Caracas BASC chapters.

Signs of progress do exist. The Venezuelan government still continues to authorize the USG to
board Venezuelan flagged vessels on the high seas suspected of being engaged in narcotics
trafficking. In one such incident in October 2007, the GOV permitted a joint U.S. Coast Guard—
Royal Navy Group to board a drug-laden Venezuelan-registered vessel in international waters after
some delay. Also in October, at the presentation of the new U.S. Ambassador’s credentials,
President Chavez indicated that Venezuela and the U.S. should look for areas to renew cooperation
and cited counternarcotics as one such area.

The Road Ahead. In 2008, the USG remains prepared to renew cooperation with Venezuelan
counterparts to fight the increasing flow of illegal drugs. One clear step for the GOV to make
would be to conclude signing the outstanding MOU addendum, which would free up funds for joint
counternarcotics projects. Another would be to start stemming the rise in drug transits from
Colombia by working with the USG to retain and make operational the Container Inspection
Facility (CIF) at Puerto Cabello. Once these first steps are taken, the USG and GOV can begin
restarting other stalled projects, including the development of a drug intelligence fusion and
analysis center and the initiation of riverine interdiction operations on the Orinoco River. These
steps would help