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FY 2007 Accounting of Drug Control Funds

Executive Summary

Background

This presents for Congress the Fiscal Year 2007 Accounting of Drug Control Funds. As part of
the 1998 law that reauthorized the Office of National Drug Control Policy (ONDCP), a provision
was added (Public Law 105-277, October 21, 1998 [Div.C, Title VII], Section 705(d)), which
mandates that the Director of ONDCP shall, “(A) require the National Drug Control Program
agencies to submit to the Director not later than February 1 of each year a detailed accounting of
all funds expended by the agencies for National Drug Control Program activities during the
previous fiscal year, and require such accounting to be authenticated by the Inspector General for
each agency prior to submission to the Director; and (B) submit to Congress not later than April
1 of each year the information submitted to the Director under subparagraph (A).” That
provision was not changed by the ONDCP Reauthorization Act of 2006 (Public Law 109-469,
December 29, 2006).

In order to comply with this statutory provision, ONDCP issued a Circular, Annual Accounting
of Drug Control Funds (Tab K), to all National Drug Control Program agencies defining the
requirements for annual accounting submissions. The Circular specifies, “ Each report...shall be
provided to the agency’ s Inspector General for the purpose of expressing a conclusion about the
reliability of each assertion made in the report.” In assessing reliability, ONDCP anticipates
each Office of Inspector General (OIG) will conduct an attestation review consistent with the
Statements for Standards of Attestation Engagements, promulgated by the American Institute of
Certified Public Accountants. An attestation review is more limited in scope than a standard
financial audit, the purpose of which isto express an opinion on management’ s assertions. The
objective of an attestation review isto evaluate an entity’ s financial reporting and to provide
negative assurance. Negative assurance, based on the criteria established by the ONDCP
Circular, indicates that nothing came to the attention of the OIG that would cause them to believe
an agency’ s submission was presented other than fairly in al material respects.
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Department Compliance and Attestation Reviews

All National Drug Control Program agencies complied with the provisions of the Drug Control
Accounting Circular dated May 1, 2007. Thisfact is evident, along with whether an agency
passed or failed the required attestation review, in the table below. For the purposes of this
report, “pass’ indicates an agency’s Ol G was able to complete their review and provide negative
assurance. Conversely, “fail” implies that an agency’s assertions regarding its FY 2007 drug
control obligations were not reviewable.

At the time of compiling this report, the Department of State’s United States Agency for
International Development (USAID) OIG report was not ready, and ONDCP did not want to
delay further this report. ONDCP will transmit the USAID report when we submit the
Performance Summary Report later thisyear. The Performance Summary Report will provide
Congress with an assessment of each National Drug Control Agency’s performance measures.

Table: Compliance and Attestation Review Summary

Compliancewith | OIG/Independent
ONDCP Circular | Auditor Attestation
Department/Bureau (Yes/No) Review (Pass/Fail)

Defense Yes Pass
Education

Office of Safe and Drug-Free Schools Yes Pass
Health and Human Services

National Institute on Drug Abuse Yes Pass

Substance Abuse and Mental Health Services Yes Pass

Administration
Homeland Security

United States Coast Guard Yes Fail

Immigration and Customs Enforcement Yes Pass

Customs and Border Protection Yes Pass
Justice

Bureau of Prisons Yes Pass

Drug Enforcement Administration Yes Pass

Organized Crime Drug Enforcement Task Force Yes Pass

Office of Justice Programs Yes Pass
State

Bureau of International Narcotics and Law Yes Pass

Enforcement Affairs
Transportation

National Highway Traffic Safety Administration Yes N.A."?
Department of the Treasury

Internal Revenue Service Yes Pass
Veterans Affairs

Veterans Health Administration Yes Pass

Small Business Administration Yes N.A."

Notes " In compliance with the ONDCP Circular, the Agency submitted an alternative report because the requirements created an
unreasonable burden. The alternative report was not subject to an attestation review.
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Summary of Agency Reports
Department of Defense

The Department of Defense’s (DoD) accounting of FY 2007 drug control obligations (Tab A)
satisfies al requirements established by ONDCP' s Circular, including the rendering of a
negative assurance by the DoD OIG, which indicates that nothing came to the attention of the
OIG that would cause them to believe DoD’ s submission was presented other than fairly in all
material respects. Given this, DoD was assessed arating of pass.

Department of Education

The Department of Education’s accounting of FY 2007 drug control obligations (Tab B) satisfies
all requirements established by ONDCP's Circular, including the rendering of a negative
assurance by the Department’s OIG. Given this, Education was assessed a rating of pass.

e Budgetary resources in the submission include funds that did not support drug control
activities (some of the funds support violence prevention and school safety activities that
have no drug nexus).

o Approximately $7.5 million of Safe and Drug-Free Schools National Programs funds
support alcohol and other drug prevention projects for students enrolled in institutions of
higher education. For college students 21 years of age or older, alcohol isalegal drug,
consequently, services provided to students of legal age fall outside the scope of the
National Drug Control Strategy.

Department of Health and Human Services

The Department of Health and Human Services (HHS) accounting submission includes separate
reports for the National Institute on Drug Abuse (NIDA) and the Substance Abuse and Mental
Health Services Administration (SAMHSA) (Tab C).

NIDA: NIDA’s accounting of FY 2007 drug control obligations satisfies all requirements
established by ONDCP s Circular, including the rendering of a negative assurance by the HHS
OIG. Giventhis, NIDA was assessed arating of pass.

SAMHSA: SAMHSA’s accounting of FY 2007 drug control obligations satisfies all
requirements established by ONDCP s Circular, including the rendering of a negative
assurance by the HHS OIG. Given this, SAMHSA was assessed a rating of pass.

e The management of the HHS Program Support Center (PSC), SAMHSA’sfinancial
accounting service provider, identified a systems non-conformance and one material
weaknessin FY 2006. PSC evaluated itsinternal controls and provided a qualified
statement of assurance that itsinternal controls meet the objectives of the Federal
Financial Management Improvement Act of 1996, with the following exceptions: 1) PSC
is continuing to make progress but has not completely resolved a material dollar amount
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of accounting entries identified on the Summary of Unadjusted Differences; 2) PSC has
not completed afull annual reporting cycle using the Unified Financial Management
System (UFMYS); and 3) PSC’ s revised documentation for the Financial Reporting closing
process has not been validated. With these revisions for 2007, both HHS accountings
could be assessed arating of pass.

Department of Homeland Security

The Department of Homeland Security’s (DHS) accounting submission includes separate reports
for the United States Coast Guard (USCG), Customs and Border Patrol (CBP), and Immigration
and Customs Enforcement (ICE) (Tab D).

USCG: USCG could not provide to the DHS OIG an assurance to any of the financial data
contained within the detailed accounting submissions. Therefore, the DHS OIG was unable to
provide the level of assurance required by ONDCP s Circular. Given this, USCG was assessed
arating of fail.

e TheDHS OIG contract audit firm has identified a number of material weaknesses as
referenced in the Coast Guard’'s 2007 submission. The Coast Guard has avery
aggressive and holistic remediation plan in place to resolve these weaknesses, that
included chartering of the Financial Management Transformation Task Force,
establishment of the Office of Financia Transformation and Compliance, and chartering
of a Senior Management Council and Senior Assessment Team to align our efforts with
the Federal Managers Financia Integrity Act. In March 2007, the Coast Guard published
its Financial Strategy for Transformation and Audit Readiness (FSTAR), a high level
strategy and initial schedule to address our material weaknesses. The Coast Guard has
committed extensive personnel and financial resources to this effort, and resolution of the
material weaknesses and earning of an unqualified opinion are atop priority of senior
Coast Guard management.

CBP: CBP saccounting of FY 2007 drug control obligations satisfies all requirements
established by ONDCP’ s Circular, including the rendering of a negative assurance by the DHS
OIG. Given this, CBP was assessed arating of pass.

e Thereport did note that CBP had modified the methodology used to determine the
amount of funding spent on anti-drug activities, in order to better characterize CBP's
efforts. These changes decrease FY 2007 obligations by $128.6 million.

ICE: ICE'saccounting of FY 2007 drug control obligations satisfies all requirements
established by ONDCP' s Circular, including the rendering of a negative assurance by the DHS
OIG. Given this, ICE was assessed arating of pass.

e Theindependent audit identified no material weaknesses, and noted that |CE had
remediated its two FY 2006 remaining material weaknesses.
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Department of Justice

The Department of Justice’s (DOJ) accounting submission includes separate reports for the
Bureau of Prisons (BOP), Drug Enforcement Administration (DEA), Organized Crime Drug
Enforcement Task Force (OCDETF), and Office of Justice Programs (OJP) (Tab E).

BOP: BOP s accounting of FY 2007 drug control obligations satisfies all requirements
established by ONDCP’' s Circular, including the rendering of a negative assurance by the DOJ
OIG. Given this, BOP was assessed arating of pass.

e Theindependent audit identified no material weaknesses but noted one deficiency related
to Information Systems Controls. The BOP has implemented corrective action plans to
specifically address this deficiency.

DEA: DEA’saccounting of FY 2007 drug control obligations satisfies al requirements
established by ONDCP’' s Circular, including the rendering of a negative assurance by the DOJ
OIG. Given this, DEA was assessed arating of pass.

e No material weaknesses were identified however the audit revealed an I T-related
deficiency. The DEA IT significant deficiency relates to the FISCAM genera control
area of Access Controls. Specifically, the DEA had issues related to security patch
management and configuration management within Access Controls. The DEA
management noted that the DEA isin the process of implementing corrective action
plans.

OCDETF: OCDETF s accounting of FY 2007 drug control obligations satisfies all
requirements established by ONDCP s Circular, including the rendering of a negative
assurance by the DOJ OIG. Given this, OCDETF was assessed arating of pass.

e While no material weaknesses were identified, the Independent Auditor noted three
deficienciesin the fiscal year 2007 audit. Deficiencies were identified in the accrual
accounting functions, controls over Journal Entries and on the information system
controls environment. The impact of these deficiencies on the presentation of drug-
related obligations is undetermined. DOJwill develop corrective action plans to address
these deficiencies.

OJP: OJP s accounting of FY 2007 drug control obligations satisfies al requirements
established by ONDCP’' s Circular, including the rendering of a negative assurance by the DOJ
OIG. Given this, OJP was assessed a rating of pass.

e The OIG reported no material weaknesses; however it did identify the following
deficiencies: 1) improvements are needed in its grant deobligation process, 2)
improvements are needed in controls over grant payable estimation processes, 3)
weaknesses exist in the Information System Controls Environment. OJP has already
developed an action plan to correct these deficiencies.
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Department of State

The Department of State’ s (State) accounting of FY 2007 drug control obligations (Tab F)
satisfies all requirements established by ONDCP' s Circular. While the OIG found that INL did
not have an effective process in place to verify independently the obligation dataincluded in its
report to ensure that the data were accurate and complete, State was assessed a rating of pass.

e Reasons cited by the OIG aswhy INL did not have an effective process in place to verify
independently the obligation data s attributed to an independent external auditor finding
that the entire Department of State’ s financial management system was inadequate, an
issue beyond INL’s control. The auditor noted that the department’ s financial systems
did not support management’ s fiduciary role by providing complete, reliable, consistent,
timely, and useful financial management information. The Department will work to
resolve the reported deficienciesin FY 2008.

Department of Transportation

The Department of Transportation’s (DoT) drug-related activities fall below the reporting
threshold of $50 million. Asaresult, DoT submitted alimited report (Tab G). The report
includes atable of FY 2007 obligations for the National Highway Traffic Safety Administration -
Drug Impaired Driving Program and an explanation of drug methodology. DoT’s submission
satisfies all requirements established by ONDCP' s Circular.

Department of the Treasury

The Department of the Treasury’s accounting of FY 2007 drug control obligations (Tab H)
satisfies al requirements established by ONDCP' s Circular, including the rendering of a
negative assurance by the Treasury Inspector General for Tax Administration (TIGTA). Given
this, Treasury was assessed a rating of pass.

Department of Veterans Affairs

The Department of Veterans Affairs (VA), Veterans Health Administration’s (VHA) accounting
of FY 2007 drug control obligations (Tab I) satisfies all requirements established by ONDCP' s
Circular, including the rendering of a negative assurance by the Department’s OIG. Given this,
VHA was assessed arating of pass.

e VHA identified three material weaknesses. The weaknesses occur in Financial
Management System Functionality, Information Technology Security Controls, and
Financial Management Oversight.

Executive Summary 6



FY 2007 Accounting of Drug Control Funds

Small Business Administration

The Small Business Administration’s (SBA) drug-related activities fall below the reporting
threshold of $50 million. Asaresult, SBA submitted alimited report (Tab J). The report
includes atable of FY 2007 obligations for the Drug-Free Workplace Program and an
explanation of drug methodology. SBA’s submission satisfies all requirements established by
ONDCEP s Circular, including concurrence from the SBA OIG that an alternative report was
proper.

Executive Summary
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Washington, D.C 20201

FEB 4 2008

Mr. Jon Rice

Associate Director for Performance and Budget
Office of National Drug Control Policy
Washington, D.C. 20503

Dear Mr. Rice:

Enclosed are Department of Health and Human Services (HHS) Office of Inspector
General Attestation Review reports for fiscal year 2007. These reports for the National
Institute on Drug Abuse and the Substance Abuse and Mental Health Services are
provided in accordance with the Office of National Drug Control Policy

Circular titled Drug Control Accounting.

If you have any questions, please contact Christine Jones, Director, Division of Systems
Policy, Payment Integrity and Audit Resolution at (202) 690-7542 or

christine.jones@hhs.gov.

Sincerely,

D¢

Sheila O. Conley

Deputy Assistant Secretary, Finance
Enclosures:

NIDA Drug Control Accounting Report
SAMHSA Drug Control Accounting Report



Department of Health and Human Services

OFFICE OF
INSPECTOR GENERAL

ATTESTATION REVIEW:
NATIONAL INSTITUTE ON DRUG
ABUSE DRUG CONTROL
ACCOUNTING REPORT FOR
F1ScAL YEAR 2007

WARNING-THIS REPORT
CONTAINS RESTRICTED
INFORMATION FOR
OFFICIAL USE. DISTRIBUTION
IS LIMITED TO
AUTHORIZED OFFICIALS.

VICEJ‘

& ey Daniel R. Levinson
& ’/ Inspector General
<
T
B, C January 2008

A-03-08-00353




Notices

THIS REPORT MAY CONTAIN SENSITIVE INFORMATION

This report should not be reproduced or released to any other
party without specific written approval of the Deputy Inspector
General for Office of Audit Services.

OAS FINDINGS AND OPINIONS

The designation of financial or management practices as questionable
or a recommendation for the disallowance of costs incurred or claimed,
as well as other conclusions and recommendations in this report,
represent the findings and opinions of the HHS/OIG/OAS. Authorized officials
of the HHS divisions will make final determination on these matters.
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Washington, D.C. 20201

2006
To: Donna Jones
Chief Financial Officer
National Institute on Drug Abuse
National Institutes of Health

From: oseph E. Vengrin
Deputy Inspector General

for Audit Services

Subject: Attestation Review: National Institute on Drug Abuse Drug Control Accounting
Report for Fiscal Year 2007 (A-03-08-00353)

The purpose of this report is to provide you the results of our attestation review of the National
Institute on Drug Abuse’s (NIDA) drug control accounting report and the Assertion Certification
Statements for fiscal year (FY) 2007. Our attestation review was conducted in accordance with
attestation standards established by the American Institute of Certified Public Accountants and
the standards applicable to attestation engagements contained in Government Auditing Standards
issued by the Comptroller General of the United States. A review is substantially less in scope
than an examination, the objective of which is to express an opinion on management’s assertions
contained in its report; accordingly, we do not express such an opinion. We reviewed the
attached NIDA report entitled “Assertions Concerning Annual Accounting of Drug Control
Funds,” dated December 7, 2007. The report is the responsibility of NIDA’s management and
was prepared by NIDA under the authority of 21 U.S.C. § 1704(d) and as required by the Office
of National Drug Control Policy (ONDCP) Circular: Drug Control Accounting, dated May 1,
2007.

OFFICE OF INSPECTOR GENERAL’S CONCLUSION

Based on our review, nothing came to our attention that caused us to believe that management’s
assertions were not fairly stated, in all material respects.

NATIONAL INSTITUTE ON DRUG ABUSE’S REPORT

NIDA’s report included a table of FY 2007 Actual Obligations (Table) that reported obligations
totaling $1,001,952.

Distribution is limited to authorized officials.

Warning — This report contains restricted information for official use.



Page 2 — Donna Jones

We performed review procedures on NIDA’s Table and the related assertions and disclosures. In
general, our review procedures were limited to inquiries and analytical procedures appropriate
for our attestation review.

ok ok ok ok ok ok ok ok

This report is intended solely for the information and use of Congress, ONDCP, and NIDA, and
is not intended to be, and should not be, used by anyone other than these specified parties. If you
have questions or comments, contact me or have your staff call Stephen Virbitsky, Regional
Inspector General for Audit Services, at 215-861-4470.

Attachment

Distribution is limited to authorized officials.

Warning — This report contains restricted information for official use.
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Nationél Institutes of Health
EC - National Institute on Drug Abuse
D - 7 2007 Bethesda, Maryland 20882

MEMORANDUM TO: Director
Office of National Drug Control Policy

THROUGH: Sheila Conley
Deputy Chief Financial Officer
Department of Health and Human Services

FROM: Donna Jones /&ow m
Chief Financial Officer a
National Institite on Drug Abuse
SUBJECT: Assertions Concerning Annual Accounting of Drug Control Funds

In accordance with the requirements of the Office of National Drug Contro! Policy Circular
“Annual Accounting of Drug Control Funds,” I make the following assertions regarding the
attached annual accounting of drug control funds:

Obligations by Budget Decision Unit

1 assert that obligations reported by budget decision unit are the actnal obligations from the NTH
financial accounting system for this budget decision unit after using NIDA’s internal system to
reconcile the NIH accounting system during the year.

Drug Methodology

Tassert that the drug methodology used to caleulate obligations of prior year budgetary resources
by function for the institute was reasonable and accurate in accordance with the criteria listed in
Section 6b(2) of the Circular. In accordance with these criteria, I have documented data which
support the drug methodology, explained and documented other estimation methods (the
assumptions for which are subject to petiodic review) and determined that the financial systems
supporting the drug methodology yield data that present fairly, in all material respects, aggregate
obligations from which drug-related obligation estimates are derived.

Obligations of prior year drug control budgetary resources are caleulated as follows:

FY 2007 actual obligations were determined by identifying NIDA support for projects that
address drug prevention and treatment. Projects forinclusion in the ONDCP budget are
identified from the NIDA coding system and database known as the “NEPS™ system (NIDA
Extramural Project System). Data are entered into this system by program staff, NIDA does not
need to make any assumptions or estimates to isolate its total drug control obligations as the total
appropriation is drug control,

As the supporter of more than 85% of the world’s research on drug abuse and addiction, the

Distribution is limited to authorized officials.

Warning — This report contains restricted information for official use.



National Institute on Drug Abuse (NIDA) provides a strong science base for our Nation’s efforts
to reduce the abuse of drugs and their consequences. NIDA’s comprehensive research portfolio
addresses a broad range of drug abuse and addiction issues, ranging from the support of
fundamental neurobiology to community-based research. As our Nation looks for science-based
approaches to enhance jts prevention and treatment efforts, NIDA’s broad portfolio and its
continuing efforts to work with other Agencies and NIH Institutes on a variety of
transdisciplinary issues will provide the tools necessary to move these efforts forward. Research
serves as the cornerstone of NIDA’s efforts to disseminate research information and educate
health professionals and the public, especially our Nation’s youth, about the factors influencing
drug use, its consequences, and about science-based and tested treatment and prevention
techniques. These research and dissemination efforts fo develop, test, and disseminate
information on the basis of addiction, its consequences, and enhanced therapeutic techniques
support the ONDCP Goal 3 (treatment). Efforts to enhance the science base and disseminate
information on the factors that inhibit and facilitate drug use and it progression to addiction and
other health consequences, and on science-based approaches for prevention interventions support
the ONDCP Goal 1 (prevention).

NIDA obligations are allocated between prevention and treatment research based on the
professional judgiment of scientific program officials on specific grant and contract projects.
These scientists review the grant application, project purpose and methodology, and/or progress
report fo determine whether the project meets NIDAs criteria for categorization as prevention or
as treatment research. Projects are coded and entered into the NEPS system prior to funding,

The total $1,001,952,000 is the actnal amount obligated and reconciles to the NIDA Database
system, The total of $1,001,952,000 does not reconcile to the FY 2007 column of the FY 2008
Congressional Justification (CJ). This is because the FY 2007 column of the FY 2008 CJ
includes four comparable transfers totaling $607,000 and excludes the additional pay raise of
$592,000 included as part of the FY 2007 Congressional Joint Resolution, and a transfer of
$1,331,000 from the Office of the Director of NIH to NIHDA for the Genes, Environment and
Health Initiative (GED. The adjustment to the FY 2007 column are determined by the NIH,
DHHS and OMB.

Application of Methodology

Lassert that the drug methodology described in the preceding section was the actual methodology
used to generate the table required by Section 6a. NIDA has not modified its drug methodology
from the previous year, The difference between NIDA’s actual obligations and the National
Drug Control Strategy Budget summary number for FY 2007 are for the same reasons described
above for the FY 2007 column of the FY 2008 CJ.

Reprogrammings or Transfers

T assert that the obligation data presented are associated against a financial plan that, if revised
during the fiscal year, properly reflects those changes, including ONDCP’s approval of
reprogrammings or transfers affecting drug-related resources in excess of $5 million that
occurred during the fiscal year. As described above, NIDA had the following adjustments for

Distribution is limited to authorized officials.

Warning — This report contains restricted information for official use.



FY 2007: (1) four comparable transfers totaling $607,000, (2) a pay raise increase of $592,000
provided in the FY 2007 Joint Resolution, and (3) a transfer of $1,313,000 form the Office of the
Director NTH for the Genes, Environment and Health Initiative,

Fund Control Notices

1 assert that the obligation data presented are associated against a financial plan that complied
fully with all Fund Control Notices issued by the Director under 21 U.S.C. 1703(f) and Section 8
of the ONDCP Circular Budget Execution, dated May 1, 2007.

Distribution is limited to authorized officials.

Warning — This report contains restricted information for official use.



NATIONAL INSTITUTES OF HEALTH
NATIONAL INSTITUTE ON DRUG ABUSE
FY 2007 Actual Obligations
{Dollars in Thousands)

I. RESOURCE SUMMARY
FY 2007
Actual
Drug Resources by Function: -
Prevention 411,266
Treatment: 580,686
Total ) . - 1,001,952
Drug Resources by Decision Unit:
Démand Reduction 1,001,952
Total 1,001,852
_|HIDTA Transfer
ICDE Resources

Differences Between (1) Actual Obligations and (2) the FY 07 Column of the
FY 08 CJ and the National Drug Control Strategy Budget Summary
{Dollars in Thousands)

Total 2007 Col. of the FY 2008 CJ; Nationa! Drug Control Strategy 999,422
Pay Raise Adjustment from FY '07 Joint Resolution 592
Comparative Transfers . 607
GEl Transfer 1.331

Total Obligations 1,001,952

Distribution is limited to authorized officials.

Warning — This report contains restricted information for official use.



Department of Health and Human Services

OFFICE OF
INSPECTOR GENERAL

ATTESTATION REVIEW:
SUBSTANCE ABUSE AND
MENTAL HEALTH SERVICES
ADMINISTRATION DRUG
CONTROL ACCOUNTING REPORT
FOR FISCAL YEAR 2007

WARNING-THIS REPORT
CONTAINS RESTRICTED
INFORMATION FOR
OFFICIAL USE. DISTRIBUTION
IS LIMITED TO
AUTHORIZED OFFICIALS.

V’CES
3 “ Daniel R. Levinson
g / Inspector General
<
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B, C January 2008
A-03-08-00352




Notices

THIS REPORT MAY CONTAIN SENSITIVE INFORMATION

This report should not be reproduced or released to any other

party without specific written approval of the Deputy Inspector
General for Office of Audit Services.

OAS FINDINGS AND OPINIONS
The designation of financial or management practices as questionable
or a recommendation for the disallowance of costs incurred or claimed,

as well as other conclusions and recommendations in this report,
represent the findings and opinions of the HHS/OIG/OAS. Authorized officials

of the HHS divisions will make final determination on these matters.
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To: Daryl W. Kade
Chief Financial Officer

Substance Abuse and Mental Health Services Administration

From: oseph E. Vengrin
Deputy Inspector General
for Audit Services

Subject: Attestation Review: Substance Abuse and Mental Health Services Administration
Drug Control Accounting Report for Fiscal Year 2007 (A-03-08-00352)

The purpose of this report is to provide you the results of our attestation review of the Substance
Abuse and Mental Health Services Administration’s (SAMHSA) drug control accounting report
and the Assertion Certification Statements for fiscal year (FY) 2007. Our attestation review was
conducted in accordance with attestation standards established by the American Institute of
Certified Public Accountants and the standards applicable to attestation engagements contained
in Government Auditing Standards issued by the Comptroller General of the United States. A
review is substantially less in scope than an examination, the objective of which is to express an
opinion on management’s assertions contained in its report; accordingly, we do not express such
an opinion. We reviewed the attached SAMHSA report entitled “Assertions Concerning Drug
Control Accounting,” dated November 29, 2007. The report is the responsibility of SAMHSA’s
management and was prepared by SAMHSA under the authority of 21 U.S.C. § 1704(d) and as
required by the Office of National Drug Control Policy (ONDCP) Circular: Drug Control
Accounting, dated May 1, 2007.

OFFICE OF INSPECTOR GENERAL’S CONCLUSION

Based on our review, nothing came to our attention that caused us to believe that management’s
assertions were not fairly stated, in all material respects.

SUBSTANCE ABUSE AND MENTAL HEALTH SERVICES ADMINISTRATION’S
REPORT

SAMHSA’s report included a Table of Prior Year Drug Control Obligations (Table) for F'Y 2007
that reported obligations totaling approximately $2.5 billion.

Distribution is limited to authorized officials.

Warning — This report contains restricted information for official use.



Page 2 — Daryl W. Kade

We performed review procedures on SAMHSA’s Table and the related assertions and
disclosures. In general, our review procedures were limited to inquiries and analytical
procedures appropriate for our attestation review.

Kok ok ok ok ok ok

This report is intended solely for the information and use of Congress, ONDCP, and SAMHSA,
and is not intended to be, and should not be, used by anyone other than these specified parties. If
you have questions or comments, contact me or have your staff call Stephen Virbitsky, Regional
Inspector General for Audit Services, at 215-861-4470.

Attachment

Distribution is limited to authorized officials.

Warning — This report contains restricted information for official use.
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é‘ DEPARTMENT OF HEALTH & HUMAN SERVICES Substanca Abuse and Mental

Centerfor Mental Health Services

Center for Substance Abuse
Prevention

Centerfor Substance Abuse
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MEMORANDUM TO: Director
Office of National Drug Control Policy

THROUGH: - Sheila Conley
Deputy Assistant Secretary for Finence
Department of Health and Human Services

FROM: Daryl Kade, Chief Financial Officer
Office of Policy, Planning, and Budget
Substance Abuse and Mental Health Services Administration

SUBJECT: Assertions Conceming Drug Control Accounting

In accordance with the requirements of the Office of National Drug Control Policy Circular Drug
Control Accounting, as revised on May 1, 2007, I make the following assertions regarding the
attached annual accounting of drug control funds:

Obligations by Budget Decision Unit

[ assert that obligations reported by budget decision unit are the actual obligations from
SAMHSA’s accounting system of record for these budget decision units,

Drug Methodology

1 assert that the drug methodology used to calculate obligations of prior year budgetary resources
by function for SAMHSA was reasonable and accurate in accordance with the criteria listed in
Section 6b(2) of the Circular. In accordance with these ctiteria, [ have docurnented/identified
data which support the drug methodology, explained and documented other estimation methods
(the assurnptions for which are subjected to periodic review) and determined that the financial
systems supporting the drag methodology yield data that present fairly, in all material respests,
apgregate obligations from which drug-related obligation estimates are derived. (See Exhibit A)

Application of Drug Methodology

T assert that the drug methodology disclosed in Exhibit A was the actual methodology nsed to
generate the table required by Section 6a.

Reprogrammings or Transfers

I assert that the data presented are associated with abligations against a financial plan that was
revised during the fiscal year to include funds received from ONDCP in support of the Drug

Office of tha Administrator—OHfice of Applied Studies—Office of Communications—0ffice of Polley, Piannlng and Budget—OHice af Program Sorvices



Page 2 - Director, Office of National Drug Control Policy

Free Communities Program. SAMHSA entered into an Interagency Agreement with ONDCP in
the amount of $78,461,537 to fund activities of the Drug Free Communities Program in FY
2007. SAMHSA had no other reportable reprogrammings or transfers in FY 2007,

Fund Control Notices

I assert that the data presented are associated with obligations against a financial plan that
complied fully with all Fund Control Notices issued by the Director under 21 U.S.C 1703(f) and
Section 8 of the ONDCP Circular, Budget Execution, dated May 172007,

Daryl W, Xad
Chief Financial Officer

Attachments:

Table of Prior Year Drug Control Obligations, FY 2007

Exhibit A Drug Control Methodology

Exhibit B - FY 2007 Management Assurance (SAMHSA)

Exhibit C - FY 2007 Management Assurance as a Service Provider (PSC)



SUBSTANCE ABUSE AND MENTAL HEALTH

SERVICES ADMINISTRATION
Table of Prior Year Drug Control Obligations
FY 2007
(Doltars in milfons)

Obligations by Drug Control Function
Prevention....... AN AR A eSS CE b s e s e R R R e ervra RS aRTa RS aTeY 641.2
TIEAMTIBNL 1evvu i sttenrereormseecemmirr st sseessmrasrsssistraresscsste e tns sessssssressssantsetssestsseassssassseasassesssess 1,879.6

Total $2,520.8
Obligations by Budget Decision Unit
Programs of Regional and National Significance ', 591.8

Substance Abuse Prevention (Non-add) (192.9)

Substance Abuse Treatment (Non-add) .........ouemsrvvsesomerssererens v (398.9)
Drug Free Communities Program Z........... e —————— st 78.1
Substance Abuse Block Grant ¥ ......oeeroreinns, e 1,758.4
Program Management ¥............ e s ss s eeseneeraesare . 92,5

Total — $2,520.8

Footnotes:

1 PRNS obligations reflect direct obligations against SAMHSA budget authority, Reimbursable
obligations are not included, as these funds would be reflected in the obligations of the agency
providing the reimbursable funds to SAMHSA, Substance Abuse Treatment PRNS obligations
include funds provided to SAMHSA from the PHS evaluation fond.

¥ Drug Free Communities Pro gram funding was provided to SAMHSA via Interagency
Agreement,

¥SAPT Block Grant obligations include funds provided to SAMHSA from the PHS evaluation
fund.

“ Program Management obligations include funds provided to SAMHSA from the PHS
evaluation find. Obligations reflect total SAMHSA. Program Management funds, less
reimbursements, as prescribed by ONDCP Budget Circulars.

TOTALS MAY NOT ADD DUE 10 ROUNDING



Exhibit A

(1)  Drug Methodology - Actual cbligations of prior year drug control budgetary resources
are derived from the SAMHSA Unified Financial Management System (UFMS), PSC
Status of Funds by Allotment and Allowance Report 309,

@

Obligations by Drug Control Function - SAMHSA distributes drug control finding
into two functions, prevention and treatment;

Prevention: This total reflects the sum of the actual obligations for:

¢ CSAP’s Programs of Regional and National Significance (PRNS) direct funds,
excluding reimbursable authority obligations;

* Drug Free Community Program funds provided by Interagency Agreement with
ONDCP;

s 20% of Substance Abuse Prevention and Treatment Block Grant (SAPTBG)
funds, including obligations related to receipt of PHS Evaluation funds; and

*  20% of the actual obligations of SAMHSA. Program Management fands,
including obligations related to receipt of PHS Evaluation fimds.

Regarding allocation of 20% of the SAPTBG for the prevention function, the Public
Health Services Act provides that “in expending the grant, the State involved will
expend not less than 20 percent for programs for individuals who do not require
treatment for substance abuse” (or, in other words, for primary prevention activities,
reference PHS Act, Sec. 1922(a)(1)). For expediency and simplicity, program
management actual obligations have also been allocated to the prevention function
using the 20% factor as a proxy.

Treatment: This total reflects the sum of the actual obligations for:

s CSAT’s Programs of Regional and National Significance (PRNS) direct funds,
excluding reimbursable authority obligations, but including obligations related to
receipt of PHS Evaluation funds;

s 80% of the actual obligations of the Substance Abuse Prevention and Treatment
Block Grant (SAPTBG) funds, including obligations related to receipt of PHS
Evaluation funds; and

+  80% of the funding for SAMHSA Program Management, including obligations
related to receipt of PHS Evaluation finds;

Regarding allocation of 80% of the SAPTBG for the treatment function, rather than
adding complexity to the allocation methodology, it has been detenmined and
generallyaccepted that the full balance of 80% should be ascribed to the treatment
function. Likewise, the 80% factor is also used to allocate the balance of program
management obligations to the treatment function after the prevention allocation of
20% has been accomplished,
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(b) Obligations by Budget Decision Unit - SAMHSAs budget decision units have been
defined by Attachment B, ONDCP Circular, Budget Formulation, dated May 1, 2007.
These units are:

Programs of Regional and National Significance (PRNS) - Prevention (CSAP);
Programs of Regional and National Significance (PRNS) - Treatment (CSAT);
Substance Abuse Prevention and Treatment Block Grant (SAPTBG) - CSAT; and
Program Management (PM) program - SAMHSA.

In addition to the above, the Drug Free Communities Program funds provided by
ONDCP through an Iriteragency Agreement with SAMHSA are included in the
QObligations by Budget Decision Unit display (CSAP).

Included in this Drug Control Accounting report for FY 2007 are 100% of the actual
obligations for these five budget decision units, minus reimbursements. Obligations
against funds provided to SAMHSA from the PHS Evaluation Fund are included.
Actual obligations of prior year drug contro] budgetary resources are derived from the
SAMHSA Unified Financial Management System (UFMS), PSC Status of Funds by
Allotment and Allowance Report 309,

(2)  Methodology Modifications - There have been no changes in the SAMHSA accounting
methodology since the prior year report (for FY 2006).

(3)  Material Weaknesses or Other Findings - See Exhibits B and C.

(4)  Reprogrammings or Transfers - SAMHSA entered into an Interagency Agreement
with ONDCP in the amount of $78,461,537 to fund activities of the Drug Free
Communities Program in FY 2007. SAMHSA had no other reportable reprogrammings
or transfers in FY 2007

(35)  Other Disclosures — Nope.
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TO: Chairman )
A-123 Senior Assessment Team, HHS

FROM: Administrator and Chief Financial Officer
SUBJECT: FY 2007 Management Assurance

The Substance Abuse and Mental Health Services Administration (SAMHSA) management,
as an Operating Division of the Department of Health and Human Services (HHS), is
responsible for establishing and maintaining effective intemal control and financial
management systems that meet the objectives of the Federal Mahagers’ Financial Integrity
Act (FMFIA) and OMB Circular A-123, Management's Responsibility for Internal Control,
dated December 21, 2004, These objectives ate to ensure: (1) effective and efficient
operations; (2) compliance with applicable laws and regulations; and (3) reliable finanicial
reporting;

In aceordance with the HHS Guidance Manval for OMB Civcular 4-123 Assessments,
SAMHSA has evaluated its intemal controls and financial management systems to determine
whether these objectives are being met. Accordingly, SAMHSA provides a qualified
statement of assurance that its internal controls and financial management systems meet the
objectives of FMFIA, with the exception.of the following material weaknesses under Section
2 and non-conformances under Section 4 of FMFIA:

SAMHSA uses the HHS Program Support Center (PSC) as a service provider for
‘accounting and financial reporting. PSC evaluated its internal controls and
financial systems in accordance with HHS Guidance Manual for OMB Circular
A-123 Assessments and has provided a qualified statement of assurance that its
internal controls meet the objectivés of FMFIA with the following exceptions:

(1) PSC i3 continuing to make progress but has not completely resolved a material
dollar amount'of accounting entries identified on the Summary of Unadjusted
Differences resulting from the FY 2006 Financial Statement Audit; (2) PSC has
not comnpleted a full‘annual réporting cycle using Unified Financial Manapement
System (UFMS), implemented on October 1, 2006, and (3) PSC’s revised
documentation for the Financial Reporting closing process has not been validated.

Assurance for Inteynal Control over Operations and Compliance
SAMHSA conducted its evaluation of intemal control over the effectiveness and efficiency
of operations and compliance with applicable laws and regulations in accordarice with the -

HHS Guidance Manual for OMB Circular A-123 Assessménts. Based on the results of this
evaluation, SAMHSA identified one material weakness in its internal control overthe ~

Office of Ihe Admintstralar - Office of Applied Studies ~ Ofilce of Communicalions ~ Ofiice of Policy, Planning and Budgat - Office of Program Sarvices



Pape 2

regulations, under Section 2 and 4 of FMFIA relating to its Financial Reporting closing
process as of September 30, 2007. Other than the exception described above, the internal
controls over the effectiveness and efficiency of operations and compliance with applicable
laws and regulations were operating effectively and no other material weaknesses were found
in their design or operation.

Assurance for Internal Control over Financial Reporting

In addition, SAMHSA canducted its evaluation of the effectiveness of internal control over
financial reporting, which includes safeguarding of assets and compliance with applicable
laws and regulations, in accordance with the Department of Health and Human Services®
Guidance Manual for OMB Circular A-123 Assessments. Based on the results of this
evaluation, SAMHSA identified one material weakness in its internal control over financial
reporting as of June 30, 2007, relating to its Financial Reporting processes, which also
constitutes a non-conformance under Section 2 and 4 of FMFIA, Other than the exception
described above, the intemnal controls over financial reporting as of June 30, 2007, were
operating effectively and no other material weaknesses were found in their"desig'n'or'
operation,

e Wl
Terry L. Cline, Ph.D. 1W. Ka

Administratot Chief Financial Officer
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DEPARTMENT OF HEALTH & HUMAN SERVICES Program Support Cemer

flockvile MD 20857

TO: OPDIV Chief Financisl Officers

FROM: Paul S, Bartley
Director, Program Support Center

SUBJECT: PY 2007 Management Assurance as a Service Provider

The Program Support Center’s (PSC) management is responsible for establishing and meintaining effective
internal confro} and financial managemont systems that meet the objectives of the Federsl Managers'
Financial Integrity Act (EMFIA) and OMB Circular No, A-123, Management's Responsibility for [nternal
Control, dated December 21, 2004, These objectives ars 1o ensure: 1) effective and efficient operations; 2}
compliance with applicable laws and regulations; and 3) relisble financial reporting,

As required by OMB Circular No. A-123, PSC has evaluated its internal controls and financial
managemont systoms to dotormine whether these objectives are being met. Accordingly, PSC provides 2
qualified statement of assurance that its intemal controls and financial systems meet the objectives of
EMEIA, except for the following four cornponents thet rake up the material weaknass under Section 2 and
nonconformances vader section 4 of FMFIA,

¢ The FY 2006 CFO Audit identified o material dollar amount of accounting entries on the
Summary of Unadjusted Differences, While @ significant amount was fixed by the implementation
of UFMS, we continue to work with the suditors to reduce/remove the remaining items — this is 2
material weakness.

» One significant customeér (Indian Health Servics) was processed using our former financial
management system anid it was not subjected to the more effective intemal controls of our new
financial managemsnt systsm and will requite manual intervention to congolidate it into the HHS
Department-wide financial statements,

»  PSC has not completed 2 full annual reporting cycle using its now financial menagement system ~
UPMS (implementad on October 1, 2006).

»  The related revised documentation for our Financial Reporting closing process has not yet been,
finalized; it is pending validation of the current year end annval fiancial statements,

T summary, this qualification results primaily from events that have not yet ocourred =s 8 part of the
maturation of our Financial Reporting processes and the full implementation of owr new financial
management syster. We are, however, confident that onr pracessos are substantially befter than they were
{ast yoar,

Ansurance for Internal Control over Operations and Complinnce

PSC conducted its assessment of iriternal control over the effectiveness and efficiency of operations and
compliance with spplicable laws and regulations in accordance with OMB Circular No. A-123. Based on
the results of thie evalation, PSC identified one material weakness in its intemal control over the
effectivencss and efficiency of operations and complisnce with applicable laws and regulations, under
Section 2 and 4 of FMFIA, relating to its Financial Reporting closing process as of September 30, 2007,
Other than the exceptions described above, the internal controls over operations and complisnce with
applicable Jaws and regulations as of Septetmber 30, 2007, wete operating effectively and no other material
weaknesges wers found in the design or operation of these internal controls.
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Assurance for Internial Control over Financial Reporting

PSC conducted its assessment of the effectiveness of intermal control over financial reporting, which
includes safeguarding of assets and compliance with applicuble lawg and regulations, in accordance with
the requirements of Appendix A of OMB Cireular No. A<123. Based on the results of this assessment, PSC
identtified one materia] weakness in its intemal cantrol over financial reporting 2s of June 30, 2007,
relaging 1o its Financial Reporting processes. Other then the exceptions described sbove; the internal
trojs over financial reporting ae of June 30, 2007, were operating effectively and no other material
aases were found in the design ot operation of the intsenal control over financial reporting.

in st

Pigl S.Bartiey, Diferfor, Program Support Date

Addressaes:

Ms. Colleen Barros, CFO, NIH

M., Curtis Coy, CFO, ACF

Mr, John Gentile, Acting CFO, FDA
Mr. Ronald Grinnell, THS

Ms. Barbara Harris, CFG, CDC

Mz. Timothy B, Hill, CFO, CM3
Mz. Daryl Kade, CFO, SAMESA
Ms. Kattleen Kendrick, CFO, AHRQ
Mr. Anthony McCann, CFO, HRSA
Ms. Sandra Winfrey, THS

Mr. John Wren, CRO, AOCA
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Office of Inspector General

U.S. Department of Homeland Security
Washington, DC 20528

April 18, 2008

MEMORANDUM FOR: Admiral Thad M. Allen
Commandant
United States Coast Guard
FROM: Richard L. Skinner
Inspector General for Audits

SUBJECT: Independent Review of The U.S. Coast Guard’s Reporting of FY 2007
Drug Control Obligations

Attached for your information is our report, Independent Review of The U.S. Coast Guard’s
Reporting of FY 2007 Drug Control Obligations.

The Table of Drug Control Obligations is required by 21 U.S.C. 1704 (d) and the Office of National
Drug Control Policy (ONDCP) Circular, Drug Control Accounting, dated May 1, 2007, and is the
responsibility of USCG’s management.

We contracted with the independent public accounting firm KPMG LLP to perform the review. The
review was conducted in accordance with attestation standards established by the American Institute
of Certified Public Accountants. Due to USCG’s inability to provide assurance to any of the
financial data contained within the detailed accounting submissions, KPMG was unable to provide
the level of assurance required of the review. A review is substantially less in scope than an
examination, the objective of which is the expression of an opinion. Accordingly, we do not express
such an opinion as a result of our review.

Should you have any questions, please call me, or your staff may contact Anne Richards, Assistant
Inspector General for Audits, at 202-254-4100.

Attachment
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Office of Inspector General

U.S. Department of Homeland Security
Washington, DC 20528

April 18, 2008
Preface

The Department of Homeland Security (DHS) Office of Inspector General (O1G) was established by
the Homeland Security Act of 2002 (Public Law 107-296) by amendment to the Inspector General
Act of 1978. This is one of a series of audit, inspection, and special reports prepared as part of our
oversight responsibilities to promote economy, efficiency, and effectiveness within the department.

This report represents the results of the review of the Table of Drug Control Obligations of the U.S.
DHS Coast Guard (USCG) for the year ended September 30, 2007, for the Office of National Drug
Control Policy (ONDCP). We contracted with the independent public accounting firm KPMG LLP
to perform the review. USCG’s management prepared the Table of Drug Control Obligations and
related disclosures to comply with the requirements of the ONDCP Circular, Drug Control
Accounting, dated May 1, 2007. However, USCG’s management could not provide assurances as to
the integrity of the financial data contained in its Table of Prior Year Drug Control Obligations and
related disclosures. As a result KPMG was unable to provide a report on the Table of Prior Year
Drug Control Obligations and related disclosures.

It is our hope that the information in future reports will result in effective, efficient, and economical

operations. We express our appreciation to all of those who contributed to the preparation of this
report.

Richard L. Skinner
Inspector General



KPMG LLP Telephone 202 533 3000
2001 M Street, NW Fax 202 533 8500
Washington, DC 20036 Internet www.us.kpmg.com

February 19, 2008

Ms. Anne Richards

Assistant Inspector General for Audits
Office of the Inspector General

U.S. Department of Homeland Security
1120 Vermont Avenue, NW
Washington, DC 20005

Dear Ms. Richards:

We were engaged to review the Table of Prior Year Drug Control Obligations and related
disclosures, and the accompanying management’s assertions of the Department of Homeland
Security’s (DHS) U.S. Coast Guard (Coast Guard) for the year ended September 30, 2007. Coast
Guard management is responsible for the Table of Prior Year Drug Control Obligations and
related disclosures, and the assertions.

The Office of National Drug Control Policy (ONDCP) Circular: Drug Control Accounting (May
1, 2007), requires management to disclose any material weaknesses or other findings affecting the
presentation of data reported. Management reported that it “cannot provide assurances as to the
integrity of the financial data contained” in its Table of Prior Year Drug Control Obligations and
related disclosures.

In accordance with applicable professional standards, without a positive assertion provided by
management we are unable to complete our review of Coast Guard’s Table of Prior Year Drug
Control Obligations, and related disclosures, and management’s assertion. Accordingly, we are
unable to provide an Independent Accountants’ Report on the Table of Prior Year Drug Control
Obligations and related disclosures, and management’s assertions pursuant to the requirements of
ONDCP Circular: Drug Control Accounting (May 1, 2007).

Sincerely,
KPMG LLP

Scot G. Janssen,
Partner
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Additional Information and Copies

To obtain additional copies of this report, call the Office of Inspector General
(OIG) at (202) 254-4199, fax your request to (202) 254-4305, or visit the OIG web
site at www.dhs.gov/oig.

OIG Hotline

To report alleged fraud, waste, abuse or mismanagement, or any other kind of
criminal or noncriminal misconduct relative to department programs or
operations:

Call our Hotline at 1-800-323-8603;

Fax the complaint directly to us at (202) 254-4292;

Email us at DHSOIGHOTLINE@dhs.gov; or

Write to us at:
DHS Office of Inspector General/MAIL STOP 2600, Attention:
Office of Investigations - Hotline, 245 Murray Drive, SW, Building 410,
Washington, DC 20528.

The OIG seeks to protect the identity of each writer and caller.




Office of Inspector General

U.S. Department of Homeland Security
Washington, DC 20528

April 18, 2008

MEMORANDUM FOR: Julie L. Myers

Assistant Secretary

Immigration and Customs Enforcement
FROM: Richard L. Skinner

Inspector General for Audits

SUBJECT: Independent Review of The U.S. Immigration and Customs
Enforcement’s Reporting of FY 2007 Drug Control Obligations

Attached for your information is our report, Independent Review of The U.S. Immigration and
Customs Enforcement’s Reporting of FY 2007 Drug Control Obligations. This report contains no
recommendations.

The Table of Drug Control Obligations is required by 21 U.S.C. 1704 (d) and the Office of National
Drug Control Policy (ONDCP) Circular, Drug Control Accounting, dated May 1, 2007, and is the
responsibility of ICE’s management.

We contracted with the independent public accounting firm KPMG LLP to perform the review. The
review was conducted in accordance with attestation standards established by the American Institute
of Certified Public Accountants. A review is substantially less in scope than an examination, the
objective of which is the expression of an opinion. Accordingly, we do not express such an opinion
as a result of our review.

Should you have any questions, please call me, or your staff may contact Anne Richards, Assistant
Inspector General for Audits, at 202-254-4100.

Attachment
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Office of Inspector General

U.S. Department of Homeland Security
Washington, DC 20528

April 18, 2008

Preface

The Department of Homeland Security (DHS) Office of Inspector General (O1G) was established by
the Homeland Security Act of 2002 (Public Law 107-296) by amendment to the Inspector General
Act of 1978. This is one of a series of audit, inspection, and special reports prepared as part of our
oversight responsibilities to promote economy, efficiency, and effectiveness within the department.

This report presents the results of the review of the Table of Drug Control Obligations and related
disclosures of the DHS’ Immigration and Customs Enforcement (ICE) for the year ended September
30, 2007, for the Office of National Drug Control Policy (ONDCP). We contracted with the
independent public accounting firm KPMG LLP to perform the review. ICE’s management
prepared the Table of Drug Control Obligations and related disclosures to comply with the
requirements of the ONDCP Circular, Drug Control Accounting, dated May 1, 2007. We do not
express an opinion on the Table of Drug Control Obligations and related disclosures.

It is our hope that the information in this report will continue to result in effective, efficient, and

economical operations. We express our appreciation to all of those who contributed to the
preparation of this report.

Richard L. Skinner
Inspector General



KPMG LLP
2001 M Street, NW -
Washington, DC 20036

Independent Accountants’ Report

Inspector General
U.S. Department of Homeland Security:

We have reviewed the accompanying Table of Drug Control Obligations and related disclosures of the
U.S. Department of L{(lgneland Security’s (DHS) U.S. Immigration and Customs Enforcement (ICE) for the
year ended Septembef 30, 2007. We have also reviewed the accompanying management’s assertions for
the year ended September 30, 2007. ICE’s management is responsible for the Table of Drug Control

Obligations and related disclosures, and the assertions.

Our review was conducted in accordance with attestation standards established by the American Institute
of Certified Public Accountants, and applicable standards contained in Government Auditing Standards,
issued by the Comptroller General of the United States. A review is substantially less in scope than an
examination, the objective of which is the expression of an opinion on the Table of Drug Control
Obligations and related disclosures and management’s assertions. Accordingly, we do not express such an
opinion.

Management of ICE prepared the Table of Drug Control Obligations and related disclosures, and
management’s assertions to comply with the requirements of the Office of National Drug Control Policy
(ONDCP) Circular, Drug Control Accounting, dated May 1 2007.

Based on our review, nothing came to our attention that caused us to believe that (1) the Table of Drug
Control Obligations and related disclosures for the year ended September 30, 2007 is not presented, in all
material respects, in conformity with ONDCP’s Circular, Drug Control Accounting (May 1, 2007), or that
(2) management’s assertions referred to above are not fairly stated, in all material respects, based on the
criteria set forth in ONDCP’s Circular, Drug Control Accounting (May 1, 2007).

This report is intended solely for the information and use of the management of DHS and ICE, the
Inspector General, the ONDCP, and the U.S. Congress, and is not intended to be and should not be used by
anyone other than these specified parties.

KPMes LLP

January 25, 2008



Department of Homeland Security
U.S. Immigration and Customs Enforcement
Detailed Accounting of Drug Control Funds During FY 2007

A. Table of Prior Year Drug Control Obligations

(in Thousands)
FY 2007 Final

Drug Resources by Function

Investigations 361,865
International Affairs 4,564
Office of Intelligence 4,024

Total 370,453

Drug Resources by Decision Unit
Salaries and Expenses 370,453
Total 370,453

Disclosure No. 1: Drug Methodology

Immigration and Customs Enforcement (ICE) is a multi-mission bureau, and obligations
are reported pursuant to an approved drug methodology. Separate calculations are
made for the three ICE programs which undertake drug-related investigative activity:
Office of Investigations, International Affairs and the Office of Intelligence.

The methodology for U.S. Immigration and Customs Enforcement (ICE) is based on
investigative case hours recorded in ICE’s automated Case Management System
Treasury Enforcement Communication System (TECS). ICE agents record the type of
work they perform in this system. Following the close of the fiscal year, a report is run
showing investigative case hours that are coded as general drug cases and money
laundering drug cases. A second report is run showing all investigative case hours
logged. A percentage is derived by dividing the number of investigative case hours
linked to drug control activities by the total number of investigative case hours. Applying
the percentage to the total of direct resources results in a cost allocated to drug cases.
This percentage may fluctuate from year to year.

Investigations Prdgram

e The methodology for the Office of Investigations is based on investigative case
hours recorded in ICE’s automated Case Management System. ICE officers record
the type of work they perform in this system. Following the close of the fiscal year, a
report is run showing investigative case hours that are coded as general narcotics
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cases and money laundering narcotics cases. A second report is run showing all
investigative case hours logged. A percentage is derived by dividing the number of
investigative case hours linked to drug control activities by the total number of
investigative case hours. This percentage may fluctuate from year to year. For

FY 2007 the percentage was 28.5%. To calculate a dollar amount, this percentage
is applied to actual obligations incurred by the Office of Investigations (Ol) against
budget authority gained in FY 2007, excluding reimbursable authority.

Intelligence Program

¢ ICE employs the same methodology for calculating all drug control activities within
the Office of Intelligence’s budget. For FY 2007, 8.7% of the total case hours for
Intelligence were found to be in support of drug control activities through an
examination of data recorded in the Case Management System. This percentage
was applied to actual obligations against budget authority gained in FY 2007
incurred by the Office of Intelligence for all activities.

International Affairs Program

¢ The methodology for the Office of International Affairs (OIA) is based on
investigative hours recorded in ICE’s automated Case Management System. ICE
officers record the type of work they perform in this system. Following the close of
the fiscal year, a report is run showing investigative hours that are coded as general
narcotics cases and money laundering narcotics cases. For FY 2007, 4.13% was
applied to actual obligations against budget authority gained in FY 2007 incurred by
the Office of International Affairs for all activities.

Disclosure No. 2: Methodology Modifications

The methodology has not changed from FY 2006.

Disclosure No. 3: Material Weakness or Other Findings

In FY 2007, Immigration and Customs Enforcement (ICE) provided reasonable
assurance regarding its financial controls and reporting pursuant to the Department of
Homeland Security (DHS) Financial Accountability Act, P.L. 108-330. Specifically,
internal controls over financial reporting were designed effectively within the scope of
the DHS Consolidated Balance Sheet audit and based on management’s assessment
of internal controls over financial reporting. These controls are operating effectively and
were tested in FY 2007 and passed. These tests revealed no material weaknesses in
ICE’s financial reporting. ICE has also remediated its two FY 2006 remaining material
weaknesses, Budgetary Accounting and Financial Systems Security, and received an
unqualified internal opinion on its balance sheet audit.

In FY 2006, ICE also reported, pursuant to 31 U.S.C. 3512(d)(2)(B), that its financial
system conformed with government-wide requirements except for a non-conformance
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wherein ICE’s financial accounting system did not interface with the acquisition and
asset management systems. However, in FY 2007, ICE effectively managed its
acquisition and property management transactions because ICE performed
reconciliations to ensure data integrity. :

In FY 2007, ICE built a culture of financial accountability and financial integrity
throughout the organization. With the appointment of key financial managers, ICE
strengthened its management team. ICE’s Office of Assurance and Compliance
oversaw and monitored ICE’s comprehensive Financial Action Plan (FAP). Even
though ICE resolved its material weaknesses in FY 2007, it will update its FAP to
improve internal controls and continue its progress in financial management in FY 2008.

Disclosure No. 4: Reprogrammings or Transfers

No Reprogrammings or Transfers of drug-related budget resources occurred during FY
2007.

Disclosure No. 5: Other Disclosures

In previous submissions, the Office of International Affairs’ drug-related obligations and
program requests were included as part of the Office of Investigations’ request. In FY
2007, there was an organizational change that established OIA as a stand-alone office
within ICE. This and future year submissions will reflect that change.

There are no other disclosures, which we feel are necessary to clarify any issues
regarding the data reported.

B. Assertions

Assertion No. 1: Obligations by Budget Decision Unit

Not Applicable- noted in the ONDCP Circular: Drug Control Accounting 6(b)(1).

Assertion No. 2: Drug Methodology

The methodology used to calculate obligations of prior year budgetary resources by
function and by budget decision unit is reasonable and accurate in regard to the
workload data employed and the estimation methods used. The financial system used
to calculate the drug-related budget obligations is the Federal Financial Management
System (FFMS).

Assertion No. 3 Application of Drug Methodology

The methodology disclosed in section A, Disclosure No. 1 was the actual methodology
used to generate the Table.
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Assertion No. 4. Reprogrammings or Transfers

No Reprogrammings or Transfers of drug-related budget resources occurred during FY
2007.

Assertion No. 5: Fund Control Notices

The data presented are associated with obligations against a financial plan that fully
complied with the Fund Control Notice issued by the Director of the Office of National
Drug Control Policy on September 21, 2006. The ICE plan was sent to ONDCP on
October 31, 2006, and approved by ONDCP on November 21, 2006.



Report Distribution

Department of Homeland Security
Secretary

Deputy Secretary

Chief of Staff

Deputy Chief of Staff

General Counsel

Executive Secretary

Director, GAO/OIG Audit Liaison
Assistant Secretary for Policy
Assistant Secretary for Legislative Affairs
Assistance Secretary for Public Affairs
Under Secretary for Management
Chief Financial Officer

Office of National Drug and Control Policy
Associate Director for Planning and Budget

U.S. Immigration and Customs Enforcement
Assistant Secretary

Chief Financial Officer

ICE Audit Liaison

Office of Management and Budget
Chief, Homeland Security Branch
DHS OIG Budget Examiner

Congress
Congressional Oversight and Appropriations Committees, as appropriate



Additional Information and Copies

To obtain additional copies of this report, call the Office of Inspector General
(OIG) at (202) 254-4199, fax your request to (202) 254-4305, or visit the OIG web
site at www.dhs.gov/oig.

OIG Hotline

To report alleged fraud, waste, abuse or mismanagement, or any other kind of
criminal or noncriminal misconduct relative to department programs or
operations:

Call our Hotline at 1-800-323-8603;

Fax the complaint directly to us at (202) 254-4292;

Email us at DHSOIGHOTLINE@dhs.gov; or

Write to us at:
DHS Office of Inspector General/MAIL STOP 2600, Attention:
Office of Investigations - Hotline, 245 Murray Drive, SW, Building 410,
Washington, DC 20528.

The OIG seeks to protect the identity of each writer and caller.




Office of Inspector General

U.S. Department of Homeland Security
Washington, DC 20528

April 18, 2008

MEMORANDUM FOR: W. Ralph Basham

Commissioner

United States Customs and Border Protection
FROM: Richard L. Skinner

Inspector General for Audits

SUBJECT: Independent Review of The U.S. Customs and Border Protection’s
Reporting of FY 2007 Drug Control Obligations

Attached for your information is our report, Independent Review of The U.S. Customs and Border
Protection’s Reporting of FY 2007 Drug Control Obligations. This report contains no
recommendations.

The Table of Drug Control Obligations is required by 21 U.S.C. 1704 (d) and the Office of National
Drug Control Policy (ONDCP) Circular, Drug Control Accounting, dated May 1, 2007, and is the
responsibility of CBP’s management.

We contracted with the independent public accounting firm KPMG LLP to perform the review. The
review was conducted in accordance with attestation standards established by the American Institute
of Certified Public Accountants. A review is substantially less in scope than an examination, the
objective of which is the expression of an opinion. Accordingly, we do not express such an opinion
as a result of our review.

Should you have any questions, please call me, or your staff may contact Anne Richards, Assistant
Inspector General for Audits, at 202-254-4100.

Attachment
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Office of Inspector General

U.S. Department of Homeland Security
Washington, DC 20528

April 18, 2008
Preface

The Department of Homeland Security (DHS) Office of Inspector General (O1G) was established by
the Homeland Security Act of 2002 (Public Law 107-296) by amendment to the Inspector General
Act of 1978. This is one of a series of audit, inspection, and special reports prepared as part of our
oversight responsibilities to promote economy, efficiency, and effectiveness within the department.

This report presents the results of the review of the Table of Drug Control Obligations and related
disclosures of the U.S. DHS’ Customs and Border Protection (CBP) for the year ended September
30, 2007, for the Office of National Drug Control Policy (ONDCP). We contracted with the
independent public accounting firm KPMG LLP to perform the review. Management of CBP
prepared the Table of Drug Control Obligations and related disclosures to comply with the
requirements of the ONDCP Circular, Drug Control Accounting, dated May 1, 2007. We do not
express an opinion on the Table of Drug Control Obligations and related disclosures.

It is our hope that the information in this report will continue to result in effective, efficient, and

economical operations. We express our appreciation to all of those who contributed to the
preparation of this report.

Richard L. Skinner
Inspector General



KPMG LLP
2001 M Street, NW
Washington, DC 20036

Independent Accountants’ Report

Inspector General
U.S. Department of Homeland Security:

We have reviewed the accompanying Table of FY 2007 Drug Control Obligations and related disclosures
of the U.S. Department of Homeland Security’s (DHS) U.S. Customs and Border Protection (CBP) for the
year ended September 30, 2007. We have also reviewed the accompanying management’s assertions for
the year ended September 30, 2007. CBP’s management is responsible for the Table of FY 2007 Drug
Control Obligations and related disclosures, and the assertions.

Our review was conducted in accordance with attestation standards established by the American Institute
of Certified Public Accountants, and applicable standards contained in Government Auditing Standards,
issued by the Comptroller General of the United States. A review is substantially less in scope than an
examination, the objective of which is the expression of an opmion on the Table of FY 2007 Drug Control
Obligations and related disclosures and management’s assertions. Accordingly, we do not express such an
opinion.

Management of CBP prepared the Table of FY 2007 Drug Control Obligations and related disclosures, and
management’s assertions to comply with the requirements of the Office of National Drug Control Policy
(ONDCP) Circular, Drug Control Accounting, dated May 1, 2007.

Based on our review, nothing came to our attention that caused us to believe that (1) the Table of FY 2007
Drug Control Obligations and related disclosures for the year ended September 30, 2007 is not presented,
in all material respects, in conformity with ONDCP’s Circular, Drug Control Accounting (May 1, 2007), or
that (2) management’s assertions referred to above are not fairly stated, in all material respects, based on
the criteria set forth in ONDCP’s Circular, Drug Control Accounting (May 1, 2007).

This report is intended solely for the information and use of the management of DHS and CBP, the
Inspector General, the ONDCP, and the U.S. Congress, and is not intended to be and should not be used by
anyone other than these specified parties.

KPMe LIP

February 11, 2008



DEPARTMENT OF HOMELAND SECURITY
CUSTOMS AND BORDER PROTECTION
Annual Reporting of FY 2007 Drug Control Funds
DETAILED ACCOUNTING SUBMISSION
A. Table of FY 2007 Drug Control Obligations

(Dollars in Thousands)

Drug Resources by Drug Control Function: FY 2007
Intelligence $256,392
Interdiction $1,308,094

TOTAL $1,564,486

Drug Resources by Budget Decision Unit:

Salaries and Expenses $1,226,988
Air & Marine Operations $337,498
TOTAL $1,564,486

1. Drug Methodology

Customs and Border Protection (CBP) is a multi-mission bureau, and calculates
obligations, by budget decision unit and function, pursuant to an approved drug
methodology. On the basis of past practice, five organizations within CBP, the Offices of:
Border Patrol; Field Operations; Information Technology; Training and Development; and
Air and Marine were provided with guidance on preparing estimates for the FY 2007
annual reporting of drug control funds. These offices were asked to estimate, on the
basis of their expert opinion, what portion of their activities is related to drug enforcement.
In addition, these organizations were also asked to only provide data for obligations
against budget authority that became available in FY 2007.

All five organizations identified resources in their financial plans that support the drug

enforcement mission of the agency. Each office also attributes resources to both the
intelligence and interdiction functions.

OFFICE OF BORDER PATROL

There are over 14,900 Border Patrol agents that are assigned the mission of detecting
and apprehending illegal entrants between the ports-of-entry along the over 8,000 miles
of land and coastal border. These illegal entries include aliens and drug smugglers,
potential terrorists, wanted criminals, and persons seeking to avoid inspection at the
designated ports of entry due to their undocumented status, thus preventing their illegal
entry. It has been determined that 15 percent of the total agent time nationwide is related
to drug interdiction activities. These activities include staffing 34 permanent border traffic
checkpoints nationwide including 584 canine units trained in the detection of humans and
certain illegal drugs that are concealed within cargo containers, truck trailers, passenger
vehicles and boats. In addition, agents perform line watch functions in targeted border
areas that are frequent entry points for the smuggling of drugs and people into the United
States.



OFFICE OF FIELD OPERATIONS

The Office of Cargo Conveyance and Security/Non-Intrusive Inspection Division of the
Office of Field Operations estimates that, as of September 2007, there were 3,941 CBP
Officer positions that are related to drug enforcement called Enforcement Team Officers.
In August 2003, CBP established a Consolidated National Inspectional Anti-Terrorism
Contraband Enforcement Team (A-TCET) Policy. Under A-TCET, the former Contraband
Enforcement Team (CET), Manifest Review Unit (MRU), Non-Intrusive Inspection,
Canine, and Outbound teams were united to form a single enforcement team, A-TCET.
The A-TCET also works closely with the Passenger Enforcement Rover Team (PERT)
and Passenger Analytical Unit (PAU) teams to coordinate all enforcement activities.
Although the primary mission of the A-TCET teams is anti-terrorism, A-TCETSs also focus
on all types of contraband, including narcotics. It is estimated that 69 percent of the A-
TCET is devoted to drug enforcement. The smuggling methodologies and their indicators
are believed to be similar for both narcotics and anti-terrorism activities.

As of September 2007, there was a total of 583 Canine Enforcement Officers. Included
in the total were 271 Narcotics Detection Teams, 10 Currency Detection Teams and 185
Narcotics/Concealed Human Detection Teams that were nearly 100 percent devoted to
smuggling interdiction. Also included in the total, but not scored for narcotics
enforcement are 91 Agricultural Teams, and 26 Explosive Detection Teams.

As of September 2007, the Office of Field Operations (OFO) also had oversight for
13,685 other CBP Officers that in addition to the interdiction of contraband and illegal
drugs enforce hundreds of laws and regulations of many other Federal government
agencies. For example, these agencies include the U.S. Fish and Wildlife Service, the
Bureau of Alcohol, Tobacco, Firearms and Explosives, and the Bureau of Export
Administration among many others. CBP subject matter experts estimate that roughly 30
percent of these officers’ time is devoted to drug-related activities.

OFFICE OF INFORMATION TECHNOLOGY

The Office of Information Technology (OIT) supports the drug enforcement mission
through the acquisition, and support and maintenance of technology, such as non-
intrusive inspection systems and mission critical targeting software systems. Of OIT’s
spending, 30 percent of base of the Enforcement Technology Center; 25 percent of
Automated Targeting Systems (Passenger, Narcotics, and Anti-Terrorism) systems
software costs, 50 percent of the Treasury Enforcement Communications System
(TECS); and 10 percent of data center operations costs are estimated in support of the
drug mission.

OFFICE OF TRAINING AND DEVELOPMENT

The Office of Training and Development (OTD) arrived at its estimates by reviewing all
courses conducted to determine if the course contained drug enforcement related
material. If the course was found to contain drug related material, the funding attributed
to the course was then multiplied by the drug content percentage based on the drug
budget methodology. Other resources were attributed to drug enforcement activities at a
rate of 31 percent based on the diverse nature of OTD’s programs such as anti-terrorism,
career development, and transition training of the legacy workforce.

OFFICE OF AIR & MARINE OPERATIONS

CBP Air's core competencies are air and marine interdiction, air and marine law
enforcement, and air domain security. In this capacity, CBP Air and Marine targets the
conveyances that illegally transport narcotics, arms, and aliens across our borders and in



the Source, Transit and Arrival Zones. In support of Source and Transit Zone interdiction
operations, the CBP Air and Marine P-3 Program has dedicated a minimum of 7,200
hours a year in support of Joint Interagency Task Force — South. Due to serious
maintenance issues for the past year many of the P-3 aircraft were parked pending
repairs. A&M was still able to complete 5,400 (75%) hours with only 25% of assets
available. This added additional flight hours per aircraft, reducing the life-time before a
SLEP must be accomplished. An extensive SLEP Erogram is currently underway and
all the P-3 aircraft should be fully functional by the 4" quarter of fiscal year 2008.

Although 90 percent of the resources that support CBP Air and Marine are considered to
be drug-related, since September 11, 2001, Air and Marine has steadily increased its
support to counter-terrorism by developing a more cohesive and integrated response to
national security needs as well as more emphasis on illegal immigration. Currently, Air
and Marine is dedicating significant assets and personnel in support of Operation
HALCON - a US/Mexico interdiction initiative, and support to the Office of Border Patrol
in Southwest Border illegal alien intervention.

Methodology Modifications

There were no methodology modifications since last year. As mentioned above the
percentages are, in large part, based on expert opinion.

Last year’s Office of Information and Technology submission used 50% of base of the
Enforcement Technology Center, 100% of ATS-Narcotics systems software costs, 50%
of the Treasury Enforcement Communications System (TECS) and ATS-Passenger
Costs and 10% of data center operations costs as being dedicated to drug enforcement.
In this submission, these percentages are 30% of base of the Enforcement Technology
Center, 25% of Automated Targeting Systems (Passenger, Narcotics and Anti-Terrorism)
systems software costs, 50% of the Treasury Enforcement Communications System
(TECS) and ATS-Passenger Costs and 10% of data center operations costs. If last
year’s percentages had been used, Customs obligation estimate would have increased
by $50 million.

In FY 2007, OFQO'’s subject matter experts (SME) changed the percent of drug resources
attributable to positions dedicated to its Enforcement Team Officers from 85% in

FY 2006, to 69% in FY 2007. Enforcement Team Officers are CBPOs who are part of
Anti-terrorism Contraband Enforcement Teams (A-TCETSs), which include the former
Contraband Enforcement Teams (CETs), Manifest Review Units (MRUs), Passenger
Enforcement Rover Teams (PERTS) and Passenger Analytical Units (PAUS).

The change to 69% for CBP Officer's working on Enforcement Teams has resulted in a
decrease of $78.6 million from the old methodology that used 85%. This total reduction
includes an impact on the base ($49.6 M) as well as the initiatives ($29.0 M). The impact
on the initiatives is due to the diminished weighting (i.e., 69% versus 85%) applied to the
congressional initiative that appropriated $181.8 million in FY 2007 for the purchase,
deployment and operations for non-intrusive inspectional (NII) systems, including the
personnel needed to operate the NIl systems.

Overall, these changes decrease the CBP obligation estimates in this submission by

$128.6 million. We believe that this estimate fairly characterizes our efforts and provides
a better estimate.

Material Weakness or Other Findings



Core Financial Systems: This material weakness was first reported in 1993 when it was
noted that agency core financial systems were not integrated and did not provide certain
financial information for managing operations. The implementation of Systems,
Applications, and Products (SAP) addressed a number of the issues under this
weakness.

Financial Systems Security: In the Fiscal Year 2005 DHS Financial Statements Audit
Report, auditors expanded this DHS material weakness to include IT and financial
system control weaknesses in addition to weaknesses in CBP security controls affecting
headquarters and the National Data Center management and staff's system access to
CBP applications and data (formerly Financial Systems Functionality and Technology).

Reprogramming or Transfers
There are no reprogrammings or transfers that affected drug-related budgetary
resources.

Other Disclosures

There are no other disclosures as we feel are necessary to clarify any issues regarding
the data reported under this circular.

B. Assertions

1.

Drug Methodology

CBP asserts that the methodology used to estimate drug enforcement related obligations

and FTE utilization is reasonable and accurate. The criteria associated with this

assertion are as follows:

a. Data
The estimate of drug enforcement related costs is based on the methodology
described in section A.1 above, and presents a fair and accurate picture of the CBP
drug enforcement mission.

b. Other Estimate Methods

There are no other estimation methods that are used as part of the drug
methodology.

c. Financial Systems
CBP’s financial systems (SAP) are capable of providing data that fairly present, in all
material respects, aggregate obligations. The drug methodology described in section
A.1 above is used to estimate what portion of these obligations may reasonably be
considered to be associated with drug enforcement related activities.

Application of Methodology

The methodology described in sections A.1 and B.1 above was used to prepare the
estimates contained in this report.



3. Reprogramming or Transfers

No changes were made to CBP’s Financial Plan that required ONDCP approval per the
ONDCP Circular dated May 1, 2007.

4. Fund Control Notices

The data presented are associated with obligations against the financial plan that fully
complied with the Fund Control Notice issued by the Director of The Office of National
Drug Control Policy on September 21, 2006. The Director for ONDCP lifted the Notice on
December 6, 2006.
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DEPARTMENT OF THE TREASURY

WASHINGTON, D.C. 20220

TREASURY INSPECTOR GENERAL
FOR TAX ADMINISTRATION

January 31, 2008

MEMORANDUM FOR CHIEF FINANCIAL OFFICER

?zﬂif-f 7747;6"‘3
FROM: (for) Michael R. Phillips
Deputy Inspector General for Audit

SUBJECT: Final Audit Report — Attestation Review of the Internal Revenue
Service’s Fiscal Year 2007 Annual Accounting of Drug Control Funds
and Related Performance (Audit # 200710038)

This report presents the results of our attestation review of the Internal Revenue Service’s (IRS)
Fiscal Year (FY) 2007 Office of National Drug Control Policy (ONDCP)* Detailed Accounting
Submission and Performance Summary Report (the Report). The purpose of this review was to
express a conclusion about the reliability of each assertion made in the Report.

Impact on the Taxpayer

The IRS reported that it expended $58.4 million on ONDCP-related activities and completed
654 ONDCP-related investigations in FY 2007. Overall, the methodology used to calculate the
IRS’ FY 2007 Report was clearly explained and adequately documented. Complete and reliable
financial and performance information is critical to the IRS’ ability to accurately report on the
results of its operations to both internal and external stakeholders, including taxpayers.

Synopsis

Overall, the methodology used to calculate the IRS” FY 2007 Report was clearly explained and
adequately documented. However, in our opinion, the performance measure reported by the IRS
could be improved to better represent the IRS’ contribution to the National Drug Control

! The ONDCP was established in 1988 to set priorities, implement a national strategy, and certify Federal
Government drug control budgets by the Anti-Drug Abuse Act of 1988, P.L. 105-277 (Division C-Title VII),
Section 707(d).




Attestation Review of the Internal Revenue Service’s
Fiscal Year 2007 Annual Accounting of Drug Control Funds and
Related Performance

Strategy. Specifically, by reporting only the number of ONDCP-related investigations
completed, the IRS is providing very little information on the effectiveness of its efforts.

In addition, our testing of the IRS ONDCP performance information for reasonableness
identified that 47 (7 percent) of the 654 investigations reported as completed in FY 2007 were
both initiated and completed on the same day and resulted in referral for prosecution, based on
the supporting documentation provided. The IRS informed us that the 47 investigations were all
related to other investigations and were worked as part of the related investigations. The IRS
concluded that the 47 cases were not tracked as unique investigations until approximately the
time the cases were forwarded for prosecution. While the IRS’ explanation for the reporting of
these types of investigations appears reasonable, we are unable to adequately verify it without a
detailed review of at least a sample of investigation case files, which is significantly beyond the
scope of this review.

Based on our review, with the exception of the matters discussed above, nothing came to our
attention to indicate that the assertions are not presented, in all material respects, in accordance
with ONDCP-established criteria.

Recommendation

We recommended the Chief Financial Officer, in coordination with the Chief, Criminal
Investigation Division, expand the performance information used to report the IRS’ contribution
to the National Drug Control Strategy to include additional measures that specifically address
program effectiveness.

Response

The IRS agreed to consider expanding the performance information it reports. Specifically, the
IRS will evaluate potential performance measures and, in particular, will look at the measures
used by the other agencies that support the National Drug Control Strategy.

Copies of this report are also being sent to the IRS managers affected by the report
recommendation. Please contact me at (202) 622-6510 if you have questions or

Nancy Nakamura, Assistant Inspector General for Audit (Headquarters Operations and Exempt
Organizations Programs), at (202) 622-8500.
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Background

The Anti-Drug Abuse Act of 1988* establishes as a

policy goal the creation of a drug-free America. A National Drug Control

Program agencies are

key_provision_ of the Act is the establ_ishment of the required to submit to the

Office of National Drug Control Policy (ONDCP) to Director of the ONDCP, not
set priorities, implement a national strategy, and later than February 1 of each
certify Federal Government drug control budgets. year, a detailed accounting

of all funds expended.

The Internal Revenue Service (IRS) Narcotics
Program supports the National Drug Control
Strategy with continued support of joint agency task forces (e.g., the Organized Crime and Drug
Enforcement Task Force and High Intensity Drug Trafficking Area Task Force) through the use
of asset forfeiture legislation, international training programs, and assistance programs.

This review was conducted as required by the National Drug Enforcement Policy (21 U.S.C.
Section 1704(d)) and the ONDCP Circular Annual Accounting of Drug Control Funds, dated
May 1, 2007. The National Drug Control Program agencies? are required to submit to the
Director of the ONDCP, not later than February 1 of each year, a detailed accounting of all funds
expended (the ONDCP Circular requires amounts obligated) during the previous fiscal year.
Agencies also need to identify and document performance measure(s) that justify the results
associated with these expenditures. Further, the Circular requires that each report be provided to
the agency’s Inspector General for the purpose of expressing a conclusion about the reliability of
each assertion made in the report prior to its submission. Beginning in Fiscal Year (FY) 2006,
ONDCP funding became a part of the IRS budget. In prior years, IRS-related ONDCP funds
expended were reimbursed by the Department of Justice.

This review was performed at the IRS Headquarters offices of the Chief Financial Officer and
Chief, Criminal Investigation Division, in Washington, D.C., during the period October through
December 2007. Our review was conducted in accordance with attestation standards established
by the American Institute of Certified Public Accountants. An attestation review is substantially
less in scope than an examination, the objective of which is the expression of an opinion on the
Report. Accordingly, we do not express such an opinion.

Detailed information on our audit objective, scope, and methodology is presented in Appendix I.
Major contributors to the report are listed in Appendix II.

1p.L. 105-277 (Division C-Title VII), Section 707(d).
2 A National Drug Control Program agency is defined as any agency that is responsible for implementing any aspect
of the National Drug Control Strategy.
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Results of Review

The Methodology Used to Calculate the Internal Revenue Service’s
Fiscal Year 2007 Report Was Clearly Explained and Adequately
Documented

We reviewed the IRS” FY 2007 ONDCP Detailed Accounting Submission and Performance
Summary Report (the Report) (see Appendix IV). The Report was prepared pursuant to

21 U.S.C. Section 1704(d) and the ONDCP Circular Annual Accounting of Drug Control Funds.
It is the responsibility of the IRS.

The Report assertions, as required by Section 6.b. of the ONDCP Circular, include statements
that the methodology used is reasonable and accurate, including explanations and documentation
of estimation assumptions used; the methodology disclosed was the actual methodology used;
and the data presented are associated with obligations against a financial plan that reflects
changes, if made. The assertions, as required by Section 7.b. of the ONDCP Circular, include
statements that the performance reporting system is appropriate and applied, explanations for not
meeting any performance targets are reasonable, and the methodology used to establish
performance targets is reasonable and correctly applied. The ONDCP-established criteria
include well-documented sources of data, documented and explained calculations, and a
complete and fair presentation of data from financial systems. The IRS reported that it expended
$58.4 million on ONDCP-related activities and completed 654 ONDCP-related investigations in
FY 2007.

Overall, the methodology used to calculate the IRS” FY 2007 Report was clearly explained and
adequately documented. However, in our opinion, the performance measure reported by the IRS
could be improved to better represent the IRS’ contribution to the National Drug Control
Strategy. Specifically, by reporting only the number of ONDCP-related investigations
completed, the IRS is providing very little information on the effectiveness of its efforts.
Measures that would provide a better indicator of the effectiveness of the IRS” ONDCP-related
efforts include the number of prosecution referrals, the number of convictions, and the
conviction rate. Complete and reliable financial and performance information is critical to the
IRS’ ability to accurately report on the results of its operations to both internal and external
stakeholders, including taxpayers.

In addition, our testing of IRS ONDCP performance information for reasonableness identified
that 47 (7 percent) of the 654 investigations reported as completed in FY 2007 were both
initiated and completed on the same day and resulted in referral for prosecution, based on the
supporting documentation provided. The IRS informed us that the 47 investigations were all
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related to other investigations and were worked as part of the related investigations. It concluded
that the 47 cases were not tracked as unique investigations until approximately the time the cases
were forwarded for prosecution. While the IRS’ explanation for the reporting of these types of
investigations appears reasonable, we are unable to adequately verify it without a detailed review
of at least a sample of investigation case files, which is significantly beyond the scope of this
review.

Based on our review, with the exception of the matters discussed above, nothing came to our
attention to indicate that the assertions are not presented, in all material respects, in accordance
with ONDCP-established criteria.

Recommendation

Recommendation 1: The Chief Financial Officer, in coordination with the Chief, Criminal
Investigation Division, should expand the performance information used to report the IRS’
contribution to the National Drug Control Strategy to include additional measures that
specifically address program effectiveness.

Management’s Response: The IRS agreed to consider expanding the performance
information it reports. Specifically, the IRS will evaluate potential performance
measures and, in particular, will look at the measures used by the other agencies that
support the National Drug Control Strategy.

E I

While this report is an unrestricted public document, the information it contains is intended
solely for the use of the IRS, the United States Department of the Treasury, the ONDCP, and
Congress. It is not intended to be, and should not be, used by anyone other than these specified
parties.
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Appendix |

Detailed Objective, Scope, and Methodology

Our overall objective was to perform an attestation review of the IRS” FY 2007 ONDCP
Detailed Accounting Submission and Performance Summary Report (the Report),! for the
purpose of expressing a conclusion about the reliability of each assertion made in the Report. To
accomplish our objective, we:

l. Obtained an understanding of the process used to prepare the FY 2007 Report.

A. Discussed the process to record and report ONDCP expenditures and performance
information with responsible IRS personnel.

B. Obtained documents that show the methodology used, such as written procedures,
supporting worksheets, and recording modifications.

1. Evaluated the reasonableness of the drug methodology process.

A. Reviewed data supporting the Detailed Accounting Submission segment of the Report
to establish the relationship to the amounts being reported.

B. Reviewed the estimation methods used for consistency with reported amounts.

I1l.  Performed sufficient verifications of reported obligations to support our conclusion on
the reliability of the assertions.

A. Verified whether the Detailed Accounting Submission segment of the Report
included all elements specified in Section 6 of the ONDCP Circular Annual
Accounting of Drug Control Funds.

B. Verified the mathematical accuracy of the obligations presented in the Table of the
FY 2007 Drug Control Obligations.

C. Traced the information contained in the Table of the FY 2007 Drug Control
Obligations to the supporting documentation.

IV.  Evaluated the reasonableness of the methodology used to report performance information
for National Drug Control Program Agency activities.

A. Reviewed data supporting the Performance Summary segment of the Report to
establish its relationship to the National Drug Control Program Agency activities
being reported.

! See Appendix IV.
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B. Reviewed the estimation methods for consistency with reported performance
information.

Performed sufficient verifications of reported performance information to support our
conclusion of the reliability of the assertions.

A. Verified whether the Performance Summary segment of the Report includes all
elements specified in Section 7 of the ONDCP Circular Annual Accounting of Drug
Control Funds.

B. Verified the mathematical accuracy of the performance information presented.
C. Traced the performance information presented to the supporting documentation.

D. Reviewed the supporting documentation for reasonableness.
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Major Contributors to This Report

Nancy Nakamura, Assistant Inspector General for Audit (Headquarters Operations and Exempt
Organizations Programs)

Alicia Mrozowski, Director

Anthony J. Choma, Audit Manager

Mildred Rita Woody, Lead Auditor

Richard Louden, Senior Auditor

Angela Garner, Auditor

Rashme Sawhney, Auditor
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Report Distribution List

Acting Commissioner C
Office of the Commissioner — Attn: Acting Chief of Staff C
Deputy Commissioner for Operations Support OS
Deputy Commissioner for Services and Enforcement SE
Chief, Criminal Investigation Division SE:CI
Deputy Chief, Criminal Investigation Division SE:Cl
Deputy Chief Financial Officer OS:CFO
Chief Counsel CC
National Taxpayer Advocate TA
Director, Office of Legislative Affairs CL:LA
Director, Office of Program Evaluation and Risk Analysis RAS:O
Office of Internal Control OS:CFO:CPIC:IC
Audit Liaisons:

Chief, Criminal Investigation Division SE:CI

Chief Financial Officer OS:CFO
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Appendix IV

Internal Revenue Service Fiscal Year 2007
Detailed Accounting Submission and Performance
Summary Report

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

CHIEF FINANCIAL OFFICER 'RECE"ED
December 20, 2007 AN 0T 2000

MEMORANDUM FOR MICHAEL PHILLIPS
DEPUTY INizCTOR GENERAL FOR AUDIT

FROM: Alson L. Do )
Chief Financial Officer

SUBJECT: Internal Revenue Service (IRS) Fiscal Year 2007
Detailed Accounting Submission of Drug Control Funds

The Internal Revenue Service (IRS) is submitting this report to the Treasury Inspector
General for Tax Administration (TIGTA) in compliance with Section 8, Inspector General
Authentication, of the Office of National Drug Control Policy (ONDCP) Circular: Drug
Control Accounting, dated May 1, 2007. This circular requires TIGTA to perform an
attestation review of this report before the IRS submits it to the ONDCP. After the IRS
receives TIGTA's conclusion as to the reliability of each assertion made in the report, |
will forward the document to the ONDCP.

If you have any questions, please contact me at (202) 622-6400, or have a member of
your staff contact Bob Mahaffie, Associate Chief Financial Officer for Corporate
Performance Budgeting at (202) 622-4663.

Attachment
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Atachment 11/15/2007

INTERNAL REVENUE SERVICE
Annusl Accounting and Authentication of Drug Control Funds and Related
Performance
DETALED NG SHBMISSION

A. Table of FY 2007 Drug Control Obligations

Drug Resources by Function ($000)

investigations $58,371

Total $58.371

Drug_ Ranmources by Decislon Unit

Navcotics Crimes . $8837T1

Tolal $50,371
1) Drug Sethodology

+ Al Drug Control Obigations {the resources appropriated and avelable
for thesa activities) are reported under one Drug Control F(mctbnaml
one Budpget Daclalon Uinit, as showr in the abave charl.

» The Inlemal Ravanue Service's (IRS) Drug Control Budget
encompaseas the Criminal Investigation (C1) Narcolica-retatad
program. The Office of National Drug Control Policy (ONDCP)
requires Cl to only report on the Qrganlzed Crime and Drug
ErfumMTaakFoma(OcDETF)portnnofhhhlmﬂum
Criminal Investigation’s ovarall DIT applied to narcotics cases for
FY 2007 waa 11.6 percent of total DIT. The QCDETF
of thia program was 10.8 percent of fotal DIT or 83 percert of the total
narcoties DIT. -

» The methodology for computing the resources appropriated and

raalized for the OCNETF aneram in tha annlleatinn of e Nirasd
Al TRFE U Moy el | 1 P BRI HP 0O SRAAARSCIURH T WH UMD RAIDUA

Investigative Time (DIT) atiributable to OCDETF casas and applying
the DIT percantage to the total realized appropriated rescurces,
reduced by reimixesable funde and Eamed Incorne Tax Credit {EITC)
resaurces, for the year for which the resources are being repocted.
The result is determined to be the amount of rescunces expended on
QCDETF cases. This methodology has been approved by Cl, the
IRS's Chief Financial Officer, and the Treasury Inspector General for
Tax Administration (T¥GTA) during the FY 2006 ONDCF attestalion
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Attachment 11/15/2007

review. The FY 2006 Annual Accounting of Drug Control Funds was
submitted after the attestation review.

e Fiscal Year 2006 was the first year OCDETF funding became a
permanent part of the Cl's budget. In the past, OCDETF was a
reimbursable program administered by the Department of Justice
(DOJ).

2) Methodology Modifications

None, since the FY 2006 attestation review, which was the first time CI
was required to prepare this document independently.

3) Material Weaknesses or Other Findings
None

4) Reprogramming or Transfers
None

5) Other Disclosures
None

B. Assertions

1) Obligations by Budget Decision Unit
Obligations reported by the Budget Decision Unit are a result of applying
DIT data derived from Criminal Investigation Management Information
System (CIMIS) to the total Cl Financial Plan less reimbursements and
EITC funds.

2) Drug Methodology

The methodology used to calculate obligations of prior year budgetary
resources is reasonable and accurate.

(a) Data

Data is derived from CIMIS to determine the DIT applied to the
OCDETF activities. Each special agent submits CIMIS time reports
monthly detailing their activities relating to specific investigations.
Each investigation is associated with a specific program and sub-
program area. The percentage of DIT applied to each program area is
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Attachment 11/15/2007

calculated monthly with a final annual percentage determined after the
close of the fiscal year. The annual percentage of DIT relating to
OCDETF sub-program area items is applied to the total resources
expended for FY 2007 in the Cl budget (excluding reimbursables and
EITC). These OCDETF percentages include High IntensityyOCDETF,
OCDETF, and Terrorism/OCDETF program areas. These OCDETF

DIT percentages are used to determine the total resources expended
on the OCDETF program.

(b) Other Estimation Methods
None
(c) Financial Systems

The Integrated Financial System (IFS) is the final authority for the IRS
resource obligations.

3) Application of Drug Methodology
The methodology disclosed in this section meets all requirements
described in section 6 of the ONDCP Circular: Drug Control Accounting.

Calculations made using this methodology are sufficiently documented to

independently reproduce all data and ensure consistency between
reporting years.

4) Reprogramming or Transfers

The data presented is associated with obligations against a financial plan
and properly reflects any revisions occurring during the fiscal year.

5) Fund Control Notices
Criminal Investigation asserts the data presented is associated with
obligations against a financial plan that fully complied with all fund control

notices issued by the Director under 21 U.S.C. section 1703(f) and
Section 8 of the ONDCP Circular, Budget Execution.

C. Performance Summary Report
1) Performance Reporting

(a) Performance Measures
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(b)

Attachment 11/15/2007

The performance measure used for the National Drug Control
Program is “criminal investigations completed”. This is the same
performance measure used for all programs. Criminal
investigations completed for the OCDETF program and all other
programs are defined as total subject criminal investigations
completed during the fiscal year, including those resulting in a
prosecution recommendation to the Department of Justice or
discontinued due to lack of evidence or a finding that the allegation
was false (or other reasons). It assesses Cl's performance of its
mission to serve the public by conducting investigations of potential
violations of the Internal Revenue Code and related financial crimes
(which OCDETF cases are an important component), to foster
confidence in the tax system and enhance voluntary compliance.

In addition it reduces or eliminates the profits and financial gains
from narcotics trafficking and money laundering.

Criminal Investigation’s Narcotics Program supports the goals of
the National Drug Control Strategy and the National Money
Laundering Strategy by seeking to reduce or eliminate the profits
and financial gains from narcotics trafficking and money laundering
organizations. Criminal Investigation has been a participant of the
OCDETF program since its inception in 1982 and focuses its
narcotics efforts almost exclusively on high priority OCDETF cases
where its contributions will have the greatest impact.

Prior Years Performance Targets and Results

Prior to FY 2008 Criminal Investigation did not set performance
targets for the OCDETF Program. However, Cl did project for
completed investigations which were used as benchmarks. The
OCDETF resources became a part of the IRS budget in FY 2006.
Prior to that, the IRS portion of the OCDETF resources were
included in the Department of Justice (DOJ) appropriation and was
reported as part of the DOJ budget submission. The performance
measurements for FY 2003 through FY 2006 are shown below:

FY 2003 " FY 2004 FY2005 | FY 2006

838 1,068 938 | 728

Due to budgetary constraints Criminal Investigation reduced its
narcotics DIT (9 to 11 percent of total) in FY2005, FY2006 and
FY2007. This resulted in a decline in the number of completed
OCDETEF investigations in these years. Before the number of
narcotics investigations can be significantly increased it will be
necessary to counter the negative effects of the previous
withdrawal of agents from these task forces by successfully
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(c)

(d)

Attachment 11/15/2007

reestablishing close working relationships with our law enforcement
counterparts.

Current Year Performance Targets

The total projected FY 2007 SCI's completed for OCDETF cases is
710. Criminal Investigation did not meet that projection, completing
only 654 OCDETF investigations or 7.9 percent below the
projection. As the number of narcotics case initiations increase,
this trend will eventually result in corresponding increases in
OCDETF completions. Estimated performance projections failed to
anticipate the cumulative negative effect of the previous withdrawal
of agents from the narcotics task forces, the inherent difficulties of
rapidly increasing narcotics case initiations, and the problems of
reestablishing working relationships with other task force members.

Targets are computed using the methodology used for all reporting
programs (Legal Source Cases, lllegal Source Cases, and
Narcotics Cases). The OCDETF Program is included in the
Narcotics Program.

Historical data shows that a certain percentage of investigations are
completed in the year of initiation as well as subsequent years.
These percentages are reviewed and recalculated at the close of
each fiscal year by Cl Research. For FY 2004 through 2008 the
most current percentages from FY 2006 were applied to
investigations initiated. Completion rates are calculated for all
reporting programs; Legal, lllegal and Narcotics. They are not
changed during the year. Therefore, any calculation for current

(FY 2007) and out-years (future) use the same percentages.

Quality of Performance Data

To ensure the reliability of the data, all cases have unique numbers
assigned in CIMIS which contains validity and business rule
checks. The CIMIS database tracks the status of the investigations
from initiation through final disposition. The only limitations on the
reliability of data relate to the accuracy and timeliness of the data
input into CIMIS. The system has sufficient internal checks and
balances to assure status updates are input in the proper order.
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Management’s Response to the Draft Report

DEPARTMENT ©OF THE TREASURY E @ E [I v E

INTERMNAL REVENUE SERVICE
WASHINGTON. O.C. 20224

JAN 22 2008

CHIEF FINAMNCIAL OFFICER January 22, 2008

MEMORANDUM FOR MICHAEL PHILLIPS
DEPUTY INSPECTOR GENERAL FOR AUDIT

FROM: Alison L. Doc?n(: g]'%

Chief Financial Officer

SUBJECT: Response to Draft Audit Report — Attestation Review of the
Internal Revenue Service's Fiscal Year 2007
Annual Accounting of Drug Control Funds and Related
Performance Summary Report (Audit #200710038)

Thank you for the opportunity to comment on the Treasury Inspector General for Tax
Administration's (TIGTA) draft report titled “Attestation Review of the IRS's Fiscal Year
2007 Annual Accounting of Drug Control Funds®. The draft report summarizes the
results of TIGTA’s review of the IRS's reporting of Fiscal Year (FY) 2007 Office of
Mationa! Drug Control Policy (ONDCP) expenditures.

We reviewed the recommendation in the report and cur comments follow.

Recommendation

“The Chief Financial Officer in coordination with the Chief, Criminal Investigation
Division should expand the performance information used to report the IRS’s
contribution to the National Drug Control Strategy to include additional measures which
specifically address program effectiveness.”

The IRS will consider TIGTA's recommendation to expand performance information.
We will evaluate potential performance measures and, in particular, will look at the
measures used by the other agencies that support the National Drug Control Strategy.

On page three in the last paragraph, TIGTA states in part “our testing of IRS' ONDCP
performance information for reasonableness identified that 47 (7 percent) of the 654
investigations reported as completed in FY 2007 were both initiated and completed on
the same day and resulted in a referral for prosecution per the supporting
documentation provided.”

The 47 investigations mentioned by TIGTA were warked in conjunction with other
cases. Many of Cl's drug investigations involve drug organizations in which multiple
targets/subjects are simultaneously investigated. Cl typically opens investigations only
on the individuals that have the greatest prosecution potential. However, there are
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some instances in which new information comes to light near the conclusion of the
investigation which leads to additional investigations initiated on other subjects/targets.
For example, it is somewhat common for one or more of the co-conspirators to provide
information regarding the organization near the conclusion of investigations in plea
bargain situations. In the above example, if information provided by the co-conspirator
had been previously corroborated during the investigation the case on the additional
subjects could be opened and closed in one day.

Cl is concerned that the references to these cases portrays an inaccurate picture of Cl's
case initiation policies. TIGTA stated in the report a detailed review of these cases
would be “significantly beyond the scope of this review.” Further, TIGTA stated “the IRS’
explanation for the reporting of these types of investigations appears reasonable.” The
number of days an investigation is open has no relevance to the completed cases
measure depicting Cl's effectiveness. Based on all of the above, Cl requests that
TIGTA remove the references to these cases from the report.

The IRS appreciates TIGTA's overall finding that the methodology IRS used to calculate
the IRS's FY 2007 Annual Accounting of Drug Control Funds and Related Performance
Summary Report was clearly explained and adequately documented.

If you have any questions, please contact me at (202) 622-6400, or have a member of
your staff contact Bob Mahaffie, Associate Chief Financial Officer for Corporate
Performance Budgeting, at (202) 622-4663.
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Independent Review of VA’s Fiscal Year 2007
Detailed Accounting Submission
To the Office of National Drug Control Policy

Report No. 08-00782-93 March 17, 2008
VA Office of Inspector General
Washington, DC 20420




Department of Memorandum
Veterans Affairs

pate:  March 17, 2008
From:  Assistant Inspector General for Auditing

subj:  Final Report — Independent Review of the VA’s Fiscal Year 2007 Detailed Accounting
Submission to the Office of National Drug Control Policy (Report No. 08-00782-93)

To: Chief Financial Officer, Veterans Health Administration (17)

1. The Office of National Drug Control Policy (ONDCP) requires VA to submit an annual Detailed
Accounting Submission (Submission), as authorized by 21 U.S.C. § 1704(d) and ONDCEP Circular, Drug
Control Accounting (Circular), dated May 1, 2007, to ONDCP. The Submission, including the assertions
made, is the responsibility of VA’s management and it is included in this report as Attachment A.

2.  We have reviewed VA management’s assertions as required by the Circular concerning its drug
methodology, reprogrammings and transfers, and fund control notices. The assertions are found in the
Submission on page 6.

3. Our review was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants, and the applicable standards contained in Government Auditing
Standards, issued by the Comptroller General of the United States. An attestation review is substantially
less in scope than an examination, the objective of which is the expression of an opinion on the assertions
in the Submission. Accordingly, we do not express such an opinion.

4.  Our Report of the Audit of the Depariment of Veterans Affairs Consolidated Financial Statements for
Fiscal Years 2007 and 2006 (Report No. 07-01016-21, November 15, 2007), identified three material
weaknesses related to drug control accounting. These material weaknesses were identified as “Financial
Management System Functionality,” “Information Technology (IT) Security Controls,” and *“Financial
Management Oversight.” A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that a material misstatement of the financial
statements will not be prevented or detected. A significant deficiency is a control deficiency, or
combination of control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting principles such
that there is more than a remote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequential will not be prevented or detected.

5. Based upon our review, except for the effects, if any, of the material weaknesses discussed in the
fourth paragraph of this report, nothing came to our attention that caused us to believe that management’s
assertions included in the accompanying Submission of this report are not fairly stated in all material
respects based on the criteria set forth in the Circular.

Automated VA FORM 2105



6. We provided you our draft report for review. You agreed with the report, but chose to not provide
comments.

7. This report is intended solely for the information and use of the U.S. Congress, the ONDCP, and VA
management. This report is not intended to be and should not be used by anyone other than these
specified parties.

[
Belinda J. Finn

Attachments
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Attachment A

Statement of Disclosures and Assertions for FY 2007 Drug Expenditures
Submitted to Office of National Drug Control Policy (ONDCP) for FY Ending
September 30, 2007

In accordance with ONDCP’s Circular, Drug Control Accounting, dated May 1, 2007, the
Veterans Health Administration asserts that the VHA system of accounting, use of
actuals, and systems of internal controls provide reasonable assurance that:

Expenditures and Obligations are based upon the actual expenditures as reported by
the Decision Support System (DSS).

The methodology used to calculate expenditures of budgetary resources is reasonable
and accurate in all material respects and as described herein was the actual
methodology used to generate the costs.

Accounting changes are as stated in the disclosures that follow.



DEPARTMENT OF VETERANS AFFAIRS
VETERANS HEALTH ADMINISTRATION
Annual Reporting of FY 2007 Drug Control Funds

DETAILED ACCOUNTING SUBMISSION

A. Table of FY 2007 Drug Control Obligations

1.

{In Millions)

FY 2007
Description Final
Drug Resources by Function:
Treatment $347.504
Research & Development $11.237
Total $358.741
Drug Resources by Budget Decision Unit:
Medical Care $347.504
Research & Development $11.237
Total Drug Resources by Decision Unit $358.741

Drug Methodology

Decision Support System

The 2007 actuals are based on the Decision Support System (DSS) which
replaced the Cost Distribution Report (CDR). The primary difference between
DSS and the CDR is a mapping of cost centers by percentage to bed sections
or out patient visit groups. DSS maps cost to departments, costs are then
assigned to one of 56,000 intermediate products using Relative Value Units
(RVU). Relative Value Units basically defined as the determining factor of
how much resources it takes to produce an intermediate product. Each Cost
Category for example Fixed Direct Labor or Variable Labor has a RVU for
each intermediate product. All intermediate products are assigned to an
actual patient encounter either inpatient or outpatient using the patient care
data bases. In DSS the costs are not averaged rather they are reported by
the total of the encounters and can be drilled to patient specific. Also DSS
includes all overhead costs assigned to a facility to include Headquarters,
National programs and Network Costs. DSS does not pick up the costs of
capital expenditures; it picks up the depreciation costs. In synopsis DSS
records the full cost of a patient encounters either inpatient or outpatient that
can be rolled up to various views.



MEDICAL CARE

The Department of Veterans Affairs, through the Veterans Health
Administration (VHA), operates a national network of 226 substance abuse
treatment programs located in the Department’s medical centers,
domiciliaries and outpatient clinics. These programs include 19 medical
inpatient programs, 65 residential rehabilitation programs, 42 “intensive”
outpatient programs, 97 standard outpatient programs, and 3 case-finding
and early intervention teams.

VHA, in keeping with modern medical practice, continues to improve service
delivery by expanding primary care and shifting treatment services to lower
cost settings when clinically appropriate. Within services for addicted
veterans, this has involved a substantial shift over the past 10 years from
inpatient to outpatient models of care. VA is also implementing a major
initiative to create primary care-oriented buprenorphine clinics to increase
access to care for opiate-dependent veterans.

All inpatient programs provide acute, in-hospital care and a subset also
provide detoxification and stabilization services, as well. They typically treat
severely impaired (e.g., those with co-occurring serious mental illness)
patients on an inpatient basis followed by outpatient aftercare. Inpatient
treatment for drug addiction has become rare in VA just as it has in other
parts of the healthcare system; only 1,002 drug using veterans received such
treatment in 2007. The rest of VA’s 24-hour care settings are classified as
residential rehabilitation. They are based in on-site VA domiciliaries and in
on- and off-site residential rehabilitation centers. They are distinguished from
inpatient programs in having less medical staff and services and longer
lengths of stay {(about 50 days).

Most drug-dependent veterans are treated in outpatient programs. Intensive
outpatient programs provide more than three hours of service per day to each
patient, and patients attend them three or more days per week. Standard
outpatient programs typically treat patients for an hour or two per treatment
day, and patients attend them one or two days a week.

VA’s Program Evaluation and Resource Center (PERC) completed a Drug
and Alcohol Program Survey of 100% of its substance abuse programs in FY
2007, which described their staffing, structure, services and history in detail.
This report showed that VA has expanded the scope, intensity and
accessibility of substance abuse treatment services since the 2004 survey.

The VA investment in health care and specialized treatment of veterans with
drug abuse problems, funded by the resources in Medical Care appropriation,
helps avoid future health, welfare and crime costs associated with illegal drug
use.



in FY 2007, VHA provided specialty substance abuse treatment to over
95,000 veterans who had a diagnosed problem with illicit drugs, a substantial
increase over FY 2006. The most prevalent drug used was cocaine, followed
by heroin, cannabis and amphetamines, respectively. About two-thirds of VA
drug abuse patients were in Means Test Category A, reflecting very low
income. About one-fourth of these patients had a service-connected disability
(the term “service-connected” refers to injuries sustained in military service,
especially those injuries occurring as a result of military action).

The accompanying Department of Veterans Affairs, Resource Summary was
prepared in accordance with the following Office of National Drug Control
Policy (ONDCP} circulars (a) Annual Accounting of Drug Control Funds,
dated May 1, 2007, (b) Budget Instructions and Certification Procedures,
dated May 1, 2007, and (c) Budget Execution, dated May 1, 2007. In
accordance with the guidance provided in the Office of National Drug Control
Policy’s letter of September 7, 2004 VA’s methodology only incorporates
Specialized Treatment costs.

VA considers substance abuse to include both alcohol abuse and drug abuse.
Both conditions are treated in VA substance abuse clinics. ONDCP has
requested that VA provide information only on drug abuse patients. To that
end, VA has determined the percentage of patients treated in substance
abuse settings for residential rehabilitation and treatment substance abuse
programs, inpatient treatments in specialized substance abuse programs, and
outpatient substance abuse clinics.

VA considers Special Treatment costs to be all costs generated by the
treatment of patients with drug use disorders treated in specialized substance
abuse treatment programs. For the specialized substance abuse treatment
programs and clinics, VA used Decision Support System (DSS) data.

Specialized Treatment Obligations | Drug Related FTE
(millions) Percent

Inpatient $134.388 63.26%" 1,158

Residential Rehabilitation & Treatment $37.722 70.28%" 344

Qutpatient $175.394 91.50%" 1,434

Total $347.504 2,936

VA relies on DSS to determine costs in various bed sections and clinical
settings. All expenses for specialized inpatient, outpatient care, and extended
care are incorporated in the spending model.

! Percent of all Substance Use Disorder Inpatients seen in a Specialized Substance Use Disorder Unit

with a drug diagnosis.

£ Percent of all Substance Use Disorder Extended Care Patients seen in a Specialized Substance Use

Disorder Unit with a drug diagnosis.

® Percent of all Substance Use Disorder Clinic Stops made by drug patients.




VA does not track obligations and expenditures by ONDCP function. In the
absence of such capability, actuals have been furnished, as indicated.

RESEARCH & DEVELOPMENT

The dollars expended in VHA research help to acquire new knowledge to
improve the prevention, diagnosis and treatment of disease, and generate
new knowledge to improve the effectiveness, efficiency, accessibility and
quality of veterans’ heaith care.

Specialized Treatment Obligations | Drug Related FTE

{(millions) Percent

Research & Development $11.237 N/A N/A

2. Methodology Modifications

In accordance with the guidance provided in the Office of National Drug
Control Policy's letter of September 7, 2004, VA’s methodology only
incorporates Specialized Treatment costs and no longer takes into
consideration Other Related Treatment costs. Drug methodology detailed in
A.1 was the actual methodology used to generate the Resource Summary.

. Material Weaknesses of Other Findings

There were no material weaknesses or other findings by independent
sources, or other known weaknesses, which may affect the presentation of
prior year drug-related obligations data.

. Reprogrammings or Transfers

There was no reprogramming of funds/transfers that specifically affected drug
control-related funding because drug control expenditures are reported on the
basis of patients served in various VA clinical settings for specialized
substance abuse treatment programs.

. Other Disclosures

This budget accounts for drug-related costs for VHA Medical Care and
Research. It is not all encompassing of drug-related costs for the agency.
VA incurs costs related to accounting and security of narcotics and other
controlled substances and costs of law enforcement related to illegal drug
activity, however; these costs are assumed to be relatively small and would
not have a material effect on the aggregate VA costs reported.




B. Assertions
1. Drug Methodology

VA asserts that the methodology used to estimate FY 2007 drug control
obligations by function and budget decision unit is reasonable and
accurate based on the criteria set forth in the ONDCP Circular dated May
1, 2007.

2. Application of Methodology

The methodology described in section A.1 above was used to prepare the
estimates contained in this report.

3. Reprogrammings or Transfers

No changes were made to VA’s Financial Plan that required ONDCP
approval per the ONDCP Circular dated May 1, 2007.

4. Fund Control Notices

The data presented are associated with obligations against a financial
plan that was based upon a methodology in accordance with all Fund

Control Notices issued by the Director under 21 U.S.C., § 1703 (f) and
Section 8 of the ONDCP Circular, Budget Execution.



Annual Reporting of FY 2007 Drug Control Funds

Q\/ ///@ 4 2SR

James F. McGaha Date
Associate VHA Chief Financial Officer (17)

/o
"/

Date




Department of Veterans Affairs
Resource Summary
Obligations (In Millions)

2007
Description Final
Drug Resources by Function & Decision Unit:
Medical Care:
Specialized Treatment
Residential Rehabilitation & Treatment ............coccveiniiieen. $37.722
INPAtiENt........oeii e $134.388
OUIPATIENT ..ot $175.394
Specialized Treatment ..........coo i e $347.504
Research & Development ... cceeie e $11.237
Drug Resources by Function & Decision Unit, Total.................... $358.741
Drug Resources Personnel Summary
Total FTE.. ..o s 2,936
Total Enacted Appropriations..........ccceeeieeeeveeeiecieeieseeneeeeeereeessnnens $81,803.324
Drug Percentage......c.cccoiiiiiiiiiiiiiciiin e A44%



Independent Review of VA’s Fiscal Year 2007 Detailed Accounting Submission
To the Office of Nationa! Drug Control Policy

Attachment B

Report Distribution

VA Distribution

Office of the Secretary

Veterans Health Administration

Office of General Counsel

Assistant Secretary for Management

Chief Financial Officer for Veterans Health Administration

Non-VA Distribution

House Committee on Veterans’ Affairs

House Appropriations Subcommittee on Military Construction, Veterans Affairs,
and Related Agencies

House Committee on Oversight and Government Reform

Senate Committee on Veterans’ Affairs

Senate Appropriations Subcommittee on Military Construction, Veterans Affairs,
and Related Agencies

Senate Committee on Homeland Security and Governmental Affairs

Government Accountability Office

Office of Management and Budget

Office of National Drug Control Policy

VA Office of Inspector General
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U.S. SMALL BUSINESS ADMINISTRATION

4 a3 ‘ .
“Wisrart WASHINGTON, D.C. 20416

OFFICE OF THE ADMINISTRATOR

May 1, 2008
Mr. John T'. Walters

Director

Office of National Drug Control Policy

Executive Office of the President

Washington, DC 20503

Dear Mr. Walters:

In accordance with the Officc of National Drug Control Policy’s Drug Control
Accounting Circular, the Small Business Administration submits its Detailed Accounting
of IY 2007 Drug Control Funds and Performance Summary Report with the :
accompanying 1G authentication.

If you have any additional questions or comments, please call me directly.

Sincerely yours,

Vi ¢ AL

Steven C. Preston

Lnelosures

L 4
Federal Recycling Fiogrsim ‘; Prinird on Pecycied Fap::



L. PERFORMANCE INFORMATION

MEASURE 1: Number of Small Businesses Educated
Table 1 .
FY 2003 FY 2004 FY 2005 FY 2006 FY 2008
Actlual Actual Actnal Actual Target
! 11,873 19,400 5,150 531 1,450

{a) Describe the measure, This measure reflects the number of small businesses that were
educated by a DFWT grantee. A purposc of the program is to educate as many small
businesses as possible to make them aware of the benefits of implementing a drug free
workplace program for their business, If a business implements a DFWP program, it is
beheved that there will be a decrease in absenteeism, workplace aceidents, tardiness,
damaged or stolen property and insurance premiums. [t is also believed that productivity and
morale will increase. 'The information 1s collected directly from the grantces. The grantees
input their data into a databasc created just for this program.

(b) In 2003, approximately 5,100 small businesses were educated about drug free workplace
benefits. A substantial reduction in businesses educated occurred from 2004 to 2005 due to
the funding availability. The $1 million funding level in 2005 was available or a two-yeur
period, thereby making only one half of the historical annual funding available in one year
(FY2005 - $500,000; FY2006 - $500,000). In addition, in FY2005 there were twelve (12)
grantees; in FY2006 there were only five (5), one of which was new and needed ramp-up
time.

1n 2006, coupled with a change in the funding methodology, the program office began to
analyze ways to establish a better goaling process for the propram. This has resulted in more
realistic projections for outputs in 2007 and 2008.

Finally, during 2006, the program began to identify possible outcome metrics for this
programn and evaluate methodologies to eollect that data.

In 2007, the propram has begun to collect outcome infonmation on the following metrics
from businesses that had « change in:

! While not required, ONDCP recommends ageneios develop a graph to accompany information contained in the
lable.



=

Absenteeism Insuranec Premiums
Tardiness Damaged or stolen
Properly cosls
Workplace Productivity
~  Accidents
Employee
Turnover

As Fiscal Year 2007 closes, the outcome information will be collected and analyzed to
determine the effects that the implementation of a Drup Free Workplace program has on
small businesses. Ttis believed that after the implementation of a Drup Free Workplace
program a small business will see a decrease in absenteeisim, tardiness, workplace accidents,
employee tumover, damagcd or stolen property and insurance premiums. Also, the small
business will see an increase in productivity. Since this information will be the first ever
colleeted, it 13 possible that the results will not yield the cxpected outcomes.

The procedures uscd cnsure the performance data described above arc accurate,
complete, and unbiased in presentation and substance.

(¢) The goal for FY 2008 is lower becausc Florida Drug Sereening, Tnc. is no longer a grantee.
Additionally, Drugs Don’t Work in Arizona closed down halfway through FY 2007 and is no
longer a grantce. The agency determines the goals bascd on the number of grantees and
whether previous goals were reached or not.

(d) The agency depends on the honesty and intcprity of the DFWP grantees to ensure

performance data for this measure are accurate, complete, and unbiased in presentation and
substance.,

MEASURE 2: Number of DFWPs Implemented

Table2* R
Y 2003 FY 2004 FY 2005 FY 2006 FY 2008
Aciual Actual Actual Actual Tarpet
1,500 1075 1,029 62 [ 163 o

(a) Describe the measure. This measure reflects the numnber of small businesses that
tmnplemented a wholc or partial Drug U'rce Workplace Program. A putpose of the program is
to cncourage as many small businesses as possible to implement a drug free workplace

? While not required, ONDCP recommends agencics develop a graph to accompany information contained in the

table.



program for their business, 1f a business implements a DFWT program, if is believed that
there will be a decrcasc in absenteeism, workplace accidents, tardiness, damaged or stolen
property and insurance premiums. Itis also believed that productivity and moral will
incrcase. The information is collecied dircctly from the grantees. The grantees input their
data into a database created just for this program.

(b) The actual goal of 2007 was cxcceded by 293 small businesses that implemented a
drug free workplace program. As you can see from the chart above, the numbet of
srnall busincsses implementing a drug free workplace program varies widely from
year to year because the grantees can not force a small business to implerent such a
program. The grantee can only encourage the small business by showing the benefits
of the implementation.

(c) The goal for FY 2008 is slightly lower because Flornida Drug Sereening, Ing. is no longer a
grantee. Additionally, Drugs Don't Work in Arizona closcd down halfway through FY 2007
and is no longer a grantee. The agency determines the poals based on the number of prantees
and whether previous goals were reached or not.

(d) The agency depends on the honesty and integrity of the DFWT grantees 10 ensurc
performance data for this measure are accurate, complete, and unbiased in presentation and
substance.

I. RESOURCE SUMMARY (Budget Authority in Millions)
FY2007
Final BA
Drug Resources by Drug Control
Function:
Prevention $0.987M

Drug Resources by Budget Decision
Unit:

Education $0.987M
Drug Free Workplace Grants

Drug Resources Personnel Summary

Total FTEs {(direct only) 0
Information
Total Agency Budpet* $445,339

Drug Percentage 0.22%,



*

ITI. MANAGEMENT’S ASSERTTIONS

(1) Performance reporting system is appropriate and applied — The agency has a system to
capture performance information accurately and that system was properly applied to penerate
the performance data.

(2) Explanations for not mccting performance targets are rcasonable — Both goals were
exceeded in FY 2007,

(3) Mcthodology to establish performance targets is reasonable and applied — The
methodology described above to establish performance targels for the current year is
reasonable given past performance and available resources.

{4) Adequate performance measures exist for all significant drug control activities - The
agency has established at least one acceptable performance measure for each Drug Control
Decision Unit identilied in reports required by section 6a(1)(A) for which a significant
amount of obligations ($1,000,000 or 50 percent of the agency drug budget, whichever is
less) were incurred in the previous fiscal year. Each performance measure considers the
intended purpose of the National Drug Control Program activity.
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