













































































FY 2009 Accounting
of Drug Control Funds

Office of National Drug Control Policy



FY 2009 Accounting of Drug Control Funds

Table of Contents

Executive Summary
22T (o (01U o USSR 1
Department Compliance and Inspector General FINAINGS..........cooevvienineninenesieeenns 2
SUMmMary of AQENCY REPOIS ...c.viiiiiiieeiie sttt 3-7

Agency Submissions
Department OF DEFENSE .......civeiceciere e Tab A
Department Of EQUCALION ........c.ooviiieicic e Tab B
Department of Health and HUMaN SErVICES...........cviveiiiiieiieie e ese e Tab C

Indian Health Services (IHS)
National Institute on Drug Abuse
Substance Abuse and Mental Health Services Administration

Department of HOMEIANd SECUTILY .......oiveeiiieiiiiiieec e Tab D
United States Coast Guard
Immigration and Customs Enforcement
Customs and Border Protection

Department Of the INTEFION ......cc.voiiiiecece e Tab E

Department OF JUSTICE .....cvoiieie e nne e Tab F
Bureau of Prisons
Drug Enforcement Administration
Organized Crime Drug Enforcement Task Force
Office of Justice Programs

DepartMent OF STALE ......c.ocveiece e Tab G
Bureau of International Narcotics and Law Enforcement Affairs
United States Agency for International Development

Department Of TranSPOrtation..........c.ccviveriereiiiesieese e e e Tab H
Department OF the TIEASUIY .......ccveieiie ettt nns Tab I
Department of Veterans AffairS.........cccvveiiiiiieiiece e Tab J
Small Business AdMINISTratioN ............ccurireiiiriieieee e Tab K

ONDCP Circular: Annual Accounting of Drug Control Funds............ccoccevieiiiieninnenn, Tab L



FY 2009 Accounting of Drug Control Funds

Executive Summary

Background

This presents for Congress the Fiscal Year 2009 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 109-4609,
December 29, 2006).

In order to comply with this statutory provision, ONDCP issued a Circular, Annual Accounting
of Drug Control Funds (Tab L), 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 is to express an opinion on management’s assertions. The
objective of an attestation review is to 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 all material respects.
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Department Compliance and Attestation Reviews

All but one of the National Drug Control Program agencies complied with the provisions of the
Drug Control Accounting Circular dated May 1, 2007. This fact is evident, along with whether
an agency passed or failed the required attestation review, in the table below. For the purpose of
this report, “pass” indicates an agency’s OIG was able to complete their review and provide
negative assurance. Conversely, “fail” implies that an agency’s assertions regarding its FY 2009
drug control obligations were not reviewable. The Department of Homeland Security’s Customs
and Border Protection (CBP), the United States Coast Guard (USCG); and the Department of
State’s Bureau of International Narcotics and Law Enforcement Affairs (INL) all failed. Details
on each agency’s report are provided below.

Table: Compliance and Attestation Review Summary

Compliance with | 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
Indian Health Services (IHS) Yes Pass
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 No Fail
Department of Interior Yes N.A
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 Fail
Enforcement Affairs
United States Agency for International Development Yes Pass
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 reports for the Department of the Interior and the Small Business Administration were not subject to an
attestation review, however, the Department of Transportation report was subject to such a review.
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Summary of Agency Reports

Department of Defense

The Department of Defense’s (DoD) accounting of FY 2009 drug control obligations (Tab A)
satisfies all 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 a rating of pass.

Department of Education

The Department of Education’s accounting of FY 2009 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.

Department of Health and Human Services

The Department of Health and Human Services’ (HHS) accounting submission includes separate
reports for the Indian Health Services (IHS), the National Institute on Drug Abuse (NIDA) and
the Substance Abuse and Mental Health Services Administration (SAMHSA) (Tab C). The
Centers for Medicaid & Medicare Services (CMS) Grants to States for Medicaid program
featured in the Drug Budget is not included; CMS reports actuarial outlay estimates rather than
budget authority, and therefore it is not appropriate to produce a detailed accounting submission
containing a table of prior year obligations and corresponding assertions.

IHS: IHS’s accounting of FY 2009 drug control obligations satisfies all requirements
established by ONDCP’s Circular, including the rendering of a negative assurance by the HHS
OIG. Given this, IHS was assessed a rating of pass.

NIDA: NIDA'’s accounting of FY 2009 drug control obligations satisfies all requirements
established by ONDCP’s Circular, including the rendering of a negative assurance by the HHS
OIG. Given this, NIDA was assessed a rating of pass.

SAMHSA: SAMHSA’s accounting of FY 2009 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 (Center) provides SAMHSA’s

financial accounting services. The Center evaluated its internal controls and indicated its
system of internal controls met the objectives of the Federal Financial Management
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Improvement Act (FMFIA) of 1996, however qualified their opinion to reflect the
existence of the following significant deficiency and non-conformance exceptions:

0 PSC financial management systems are not in substantial compliance with the
Federal financial management systems requirements of the OMB Circular A-127,
Financial Management Systems, and the United States Standard General Ledger
(USSGL) at the transaction level. As in prior years, PSC continues to have
internal control weaknesses in its financial management systems and processes for
producing financial statements. PSC made progress in FY 2008 toward phased
deployment of fully integrated FFMIA compliant systems. The lack of final
implementation of the system and weaknesses in internal controls make it difficult
for PSC to prepare financial statements.

0 PSC detected weaknesses in the oversight and management of information system
controls in key financial management systems, including access and change
controls and inadequate documentation for systems and processes. This can
compromise the integrity of PSC’s data and increase the risk that HHS’s data may
be inappropriately used or disclosed. In addition, the financial management
systems are not currently in conformance with legal and regulatory guidelines as
established by the appropriate governing bodies.

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 management could not provide to the DHS OIG an assurance as to the integrity
of the financial data contained within the detailed accounting submission. As a result, the
independent auditor was unable to complete its review of USCG’s financial data. The
Independent Auditors’ Report stated that the USCG has not developed or implemented an
effective general ledger system, and that the general ledgers in place are not in compliance
with the Federal Financial Management Improvement Act of 1996. Financial reporting
deficiencies mentioned in the report remain uncorrected as of September 30, 2009 according to
the Independent Auditors’ Report. Given this, USCG was assessed a rating of fail. The
USCG’s Financial Strategy for Transformation and Audit Readiness states that there will be
more corrective actions implemented in FY 2010. ONDCP anticipates an improvement given
the USCG’s commitment to address weaknesses mentioned in the Independent Auditors’
Report.

ICE: ICE’s accounting of FY 2009 drug control obligations satisfies all requirements
established by ONDCP’s Circular, including the rendering of a negative assurance by the DHS
OIG. ICE identified reportable conditions regarding internal controls that may affect the
presentation of prior year drug-related obligations data. ICE initiated corrective actions to
address these conditions. Given this, ICE was assessed a rating of pass.
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CBP: CBP was unable to provide management’s assertions pursuant to ONDCP’s Drug
Control Accounting Circular and could not assert that any reprogrammings or transfers
affecting drug-related resources in excess of $1 million were approved by ONDCP.
Additionally, CBP didn’t conduct a thorough review of its year-end financial statements, which
resulted in misstatements regarding its year-end closure. It was determined that the financial
weakness could affect the reporting of drug control funding obligations. As a result, CBP was
assessed a rating of fail.

Department of the Interior

The Department of the Interior (DOI) submitted a limited report (Tab E) to ONDCP because
their drug-related activities are below the reporting threshold of $50 million. The report includes
a table of FY 2009 obligations for their Drug Initiative. The DOI submission satisfies all
requirements established by the ONDCP Circular, including concurrence from the OIG that an
alternative report submission is appropriate.

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 F).

BOP: The accounting of FY 2009 drug control obligations satisfies all requirements
established by ONDCP’s Circular, including the rendering of a negative assurance by the DOJ
OIG. The independent audit identified no material weaknesses, but noted one deficiency in
internal control over financial reporting. Specifically, a FY 2009 audit reported a weakness in
access controls and configuration management. BOP has implemented corrective action plans
that are reviewed, updated quarterly, and provided to the auditors for review and discussion.
Therefore, BOP was assessed a rating of pass.

DEA: The accounting of FY 2009 drug control obligations satisfies all requirements
established by ONDCP’s Circular, including the rendering of a negative assurance by the DOJ
OIG. DEA'’s financial statement audit identified no material weaknesses that affect the
presentation of drug-related obligations data. However, the audit did identify a deficiency in
the financial management controls to ensure timely de-obligations of funds that are no longer
needed. Along with the implantation of a new financial system, the Unified Financial
Management System (UFMS), DEA is taking actions to develop a corrective action plan to
address issues identified during the course of the audit. Given this, DEA was assessed a rating
of pass.

OCDETF: The accounting of FY 2009 drug control obligations satisfies all requirements
established by ONDCP’s Circular, including the rendering of a negative assurance by the DOJ
OIG. While no material weaknesses were identified, the DOJ Offices, Boards and Divisions
(OBDs) audit report noted one deficiency in the failure to update the Audited Financial
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Statements (AFS) funding analysis journal entry related to the misuse of earmarked funding
between appropriated and reimbursable sources, resulting in an error in the financial statements
submitted for external audit. The DOJ Justice Management Division (JMD) Finance Director,
Quality Control and Compliance Group (QCCG), and component program managers will
develop a corrective action plan to address the deficiency. Given this, OCDETF was assessed
a rating of pass.

OJP: The accounting of FY 2009 drug control obligations satisfies all requirements
established by ONDCP’s Circular, including the rendering of a negative assurance by the DOJ
OIG. The OJP audit report cited no material weaknesses. However, a deficiency has been
identified in their Financial Management Information System 2 because it is not configured to
immediately record adjustments when changes are made to prior year obligations, resulting in
recording errors and line item overstatements. Improvements are required in the systems and
controls over budgetary adjustments. As recommended in the audit report, OJP will strengthen
its controls over and enhance the review of upward and downward adjustment transactions.
Given this, OJP was assessed a rating of pass.

Department of State

The Department of State’s (State) accounting of FY 2009 drug control obligations (Tab G)
satisfies all requirements established by ONDCP’s Circular.

INL: The Bureau for International Narcotics and Law Enforcement Affairs (INL) submitted
reprogrammings impacting country totals for FY 2009. Submissions complied with ONDCP’s
Budget Execution Circular. State worked with a new independent auditor for its FY 2009
review. In the Independent Auditors’ Report, the validity and accuracy of unliquidated
obligations were reported as significant deficiencies as opposed to material weaknesses. The
independent external auditor found that current internal controls don’t allow for the accurate
reporting of unliquidated obligation balances recorded in the financial statements. State’s
internal controls were unable to evaluate the validity and possible deobligation of these
balances. Since State’s OIG was unable to attest to management’s assertions, State INL was
assessed a rating of fail.

USAID: The U.S. Agency for International Development (USAID) OIG attested that
USAID’s submission and management assertion in compliance with the ONDCP Drug Control
Accounting Circular. USAID was assessed a rating of pass.

Department of Transportation

The Department of Transportation (DoT) submitted a limited report (Tab H) because its drug-
related activities fall below the reporting threshold of $50 million. The report includes a table of
FY 2009 obligations for the National Highway Traffic Safety Administration - Drug Impaired
Driving Program and an explanation of drug methodology. DoT’s OIG determined that the
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accounting report submission conforms to all requirements established by ONDCP’s Circular,
including an attestation that the alternative report submission is accurate and appropriate.

Department of the Treasury

The FY 2009 accounting report of drug control obligations (Tab I) is presented in accordance

with all requirements established by ONDCP’s Circular, including the rendering of a negative
assurance by the Treasury Inspector General for Tax Administration (TIGTA). Given this, the
Department of the 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 2009 drug control obligations (Tab J) satisfies all requirements established by ONDCP’s
Circular, including the rendering of a negative assurance by the Department’s OIG. However,
the IG noted four material weaknesses in VA’s Financial Management System: Functionality,
Information Technology Security Controls, Financial Management Oversight, and compensation,
pension, and burial liabilities. Because of these weaknesses, the 1G’s opinion is qualified
because of the possible effects these weaknesses could have on VA’s financial reporting. Given
this, VHA was assessed a rating of pass.

Small Business Administration

The Small Business Administration (SBA) submitted a limited report (Tab K) because its drug-
related activities fall below the reporting threshold of $50 million. The report includes a table of
FY 2009 obligations for the Drug-Free Workplace Grants. The IG compared the report’s
accounting data to that provided by grant recipients of SBA’s Drug-Free Workplace Grants to
confirm accuracy and consistency. SBA’s submission satisfies all requirements established by
ONDCP’s Circular, including concurrence from the SBA OIG that the alternative report
submitted is appropriate.
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Tab A
Department of Defense
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INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202-4704

February 1, 2010

MEMORANDUM FOR THE DEPUTY ASSISTANT SECRETARY OF DEFENSE
(COUNTERNARCOTICS and GLOBAL THREATS)

SUBJECT: Independent Auditor’s Report on the DOD FY 2009 Detailed Accounting
Report of the Funds Obligated for National Drug Control Program Activities
(Report No. D-2010-040)

Public Law 105-277, section 701, is known as “The Office of National Drug Control
Policy Reauthorization Act of 1998” (the Act). The Act requires that DOD annually
submit a detailed report (the Report) to the Director of the Office of National Drug
Control Policy accounting for all funds DOD expended for National Drug Control
Program activities during the previous fiscal year. The Public Law was reauthorized by
Public Law 109-469 in December 2006. The Act requires that the Inspector General of
the Department of Defense authenticate the Report prior to its submission to the Director.

Office of National Drug Control Policy Circular “Drug Control Accounting,” (the
Accounting Policy Circular) May 1, 2007, provides the policies and procedures DOD
must use to prepare the Report and authenticate the DOD funds expended on National
Drug Control Program activities. The Accounting Policy Circular specifies that the
Report must contain a table of prior year drug control obligations, listed by functional
area, and include five assertions relating to the obligation data presented in the table.

The Deputy Assistant Secretary of Defense (Counternarcotics and Global Threats)
[DASD (CN & GT)] was responsible for the detailed accounting of funds obligated and
expended by DOD for the National Drug Control Program for FY 2009. We have
reviewed the DASD (CN & GT) detailed accounting in accordance with the attestation
standards established by the American Institute of Certified Public Accountants and in
compliance with generally accepted government auditing standards. We performed a
review-level attestation, which is substantially less in scope than an examination done to
express an opinion on the subject matter. Accordingly, we do not express an opinion.

We reviewed three DOD reprogramming actions that allocated $1,397.2 million among
the Military Departments, National Guard, and Defense agencies. We reviewed the year-
end obligation report and determined that DASD (CN & GT) allocated the funds to
appropriations and project codes intended for the DOD Counterdrug program.

The DOD Office of Inspector General previously identified a material management
control weakness related to the DOD Components’ accounting for Counterdrug funds. In
response to our identification of this weakness, DASD (CN & GT) issued a policy

Office of National Drug Control Policy
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memorandum on August 25, 2005, requiring detailed transaction support for all
Counterdrug obligations.

As part of our review attestation for FY 2009, we determined whether the DOD
Components that received Counterdrug funding from DASD (CN & GT) had
implemented procedures to support reported obligations with detailed transaction listings.
We requested and obtained the listings that werc available for reported obligations. We
were able to obtain the majority of detailed transactions for the Military Component
obligations.

DASD (CN & GT) provided us the Report in a letter dated December 18, 2009, which we
reviewed to determine compliance with the Accounting Policy Circular. The detailed
accounting indicated that during FY 2009 the DOD obligated $1,240.4 million in the
Counterdrug program functional arcas. The Office of the DASD (CN & GT) compiled
the Report from data the Military Departments and other DOD Components submitted.

DASD (CN & GT) initially reprogrammed the funds from the Central Transfer Account
to the DOD Components, using project codes. The DOD Components provided year-end
obligation data to DASD (CN & GT) through the DASD CN database which compiled
the data into one obligation report. In order to present the obligations by functional area
in compliance with the Accounting Policy Circular, DASD (CN & GT) applied
percentages to each project code in the consolidated report to compute the amounts
presented in the table of obligations instead of obtaining the information directly from the
accounting systems,

Based on our review, except for the DASD (CN & GT) use of percentages 1o calculate
the obligations presented by functional area, nothing came to our attention during the
rcview that caused us to believe the detailed accounting of funds obligated by DOD on
the National Drug Control Program for 'Y 2009 is not presented, in all material respects,
in conformity with the Accounting Policy Circular.

Aiees (. Movsle

Patricia A. Marsh, CPA
Assistant Inspector General
Defense Business Operations

Office of National Drug Control Policy
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OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE

2500 DEFENSE PENTAGON
WASHINGTON, D.C. 20301-2500

SPECIAL OPERATIONS/
LOW-INTENSITY CONFLICT
& INTERDEPENDENT CAPABILITIES

BEC 1.8 20
Mr. Jon Rice
Associate Director
Performance and Budget
Office of National Drug Control Policy
750 17" Street, NW
Room 535
Washington, DC 20503

Dear Mr. Rice:

The drug methodology used to calculate obligations by drug control function of
Fiscal Year 2009 budgetary resources is reasonable and accurate. The obligation table in
Tab A was generated by the methodology as reflected in Tab B. The obligations are
associated with a financial plan that properly reflects all changes made during the fiscal
year. The Counternarcotics Central Transfer Account does not receive Fund Control.
Notice. Performance Reporting will be addressed under separate correspondence.

William F. Wechsler
Deputy Assistant Secretary of Defense
Counternarcotics and Global Threats

Enclosures:
As stated

CF:
DODIG

Office of National Drug Control Policy
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UNCLASSIFIED
Counternarcotics Central Transfer Account Obligations
($ 000)
ONDCP Resource Categories FY-09
Intelligence: Dom Law Enforcement 41,989
Intelligence: Interdiction 33,236
Intelligence: International 92,930
Interdiction 318,208
International 389,180
Investigative 50,964
Prevention 130,065
Prosecution 0
R&D: Interdiction 21,741
R&D: International 2,268
State and Local Assistance 151,760
Treatment 8,094
TOTAL 1.240.435 ~

* This amount inlcudes a 0.99% obligation rate for MILPERS and a 0.98% obligation rate for O&M. Investment appropriations, which
are multi-year, are currently obligated at 0.31%.

DRUG RESOURCES PERSONNEL SUMMARY
Total FTEs 1.528

UNCLA?SIFIED Tab A

Office of National Drug Control Policy
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DRUG METHODOLOGY

Central Transfer Account

The Counternarcotics Central Transfer Account (CTA) was established in PBD 678
in November 1989. Under the CTA, funds are appropriated by Congress to a single
budget line, not to the Services baselines. The CTA accounts for all counternarcotics
resources for the Department of Defense with the exception of OPTEMPQ and Active Duty
MILPERS. Funds are reprogrammed from the CTA to the Services and Defense Agencies
in the year of execution. The CTA allows for greater execution flexibility in the
counternarcotics program with the ability to realign resources to address changes in
requirements. The CTA is essential to respond effectively to the dynamic nature of the
drug threat.

The Office of National Drug Control Policy (ONDCP) reports within the National
Drug Control Strategy the amount of funds appropriated to the counternarcotics CTA. The
actual obligations for the counternarcotics program for a particular fiscal year differ from
the amount released to the CTA since some of the DoD counternarcotics effort is executed
with multi-year funding.

The reprogramming process begins with reprogramming documents (DD1415 and
DD1105) prepared by the Office of the Deputy Assistant Secretary of Defense for
Countemarcotics and forwarded to DoD Comptroller. Funds are reprogrammed to the
applicable appropriation/budget activity at the Service/Defense Agency by project (e.g.,
Navy's Fleet Support, Hemispheric Radar System, Counternarcotics RDT&E). The
internal reprogramming (IR) action requires no congressional notification/approval.

The Services/Defense Agencies have their own internal accounting systems for
tracking obligations of funds transferred from the Counternarcotics CTA. The following
examples provide the process of how obligations are tracked:

e The Army Budget Office receives obligation data from the Defense Finance and
Accounting System (DFAS) on a monthly basis and funds are tracked by the
DFAS/Standard Army Financial Information System (STANFINS).

e The Air Force uses the USAF General Accounting & Finance System (GAFS) and the
Commanders Resources Integration System (CRIS) to track obligations. Both of these
systems are utilized for Counternarcotics obligations and commitments. These
systems interface directly with the DFAS.

e The Navy uses the Standard Accounting and Reporting System, Field Level (STARS-
FL) which provides the means of tracking allocated counternarcotics funds through the
life cycle of the appropriation at the activity/field level. Navy countermarcotics funding is
recorded under separate cost centers and sub-cost centers, with a line of accounting
consisting of subhead, project units and cost codes specifically for countemarcotics
obligation tracking.

o The Army and Air National Guard employs a central accounting service from the DFAS
to consolidate, aggregate, and report on funds as they are committed, obligated, and
expended. The Army State and Federal Program Accounting Codes and the Air

TabB
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Accounting Codes provide funds-tracking mechanisms to reconcile funding at various
levels of reporting and execution.

The Services/Defense Agencies provide quarterly obligation reports by project code
to the Office of the Deputy Assistant Secretary of Defense for Counternarcotics (CN).
Beginning in FY 2008, the collection of obligation data has be via the DASD CN database
and compiled into a single countermnarcotics obligation report. The obligation and
expenditure data provided by the Services/Defense Agencies are compared against their
total annual counternarcotics funding for each appropriation. At the end of the year, the
Services/Defense Agencies provide an end of year data which reflects their actual
obligations, not an estimation.

The quarterly obligation data collected is by project code, not down to the drug

control function. In order to comply with ONDCP's circular and provide obligation data by
function, it was necessary to use percentages for each project code.

Office of National Drug Control Policy
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Tab B
Department of Education
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Tab C

Department of Health and
Human Services

Indian Health Service
National Institute on Drug Abuse

Substance Abuse and Mental Health Services
Administration
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Washington DC 20201

Mr. Jon Rice

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

Dear Mr. Rice:

As required by the Office of National Drug Control Policy (ONDCP) Circular titled Drug
Control Accounting, dated May 1, 2007, enclosed are Department of Health and Human
Services (HHS) detailed accounting submissions accompanied by the HHS Office of
Inspector General attestation reviews for fiscal year 2009 for the following burcaus: i)
Substance Abuse and Mental Health Services Administration (SAMHSA), ii) National
Institutes of Health — National Institute on Drug Abuse (NIDA), and iii) Indian Health
Service (IHS).

In accordance with the agreement dated May 14, 2008, with Mr. Thomas A. Johnson of
your office, this package does not include a detailed accounting submission for the
Centers for Medicare and Medicaid Services (CMS) because the funding associated with
the CMS program featured in the Drug Budget represents actuarial outlay estimates rather
than budget authority. Therefore, we agreed that it is not appropriate to produce a
detailed accounting submission containing a table of prior year obligations and
corresponding assertions.

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

Sincerely,

4 )

AL L—"
s _Sheila O. Conley

Deputy Assistant Secretary, Finance

Enclosures:

NIDA Drug Control Accounting Report
SAMHSA Drug Control Accounting Report
IHS Drug Control Accounting Report

cc: HHS Office of Inspector General

Office of National Drug Control Policy
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JAN 15 2010

TO: Elizabeth A Fowler
Chief Financial Officer
Indian Health Service

FROM: seph E. Vengrin
Deputy Inspector General for Audit Services

SUBJECT: Independent Attestation Review: Indian Health Service Assertions Concerning
Drug Control Accounting for Fiscal Year 2009 (A-03-10-00355)

The purpose of this report is to provide the results of our attestation review of the Indian Health
Service (IHS) fiscal year (FY) 2009 assertions concerning drug control accounting and the
accompanying table of FY 2009 Drug Control Obligations. ‘

Pursuant to 21 U.S.C. § 1704(d)(A), each National Drug Control Program agency must submit to
the Director of the Office of National Drug Control Policy (ONDCP), not later than F ebruary 1
of each year, a detailed accounting of all funds expended by the agency for National Drug
Control Program activities during the previous FY. The section further requires such accounting
“to be authenticated by the Inspector General for each agency prior to submission to the
Director.” The report and related assertions are the responsibility of IHS’s management and
were prepared by IHS as specified in section 6 of the ONDCP Circular entitled “Drug Control
Accounting,” dated May 1, 2007.

As required by 21 U.S.C. § 1704(d)(A), we reviewed the attached IHS report entitled “Assertions
Concerning Drug Control Accounting,” dated November 12, 2009. We conducted our attestation
review 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,

INDIAN HEALTH SERVICE REPORT

IHS’s report consisted of a table of FY 2009 Drug Control Obligations, which reported
obligations totaling $88,085,000, and a related funding table.
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We performed review procedures on IHS’s assertions and the accompanying table of FY 2009
Drug Control Obligations. In general, we limited our review procedures to inquiries and
analytical procedures appropriate for the attestation review.

OFFICE OF INSPECTOR GENERAL CONCLUSION

Based on our review, nothing came to our attention that caused us to believe that IHS’s
assertions and the accompanying FY 2009 Drug Control Obligations table were not fairly stated,
in all material respects, based on the ONDCP Circular entitled “Drug Control Accounting,”
dated May 1, 2007.

ok R ok Aok

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

Attachment
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DEPARTMENT OF HEALTH & HUMAN SERVICES Public Hedlth Service

Indisn: Health Ssﬁ'/iée
Rockville MD 20852
November 12, 2009

TO: Director
 Office of National Drug Control Policy

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

FROM: Chief Financial Officer
‘SUBJECT: Assertions Concerning Dfug Control Accopunting

In accordsnce with the requirements of the Office of National Drug Control Policy Circular Drug Control
Accounting, 1 make the: following asseitions regarding the attached annual accounting of drug control
funds for the Indian Heslth Service (THS):

Oiligations by Budget Decision Uniit

T asgert that obligations reparted by budget-decision unit are the actual obligations from the bureau’s
accounting system of record for these budget decision units, consistent with the-drug budget methodology
discussed below. » :

Drug Methodology

[ assert that the drug methodology used to caleulate obligations of prior year hudgetary resources by
Funiction for all bureaus was reasonable:and apguirate.in accordance with the criteria listed in Séctian 6b(2)
of the Circutar. In accordatice with these criteria, thave documented/identified data which support the
drug misthodology, explained and documented other estimation miethods (the assumptions for which-are
subjected to periodic review) and determined that the financial systems supporfing the drug methodology
yield data that preserit fairly, in all material respect, aggregate obligations from which drug-related
abligation estimates-are derived. .

" The IHS methodology for estimating the drug control budget was established using the amounts
appropristed for the Alcohol and.Sub Abise Prevention programs authorized under P.L. 102-573,
the Indian Health Amendments of 1992, See attached table “Alcoholism and Substance Abuse Treatment
and Prevention Program Authorized Under P.L. 102-573" for list of programs. This teblereflects
estimatéd amouits. ‘When originally authorized and appropriated, the fimds were allocated to tribes.in
thieir self-determination contract by specifie:programs, However, when the prograims were reauthorized
and captured under public law 102-573, some THS:area offices dllocated the funds in lump sum while
others maintained the specific program breakout. Thercfore, at:the current time precise amounts of
funding for each program are not available. The table is maintained to estithate current funding level and
is the basis of the drug budget contro] methodology, Excluded is the amount for the Adult Treatment -
programs, which répresents the original authorization for IHS to provide aloohol treatmerit services. The
focus on alcoholism treatment is the reason for the exclusion.
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Drug Resources by Decision Unit: The IS drug control funds are appropriated in two budget line items:
1) Alcohol and Substance Abuse-and 2) Ugben Indian Health Programs (UIHP). The Alcoliol and
Substance Abusec funds afe prifmarily allocated to Tribes under Self-Determination contracts and
compacts, where they manage the progtams and have suthgrity to reallocate funds ta address Iacal
priorities. The portion of the alcohol fund inghded in the drug control budget methodology is as
describied abave, ie,, the entire budget excluding the amount for adult treatment: The Urban Indian
Health Program funds are allocated through coritracts and. grants fo 501{€)(3) organizations. The portion
of UTHP funds included in the drug confrol budget methodology is for NIAAA, progiains transferred to
the THS ynder the UTHP budget. :

Drug Resources by Function: Under the methodology, two-prograris ‘theough FY 2007 were identified as
Prevention programs, Comrunity Education and Ttainingand Wellness Beyond Abstinence. InFY'
2008, one half of the new funds appropriated for Methamphetamine and Suicide prevention and treatment
were alsp included in the Prevention function.. The téatmeit function comprises the remaining program
excluding adult treatrvient. In addition, the smount of UIHP funds is included under the treatmetit .
function. :

Apulication of Drug Methodology

I assert that the drug methiodology disclosed in‘thig-section was the actual mclhodoloéy used to generate
the table required by Section 6a of the Circular. ’

Reprogranming or Tr ansfers
DS did notreprogram or transfer any furids included in its drug control budget.
Fiinds Control Notices

IHS was net issued any Fund Control Notices by the Director under 21 U.S.C, 1703 (f)-and Section 8§ of
thie ONDGCP circular Budget Exéoution, dated May 1, 2007.

Lokt G bvokon
Elizabeth A. Fowler
Attahments:* Ny ,
" 1. Table — Aleoholism and Substance Abuse Prevention Treatment Program. Authorized Under P.L, 102-
573 ) ' ‘ o

2. Table —FY 2009 Drug Control Qbligations.

! The first table attached to:this report is necessary for understariding the IHS drug control budget methiodology.
The table titled “Alcéoholism and Substdiice Abuse.T and Prevention Program Authorized Under P.L. 102
$73" shows the Alcofiol and Substance Abuse budget line itent broken out by the activities. authorized originatly in
P.L. 100-690 and later included under P.L. 102:573, This table-also iucludes the funding within the Urban Indian
Health budget line item that spppotts alcohol and substance abus treatinent services. However, funds are niot
appropriated or accounted for by these specific categories, ‘but rather s the limp sum funds of Alcohol and
Substance. Abuse and Urban Health. The second table shows the obligations of these funds as required by the Office
of Nationa} Drug Contre} Palioy Circular Drug Control Accounting.
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Alcoholism and Substance Abuse
Treatment Pravention Program
Authorized under P.L. 102-573
(Dollars in Thousands)
Crosswalk to
FY 2008 FY 2006 FY 2007 FY 2008 FY2008  Drug Contral &
Amount of. Fuids Approp Approp Apprap: Approp _ _ Approp. ,  Moyer Rapats
AU Trgatment.......cvemeer $78,783 $81,008 $83,047 $69,181 $95,807  Excluded®
Reglonal Treatment Centers $18,882 $19,442 $20,125 $423,403 $49,057Y  Treatment
Gommunity Education & . . . '
TEAIDINGurerovaresrsrensisinssionsss 37,318 .$7,633 $7,708 $8,282 §8.074  Pravention.
Comniunlty Rehabllitation! .
 Attercare.. . $23,766 $24.471 $25,330 $26,903 $29,150  Treetment
Gila River. $182 B187 $104 $208 $223  Treatiment
Cantract Heslth Service...... $8,368 $8,614 $8.917 $9:471 $10,262 Trogtnent
Navajo Rehab. Program.... $322 $332 $343 $365 '$395 Treatment’
Urban Clinlcal Sarvices....... - 9686 $708 - 3731 $776 $641  Treatment
Wellness Bayond . . ’
P ST T S — 3790 $813 -$842 3894 - $869  Pravention’
Meth Prev & Ttaatment...... -~ - - $13.782 $16,891  50/50 T% & Prev
Total $139,073, $143,187 §148,227 $173243 _$183,769, .

URBAN HEALTH PROGRAM

FY2005 -  FY2008 FY 2007 FY 2008 FY 2009

Amountof Funds._ Approp Approp Approp. Approp Appiop
Expand Urban Programs.... $3722 $3.860 ° $3,.981 $3,407 $3.407 Treatment
INDIAN HEALTH FACILITIES ¥
' FY 2005 FY2008  FY2007 FY 2008 FY 2000
Amounit of Funds o Approp Approp _ Approp Appiop . _Abprop
T T W 0 0 0 a 0
Alcohal/Substance Abuse $139,073 $143,197 $148,227 5113,'21_13 $183,76%
Urban Health Program 3,722 3,669 3,981 3,407 - 3407
Faclities Consfruction

0 0 [ 0 0
¢ N . T T T UN—
GRAND TOTAL:wruernsssvonsse $142,795 $147,088 $962,208 . - $176,650 $187,476

" The Urban Program-was funded under P.L. 100:690, and Is now funded under P.L. 102-573.
% Thase funds.are Ingluded in the Qutpatient Sub-sub-activity. )
3 The FY. 2008/ {unding for the Regional Treatment Centers was adjustad based on Area Office reports of funding levels.

*Agult Treatmant funids dra exciuded from the ONDCP Drug Control Budget and Moyer Anti-Drug Abuse methodologies becauseé tils program
reflects he original authorized program for 1HS. with th solg focus of alcoholism trgatment services foradulls. This determination was mads In
conaultation:with ONDCP-when the drug control budget was initially developed-in the earty-1880s.
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INDIAN. HEALTH SERVICE -
- FY 2009 Drug Control Obligations

($000) .
Appropriated g

Drug Resources by Function

Prevention $18,139
Trealtment $72,430
$90,569

Drug Resourees by Decision Unit L
‘Alcohol and Substance Abuse $87,162
Urban Indian Health Program $3,407
$90,569

_Obligated

16,556
$71,529
$88.083

$83,729
$4,356
$88,085

' The appropriated amount for Urban Indian Health Programs was an

sstimate, The Obligated amount reflects actual funiing far the

designated progranis in FY 2009.
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;‘” (c DEPARTMENT OF HEALTH & HUMAN SERVICES Office of linspector General
v _ : Washington, D.C. 20201
JAN 15 2010
TO: ' Donna Jones
Chief Financial Officer

National Institute on Drug Abuse
National Institutes of Health

FROM: seph E. Vengrin
Deputy Inspector General for Audit Services

SUBJECT: Independent Attestation Review: National Institute on Drug Abuse Assertions
Concerning Drug Control Accounting for Fiscal Year 2009 (A-03-10-00353)

The purpose of this report is to provide the results of our attestation review of the National
Institute on Drug Abuse (NIDA) fiscal year (FY) 2009 assertions concerning drug control
accounting, the table of FY 2009 Actual Obligations (Table 1), and the table of FY 2009
American Recovery and Reinvestment Act Actual Obligations (Table 2).-

Pursuant to 21 U.S.C. § 1704(d)(A), each National Drug Control Program agency must submit to
the Director of the Office of National Drug Control Policy (ONDCP), not later than February 1 - -
of each year, a detailed accounting of all funds expended by the agency for National Drug
Control Program activities during the previous FY. The section further requires such accounting
“to be authenticated by the Inspector General for each agency prior to submission to the
Director.” The report and related assertions are the responsibility of NIDA’s management and
were prepared by NIDA as specified in section 6 of the ONDCP Circular entitled “Drug Control
Accounting,” dated May 1, 2007. ’

As required by 21 U.S.C. § 1704(d)(A), we reviewed the attached NIDA report entitled
“Assertions Concerning Drug Control Accounting,” dated November 3, 2009. We conducted
our attestation review 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.
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NATIONAL INSTITUTE ON DRUG ABUSE REPORT

NIDA’s report consisted of Table 1 and Table 2, which reported obligations totaling
$1 ,039,561,000 and $136,058,000, respectively.

We performed review procedures on NIDA’s assertions and the accompanying tables. In
general, we limited our review procedures to inquiries and analytical procedures appropriate for
the attestation review.

OFFICE OF INSPECTOR GENERAL CONCLUSION

Based on our review, nothing came to our attention that caused us to believe that NIDA’s
assertions and accompanying tables were not fairly stated, in all material respects, based on the
-ONDCP Circular entitled “Drug Control Accounting,” dated May 1, 2007.

kkkdkkkkk

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, please contact me, or have your staff call Stephen Virbitsky,
Regional Inspector General for Audit Services, Region I, at (215) 861-4470.

Attachment
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¢ DEPARTMENT OF HEALTH & H_ﬁMAN SERVICES Public Health Sarvice
NDV L] 8 2009 ‘ ~ N . Nationaj Institutes. of He;.!lfh

Natfonal Institute on Drug Abuse
‘Bethesda, Maryland 20892

. MEMORANDUM TO: Ditector
Office of National Drug Control Policy

THROUGH: Sheila Conley
Deputy Astistant Secretary of Finarice
Department of Health and Human: Services

'FROM: Donna Jones [a&»ﬂm’m ;

Chief Financial Officer
National Institute on Drug Abuse

SUBJECT: Assertions Concerning Drug control Accounting

In accordance with the requirements of the Office of National Drug Control Policy Circular
“Drug Control Accounting,” I miake the following assertions regarding the attached annual
aceounting of drug control funids:

Obligations by Budget Decision Unit

1 assert that obligations reported by budget decision unit are the actual obligations from the NIH
financial accounting system for this budget decision unitafter using NIDA's internal system to
reconcile the NIH accounting system during the year.

Drug Methodology

1 assert that the'drug methodology used to calculate obligations of priot year budgetary resources
by function for the institute was reasonabile and accurate in aceordance with.the criteria listed in
Section 6b(2) of the Circular. Inaccordance 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 periodic review) and determined that the financial systems
supporting the drug tmethodology yield data that present fairly, in all material respects, aggregate
obligations from which drug-related obligation estimates are derived. ' ‘

Obligations of" pﬁor'yem drug coritrol budgetary resources are calculated as follows:

FY 2009 actual obligations were determined by identifying NIDA support for projects that
address drug prevention and treatment. Projects for incIusion 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 inito-this system by program staff. NIDA does not
need to make any assumptions or éstimates to isolate its total drug control obligations as the tofal
appropriation is drug control, .

Ag the supporter.of more than 85% of the world’s research on drug abuse and addiction, the
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National Iistitute.on Drug Abuse (NIDA) provides a strong science base for our Nation’s efforts
to-reduce the abuse of drugs and their vonsequences. NIDA’s comprehiensive résearch portfolio
addresses a broad range of drug abuse and addiction issues, ranging from the supportof
furidamental neurobislogy to community-based research. As our Nation looks for science-based
approaches to enhance its prevention and treatment efforts, NIDA’s broad portfolio and:its
contitiuing efforts to work with other Agencies and NTH Institutes-on a variety of
transdisciplinary issues will provide the tools necessary to.move these efforts forward. Research
serves as the comersfone of NIDA s efforts to disseminate research information and educate
health professionals.and the public, especially our Nationi’s youth, dbout the f4ctors influencing
drug use, its consequenices, and about stietice-based and tested treatment and prevention }
techniques. These research and dissemination efforts to develop, test, and dissentinate
information on the basis of addiction, its consequences, and enhanced therapentic techniques
support the ONDCP Goal 3 {treatment). Efforts to enhiance the sciefice base arid dis¢éminate
information on the factors that inhibit and facilitate drug use and its. progression to addiction and
other health corisequences, and on science-based approaches for prevention interventions support

‘the ONDCP Goal 1 (prevention).

NIDA obligations are allacated between prevention and treatment research based on the
professional judgment of scientific program officials on specific grant and contract projects,
These seientists review the grant applicttion, project purpose and methodology, and/or progress
report to determine whether the project meets NIDA's criteria for categorization as preventior or
as treatment rescarch. Projects are coded and entered into the NEPS system prior to funding,

Thetotal of NIDA''s regular appropriation of $1,039,561,000 is the actual amount obligated and
recongiles fo the NIDA Databasé system. The total of $1,039,561,000 does not reconcile ta the
FY 2009 column 6f the FY 2010 Congressional Justification (CJ). This is because-the FY 2009
column of the FY 2010 CJ excludes a transfer of $6,803,000 from the Office-of the Direotor of
NIH to NIDA for the Genes, Environment and Hexlth Initiative (GEI). The adjustment to the
FY 2009 column is determined by the NIH, DHHS and OMB. )

In addition, NIDA received a total allotment of $261,156,000 for the Americar Recovery and
Reinvestment Act(ARRA) which is to be expended over two ysats, In 2009 NIDA obligated.a
total of $136,058,000. In 2010 NIDA hasa remaining balance of $125,098,000 left to. obligate,

Anplication of Methodology

Tassert 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 miodified its drug methodology.
from the previous year. The difference between NIDA’s actual obligations and the National
Drug Control Strategy Budget summary niumber for FY 2009 are for the same reasons desoribed
above for the FY 2009 column of the FY 2010 CJ.

Reprogrammings or Transfers

T assert that the obligation data presented are associated against a financfal plan that, if revised
during the fiscal year, properly reflects those changes, including ONDCP’s approval of
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reprogrammings or transfers affecting drug-related resources in excess of $1 million that
occurred during the fiscal year. As described. above, NIDA had the following adjustment to its
appropriation for FY 2009: (1) a transfer of $6,218,000 from the Office of the Director NIH for
the Genes, Environment and Health Initiative,

id Control Notices

T assett 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. 1704(d) arid Section 6
of the ONDCP: Circular Drug Control Accounting, dated May 1, 2007.
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NATIONAL INSTITUTES OF HEALTH
NATIONAL INSTITUTE ON DRUG ABUSE
FY:2009 Actual Obligations
{(Dollérs in Thousands)

I. RESOURCE SUMMARY

¥V 2008
_ _ Actual
Drug Resources by Function: -
Prevention . 413,518
Treatment . ) 626,043
Total 1,039,561
Drug Resources by Declsion Unit:
Demand Reduction 1,039,561
Total 1,039,661
HIDTA Transfer
ICDE Resources

Diffsrences Betwaen (1) Actual Obligations and (2) the FY 09 Column of the
FY 10 CJ and tha National Drug Control Strategy Budgét Summary

(Doflars in Thousands)
Total 2009 Col. of the FY 2010.CJ; Natlonal Drug Control Strategy 1,032,759
GE! Transfer 6,802
Total Obligations ) 1,039,561
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NATIONAL INSTITUTES OF HEALTH
NATIONAL INSTITUTE ON DRUG ABUSE
FY 2009 Actual Obligations - ARRA

(Dollars In Thousands)
l. RESOURCE SUMMARY
FY 2009
Actual
Drug Resources by Function:
Prevention 43,394
Treatment 92,664|
Total 136,058
Drug Resources by Decision Unif:
Demand Reduction 136,9352‘
Total ] 136,058|
HIDTA Transfer
ICDE Ro‘souroei

Differances Between (1) Agtual Obligations and (2) the total amount
Provided for FY 2009 ARRA Natlonal Drug Control tegy Budget Summary
(Dollars in Thousands)

Total NIDA Arra Furids - 2 Years 261,158
Amount obligated In 2009 -136.058
Amount Avallable 2010 125,098
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Washington, D.C. 20201

JAN 15 2010

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

LA

FROM: )+ J5Seph E. Vengrin
Deputy Inspector General for Audit Services

SUBJECT: Independent Attestation Review: Substance Abuse and Mental Health Services
Administration Assertions Concerning Drug Control Accounting for Fiscal Year
2009 (A-03-10-00351)

The purpose of this report is to provide the results of our attestation review of the Substance
Abuse and Mental Health Services Administration (SAMHSA) fiscal year (FY) 2009 assertions
concerning drug control accounting and the accompanying Table of Prior Year Drug Control
Obligations: FY 2009 (Table).

Pursuant to 21 U.S.C. § 1704(d)(A), each National Drug Control Program agency must submit to
the Director of the Office of National Drug Control Policy (ONDCP), not later than February 1
of each year, a detailed accounting of all funds expended by the agency for National Drug
Control Program activities during the previous FY. The section further requires such accounting
“to be authenticated by the Inspector General for each agency prior to submission to the
Director.” The report and related assertions are the responsibility of SAMHSA’s management
and were prepared by SAMHSA as specified in section 6 of the ONDCP Circular entitled “Drug
Control Accounting,” dated May 1, 2007. '

As required by 21 U.S.C. § 1704(d)(A), we reviewed the attached SAMHSA report entitled
“Assertions Concerning Drug Control Accounting,” dated November 5, 2009. We conducted
our attestation review 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.
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SUBSTANCE ABUSE AND MENTAL HEALTH SERVICES
ADMINISTRATION’S REPORT

SAMHSA’s report consisted of the Table, which reported obligations totaling $2,582,000,000,
and related exhibits.

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

OFFICE OF INSPECTOR GENERAL CONCLUSION

Based on our review, nothing came to our attention that caused us to believe that SAMHSA’s
assertions and the accompanying Table were not fairly stated, in all material respects, based on
the ONDCP Circular entitled “Drug Control Accounting,” dated May 1, 2007.

3 ofe ok 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, please contact me, or have your staff call Stephen Virbitsky,
Regional Inspector General for Audit Services, Region III, at (215) 861-4470.

Attachment
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DEPARTMENT OF HEALTH & HUMAN SERVICES Substance Abuse and Mental
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Health Services Administration
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Center for Mental Health Services
Center for Substance Abuse

NOV 5 2009 Prevention

Center for Substance Abuse
Treatment
Rockville MD 20857

MEMORANDUM TO: Director
Office of National Drug Control Policy

THROUGH: Sheila Conley
Deputy Assistant Secretary for Finance
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 Concerning 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

1 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 Methodolo:

I 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 criteria, T have documented/identified
data which support the drug methodology, explained and documented other estimation methods
(the assumptions for which are subjected to periodic 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. (See Exhibit A)

Application of Drug Methodology

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

Reprogrammings or Transfers

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

OHies of the Administrator~-Office of Applied Studles—Office of C: Office of Policy, Planning and Budget—Office of Program Services
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Free Communities Program. SAMHSA received a total of $88,389,937 from ONDCP via an

Interagency Agreement to fund activities of the Drug Free Communities Program in FY 2009.
SAMHSA had no other reportable reprogrammings or transfers in FY 2009.

Control Notices

T assert that the data presented are associated with obligations against SAMHSA’s financial plan
which complied fully with all ONDCP Budget Circulars.

Daryl W. Kade . '
Chief Financial Officer
- Attachments:
Table of Prior Year Drug Control Obligations, FY 2009

Exhibit A - Drug Control Methodology )
Exhibit B - FY 2009 Management Assurance (SAMHSA)
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SUBSTANCE ABUSE AND MENTAL HEALTH
SERVICES ADMINISTRATION
Table of Prior Year Drug Control Obligations
FY 2009
(Dollars In millions)

Obligations by Drug Control Function
Prevention 665.1
Treatment . _1.916.9

Total $2,582.0
Obligations by Budget Decision Unig
Programs of Regional and National Significance V........ 613.1

Substance Abuse Prevention (Non-add) .. " (201.0)

Substance Abuse Treatment (Non-add) (412.1)
Drug Free Communities Program % 88.4
National All Schedules Prescri?tion Electronic Reporting (NASPER) Program................ 2.0
Substance Abuse Block Grant 1,778.5
Program Management Y 100.0

Total $2,582.0
Footnotes:

V 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 fund.

¥ Drug Free Communities Program funding was provided to SAMHSA/CSAP via Interagency
Agreement. .

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

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

TOTALS MAY NOT ADD DUE TO ROUNDING

Notice - This is a limited official use report.
Distribution is limited to authorized officials.
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Exhibit A

(1)  Drug Methodology - Actual obligations 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.

(a) Obligations by Drug Control Function - SAMHSA distributes drug control funding
into two functions, prevention and treatment:

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

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

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

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

o 20% of the actual obligations of SAMHSA Program Management funds,
including obligations related to receipt of PHS Evaluation funds.

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:

o 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; '

e CSAT’s NASPER program (National All Schedules Prescription Electronic
Reporting);

o 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 .

o 80% of the actual obligations of SAMHSA Program Management funds,

including obligations related to receipt of PHS Evaluation funds;

Regarding allocation of 80% of the SAPTBG for the treatment function, rather than
adding complexity to the allocation methodology, it has been determined and
generally accepted 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.

Notice - This is a limited official use report.
Distribution is limited to authorized officials.
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(b) Obligations by Budget Decision Unit - SAMHSA’s 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 Interagency Agreement with SAMHSA are included in the
Obligations by Budget Decision Unit display (CSAP); and,

¢ Funding appropriated in FY 2009 for CSAT’s National All Schedules Prescription
Electronic Reporting program (NASPER) has been included in this year’s report.

®* € & o 9

Included in this Drug Control Accounting report for FY 2009 are 100% of the actual
obligations for these six budget decision units, minus reimbursements. Obligations
against fonds provided to SAMHSA from the PHS Evaluation Fund are included.
Actual obligations 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.

Methodology Modifications — Provision of funding in the FY 2009 SAMHSA
appropriation for the National All Schedules Prescription Electronic Reporting program
(NASPER), administered by CSAT, is reflected in the methodology shown above and
constitutes a change in the SAMHSA accounting methodology from that used in the FY
2008 Drug Control Accounting Report. '

Material Weaknesses or Other Findings - See Exhibit B.

Reprogrammings or Transfers - SAMHSA entered into an Interagency Agreement
with ONDCP in the amount of $88,389,937 to fund activities of the Drug Free -
Communities Program in FY 2009. SAMHSA had no other reportable reprogrammings
or transfers in FY 2009,

Other Disclosures — None.-

Notice - This is a limited official use report.
Distribution is limited to authorized officials.
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EXHIBIT B

DEPARTMENT OF HEALTH & HUMAN SERVICES Substance Abuse and Mental
Heatth Services Administration

Center for Mental Health Services
Canter for Subatance Abuse

Prevention
OCT 15 2009 Center for Substanes Abuse
Trestment

TO: Chairman Rockville MD 20857
" A-123 Senior Asscssment Team
U.S. Department of Health and Human Services

FROM: Acting Administrator
Chief Financial Officer
SUBJECT: FY 2009 Management Assurance

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

In accordance with the HHS Guidance Manual for OMB Circular A-123 Assessments,
SAMHSA has evalnated its internal controls and financial management systems to determine
whether these objectives are being met,

Based on this evaluation, SAMHSA provides a qualified statement of assurance that with the
" exception of the two reportable conditions (including one material weakness) pertaining to its
service provider as discussed below (see Table 1), SAMHSAs internal controls and financial

management systems meet the objectives of FMFIA. The reportable conditions described . sé
below relate to Section 2 of FMFIA and also constitute non-conformances under Section 4 of )
FMFIA. .o o

Description of Service Provider’s Reportable Conditlons and Corrective Actions

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 provided a qualified statement of assurance that its internal controls
meet the objectives of FMFIA, except for the following reportable conditions under :
Section 2 of FMFIA: —

‘1, PSC Qversight and Management of Information System Controls and Securit

{Material Weakness)

Weaknesses in the-oversight and management of information system controls
were detected in key financial management systems. PSC acknowledges internal

Offlca of the Adminlstrator—Offics of Applled Studtes—Oflios of Communleations—Ofiics of Pollay, Planning snd Budget—Oiffice of Program Services
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control weaknesses in system security, including general and application controls
in financial management systems. Although no single financial management
system had a material weakness, the pervasive nature of these and other findings
leads PSC Management to conclude that the findings warrant classification as a
material weakness, ‘The primary findings, as previously reported by PSC, include
access and change controls and inadequate documentation for systems and
processes, which can compromise the integrity of PSC’s data and increase the risk
that the Department’s data may be inappropriately used or disclosed. In addition,
the financial management systems are not yet in conformance with legal and
regulatory guidelines as established by the appropriate governing bodies with
respeot to overall system security. : ’

2. PSC Financial Systems and Reporting Processes (Significant Deficiency)

PSC continues to report that its financial management systems are not in
substantial compliance with the requirements of the Federal Financial
Management Improvement Act (FFMIA) of 1996 because they do not fully
comply with the Federal financial management systems requitements of the
Office of Management and Budget Circular A-127, Financial Management

Systems. .

Also, as in prior years, PSC continues to report deficiencies in its financial
management systems and processes for producing financial statements,
Significant progress was made in FY 2009 with the phased deployment of fully
integrated FFMIA compliant systems, The lack of final implementation of the
system and deficiencies in internal controls make the process of PSC preparing
financial statements.more manual in effort. :

PSC has made significant progross in strengthening the controls in the Financial
Reporting ares resulting in PSC Management’s assessment that the financial
reporting material weakness, previously reported as of June 30, 2009, has been
remediated to the level of significant deficiency as of September 30, 2009. FY
2009 A-123 testing by PSC confirms these improvements in the financial
reporting process, including the automation of the procurement cycle through the
HHS Consolidated Acquisition System (HCAS), compliance with HHS
resonciliation pollcy, quarterly review of undelivered order (UDO) balances, and
properly supported manual journal entries.

PSC’s Corrective Actions:
PSC’s assurance statement states that it has made significant progress in

strengthening controls in both the financial reporting and IT compliance areas,
including PSC Management’s t that the financial reporting material
weakness, reported as of June 30,2009, has been remediated to the level of
significant deficiency as of September 30, 2009.

Notice - This is a limited official use report.
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Accotding to the Corrective Action Plan and Impact of Material Weakness (Table
11) accompanying the PSC Management Assurance as & Service Provider and
OPDIV (as of September 30, 2009), sufficient compensating controls exist so that
“the risk of a misstatement in the Financial Statements has been mitigated” with
respoct to the reported material weakness in Information System Controls and
Security.

Assurance for Internal Control over Operations and Complance

SAMHSA conducted its svaluation of internal control over the effectiveness and efficiency
of operations and compliance with applicable laws and regulations in accordance with the
HHS Guidance Manual for OMB Circular A-123 Assessmenis. Based on the results of this
ovaluation, SAMHSA identified one material weakness, as of September 30, 2009, in ita
internal control over the effectiveness and efficiency of operations under Section 2 of FMFIA
which also constitutes a nonconformance under Section 4 of FMFIA. The weakness pertains
to operations and compliance matters identified by PSC relating to oversight and
management of information system controls and security as discussed above, Other than the
excoption described above (see Table 1), the internal controls over the effectiveness and
efficisncy of operations and compliance with applicable laws and regulations were operating
effectively and no other material weaknesses were found in their design or operation.

Agssurance for Internal Control over Financinl Reporting

In addition, SAMHSA conducted 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 HHS Guidance Manual for OMB Circular A-
123 Assessments. Based on the results of this evaluation, SAMHSA identified one reportable
condition (previously classed as a material weakness, but remediated to the level of -
significant deficiency as of September 30, 2009) in its internal control over financial
reporting as of Juns 30, 2009. According to the PSC Assurance Statement as a Service
Provider and OPDIV as of September 30, this does not constitute 2 nonconformance under
Section 4 of FMFIA. Other than the exception desoribed above (see Table 1), the internal
controls over financial reporting es of June 30, 2009, were operating effectively and no other
material weaknesses were found in their design or operation.

%;ﬁwm —

Daryl W. Kade
Acting Administrator Chief Financial Officer
Assistant Surgeon General
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Table 1
Summary of Material Weakuesses/Systems Non-Conformances
Control Area FMFIA Section 2 FMFIA Section
. 4
Financial
Operations Compliance Reporting Non-Conformance
ns of Soptemb (as of Septemt (ns of June 30, (as of Scptomber
30, 2009) 30, 2009) 2009) 30,2009)
Financial Systems
and Processes _ n .
operated by the .
PSC )
Oversight and
Management of
Information System X .- - X
Controls operated o
by the PSC
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Office of Inspector General

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

January 27, 2010

MEMORANDUM FOR: The Honorable Admiral Thad W. Allen
Commandant
United States Coast Guard

From: Richard L. Skinner
Inspector General

Subject: Independent Review of the U.S. Coast Guard’s Reporting of FY 2009
Drug Control Obligations

Attached for your information is our report, Independent Review of the U.S. Coast Guard’s
Reporting of FY 2009 Drug Control Obligations. This report contains no recommendations.

We contracted with the independent public accounting firm KPMG LLP to perform the review. The
review was conducted according to attestation standards established by the American Institute of
Certified Public Accountants. Due to the U.S. Coast Guard’s inability to provide assurances as to
the integrity of the financial data contained within the detailed accounting submission, KPMG LLP
was unable to complete the review. As a result, KPMG LLP was unable to report on the Table of
Prior Year Drug Control Obligations and related disclosures.

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

Attachment

Office of National Drug Control Policy
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Department of Homeland Security

Office of Inspector General

Independent Review on the U.S. Coast Guard's
Reporting of FY 2009 Drug Control Obligations

0OI1G-10-48 January 2010
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Office of Inspector General

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

January 27, 2010
Preface

The Department of Homeland Security (DHS) Office of Inspector General (OIG) 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 Prior Year Drug Control Obligations
and related disclosures of the U.S. Coast Guard for the fiscal year ended September 30, 2009, for the
Office of National Drug Control Policy. We contracted with the independent public accounting firm
KPMG LLP to perform the review. U.S. Coast Guard management prepared the Table of Prior Year
Drug Control Obligations and related disclosures to comply with requirements of the Office of
National Drug Control Policy Circular, Drug Control Accounting, dated May 1, 2007. Due to the
U.S. Coast Guard’s inability to provide assurance as to the integrity of the financial data in the
detailed accounting submissions, KPMG LLP was unable to complete its review and report on the
Table of Prior Year Drug Control Obligations and related disclosures.

We trust this report will result in more effective, efficient, and economical operations. We express
our appreciation to all of those who contributed to the preparation of this report.

Atscd) & Hosii)

Richard L. Skinner
Inspector General

Office of National Drug Control Policy
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KPMG LLP Telephone 202 533 3000
2001 M Street, NW Fax 202 533 8500
Washington, DC 20036 Internet www.us.kpmg.com

January 18, 2010

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 (Section 6A), and the accompanying management’s assertions (Section 6B) of the
Department of Homeland Security’s (DHS) United States Coast Guard (USCG) for the year
ended September 30, 2009. USCG 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 USCG’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,

E.E‘IT_'W\...

Scot G. Janssen,
Partner

Office of National Drug Control Policy
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U.S. Department of Comrgeg\dant c Guard 6\} 00 Second Stre%t, 9Ss.W.
i United States Coast Guari ashington, DC 20593-0001
Homeland Security gtaff Sy’gggk %%§2;2
. hone: (202) 372-35
United States Fax: (202)372-2311
Coast Guard Email:Rebecca.E.Ore@uscg.mil
7110
Mr. John Shiffer JAN 14 2010

Department of Homeland Security
Director of Financial Management
Office of the Inspector General

1120 Vermont Avenue, 10" Floor, NW
Washington, D.C. 20005

Dear Mr. Shiffer,

In accordance with the Office of National Drug Control Policy Circular: Annual Accounting of
Drug Control Funds dated May 1, 2007, enclosed is the Coast Guard’s report of FY 2009 drug
control obligations, drug control, methodology and assertions. Per your KPMG auditor’s
guidance received on December 18", 2009, my staff addressed this request for additional
supporting documentation and changes to the FY 2009 Annual Accounting of Drug Control
Funds, dated November 30", 2009.

If you require further assistance on this information, please contact LCDR Rebecca Ore at (202)
372-3512.

.7
Sincerely;

/ w

T.W. JONES

Captain, U.S. Coast Guard

Chief, Office of Budget and Programs

Copy: DHS Budget Office

Enclosures: :
(1) USCG FY 2009 Annual Accounting of Drug Control Funds
(2) Exhibit 1 — Materiel Weaknesses in Internal Control — U.S. Coast Guard
(3) USCG Assurance Statement
(4) KPMG Auditor Comments with USCG Response

Office of National Drug Control Policy
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DEPARTMENT OF HOMELAND SECURITY
UNITED STATES COAST GUARD
ANNUAL ACCOUNTING OF
FY 2009 DRUG CONTROL FUNDS
6A. DETAILED OBLIGATION SUBMISSION

(a) Table of Prior Year Drug Control Obligations (dollars in millions)

RESOURCE SUMMARY 2009 Actual

Drug Resources by Function: Obligations
e Interdiction $1,053.665

e Research and Development $2.261

Total Resources by Function $1,055.926

Drug Resources by Decision Unit:

e Operating Expenses (OE) $771.224
e Reserve Training (RT) $15.607
e Acquisition, Construction, and Improvements (AC&I) $266.834
e Research, Development, Test and Evaluation (RDT&E) $2.261
Total Drug Control Obligations $1,055.926
Interagency Crime and Drug Enforcement [non-add] [$708]
(1) Drug Methodology

Over twenty years ago, the Coast Guard designed its cost allocation methodology to
systematically allocate costs to the Coast Guard’s primary mission areas. This methodology
allocated Coast Guard costs based on the level of effort (e.g. time) that Coast Guard resources
(cutters, aircraft, boats, and personnel) spent on various types of missions. This view of the
Coast Guard budget provided valuable insight into the multi-mission use of assets and personnel.
However, for many years the only information taken into consideration was the previous year’s
operational activity. Prior to 1998, operational data (resource hours) and obligation data were
downloaded only at the end of the fiscal year to develop mission cost allocations for the year just
completed and budgetary projections for current and future years taking into account incremental
changes. Starting in 2000 an improved methodology, known as the Mission Cost Model
(MCM), was developed to present Coast Guard missions more accurately using activity based
cost accounting principles. Further, the Coast Guard has developed an operating hour baseline as
a method to approximate the future allocation of resource hours for each asset class to multiple
Coast Guard missions. This is the revised basis for funding allocations in budget projections.
The operating hour allocation, or baseline, is developed and modified based upon budget line
item requests and national priorities.

The Coast Guard’s drug control funding estimates are computed by closely examining the
decision units, or appropriations, that comprise the Coast Guard’s drug control budget estimates.
These decision units consist of: Operating Expenses (OE); Reserve Training (RT); Acquisition,
Construction, and Improvement (AC&lI); and Research, Development, Test, and Evaluation
(RDT&E).

Office of National Drug Control Policy
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DEPARTMENT OF HOMELAND SECURITY
UNITED STATES COAST GUARD
ANNUAL ACCOUNTING OF
FY 2009 DRUG CONTROL FUNDS
6A. DETAILED OBLIGATION SUBMISSION

(1) Drug Methodology (cont.)

Each decision unit contains its own unique spending authority and methodology. For
example, AC&I includes funding that remains available for obligation up to five years after
appropriation and RDT&E includes funding which does not expire. Unless stipulated by law,
OE and RT funding must be spent in the fiscal year it is appropriated and therefore the
methodology for these two appropriations is the same.

Operating Expenses

The majority of the funds the Coast Guard allocates to the drug interdiction program are in
the (OE) decision unit. OE funds are used to operate Coast Guard facilities; maintain capital
equipment; improve management effectiveness; and recruit, train, sustain, and compensate, an
active duty military and civilian workforce. In the OE budget, the amount allocated to the drug
interdiction program is derived by allocating a share of the actual expenditures based upon the
percentage of time aircraft, cutters, and boats spent conducting drug interdiction activities. The
Coast Guard tracks the resource hours spent on each of the 11 Coast Guard programs by using a
web-based Abstract of Operations (AOPS) data collection and report system. Coast Guard
AOPS data is used to develop the amount of time each asset class spends conducting each Coast
Guard mission. Using financial data gathered from over 3,000 cost centers around the United
States along with the AOPs information, the Coast Guard is able to allocate OE costs to each of
the 11 program areas consisting of: Drug Interdiction; Migrant Interdiction; Ports, Waterways
and Coastal Security; Other Law Enforcement; Defense Readiness; Search and Rescue; Marine
Safety; Ice Operations; Marine Environmental Protection; Living Marine Resources; and Aids to
Navigation.

Acquisition, Construction, and Improvements

In scoring drug control funding requests within the zero-based AC&I decision unit,
professional judgment is used to evaluate every line item project requested in the FY 2009 AC&lI
budget for its anticipated contribution to Coast Guard’s 11 program areas. For each AC&l
project, a discrete profile is established to allocate the funding for that project to the various
mission areas of the Coast Guard. In most cases, the driver is the percentage of time an asset
contributes to the 11 program areas as determined from the OE Mission Cost Model (MCM).
Otherwise, when a project is not related to any particular asset or series of asset classes, the
project fund may benefit the Coast Guard’s entire inventory and other expense categories. With
this condition, the general OE AOPS MCM percentage is utilized. As with the other three
appropriations, once the program percentage spreads are computed for each of these drivers in
the FY 2009 AC&I MCM, the total bottom-line mission percentage is applied directly to the
AC&I total direct obligations. This percentage allocation results in a repeatable mission spread
process which the Coast Guard uses throughout its annual budget year presentations, namely
OMB’s MAX budget system for the President’s Budget submission and the Chief Financial
Officer’s Statement of Net Cost report.
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DEPARTMENT OF HOMELAND SECURITY
UNITED STATES COAST GUARD
ANNUAL ACCOUNTING OF
FY 2009 DRUG CONTROL FUNDS
6A. DETAILED OBLIGATION SUBMISSION

(1) Drug Methodology (cont.)

Reserve Training

The Coast Guard allocates a portion of RT decision unit funds to the drug interdiction
program. RT funds are used for Coast Guard Selected Reserve personnel who support and
operate Coast Guard facilities, maintain capital equipment, improve management effectiveness,
and assist in sustaining all Coast Guard operations. The final FY 2009 obligations for the RT
decision unit are determined using the OE methodology.

Research, Development, Test and Evaluation

The final decision unit is RDT&E. As with the AC&I Appropriation, scoring of drug
interdiction funding is accomplished within the zero-based RDT&E decision unit. Every line
item requested in the FY 2009 RDT&E budget was evaluated for its anticipated contribution to
drug interdiction efforts. Each RDT&E project has a discrete driver that is selected to allocate
the costs for the project to various Coast Guard mission areas. These drivers are based upon
experienced professional judgment. Once the unique program driver is chosen the program
percentage spreads as determined from the OE MCM.

(2) Methodology Modifications

The methodology described above is consistent with the previous year.

(3) Material Weaknesses or Other Findings

As a result of the CFO Act audit and feedback provided in the enclosed Independent
Auditors’ Report: Exhibit | — Material Weaknesses in Internal Control (Enclosure 2) and
described in the enclosed 2009 U.S. Coast Guard Assurance Statement (Enclosure 3), the Coast
Guard has material weaknesses in financial management, financial reporting, and financial
systems that impact the assurance of information in our financial reports. As such, we cannot
provide assurances as to the integrity of the financial data contained in this report.

The Coast Guard has chartered an Audit Readiness Planning Team which is mapping
processes, conducting gap analysis, tracking processes to assertions at the transaction level, and
associating deliverables to milestones. Upon completion of this analysis, the Coast Guard will
aggressively update Mission Action Plans that guide our implementation of internal controls
leading to assurance over financial information. This information is used in the MCM to
produce a portion of this report. Additionally, we will pursue improved internal controls in the
collection of our Abstract of Operations information necessary to give assurance to the non-
financial data used to produce a portion of this report.
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DEPARTMENT OF HOMELAND SECURITY
UNITED STATES COAST GUARD
ANNUAL ACCOUNTING OF
FY 2009 DRUG CONTROL FUNDS
6A. DETAILED OBLIGATION SUBMISSION

(4) Reprogrammings or Transfers

During FY 2009, the Coast Guard has no reports of transfers or reprogramming actions
affecting in excess of $1 million drug-related budget resources.

(5) Other Disclosures

The following provides a synopsis of the United States Coast Guard’s FY 2009 Drug Control
Funds reporting which describes:

1. The agency’s overall mission and the role of drug interdiction efforts within the Coast
Guard's multi-mission structure and
2. The Coast Guard’s drug control budget submission.

Coast Guard Mission

The Coast Guard is a military service with mandated national security and national defense
responsibilities and the United States' leading maritime law enforcement agency with broad,
multi-faceted jurisdictional authority. The Coast Guard is a multi-mission maritime service
consisting of 11 complementary program areas: Drug Interdiction; Migrant Interdiction;

Ports, Waterways and Coastal Security; Other Law Enforcement; Defense Readiness; Search and
Rescue; Marine Safety; Ice Operations; Marine Environmental Protection; Living Marine
Resources; and Aids to Navigation.

The Coast Guard faces many of the same challenges as the other four military services when
it comes to deciding which assets should be deployed for what missions and where. This is not
only true between the broad categories of missions, but also within sub-sets of the various
missions the Coast Guard undertakes. For example, assets used for the Enforcement of Laws
and Treaties must be divided between drug interdiction and migrant interdiction, as well as
enforcement of fishing regulations and international treaties. Due to the multi-mission nature of
the Coast Guard and the necessity to allocate the effort of a finite amount of assets, there is a
considerable degree of asset “cross-over” between missions. This crossover contributes to the
challenges the Coast Guard faces when reporting costs for its mission areas.

Coast Guard's Drug Budget

In the annual National Drug Control Strategy (NDCS) Budget Summary, all agencies present
their drug control resources broken out by function and decision unit. The presentation by
decision unit is the one that corresponds most closely to the Coast Guard’s congressional budget
submissions and appropriations. It should be noted and emphasized that the Coast Guard does
not have a specific appropriation for drug interdiction activities. As such, there are no financial
accounting lines for each of Coast Guard’s 11 programs. All drug interdiction operations, capital
improvements, reserve support, and research and development efforts are funded out of general
Coast Guard appropriations.
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DEPARTMENT OF HOMELAND SECURITY
UNITED STATES COAST GUARD
ANNUAL ACCOUNTING OF
FY 2009 DRUG CONTROL FUNDS
6A. DETAILED OBLIGATION SUBMISSION

Coast Guard's Drug Budget (cont.)

For the most part, the Coast Guard drug control budget is a reflection of the Coast Guard’s
overall budget. The Coast Guard’s Operating Expenses appropriation budget request is
incremental, focusing on the changes from the prior year base brought forward. The Coast
Guard continues to present supplementary budget information through the use of the MCM,
which allocates base funding and incremental requests by mission.

This general purpose MCM serves as the basis for developing drug control budget estimates
for the OE and RT appropriations and provides allocation percentages used to develop the drug
control estimates for the AC&I and RDT&E appropriations and the process is repeatable.
Similarly, this is the same methodology used to complete our annual submission to ONDCP for
the NDCS Budget Summary.
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6B. ASSERTIONS

(1) Obligations by Budget Decision Unit — N/A. As a multi-mission agency, the Coast Guard is
exempt from reporting under this section as noted in ONDCP Circular: Drug Control Accounting,
Section 6a (1) (b).

(2) Drug Methodology

The MCM is an estimate of mission costs allocated across Coast Guard’s 11 mission/programs, versus
actual accounting of drug funded obligations. The information reported is timely and is derived from an
allocation process involving the Coast Guard’s financial statement information. In the Coast Guard’s
opinion, the methodology outlined below is a reasonable and accurate portrayal of the agency’s
mission/program presentations because it is repeatable and supported by the most current financial and
abstract of operations data available. The following methodology was applied to derive the drug control
information presented in the table in section 6A.

The Coast Guard does not have a discrete drug control appropriation and its financial systems are not
structured to accumulate accounting data by operating programs or missions areas. Drug control
funding data is developed using a systematic process for the OE and RT appropriations, and a
combination of project analysis, subject matter review, and OE-based allocations for the AC&I and
RDT&E appropriations.

Data: As outlined in the previous section, the Coast Guard reports its drug control funding to ONDCP
for each of the four appropriations or decision units. The mechanics of how each decision unit's drug
control data is derived as follows:

= Operating Expenses and Reserve Training— Budget Authority or Expenditures are allocated to the
mission areas of the Coast Guard based upon the output of a MCM. This is basically an OE
expenditure driven model used to present the mission based data shown in the OE and RT budget
submissions across the 11 Coast Guard programs. The following data sources feed the FY 2009
OE/RT MCM:

1) Core Accounting System (CAS) — FY 2009 actual expenses MCM uses FY 2007 financial
data, adjusted to reflect changes in the Coast Guard’s asset inventory from FY 2007 to FY 2009.
These expenses are fed into the Standard Rates Model (SRM), along with Coast Guard’s
operating cost reports of the Engineering Logistics Center (ELC) and Coast Guard Yard and the
cost per flight hour report from the Aircraft Repair & Support Center (AR&SC). The SRM uses
an activity-based methodology to assign and allocate expenses to the Coast Guard’s assets and
certain non-asset intensive missions, such as Marine Safety. The resulting total cost pools serve
as one of the major inputs to the MCM. If current year SRM data is not available, the previous
year total cost pools are adjusted to fit the relevant fiscal year’s asset inventory. The SRM is
reconciled to the Coast Guard’s Statement of Net Cost.
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(2) Drug Methodology (cont.)

2) Naval Electronics Supply Support System (NESSS) — The ELC and Coast Guard Yard at
Baltimore operate a stand alone financial system. Similar to the CAS, NESSS data is broken
down by cost center, unit name, allotment fund code, and dollar amount. NESSS expense data is
fed into the SRM and allocated to Coast Guard assets and certain non-asset intensive missions.
NESSS financial data is included in the Coast Guard’s financial statements.

3) Aviation Maintenance Management Information System (AMMIS) - The Coast Guard
AR&SC in Elizabeth City operates a stand alone financial system. Similar to the CAS, AMMIS
data is broken down by cost center, unit name, allotment fund code, and dollar amount. AMMIS
expense data is fed into the SRM and allocated to Coast Guard assets and certain non-asset
intensive missions. AMMIS financial data is included in the Coast Guard’s financial statements.

4) 2009 Abstract of Operations— AOPS is a web-based information system that reports how an
asset (aircraft, boat, or cutter) was utilized across various missions of the Coast Guard. Each unit
or activity that performs a mission is responsible for including the resource hours in the AOPS
database.

5) Other Expenses — The drug related pieces that feed this area of the model are the Tactical Law
Enforcement Teams (TACLET), Law Enforcement Detachments (LEDET) and Special Projects.
The percentage that drives the TACLET /LEDET resource areas are computed from team
deployment days divided by the total deployment days in the fiscal year for the drug interdiction
mission. The Special Projects percentage driver is formulated from professional judgment
regarding how funding is used to support costs related to counter-drug operations such as High
Intensity Drug Traffic Area activities and liaison costs for the Coast Guard’s Organized Drug
Enforcement Task Force.

6) Mission Cost Model Application & Results — The two chief input drivers to the MCM are: 1)
Financial costs of each Coast Guard asset and other expenses areas, made up of direct, support
and overhead costs and 2) 2009 AOPS hours. The support and overhead costs for each asset and
other expenses element is applied to hours projected from the 2009 AOPS. These costs are
reflective of the more static conditions of Coast Guard operations relative to the support
functions and administrative oversight. The direct costs are applied to the final AOPS hours to
show the dynamic flow of operations experienced during fiscal year 2009. The overall affect of
the computed amount from the static baseline and reality of AOPS results in a percentage to
drive Coast Guard OE expenditures allocated across 11 programs.
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(2) Drug Methodology (cont.)

= Normalize to Budget Authority or Obligations — The program percentages derived from the MCM
are then applied to total OE and RT FY 2009 budget authority and obligations (see Attachments A &
B respectively), depending upon the reporting requirement. Budget Authority (BA) is derived from
the agency's annual enacted Appropriation and expenditure data is derived from the final financial
accounting Report of Budget Execution (SF-133).

* Acquisition, Construction & Improvements (AC&I) — AC&I is a multi-year appropriation where
funding may be available for up to 5 years depending on the nature of the project. The methodology
used to develop the drug funding estimate is systematically different than that of OE and RT. AC&I
drug funding levels, for either BA or obligations, is developed through an analysis of each
project/line item. For each line item, a discrete driver is selected that best approximates the
contribution that asset or project, when delivered, will contribute to each of the Coast Guard’s 11
programs. The total program/mission area spreads for these drivers are based on the FY 2009 AC&I
MCM output. To ensure consistency, the extract used for the analysis of enacted FY 2009 BA is
used for the end of year analysis of obligations as well. For FY 2009 AC&I program and mission
area spreads, the following data sources and methods were used:

AC&I Mission Cost Model — developed based on data feeds from the FY 2009 OE/RT MCM model
as related in earlier OE and AC&lI statements. The following data sets were then required to
complete the AC&I MCM:

1) Drug related percentage — The percentage spread for each driver was extracted from the OE
MCM. This information was further analyzed to:

(a) Ensure a discrete driver representing either a particular asset, series of assets, or mission
was applied to each project; or

(b) A general OE percentage driver was used when the project’s outcome was expected to
benefit all inventory and/or agency needs.

2) Mission cost results/application - Once the project drivers were extracted from the OE MCM,
they were applied to the total AC&I BA levels derived from the agency's enacted Appropriation
Bill in the FY 2009 AC&I MCM. The total allocated mission percentages from the AC&lI MCM
were then applied to the total AC&I 2009 obligations as reported from the CAS as of September
30, 2009 (see Attachment C).

= Research, Development, Test & Evaluation (RDT&E) — RDT&E is a no-year appropriation
where funding, once appropriated, may be obligated indefinitely in the future until all balances are
expended. The methodology used to develop the drug-funding estimate is similar to AC&I in that
drug-funding costs are based on an analysis of each project. The program/mission area percentages
are based upon subject matter expert review.
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(2) Drug Methodology (cont.)

RDT&E Mission Cost Model — Developed based on data feeds from the FY 2009 OE/RT MCM
model as in earlier OE and AC&lI statements. The following data sets were then required to
complete the RDT&E MCM:

1) Drug related percentage — The percentage spread for each driver was extracted from the OE
MCM. This information was further analyzed to:

a) Ensure a discrete driver representing either a particular asset, series of assets or mission
was applied to each project or;

b) A general OE percentage driver was used when the project’s outcome was expected to
benefit all inventory and/or agency needs.

2) Mission cost results/application - Once the project drivers were extracted from the OE MCM,
they were applied to the total RDT&E BA levels derived from the agency's enacted
Appropriation Bill in the FY 2009 RDT&E MCM. The total allocated mission percentages from
the RDT&E MCM were then applied to the total RDT&E 2009 obligations as reported from the
CAS as of September 30, 2009 (See Attachment D). BA data is derived from the agencies
enacted Appropriation and expenditure data is extracted from a Finance and Procurement
Desktop transaction summary report by project.

Other Estimation Methods: Where the MCM allocates a percentage of time/effort expended to a given
AC&I project/line item, in some cases changes were made to better represent the drug costs associated.
As noted in the AC&I and the RDT&E methodology, experienced professional judgment is sometimes
used to change a driver based on specific knowledge that a resource will be used differently than the
historical profile indicates.

Financial Systems: Data is derived from CAS, ELC and Coast Guard Yard systems. No other financial
systems or information are used in developing program or mission area allocations. The Coast Guard
has not fully implemented corrective actions to remediate weaknesses identified by the independent
auditors during the annual CFO audits. As a result, the Coast Guard could not assert to the
completeness, existence (validity), accuracy, valuation or presentation of its financial data.

(3) Application of Drug Methodology - The methodology disclosed in this section was the actual
methodology used to generate the table required by Section 6A. Documentation on each decision
unit is provided.

(4) Reprogrammings or Transfers -- During FY 2009, Coast Guard had no transfers or
reprogramming actions affecting in excess of $1 million drug-related budget resources.
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(5) Fund Control Notices — The FY 2009 data presented herein is associated with drug control funding
reported in Coast Guard’s FY 2009 financial plan. ONDCP did not issue Coast Guard a Fund
Control Notice for FY 2009.
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Attachment A

OPERATING EXPENSES (OE)
MISSION COST MODEL OUTPUT:

(dollars in thousands)
FY 2009
Obligations % of total
1. Search and Rescue (SAR) 775,905 12.07%
2. Marine Safety (MS) 595,681 9.27%
3. Aids to Navigation (ATON) 1,095,051 17.03%
4. Ice Operations (10) 117,502 1.83%
5. Marine Environmental Protection (MEP) 138,257 2.15%
6. Living Marine Resources (LMR) 582,252 9.06%
7. Drug Interdiction 771,224 12.00%
8. Other Law Enforcement (OTH-LE) 84,527 1.31%
9. Migrant Interdiction 476,460 7.41%
10. Ports, Waterways & Coastal Security (PWCS) 1,353,372 21.05%
11. Defense Readiness 438,487 6.82%
Total OE Obligations| $ 6,428,718 100%
11
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Attachment B

RESERVE TRAINING (RT)
MISSION COST MODEL OUTPUT:

(dollars in thousands)
FY 2009
Obligations % of total
1. Search and Rescue (SAR) 15,702 12.07%
2. Marine Safety (MS) 12,054 9.27%
3. Aids to Navigation (ATON) 22,162 17.03%
4. Ice Operations (10) 2,377 1.83%
5. Marine Environmental Protection (MEP) 2,799 2.15%
6. Living Marine Resources (LMR) 11,784 9.06%
7. Drug Interdiction 15,607 12.00%
8. Other Law Enforcement (OTH-LE) 1,711 1.32%
9. Migrant Interdiction 9,642 7.41%
10. Ports, Waterways & Coastal Security (PWCS) 27,389 21.05%
11. Defense Readiness 8,875 6.82%
Total RT Obligations| $ 130,102 100%
12
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Attachment C

ACQUISITION, CONSTRUCTION and IMPROVEMENTS
(AC&I) MISSION COST MODEL OUTPUT:

(dollars in thousands)
FY 2009
Obligations % of total

1. Search and Rescue (SAR) 180,600 14.54%
2. Marine Safety (MS) 27,682 2.23%
3. Aids to Navigation (ATON) 51,430 4.14%
4. Ice Operations (10) 30,622 2.46%
5. Marine Environmental Protection (MEP) 13,117 1.06%
6. Living Marine Resources (LMR) 183,334 14.76%
7. Drug Interdiction 266,834 21.48%
8. Other Law Enforcement (OTH-LE) 36,762 2.96%
9. Migrant Interdiction 142,213 11.45%
10. Ports, Waterways & Coastal Security (PWCS) 211,564 17.03%
11. Defense Readiness 98,122 7.90%
Total AC&I Obligations| $ 1,242,280 100%

Note: Includes $56.180 million recoveries of prior year obligations.

13
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Attachment D

RESEARCH, DEVELOPMENT, TEST and EVALUATION
(RDT&E) MISSION COST MODEL OUTPUT:

(dollars in thousands)
FY 2009
Obligations % of total

1. Search and Rescue (SAR) 1,238 6.32%
2. Marine Safety (MS) 2,031 10.37%
3. Aids to Navigation (ATON) 1,745 8.91%
4. Ice Operations (10) 360 1.84%
5. Marine Environmental Protection (MEP) 4,824 24.62%
6. Living Marine Resources (LMR) 929 4.74%
7. Drug Interdiction 2,261 11.54%
8. Other Law Enforcement (OTH-LE) 135 0.69%
9. Migrant Interdiction 1,398 7.14%
10. Ports, Waterways & Coastal Security (PWCS) 3,970 20.26%
11. Defense Readiness 701 3.58%
Total RDT&E Obligations $ 19,592 100%

Note: Includes $497 thousand recoveries from prior year obligations.

14
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independent Auditors’ Report
Eahibit | - Material Weaknesses in lnternal Control -

Coust Guard

A Finuncisl Management and Reporting

Buvkgronnd: o fiscal year (FY) 2009, we were engaged o perform on examisstion of internal contrals
over finuncial reporting. The auditors” objective in an examination of internal control is to form an upinion
on the etfectiveness of internal contrel. When planning vur examination, we gave appropriate smphasiy to
testing entity-level controls, such ay managemient’s isk assessment and mogitoring processes, and other
control enviromment choments that exist throughout the Departmient of Homeland Security (DHS or
Depanment). Four Department-wide control environment conditions were identified theough our
examination procedures that have a pervasive mfluence on the control environment and effectiveness of
control activities at the United States Coast Guard (Coast CGuard). This Exhibit should be read in
conjunction with the Department-wide conditions and recommendations described in Comment H-A,
Finuncial Management and Reporting.

In previous years, we reported that the Coast Guard had several internal control deficiencies that led to a
material weakness in financial reporting. In respouse, the Coast Guard developed its Financial Straotegy for
Fravsformtion and Audie Reodimess (FSTAR), which is a comprehensive plan o identify and correct
conditions that are causing control deficiencics, which in some cases prevent the Coast Guard from
preparing auditable financial statements.  The Coast Cuard did make progress in FY 2009 by completing its
planned corrective actions over pension liahitities, allowing management to make assertions on
completeness and accuracy on more than $23 bilfion of accrued labilities, which represemts more than 30
percent of DHS” toal liabilities. I addition, the Coast Guard sustained financial reporting assertions
attained in the previous fiscal year over investments representing maore than $3 billion or the majority of the
Department’s balance for this Hine kem. while also sustaining financial reporting assenions for contingent
tegal tubilities und Federal Emplovees Compensation Act (FEC A }-refated line items, The FSTAR calls
tor substantinlly more activity in FY 2010 consequently. many of the financial reporting deficiencies we
reported inthe past remain uncorrected gt September 30, 2009,

Casscdisions.

1 InFY 2009, we identified eertain entity-level control weaknesses that may interfere with the timely
completion of comrective actions planaed for FY 2010 and beyond, The Coast Guard:

*  Dowes not have sufficient financial management personnel to identify and sddress control
weaknesses, and o develop and implement effective policies, procedures, and inteenal controls to
ensure that data suppoeting linancial statement asseértions are complete and accurate. and that
fransactions are accounted for consistent with GAAP:

*  Has not tully implemented an on-going Coast Guard-wide risk assessinent by financial, 1T, and
program personnel;

s Has not developed and'or fully implemented information and communication processes and
controls relevant to Financial reporting; and

& Has pot fully implemented adequate monitoring controfs over beadquarters, arcas districts. and
units with significant financial acuivity,

2. Duoes not have properdy designed, implemented. and effective policies, procedures. processes, and
controls surrounding its financial reporting process, as necessary o

®  Support beginning balances. year-end chase-out, and the cumufative results of operations aalysis
i its generat ledgoers individually and/or in the aggregate;

*  Ensure that transactions and accounting events at Coast Guard headquarters. arcas/districts, und
units are appropriately supported and sceounted for i s general ledgers:

*  Eosure financial statement disclosures submitted for incorporation i the IHS Mnancial statements
are accurate and complote;

i1
L - . —— —— ————— ]
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*  Ascenuin that intragovernmental activities and balances are identified and ditferences, especially
with agencies outside DHS, are being resolved in a timely manner in coordination with the
Department’s Office of Financiel Management (OFM),

Canse Bffevt: The Coast Guard has not developed and implemented an etfective general ledger system.
Phe Core Accounting System (CASR), Aircraft Logistics Manasgement Information System ( ALMISS, and
Naval Engineering Supply Support Sy stem (NESSS) general fedgers do not comply with the requirements
of the Federal Financial Management Improvesent Ace of 1996 (FFMIA)Y, The general ledgers o not
allow for compliance with the United Siates Standard General Ledger (USSGL) at the ansaction leved,
and period-end and opening baliances are not supported by transactional detail in the three general ledgers,
The conditions described below in Comment LB informativn Technology Controls und Financial System
Functionality contribuie to 1he financial reporting control deficiencies, and make correction more difficult.
In addition. the Coast Guard was unable to provide reasonable assurance that internal controls over
finanicial reporting are operating etfectively and has acknowledigted that pervasive marerial weaknesses exist
i kev financial processes. Consequently, the Coast Guard can not be reasonably centain that its financial
staterments are reliable, or assert to the completeness, existence, accuracy, valuation, rights and obligations,
or presentation of their finuncial data retated to their balances of fund balance with Treasury, accounts
receivable, inventory and refated property. general property. plant, and equipment, including heritage assets
and steweardship land, actuarially -derived lsbilities, environmental and other Habilitics, and net position as
reported in the Department’s balance sheets as of September 30, 2009 and 2608.

Criteria; FFMIA Section 863(a) requires that Federal financial management sy stems substantially comply
with £ 1) applicable Federal accounting standards, (1) Federal financial management sy stesn requinements,
and {3) the USSGL at the mransaction fevel. FFMIA emphasiies the need for sgencics to have systenis that
can generate timely. reliable, and useful informsativn with which to make informed decisions o ensure
ongoing sccountability.

Vhe Federal Managers Financial buegrite Act of 1982 (FMFIA requires chat agencivs establish imemal
controls according to stamdards prescribed by the Comprolier General. These standards are specitied in the
Government Accountability Office’s (GAO) Stundards for Insernal Controf in the Federal Government
1Stupdardsy, These standards define internal controd as an integrad compenent of an organization’s
management that provides reasonable assurance that the folowing objectives are being achieved:
cifectiveness and efficiency of operations, reliubifity of financial reporting. and compliance with applicable
taws and regulstions.

The GAO Srandards require that intemal controls be dix d in directives, administrative
palicics or opecating manualy; transactions and other significant events be l.]t?iiﬂ‘v documented; and
information be recorded and communicated timely with those who need it within a timeframe that enables
them to carry out theie intemal controf procedures snd vther cesponsibilities. The GAO Stndards also
identify the control envircmiient as one of the five key dcmcms ot control. which emphasizes the
impartance of conscienti in eht's operating p phy and i o internal
control.  These standards cover controls such as human capital practices. supervisory reviews, palicies,
procedures. monitoring, and segregation of duties.

The treaswry Federal tntragovernmental Tronsactions Accounting Policies Guide, dated August &, 2009,
and OMB Circular No. A-136, Financial Reporting Requirements, as revised, require Federal CFO Act and
non-CFO Act entities identified in the Treasury Financial Manual { TFM) 2009, Vol. L Part 2, Chapter
A700, Agency Reporting Regnirements for the Financial Report of the United States CGovernment, 1o
perform quarterly reconvilistions of intragovernmental activity batances. TPM, Section 4706,
Intragovernmental Reguirements, provides gnidance on OMB Circular No. A<1 36 requirements for
reporting agencies to reconcile and gonfiom intragovernmental activity und balances quarterly for specific
reciprocal groupings. TFM Bulketin 2007-03 Intragoversmertal Business Rutey, alsa provides standardized
wuidance to Pederal agencies for reconciling and recordisg imtagovernmental activities,

Revcommendutioms: We recomnsend that the Coust Guard:

Lo Continue the implementation of the FSTAR as planned:

Department of Homeland Security FY 2009 Annual Financial Report
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[

Conduet & human resousce needs sisessment and financial organizational assessment 1o identify gaps
i skill sets, hire or realign personnel to fill the gaps, and assign personnel with responsibilitics that
hest match their expertise. and consider updating the financial orzanizational structure based on the
human resources needs assessment

3. Improve entity-fevel controls by fully implementing a formal rish assessient process. evaluating and
updating processes used 1o communicate policies and ensure that all transactions are recorded
completely and accarately, and improve monitor controls over financial data supporting the general
ledger and financial statements:

4 implement sccounting and financial reporting processes including an integrated general fedger system
that is FFMTA compliant; and
5. Fsablish new or improve existing policies. procedures, and related internal controls 1o ensure that;

& The year-end close-our process, reconciliations. and financial data and aceount analysis
procedures are supported by documentation. including evidence of effective management review
and approval. and beginning balances in the following year are determined to he retiable and
auditable;

b. Al sceounting transactions and batances are properly reflected in the tinancial statements
consistent with GAAP:

o

Financial staterent disclosures submitted for mcerperation in the DHS financial statements are
accurate amd complete; and

d.  All intragovernmental ctivity and balances are securately reflected in the financial statements,
and differences are reselved in a timely manner in coondination with the Depariment’s OFM,

LB Information Technology Controls and Financial System Functionality

Background: Information Technology (11} general and application controls are essential for achieving
cffective and reliable reporting of financial and perfonnance data. 1T general conteols (TGO are tested
using the objectives defined by the GAQ's Federaf Information System Corrals Ludit Mansiof (FISCAM).
in five hey control areas: seccurity management, access control, configuration management, segregation of
duties. and business continuity, Our procedures included a review of the Coast Guard's key 11GC
COVIFmEnts,

We also considered the etfects of financial systems functionality when testing intermal controls since key
Coast Guard fimancial systems are not complisnt with FFMIA and are no longer supported by the original
seftware provider. Funciionality Himitations add to the challenge of addressing systemic internal control
weaknesses, and strengihening the control environment at the Caast Guard,

In FY 2009 our 1T audit work identified 20 1T findings, of which 11 were repeat findings from the prior
year and 9 were new findings. In addition, we detenmined that the Coast Guard remediated 9 1T findings
identified in previous years. Specifically, the Coast Guard took actions to improve aspects of its 1TTGC by
strengthening sccess controls around key programs and data, and in its entity-wide security program.

Comditions: Our findings refated w 1T controls and financial system fanctionality are as follows:
Related 1o IT Controls:

Condition: We noted that the Coast Guard's core financial system configuration management process
controls are not operating effectively and continue to present risks to DHS financial data confidentiality,
teprity, and availability. Financial data in the general fedger may be compromised by auomared and
manual changes that are not adequately controlled. For example, the Coast Guard uses an (1 seripting
process (o ke updates 1o its core general ledger software as necessary t process (inancial data,
However. the Coast Guard has not ) fully developed testing standards to guide staff in the development
and funcional testing of IT scripts, (h) documented policies and procedures over 1esting plans thig nest he
performed, and {1 ensured that alf necessary approvals are obtained prior 1o implementation,
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Al of our [TGC findings are described in detail in a separate Limited Officiad Pre (LOUY letter provided 1o
the Coast Guard and DHS management.

Related 1o financial system functionating:

We noted that linuncial systen functionality Hmitations are contributing w controf deficiencies reported
clsewhere s Exhibit £, are inhibiting progress on corrective actions for the Coast Guard, and preventing the
Casst Guard from improving the cffiviency and reliability of its financial reporting processes, Some of the
financiad system Hmitations fead (o extensive manual and redundant procedures to process transactions,
verify accuracy of data, and W prepare linancial statements. Systemic conditions related 1o financial
system functionahty include:

1. As noted sbuve. the Coast Guard's core financial system configuration management process is not
operating effectively due to inadequate controls over 1T seripts. The 1T script process swas instituted as
a selution primarily (0 compensate for system functionality and Jdata quality issues;

2. Annual financial systen account recertifications are not being performed due to limitations;

[}

Financial system audit logs are not readily generated and reviewed, as some of the financial systems
are fhacking this capahility;

4. Aspects of DHS-required system password requirements are not implemented becaunse some financial
systents cannot support the policy,

Praduction versions of operational financial systems are owidated. no longer supported by the vendor,
and do not provide the necessary core functional capabilities (¢... general ledger capabilitiesy,

-

6. Financial systems functionality limitations are preventing the Coast Guard from establishing
automated processes and application controls that would improve aceusacy. reliability and facilitate
efficient processing of certain financial data, such as;

*  [racking of costs o support weighted average pricing for operating materials and supplies:
»  Maintaining data needed to support the calenlation of accounting payable aod provide detailed

listings of accounts payable. which may reduce the resources spent by Coast Guard personnel in
manually preparing the sccounts payable accrual:

*  Ensuring proper segregation of duties such as autoinating the procurement process to ensure that
anly individuals who have proper contract anthority can approve ransactions:

s Tracking detail transuctions associated with intragovernmental business and ctimsinate the need for
default codes such as Trading Partner Identification Number that cannot be easily researched: and

s Ensuring that undelivered obligations are properly accounted for upon receipt of goods or services.

Effece: The 1T system development activities did not incorporate adequate security controls during
the initial implementation more than six years ago. The carrent 1T configurations of many Caast Guard
financial systems cannot be easify reconfigured to meet new DHS security requirements. The existence of
these 1T weaknesses feads 1o added dependency on ather mirigating [ 15 10 be operating
effectively af ail times. Because mitigating controls aflen require more human involvement, there is an
increased risk that human error could materially affect the financial statements. In addition, the Coast
Guard's core financial systems are not FFMIA compliant with the Federal Government's Financial System
Integration Office (FSIO) requirements. See Comment 1A, Fimaicial Managensent und Reporting, for a
discussion of the related conditions causing significant noscompiiance with the requirements of FFMIA,
Configuration mamigement weaknesses are also amony the principle causes of the Coast Guard's inability
1o support its finaincial sttement balances for audit purposes,

Criwein: The Federal Infirmativn Secnrity Munggement Act {IFISMAY, passed as part of the E-Gov Act of
Sl mandates that Federal entities maintuin 1T security programs in accordanee with standards preseribed
by the Seeretary of Commerce.

Department of Homeland Security FY 2009 Annual Financial Report

Office of National Drug Control Policy



FY2009 Accounting of Drug Control Funds

Independent Auditors’ Repart
Exhibit § - Materiaf Weaknesses in Interval Control — LS, Coust Ganed

OMB Circulir No. A-130, Mamagement of Federal Information Reveurces, describes specitic essential
criteria for maintaining effective gencral [T controls,

FEMIA sets forth Jegislation prescriting policies and standards for Exceutive departments and agencies to
follow in developing, operating. evahiating, and reporting on financial managerent systems. The purposes
of FEMIA are to (1) provide for consistency of accounting by an agency from one fiscul vear to the next,
and unitorm accounting standardy througheut the Federal Government. €21 require Federal financial
management systems to support full disclosure of Federal financial data, including the 1ol costs of Federal
programs and sctivities. (3) increase the accountabitity and credibility of federal financial management. (4)
improve performance, productivity, and etticiency of Federal Government financial management_ and (5)
establish financial munagement systoms to support controlling the cost of Federal Guvernment.

OMB Circatar No. A-123. Manayement s Responsibility for internat Conired, states, “Agency managers
should continuously monitor and improve the effectiveness of internal contral associated with their
programs, This continuous monitoring, and other periadic evaduations, should provide the basis for the
agency head's annual assessiment of and report on internal control, as required by FMFIA.™ This Circular
indicates that “controd weaknesses at 3 service organization could have a raterisd impact on the controls of
the customer organization. Therefore. management of cross-servicing agencies wifl need to provide an
annual assurance statement ta its customer agencies in advance w allow s custoner agencies ta rely upon
that assurance statement. Managenient of cross-servicing agencies shall test the controls over the activitics
for which it performs far others on a yearly basis. These controls shall be highlighted in management’s
assprance statement that is provided o its customers. Cross-servicing and customer sgencies will need fo
coordinute the tdming of the assurance statements.”

DS Sensirive Svstems Policy Directive, 43004, as well as the DHS” Sowsitive Svaremy Hundhook
documents policies and procedures adopted by DHS intended 1o improve the security and eperation of all
DHS IT systems including the Coast Guard {1 systems.

Recommendations: We recommend that the DHS Office of Chief Information Officer, in coordination with
the Otfice of the Chief Financial Officer (OCFO), implement the recommendativns it our LOU letrer
provided 1o the Coast Guard and DHS management. In that letter. we provide more detatled
recommendations to effectively address the deficiencies identified in the configuration management
process.

1C Fund Balance with Treasury

Backgronnd: Fund Balance with Treasury (FBWT) &t the Coast Guard totaled approximately $5.5 billion,
or approximately 9.7 percent of woral DHS FBWT, @t September 0. 2009, The majority of these funds
represented appropriated smousts that were obligated, but not vet disbursed, as of September 10, 2009, In
FY 2008, we reported a material weakness in internal controt over FBWT at the Coast Guard. In FY 2009,
the Coast Guard comrected some FBWT controf deficiencies and revised its remediation phan to include
additional corrective actions that are scheduled to oceur after FY 2009, Conseguently, most of the
conditions stated below are repeated from our FY 2008 repont,

Cronditians: The Coast Guard has not developed a comprehensive provess, o include effective internal
controls, to ensure that afl FBWT transactions are recorded it the general ledger timely. completety, and
aceurstely, For example, the Coast Guard:

*  Did not properly design FBWT monthly scrivity reconciliations and/or could not provide detail
transetion Hsas for umounts reported to Treasary for at least three of the six Coast Guard Agency
Lovation Codes;

*  Recorded adjustments o the general ledger FBWT accounts or activity reports submitted to
Treasary, including adjustments to agree Coast Guard balances to Treasury amounts. that were
unsupporsed;

*  Does ot have an offective process for clearing suspense acconnt fransactions refared to FEWT due
w ever-reliance on vendor-provided data. The Coast Guard lacks docamented and effective
perdicies and procedures and intemal controls necessary W support the completencss, existence, and
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Aceuracy ol suspense account transactions, In addition, certsin issues persisg with industrial service
orders {180} and credit cands that prechide a complete and accurate population of suspense detail:
and

*  Wus unable 1o provide military payrofl data to support the summary payroli tansactions processed
through the Coast Guard's FBWT. In uddition. the Coast Cnard kicked Tormal policies and
procedures for processing and documenting alf military and civilian pavroll wansactions.

Cause Lffect: The Coast Guard had not designed and implemented accounting processes. including a
financiul systerm that complies with federad financial system reqairements, as deficed in OMB Circalar No.
A=127, Financiol Muamagement Sysrems, and the requirements of the Joint Financial Managemens
Imprevement Program QFMIPY, now administered by the FSIO, to fully support the FY 2000 FBWT
ativity and balance as of September 30, 2009. Failure to implement timely and etfective reconciliation
processes could increase the risk of undetected errors andear violations of appropriation laws, incliding
nstances of undiscovered Anti-deficiency Aot violations or fraud, abuse. and mismanagement of furds,
which could tead o inaccurate financial repasting and affect DHS” ability to effcetively monitor its budger
status,

Criterta: Staterment of Federal Financial Accounting Standards (SEFAST No. |, {ccaunting for Sefected
Awsvts antd Liakilities. paragraph 39 states, “Federal entities should explain any discrepancies between fund
bulance with Treasury in their genersd fedger accounts and the balance in the Treasury’s accounts and
explain the causes of the discrepancies in footnotes to financial stat (Discrepancies duc to time lag
shoulid be reconciled and discrepancies due to error should be corrected when financial reports are
prepared). Agencies also should provide information on unused funds in expired appropriations that are
returned 10 Treasury at the end of 2 theal year”

Per Frnd Bolance with Freasury Reconciliation Provedures, a Supplement to § TEA 2.5100, Section V,
“Federat agencies must reconcile their SGL 1810 account and any refated subacconnts | .. e a monthly
basis {at arinimum). {... ] Federal agencies must [.._] resolve all differences between the balances reported
o their G FBwT accounts and balances reported on the FMS 6631, 6654 and 6635 [now the
Uevernmentwide Accounting system (GWAJL™ In addition. “An agency may not arbitrarily adjust its
FBWT accoumt. Only after clearly establishing the causes of errors and properly documenting those errors,
should an agency adjust its FBWT accoun balance. 1f an agency must make materiaf adjustments, the
agency must maintain supportiog documentation. This will allow correct interpretation of the error and ifs
corresponding adjustment,”

Section 803¢a) of FFMIA requires that Federad financial mamagement systems comply with (1) applicable
Federal accounting standards, (2} Federal financial gement Sysier requir and {3) the DSSGL
at the transaction fevel, FFMIA emphasizes the need for agencies w have systems that can generate tmely,
rehiable, and aseful information with which to make informed decisions 1o ensure ongong accountability.,

Fhe GAO Standards hold that transactions shoukd be property suthorized, documented, and recorded
accurptely and tinely.

Recommendations: We recommend vhat the Coast Guard establish policies, procedures, and internal
cantrols (o ensure that FBWT transactions are recorded accurately and completely, and in a timely manoer,
and that all suppornting d otation is maintained for all recorded oransactions. These poficies and
procedares should altow the Coust Guard to:

L Perform complete and timely FRWT reconciliations using the Treasury Governmtent-wide Accounting
wols:

2. Better manage its suspense accounts 1o include researching and clearing items carried in suspense
cleariag accounts in g timely manner during the vear, and mainaining proper supporting
documentation i clearing suspense activity: and

et

Maintain payroil data supporting payrofl trmsactions processed through FEBWT and bave access io
complete documentation, (f needed.

D Property, Plant. and Equipment and Operating Materials and Supplies

L6

T T ——————N
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Backgrownd: The Coast Guird maibtains approximately 32 percent of all IDHS property, plant. and
equipment (PP&E). including a large flect of boats and vessels, Many of the Coast Guard's assets are
constructed over a multi-year period. have long useful Hves, and undergo extensive routine servicing that
may increase their vakue or extend their usetuf lives. b FY 2009, the Coast Guard continued 1o revise
corective action plans as docuinented in FSTAR to address the PP&E process and control deficiencies. and
exeeute remediation efforts. However, many of the FSTAR procedures are scheduked 1o necar over a
multi-vear tmeframe. Consequently, many of the condisions cited below have been repeated from our FY

2008 report.

Operating Materials and Supplies (OM&S) are maintained by the Coast Guard in significant quantities and
cansist of tangible personal property 1o be consumed in normal operations to service marine equipment,
aireraf}, and other operating equipment. The majority of the Coast Guard's OMES is physically focated at
either two Inventory Contral Points (HOP< or in the field. The Coast Guard's policy requires regutarty
scheduled physical counts of OM&ES, which are important to the proper valuation of OM&S and its
safekeeping. The condifions cited below for OM&S have been repeated from our FY 008 eport.

DHS' Stewardship PP&E consists of heritage ussets, which are PP&E that are unique due w histarical or
narural significance; cultural, educational. or artistic (e.g., sesthetic) imponance; or architectural
characteristics. The majority of DHS stewardship PP&E is maintained by the Coost Guard, and consists af
both collection type heritage assefs. such as artwork and display models, and nor-collection-type heritage
assets. such as Highthouses, sunken vessels. and buildings.

Conditioms:  The Coast Guard has not:
Regarding PPRE.

*  Established its opening PP&E balances necessiry 10 prepare a balance sheet as of September 30,
2009, In cases where original acquisition docurmentation bas not been maintained. the Coast Guard
has not developed und documented methodologies and assumptions 1o suppont the vahe of PP&E:

*  lmplemented appropriate controls and related processes 1o accurately, consistently, and timely
record additions to PP&E und construction in provess (CIP), transiers from other agencics,
disposals in its Vxed asset system. and valuation and classification of repairable PPEE;

*  Implemented accurate and complete asset identification. sysiem mapping, and ragging processes
that include sufficient detail, e.g., serial number, 1o clearly differentiate and accurately mack
physical assets to those recorded in the fixed asset system: and

*  Properly accounted for some improvements and impairments to buitdings and structures, capital
teases, and selected usetul tives for depreciation purposes. consistent with GAAP,
Rugarding OMES:
¢ lmplemented policies. procedures, and internal controls to support the completeness, accuracy,

existence, valuation, and presentation assertions related to the FY 2009 OM&S and related
account balances:

*  Fully designed and implemented policies, procedures. and internal controls over physical counts
of OM&S at field units to remediate conditions identified in previous years: and

¢ Fsablished processes and contrals o fully support the calculated value of certain types of OM&S
to approximate historical cost.
Regarding stewardship PI&E:
*  Fully designed and implemented policies. procedures, and internal controls to support the
completeness, existence, accuracy, and presentation assertions over data utitized in developing

required financial sttement disclosures and related supplementary information {or Stewardship
PPEE.
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Cause Effect; The Coast Guard bas had difficulty establishing its opening PPRE batances primarily
because of poorly designed palicies. procedures and processes implemented more than a decade ago.
cambined with ineffective internal controls. PP&E was not properly tracked or accounted tor many years
preceding the Coast Guard's transter 1o DHS 10 2003, and now the Ceast Guard is facad w ith 2 Yormidable
challenge of performing retractive analysis in order ro properly establish the existence. completeness. and
aceuracy of PPRE. Purthermore, the fived wsset module of the Coast Guard™s CAS is not updated timely
for effective tracking mnd reporting of PP&E on an ongoing basis. As a result. the Coast Guard is unable 10
accurately account for its PPEE. and provide necessary information to DHS OFM tor consolidated
financial statement purposes.

Coast Guard mranagement deferred correction of most OM&S weaknesses reported in previous vears, und
acknowiedged that the conditions we reported in prior years remained throughout FY 2009, 1ack of
comprehensive and effective policies and controls vver the performance of phrysicud counts, and appropriate
support For valuation, may result in errors in the physical inventory process or inventory discrepancies that
ecnild resolt in fnancial ststement misstatements,

Phe Coast Guard did nut consider the new stewandship property reporting standards until fate in the year,
and did not have sufficient time to design and implement procedures to secumulate data needed for
financial reporting purpases before the completion of the FY 2009 DHS AFR.

Criteria: SEFAS No, 6, Accounting for Properey, Plam, and Equipment, provides the general requirements
for recording and depreciating property. plant and equipment. SFFAS No. 6 was recently amended by
SFFAS No. 3%, which clarities that “reasonable estimates of original transaction data historical cost may he
used 10 vatue generat PPRE [ ... ] Reasonable estimates may be used upon initial copitalization as entitivs
implement general PP&E accounting for the first time. as well as by those entities who previously
implemented general PP&E accouning,”™

The Federal Accounting Standards Advisory Board (FASADY's Pederal Financial Accounting Standards
Interpretation No. 7. dated March 16. 2007, defines “items held for remanufacture” as items “in the process
of (or awaiting) inspection, disassembly, evaluation, cleaning. rebuilding, refurbishing andior restoration to
serviceable or techmologivally updated’upgraded condition. [tems beld for remanufuacture may consist of
Direct maserials. tincloding repairable parts or subassemblies {... 1} and Work-in-process (including labor
<osts) refated (0 the process of major overhaul, where produds are restored o " good-as-new” condition
and’or improved‘upgraded condition. *ltems held for remanufacture” share characteristics with “items held
for repair” and items in the process of production and may be aggregated with either class, Management
should use judgment to determine a reasonable. consistent. and cost-effective manner fo classify processes
a8 “repait’ or “remanvfacture’.”

SFEAS No. 29, Herituge Asvets and Stewardship Land, provisdes the requirements for the presentation and
disclosure of heritage assets. In summary. this standard requires that heritage assets and stewardship land
tnformation be disclosed as hasie information in the notes to the financiul statements, except for condition
information, which is reported as required supplementary information (RS},

FEMIA Section 803(a) requires each agency o implement and maintain a systent that complies
subseantialfy with Federal financial management system requirements. (OMB Circular No. A-127
preseribes the standards for federal agencies' financial management systems, That Circular requires an
agency’s system design to have certain characteristios that include consistent ~intemal controls over data
entry, transaction processing, and reporting throughout the system to ensure the validity of information and
profection of Federal Government resources.”

Aceording to GAO Siandards, assets at risk of loss or unauthorized use should be periodically counted and
compared to control records. Policies and procedures should be in place for this process. The FSH)
publication, foventary, Supplivs, end Muterials Svstom Requirements, stntes “the general requirements for
comrol of inventory, supplies, and materisis consist of the processes of receipt and inspection, swring, and
stemt in wansin.” Specitically, the “placement inta inventory process” requires har an ~agency’s inventory,
supplies, and materials system must identify the intended location of the item and frack its movement from
the point of initial receipt 1o its Tinal destination.” SFFAS No. 3 dconmting for Imventory: and Rofared
Property, states OM&S shall be valued vn the basis of histarical cost.

T
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Rece futions: We reed d that the Coast Guard:

Regurdimyg PIEE.

1. Adopt the provisions of SFEAS No. 35, which provides akternatives o the Coast Guard to value
general property. plant. and equipment to establish its upening halances for balance sheet preseatation:

2. Tmplement appropriate controls and relatod processes (o aceurately and timely record additions to
PP&L and CIP, mansfors trom other agencies, improvements. impairments. capital leases, depreciable
lives, disposals in its fixed asset system, and vaduation snd classification of repairable PP&E;

3. Ensure that appropriate supporting documentation (8 maintained and readity available tor audit: and

4. implement processes and cuntrols to revond an identifying pumber iy the fived asset syslem at the time
of asset purchase to (acilitate identification and tracking; and ensure that the status of assets is
uccurately trackad in the subsidiary ledger

Regarding (MES:

3 Uipdate OM&S physicat count policies, procedures, and controls, and provide raining to personnel
responsible for conducting physical inventories at field units, and include key clements of an effective
physical inventory in the policies;

6. Consider adopting an inventory control system for OM&S as a method of wacking usage and
maimtainiog a porpetual inventory of OM&S on band; and

7. Establisty processes and controls 10 support the caleulated value of OMES 1o ensyre Accounting is
consistent with GAAP.

Regarding stewardship PP&E:

8. Design and implement policies. procedures. and internal controls 1o support the completeness,
existence, accuracy, and presentation and disclosure assertions relatad o the data utilized in
developing disclosare and related supplementary information for Stewardship PPAE that is consistent
with (GAAP.

L-E Actuarial and Other Liabilities

Buckgraund: The Coast Guard maintains medical and post-emploveent travel benefit progeams that
require actuarial computations to record related ligbilities for financial reponting purposes. The Military
Retirement System (MRS} is o detined benefit plan that covers both retirement pay and bealth care benefits
for all active duty and reserve military members of the Coast Guard, The medical plan covers active duty,
reservises, retirees/survivors, and thelr dependents that are provided care at Department of Defense (DoD)
medical facifities. The post-cmployment travel benefit program pays the cost of wansportation for
uniformed service members upor ‘:tps:mian from the Coast Guard. Annually, participam and cost data is
extracted by the Coast Guard (rom its records and provided 1o an actuarisl fiem as inpot for the Hability
ealculations. The accuracy of the actuarial liability as reported in the financial statements is dependent on
the ucenracy and completeness ol the undertying pagicipant and cost data provided to the sctuary as well a5
the reasonableness of the assumptions used.

The Coast Guard estimates aceounts payable by adjusting the prior year revised accounts payable accrual
estimate by the percentage change in budgetary suthority for the current fiscal vear. The revised prior year
estimate is caleutated by analy zing actual payments made subsequent to September 30 of ihe prior vear to
determine a range within which the accrual should falk, and using the mid-point of that range. The
caleuiation is based on the results of a stasistical sample of subsequent disbursements and actual or average
amounts paid.

the Coast Guard™s cavironimental liabikities consist of two main types: shore facilities and vessels. Shore
faciltities include any fcilities or property ather than ships, (e.g., bildings, fucl nks, lighthouses, small
arms firing ranpes (SAFRS), e §

e
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Comditions: We noted the tallowing intemal contro) weaknesses relsted o actuariaf and other Habilities,
Fhe Coast Guard has not;

Regarding stedival and posi-cmplovment benefies:

»  hoplemented effective polivies, procedures, and controls to ensure the completoness and sccuracy
ol medical cost dats wnd past-employment travel claims provided to. and used by, the actuary for
the calculation of the medical and post-employ ment benefit liabilities. Reconciliations between
subsidiary and general ledger amounts for medical expenditures are not effective;

»  Implemented controls to prevent vverpayments for medical services: and

¢ implemented effective processes to account for military personnel data changes, including changes
in leave halances and payroll corrections. in the appropriate reporting periods. and consequently
the completeness and accuracy of leave and payrol accruals as well as data used for sctuarial
projections is not always reliable;

Regarding accounts payable estimates:

*  Validated its methodology used to estimate acceunts payable, e.2.. the reliability of data,
assumptions, and criteriy used to caleulate and subsequently validate the estimate for Ninancial
reporting:

Regarding environmentad liabifities:

¢ Fully supported the completeness, existence, and accoracy assertivns of the data utilized in
deseloping the estimate for the FY 2009 envirosmental Hability account balance; and

¢ Fully developed. documented, and implemented the policies and procedures in devetopiag,
preparing, and recording the environmental liability estimates related w shore facitives, and has
not approved policies and pracedures for the review of the enviroomental lubility estimate related
w vessels.

Canse Effect: Much of the data required by the actuary comes from persennel and payrol systems that are
outside of the Coast Guards accounting organization and are managed by the Coast Guard's Pay and
Personnet Center (PPC). Insccurate medical costs submitted to the Coast Guard actuary coudd result in a
misstatement of the acuarial medical lability and relaved expenses.

‘The Coast Guard has not yet developed comprehensive poticies and procedures or comreative action plans to
address the conditions above, and ¢ guenthy, o cment is unable 1o assert 10 the accuracy and
completeness of the accounts payable and payroll accruals recorded as of September 30. 2009,

Criteria; According o SFEAS No. S, Accomming for Liabilities of the Federad Genvernment, Othgr
Retirement Benefits tORBY include all retirenent benefits other than pension plan benefits, The ORB
Hability should be reported using the aggregate entry-age nonmal actuarial cost methad. The Hability is the
actuariat present value of all future benefits Jess the actuarial present value of future normal cost
contributions thut would be made for and by the emplovees of under the plan,

According to SFFAS No. 5. paragraph 95. the employer should recognize an expense and a lrabvility for
sther post-employment benefits ¢(OPEB) when a future outflow or ether sacrifice of resources is probable
aud measurabile on the basis of events sccurring ot or before the reporting date. Further, the long-term
OPEB ability should be measured at the present value of fature payments, which requires the emplover to
estimate the amount and timing ol future payments, and 1o discount the future outflow vver the perivd for
which the payments are to be made.

Fhe GAQ Standurds states that trsnsactions shoutd be property authorized. documented, and recorded
accurately and timely. SFFAS No. T stages, “When an entity accepts lith 10 goods, whether the poods are
delivered or in transit, the entity should recognize « labdity for the unpaid amount of the goods. {f
tnvoices for those zoods are not available when financial statements are prepared. the amounts owed should
be estimated,”

Lig
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Federal Accounting Standards Advisory Board tFASAB) Technical Release No. 2, Determining Propable
and Reasesably Estimuble for Emviconmentad Liobifitics i the Federal Government, sutes that an agency
is required to recognize a tiability for environmental cleanup costs as a result of past transactions or events
when a future wunflow or other sacrifice of resources is probable and reasonably estimable, “Probable” is
related fo whether a future omtlow will be required. “Reasonably estimable” refates to the ability to
refiably quastity in monetary tenns the outtlow of resourves that will be required.

Recommentations. We recommend that the Coast Guard:
Regarding actuaricl fhabilities

1 implement effective policies, procedures, and controls to ensure the completeness and accuracy of
medical cost data and post-cniploymtent travel claims provided to. and used by, the actuary for the
cateutation of the medical and post-employment benefit Habilitios;

[

Perform a periodic reconciliation between the medical expenditures recorded in the subsidiary ledger
and those recorded in the CAS. and address Jifferences before data is provided 10 the actuary. Fhis
reconcifiation should be performed for si significant sources of medical acruarial data, including
TriCare ard DoD) Military Treatment Fucilities (MTEs). In addition, this reconcilistion shouks be
reviewed by someane other than the preparer to ensure accuracy: and

[y

Implement effective processes 1o account for military personned data changes, including changes i
feave balances and payroll corrections. and 1o ensure that updates are recorded i the proper accounting
perind:

Regarding auenms pavabie:

A Analvze and make appropriate improvements to the methiodology used to estimate accounts payuble
and suppert alt assumptions and criteria with appropriate documentation to develop and subsequently
validate the estimate for inanciul coporting,

Regrarding ervironmental liabitities:

5 Develop and implement pobicies, procedures, processes, and controls to ensure identification of and
recording of all envirommerial liabilities. define the technical approach, cost estimation methodelogy,
artd everalt Ginancial management oversight of its environmental remediation projecss, Consider the
“Due Care” requirements defined in FASAB Technical Refease No. 2. The policies should include:

&, Procedures w casure the proper calculation and review of cost estimutes for consistency and
accuracy in financial reparting. including the use of tested modeling techniques, ase of verified
cost parameters, and assumprions:

b, Periodically validate estimates spainst bistorical costs; and

e Ensure that detailed cost data is maintamed and reconciled to the general ledger.

I-F Budgetary Accounting

Background: Budgetary accounts are a category of general ledger accounts where transacrions related to
the reveipt, obligation, and disbursement of appropriations and other authorities 1o obligate and spend
agency resources are recorded. Each Treasury Account Fund Symbol (FAFS) with separate budgetary
sctounts must be maintained in accordance with OMB and Treasury guidance. The Coast Guard has over
90 TAFS covering a broad spectrum of budget authority, including annual, multi-car. and no-year
appropriations: and several revolvirg, special, and trust funds.

Conditions: We noted the following internal control weaknesses refated to budgetary accounting, many of
which were repeated from our FY 2008 report, The Coast Guard hus not;

*  Fully implemented potivies, provedures. and internal controls vver the Coast Guard's process for
validation and veritication of undelivered order (UDO) balances that are aperating effectively.
Recurded obligations and UDO balances were not always complete, valid, accurate, and proper
approvals and suppoiting documentation are not always maintained;

E—
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e Finalized and implemented policies and procedures 1o monitor unabligsted commitment activity in
CAS throughout the fiscal year, Currently, the Coast Guard performs only a vear-end review to
reverse cammitments that are aow Jorger valid,

*  Designed and implemented effective procedures, processes. and intermat controls (o verify the
completeness and accuracy of the year-end abligation “pipeline”. which are ubfigations executed
un of betore September 30 it not recorded in the Coast Guard's CAS, and to recard all execured
obligations. These deficiencics atfected the completencss, existence. and accuracy of the wear-end
“pipeline” adjustment that was made to record obligations executed before year end; and

¢ Esiablished adequate intermal controls o ensure that procurement fransactions are processed only
by individuals who have the appropriate warrant authority. .., these with expired warrant
authority are unable 1 process (ransactions,

Cause Effeas: Several of the Coast Guard's budgetary control weaknesses can he carmectid by
moditications or improvements to the financial accounting system. process improvements, and
strengthened policies and intemal controls. Weak controls in budgetary accounting, and associated
contricting praciices increase the risk that the Coast Guard could violate the dwi-duficiency Act and
overspend its budget authority. The financial statements are also at greater risk of misstatement. Relizble
accounting processes surrounding obligations, UDOs, and disbursements aee Key (o the accurate reporting
of accounts payable in the DHS consolidated financial sistements. The untimely release of commitments
may prevent funds from being used timely for other purposes.

Criteria: According to the Office of Federal Financial Management's Care Frnancial Systons
Requiremenis. dated Sanaary 2006, an agency s core Fimancial management system must ensure that an
agency does ot obligate or disburse funds in excess of those appropriated or authorized. and “the
Budgetary Resource Management Function must support agency policies on internad fimds allocation
mcthods and controls.” The Federal Acquisition Regufation (FAR) Scction 1.6072 addresscs the quthorities
and responsibilities granted 1o contracting officers. Treasury's USSGY, goidance at TFM $2 09-02 (dated
August 2009} specitics the accounting entries refated to budgetary fransactions,

FFMIA Section 803(a) requires that cach Ayency implement snd maintain a system that complics
substannally with Federsl financial management systeny requirements, OMB Cirenlar No. A-127 sets forth
the standards for federal financial management systems,

Reve fations: We reec nd that the Coast Guard:

1. Improve policies, procedures, and the design and effectiveness of controls ndated 10 processing
obligation transactions, including periodie review and vudidation of UDCOs. Emphasize to alt fund
managers 1he aced to perform effective reviews of open obligations, obtain proper approvals, and
retadn supporting documentation;

2. Finalize pelicics and procedures (o periodically review commitments, and make appropriate
adjustments in the financial system:

3. Imprave procedures, processes, and internal contrels to verify the completeness and accuraey of the

year-end vbligation ~pipetine” adjustment to record all executed obligations for financial reporting;
and

4. Establish automated system cantrols to ensure that procurement transactions can he processed only by
those with appropriste valid wasrant authority.

Department of Homeland Security FY 2009 Annual Financial Report
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Dear Secretary Napolitano:

In accordance with your delegation of responsibilities to me, | have directed an evaluation of the internal
controf at the United States Coast Guard in effect during the fiscal year ended September 30, 2009. This
evaluation was conducted in accordance with OMB Circular No. A-123, Management’s Responsibility for
Internal Control, Revised December 21, 2004. Based on the results of this evaluation, the United States
Coast Guard provides the following assurance statements.

Reporting Pursuant to FMFIA Section 2. 31 U.S.C.3512 (d)(2)

The United States Coast Guard provides reasonable assurance that internal controls are achieving their
intended objectives, with the exception of the following material weaknesses:

« Compliance with Laws and Regulations

As previously reported in my 2008 Assurance Statement, USCG identified a prior year (2007 and
earlier) Anti-Deficiency Act (ADA) issue. During the past year, we have closely collaborated with the
Department and adhered to DHS policy with regards to resolving this issue. Actions taken to improve
the policy and internal controls in this area should prevent a recurrence. In addition, the USCG is
developing enterprise-wide policies and procedures for assessing risk, testing effectiveness of
controls and monitoring to more fully align with the Department’s internal control program.

¢ Internal Controls over Financial Reporting as detailed under the DHS FAA below

¢

Resolution of Prior Year Reportable Condition - Deepwater

During FY08, muitiple control deficiencies were noted for the Deepwater program, which resulted in
a reportable condition. Over the course of FY09, significant remediation efforts have resolved the
major deficiencies identified in external audits and reports so that Deepwater is no longer identified
as a reportable condition.

Reporting Pursuant to the DHS Financial Accountability Act. P.L. 108-330

The scope of the United States Coast Guard’s Fiscal Year 2009 assessment of internal control over
financial reporting was limited to performing tests of design and test of operational effectiveness over the
following processes that generate balance sheet and statement of custodial activity accounts:

e Federal Employment Compensation Act
» Contingent Legal Liabilities
e Investments

These tests identified multiple successful contrals with limited remaining control deficiencies for each sub-
process, and resulted in the assessment of these sub-processes at the reportable condition level as
detailed in the General Ledger Management section, below.

As in the prior year, the United States Coast Guard is unable to provide reasonable assurance that internal
control over financial reporting is operating effectively. Management implemented remediation plans in
accordance with the ICOFR Playbook for FY 2009 and is updating Mission Action Plans to aggressively
remediate remaining key deficiencies. These plans will be published in the Fiscal Year 2010 update to the
Coast Guard Financial Strategy for Transformation and Audit Readiness. The following material
weaknesses have been identified:

Enclosure (3 )
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» Entity Level Controls (ELC): In 2009, the USCG conducted an assessment of internal controls at
the entity level using the Government Accountability Office (GAO) Internal Control Management and
Evaluation Tool. Deficiencies were identified in the following areas: risk assessment: insufficient
monitoring/review; and limited documented policies and procedures. Ongoing remediation efforts,
including the proposed establishment of a Coast Guard Comptroller, will address remaining ELC
deficiencies.

» Fund Balance with Treasury: The USCG is unable to fully reconcile its FBWT accounts. USCG
cannot produce complete and accurate populations of suspense account transactions, nor
distinguish posting from clearing transactions in suspense.

» Human Resources & Payroll: Although we have established compensating controls that will enable
us to reconcile military payroll, the Joint Uniform Military Payroll System (JUMPS) does not directly
provide the required accounting information to reconcile Treasury, payroll and general ledger details.
The Post Retirement Benefits sub-process has a lack of controls which are being addressed and
corrective actions are in process to ensure data integrity for the actuarial liability.

* Property Management: Documented policies and procedures related to property management sub-
processes and related systems are being developed during this reporting period. Ongoing '
remediation efforts include developing adequate controls in Construction-in-Progress, Operating
Material and Supplies, Personal and Real property. However, significant system limitations and
inadequate costing processes remain. Progress with Property Management continues through
improved valuation of previously unsubstantiated cost of assets and construction in progress.

* General Ledger (GL) Management Function: Financial Reporting: The three primary USCG
general ledgers are not fully compliant with the USSGL and contain improper posting logic codes.
Limitations of the GL systems, timing issues, and the use of multiple GL systems with different GL
accounts, contribute to the inappropriate recording of transactions and a significant number of on-top
adjustments at month’s end.

The scope of USCG remediation efforts for the following GL sub-processes focused on executing
corrective actions to design and implement internal controls. As a result, the following are noted as
reportable conditions:

o Contingent Legal Liabilities
o FECA
o Investments

» Budgetary Resources Management: The three general ledger systems are not fully compliant with
the USSGL at the transaction level. Two of the three do not interface with the Core Accounting
System, except for Treasury Information Executive Repository (TIER) reporting at the summary GL
level. The primary budgetary resource management system is not designed to manage and maintain
complete budgetary accounting data and does not permit the necessary level of funds control,
creating the risk of Anti-Deficiency Act violations.

* Receivables Management: USCG does not record certain balances in the general ledger in
accordance with Generally Accepted Accounting Principles (GAAP) as promulgated by the Federal
Accounting Standards Advisory Board (FASAB). In addition to systems limitations, this is due in
large part to the lack of policies and procedures in several key sub-process areas related to
accounts receivable.

* Revenue Management: USCG does not record certain balances in the general ledger in

accordance with Generally Accepted Accounting Principles (GAAP) as promulgated by the Federal
Accounting Standards Advisory Board (FASAB). There is no documented standard operating
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procedure in place to ensure that all reimbursable agreements are closed-out appropriately with all
bills and refunds generated as needed.

e Environmental Liabilities: USCG has no documented policies and procedures for Comprehensive
Environmental Response, Compensation and Liability Act (CERCLA) cases. USCG does not have
sufficient support related to Environmental Liabilities resulting in potentially unrecorded and
unidentified liabilities.

+ Information Systems: GAO Tool assessments indicate that internal controls over financial systems
are inadequate to detect or prevent material errors in the financial statements. A number of non-
conformances are a root cause that will limit the USCG’s ability to fully remediate material
weaknesses in many financial reporting processes. Accordingly, this condition also represents a
material weakness in internal control over financial reporting.

Reporting Pursuant to FMFIA Section 4. 31 U.S.C. 3512 (d)(2)(B)

The United States Coast Guard’s financial management systems do not conform with government-wide
requirements. The areas of non-conformance listed below were documented. Management is continuing to
execute, and update as appropriate, Mission Action Plans to remediate the following:

« U.S. Standard General Ledger
The designs of the USCG's financial and mixed systems do not reflect financial information
classification structures that are consistent with the U.S. Standard General Ledger and provide for
tracking of specific program expenditures.

* Integration of Financial and Mixed Systems
The lack of integration of the USCG’s financial and mixed systems precludes the use of common
data elements to meet reporting requirements, and to collect, store, and retrieve financial
information. Similar kinds of transactions are not processed throughout the systems using common
processes, which could result in data redundancy and inconsistency.

« Financial Reporting and Budgets
The USCG’s financial and mixed systems do not allow for financial statements and budgets to be
prepared, executed, and reported in accordance with the requirements prescribed by OMB, e.g.,
OMB Circular A-11, preparation and submission of budget estimates, those prescribed by the U.S.
Department of Treasury, and/or the Federal Accounting Standards Advisory Board (FASAB).

¢ Laws and reguiations
The USCG's financial and mixed systems do not indlude a system of internal controls that ensure:
resource use and financial reporting are consistent with laws, regulations, and policies; resources
are safeguarded against waste, loss, and misuse; reliable data is obtained, maintained, and
disclosed in reports; and transactions are processed in accordance with Generally Accepted
Accounting Principles (GAAP)

e System Adaptability
The USCG does not evaluate how effectively and efficiently the financial and mixed systems support
the USCG's changing business practices and make appropriate modifications to its information
systems.

¢ Risk assessment and security
The Coast Guard has legacy financial and mixed systems that were developed without the benefit of
today’s security practice requirements. Because USCG lacks modern security evaluation software,
intensive manual intervention is required to ensure proper security controls, oversight and auditing
occurs to meet OMB and DHS security policies. Some of the legacy financial and mixed systems
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were developed prior to the implementation of some of these regulations and are therefore, not
designed to comply with them. Vessel Logistics System (VLS) and Core Accounting System (CAS)
Suite are on the OMB high risk list.

+ Documentation and support
Adequate technical systems documentation, training, and user support is not consistently available
to enable the users of all of the financial and mixed systems to understand, maintain, and operate
the systems in an effective and efficient manner.

+ Physical and logical controls
The USCG'’s financial and mixed systems contain weaknesses in the standardization of physical and
logical controls, and segregation of duties.

o Software Development
The USCG does not consistently apply a defined software development and change control process
to software changes and development efforts for all financial and mixed systems. USCG does not
perform complete monitoring of the access to, the use of, nor the control changes to, systems
software. Furthermore, CG financial management and mixed systems do not conform to existing
applicable functional requirements.

Reporting Pursuant to the Reports Consolidation Act. Section 3516(e)

In FY09, the USCG completed DHS sponsored independent verification and validation (V&V) of GPRA
performance measure data. The Waterways Management: Aids to Navigation mission performance
measure “5-year average collisions, allisions and groundings” was chosen for review. The review
examined policies and procedures in this area and determined that they are adequate. The USCG's
performance data used in the Performance and Accountability Report are complete and reliable, except for
the following material inadequacy:

+ Financial Reporting: The USCG does not have documentation and adequate controls to support
the process to validate that the full cost by strategic goal, as presented in the notes to the
consolidated financial statements, is materiaily consistent with actual costs incurred.

United States Coast Guard
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ADDITIONAL INFORMATION AND COPIES

To obtain additional copies of this report, please call the Office of Inspector General (OIG) at (202) 254-4100,
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.
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Office of Inspector General

T..S. Department of Homeland Security
w DC 20528

Homeland
Security

JANZ7 2010

MEMORANDUM FOR: David V. Aguilar
Acting Deputy Commissioner
United States Customs and Border Protection

445,6' -4 ; U 2o
From: ﬁhm L. Skinfier

Inspector General

Subject: Independent Review of the U.S. Customs and Border Protection’s
Reporting of FY 2009 Drug Control Obligations

Attached for your information is our report, Independent Review of the U.S. Customs and Border
Protection’s Reporting of FY 2009 Drug Control Obligations. 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.

As required by the Office of National Drug Control Policy’s Circular, Drug Control Accounting,
dated May 1, 2007, U.S. Customs and Border Protection was unable to assert that the data presented
are associated with obligations against a financial plan that, if revised during the fiscal year, properly
reflects those revisions. U.S. Customs and Border Protection also could not assert that any
reprogrammings or transfers that occurred in excess of $1 million were approved by the Office of
National Drug Control Policy as required. As a result, in accordance with professional standards,
KPMG was required to limit its review to the Table of FY 2009 Drug Control Obligations and
related disclosures and was unable to report on management’s assertions pursuant to the
requirements of the Office of National Drug Control Policy Circular. Nothing else came to the
independent accountants’ attention that caused them to believe that the Table of FY 2009 Drug
Control Obligations and related disclosures for the year ending September 30, 2009, was not
presented, in all material respects, in conformity with the Office of National Drug Control Policy’s
Circular. As such, this report contains no recommendations.

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

Attachment
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Department of Homeland Security

Office of Inspector General

Independent Review of the U.S. Customs
and Border Protection's Reporting of
FY 2009 Drug Control Obligations

0OI1G-10-43 January 2010
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Office of Inspector General

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

Homeland
Security

AN 27 2010

Preface

The Department of Homeland Security (DHS) Office of Inspector General (OIG) 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 Prior Year Drug Control Obligations
and related disclosures of the U.S. Customs and Border Protection for the fiscal year ending
September 30, 2009, for the Office of National Drug Control Policy. We contracted with the
independent public accounting firm KPMG LLP to perform the review. U.S. Customs and Border
Protection’s management prepared the Table of Prior Year Drug Control Obligations and related
disclosures to comply with the requirements of the Office of National Drug Control Policy Circular,
Drug Control Accounting, dated May 1, 2007. U.S. Customs and Border Protection was unable to
assert that the data presented are associated with obligations against a financial plan that, if revised
during the fiscal year, properly reflects those revisions. U.S. Customs and Border Protection also
could not assert that any reprogrammings or transfers that occurred in excess of $1 million were
approved by the Office of National Drug Control Policy as required by the Circular. As a result,
KPMG limited its review to the Table of FY 2009 Drug Control Obligations and related disclosures
and was unable to report on management’s assertions pursuant to the requirements of the Office of
National Drug Control Policy Circular. Nothing else came to the independent accountants’ attention
that caused them to believe that the Table of FY 2009 Drug Control Obligations and related
disclosures for the year ending September 30, 2009, was not presented, in all material respects, in
conformity with the Office of National Drug Control Policy’s Circular. KPMG LLP is responsible
for the attached report dated January 20, 2010, and the conclusions expressed in 1t. We do not
express an opinion on the Table of Prior Year Drug Control Obligations and related disclosures.

We trust this report will result in more effective, efficient, and economical operations. We express
our appreciation to all of those who contributed to the preparation of this report.

/MX-WM

Richard L. Skinner
Inspector General
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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 2009 Drug Control Obligations and related disclosures
of the U.S. Department of Homeland Security’s (DHS) Customs and Border Protection (CBP) for the year
ended September 30, 2009. We were engaged to review the accompanying management’s assertions for the
year ended September 30, 2009. CBP’s management is responsible for the preparation of the Table of FY
2009 Drug Control Obligations and related disclosures, and the assertions for compliance with the
requirements of the Office of National Drug Control Policy (ONDCP) Circular: Drug Control Accounting
dated May 1, 2007 (ONDCP Circular).

The ONDCP Circular requires management to make certain assertions related to the accuracy and
completeness of the Table of FY 2009 Drug Control Obligations and related disclosures. Management was
unable to assert that the data presented are associated with obligations 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 $1 million, as required by the
ONDCP Circular.

In accordance with applicable professional standards, since management was unable to make an assertion
that is required by the ONDCP Circular, we limited our review procedures to the Table of FY 2009 Drug
Control Obligations and related disclosures only, and we are unable to report on management’s assertions
pursuant to the requirements of the ONDCP Circular.

Our review of the Table of FY 2009 Drug Control Obligations and related disclosures 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 FY 2009 Drug Control Obligations and
related disclosures. Accordingly, we do not express such an opinion.

Based on our review, nothing came to our attention that caused us to believe that the Table of FY 2009
Drug Control Obligations and related disclosures for the year ended September 30, 2009 is not presented,
in all material respects, in conformity with ONDCP’s Circular.

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.

KPMc LLP

January 20, 2010
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DEPARTMENT OF HOMELAND SECURITY
CUSTOMS AND BORDER PROTECTION
Annual Reporting of FY 2009 Drug Control Funds
DETAILED ACCOUNTING SUBMISSION

A. Table of FY 2009 Drug Control Obligations

FY 2009
Final
Drug Resources by Budget Decision Unit and Function
Salaries & Expenses
Intelligence 210.277
Interdiction 1,280.618
Total, Salaries and Expenses 1,490.895
Air & Marine Operations
Intelligence 88.157
Interdiction 331.640
Total, Air & Marine Operations 419.797
Total Obligations 1,910.692
HIDTA Transfer 0.264

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 (OBP); Field Operations (OFO); Information Technology (OIT); Training
and Development (OTD); and Air and Marine (OAM) were provided with guidance on
preparing estimates for the FY 2009 annual reporting of drug control funds. The
percentages for OBP, OAM, OIT, OTD, and OFO are based on the expert opinions of the
program offices. These offices were asked to estimate what portion of their activities is
related to drug enforcement.

All five organizations identified resources in their financial plans that support the drug
enforcement mission of the agency. The Office of Information Technology, the Office of
Field Operations and the Office of Air and Marine attribute their resources to both
intelligence and interdiction functions; while the Office of Training and Development and
the Office of Border Patrol attribute their resources solely to interdiction.

OFFICE OF BORDER PATROL

The Office of Border Patrol is responsible for controlling almost 6,000 miles of land
borders between ports of entry with Canada and Mexico and nearly 2,700 miles of
coastal waters surrounding the Florida Peninsula and Puerto Rico. There were 20,119
Border Patrol agents as of September 26, 2009, assigned to the mission of detecting and
apprehending illegal entrants between the ports-of-entry. 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 activities. Of the 15 percent of total agent time related
to drug activities, 3.5 percent of agents’ efforts are related to intelligence and 96.5
percent are related to drug interdiction. These activities include staffing 34 permanent
border traffic checkpoints nationwide including 689 canine units trained in the detection of
humans and certain illegal drugs that are concealed within cargo containers, truck
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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 2009, there were 3,941 CBP
officer positions related to drug enforcement on Anti-Terrorism Contraband Enforcement
Teams (A-TCET). CBP established these teams in 2003, uniting the former Contraband
Enforcement Teams (CET), Manifest Review Units (MRU), Non-Intrusive Inspection,
Canine, and Outbound teams to form a single A-TCET enforcement team. 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 A-TCET teams is anti-terrorism, they also focus on all types of
contraband, including narcotics. CBP estimates that 69 percent of the A-TCET is
devoted to drug enforcement. The smuggling methodologies and their indicators are
similar for both narcotics and anti-terrorism activities.

As of September 2009, there were 544 Canine Enforcement Officers with assigned
dogs. Among the dogs paired with an officer, 208 were Narcotics Detection Teams, 32
Currency Firearms Detection Teams and 208 Narcotics/Human Smuggling Detection
Teams that were nearly 100 percent devoted to smuggling interdiction. Also included in
the total, but not scored for narcotics enforcement were 96 Agricultural Teams. Twenty-
three dog handlers did not have dogs at the time that this data was collected. This was
due to recent canine retirements and extended leave/light duty assignments.

As of September 2009, there were also 16,573 other CBP officers, who, in addition to the
interdiction of contraband and illegal drugs, enforce hundreds of laws and regulations of
many other Federal government agencies. The other Federal Agencies include, for
example, 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 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) provides courses which are funded via
the National Training Plan (NTP). Specific training programs involving drug control
activities include the canine training programs and basic, specialized, and advanced
training for CBP Officers. Other OTD resources were attributed to drug enforcement
activities based on the diverse nature of OTD’s programs such as anti-terrorism,
development of national programs, career development, leadership, new course
design/development, and succession management for the workforce. OTD’s
methodology evaluates the number of course hours dedicated to drug interdiction within
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the National Training Plan and for each course compares drug interdiction course hours
against total course hours to determine the percentage for drug interdiction.

OFFICE OF AIR & MARINE OPERATIONS

CBP Air and Marine’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. Although OAM'’s
P-3 fleet continued its SLEP and wing replacement program in Fiscal Year 2009, the P-
3's flew over 7,700 flight hours. CBP OAM P-3 are expected to meet or exceed flight
hour commitments to JITF-South during FY 2010 and provide additional surveillance
support along the northern border. Successful completion of the SLEP program will add
15,000 flight hours to the service life of the CBP OAM P-3 fleet. The P-3 fleet will
continue to play a significant role in interdiction, law enforcement, and air domain security
in Source, Transit and Arrival Zones through FY 2027.

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.

2. Methodology Modifications

The Office of Border Patrol (OBP) attributes 15 percent of their total budget to drug
control resources. In FY 2009, the percentage allocation between drug intelligence and
drug interdiction was revised to more accurately report resources between the functions.
Therefore, the revised methodology for OBP states that of the drug control funds, 3.5
percent is for drug intelligence and 96.5 percent is for drug interdiction. FY 2008
intelligence and interdiction splits, when applying the FY 2009 methodology, result in
$9.254 million for intelligence and $255.136 million for interdiction (as opposed to
$39.659 for intelligence and $224.732 million for interdiction which was reported in FY
2008). Total drug control obligations for FY 2008 remained the same.

3. Material Weaknesses or Other Findings
Pursuant to CBP’s Amended Fiscal Year 2009 CBP Internal Control Assurance
Statement, the following financial weaknesses, reportable conditions or non-conformance

could effect the reporting of drug control budget obligations.

Reporting Pursuant to the DHS Financial Accountability Act. P.L. 108-330:

b. Financial Reporting—Material Weakness

CBP did not conduct a thorough review of the year-end financial statements which initially
resulted in misstatements to the year-end financial statements. CBP Management will
update their policies and procedures for assembling the financial statements to include
standard reviews, approvals and edit checks.

d. Budgetary Accounting---Reportable Condition

CBP implemented policies and procedures requiring the timely review and deobligations
of funds when the contracts have expired or are complete. However, results of testing
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showed CBP was ineffective in monitoring compliance in a timely manner. Based on
planned corrective actions, we anticipate these controls will be operating effectively by
the end of FY 2010.

Reporting Pursuant to FMFIA Section 4. 31 U.S.C.3512 (d)(2)(B):

a. Financial Systems Security—Non-Conformance of Applicable Laws/DHS Directives

CBP reported a Financial Systems Security weakness with respect to Information
Technology General Controls. The Department requires each Component’s information
technology (IT) systems identified as CFO-Designated Systems to comply with the 27
key internal controls detailed in the DHS Management Directive 4300.1 DHS Sensitive
Systems Policy Directive 4300A, DHS 4300A Sensitive Systems Handbook (SSH), and
its Attachment R, Compliance Framework for CFO Designated Financial Systems. During
the FY 2009 A-123 assessment of Information Technology General Controls, it was noted
that 3 of 7 CBP Chief Financial Officer-Designated Financial Systems have IT internal
control weaknesses with user account management. Additionally, the assessment noted
weaknesses with IT security logging and monitoring, system software, and segregation of
duties, thereby limiting management's assurance on the internal controls over these
systems.

4. Reprogrammings or Transfers

Within fiscal Year (FY) 2009, there were two reprogramming requests that affected the
drug budget exceeding the $1 million dollar threshold: a reprogramming to combat
southwest border violence and a reprogramming to address the shortfalls in user fee
collections.

e The reprogramming action for Southwest Border Violence to the Inspection, Trade
and Travel Facilitation at Ports of Entry program project and activity (PPA) from CBP
no-year appropriations resulted in a $5.67 million dollar increase to the Drug Control
Budget for FY 2009.

e The reprogramming action for the user fee shortfall to the Inspection, Trade and
Travel Facilitation at Ports of Entry PPA from the Customs-Trade Partnership Against
Terrorism (C-TPAT) PPA, the Air and Marine Salaries and Benefits PPA and the
Border Security and Control PPA resulted in an increase in the drug control budget
by $1.020 million.

In total, the cumulative impact of both of the above reprogrammings to the drug control

budget was an increase of $6.69 million in FY 2009.

5. 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 Full Time Equivalent (FTE) utilization is reasonable and accurate. The criteria
associated with this assertion are as follows:
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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 Estimation Methods

As referenced in Section A.1, program offices used expert opinion to determine drug
budget methodologies. Intelligence and interdiction levels were established and
computed based upon the professional judgment of the programs. The drug control
budget program totals and the percentage of resources related to drug enforcement
activities was calculated by expert opinion.

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.

2. 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. Reprogrammings or Transfers

Pursuant to 21 U.S.C. 1703 (c)(4)(A), the Office of National Drug Control Policy
(ONDCP) Circular on Budget Execution (revised May 1, 2007) prohibits agencies from
submitting to Congress reprogramming or transfer requests that would result in a
decrease or increase of $1 million or more in funding included in the National Drug
Control Program budget. CBP sent a letter to ONDCP dated August 19, 2009 concerning
the reprogramming actions affecting the drug control budget. At the time the letter was
sent the reprogramming action for southwest border violence was approved by the House
May 22 and the Senate May 21, 2009. The reprogramming to address the user fee
shortfall was approved by the House July 23, 2009 and was pending Senate approval
(subsequently thereafter approved). Within the August 19 letter to ONDCP, CBP
acknowledged that it must submit notification requests to ONDCP prior to obtaining
Congressional approval. CBP overlooked this requirement due to exigent circumstances
and a compelling fiscal need, but intends to be in full compliance when preparing all
future reprogramming or transfer requests. Budget has implemented corrective actions
to assure that future notifications will take place in a timely manner.

4. Fund Control Notices
The Director of National Drug Control Policy did not issue a Fund Control Notice for CBP
for FY 2009. The data presented is associated with obligations against a financial plan

that fully complies 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.
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ADDITIONAL INFORMATION AND COPIES

To obtain additional copies of this report, please call the Office of Inspector General (OIG) at (202) 254-4100,
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.
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Office of Inspector General

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

Homeland
Security

JAN 27 2010

MEMORANDUM FOR: The Honorable John T. Morton
Assistant Secretary
United States Immigration and Customs Enforcement

From: Richard L. Skinner
Inspector General
Subject: Independent Review of U.S. Immigration and Customs Enforcement’s

Reporting of FY 2009 Drug Control Obligations
Attached for your information is our report, Independent Review of U.S. Immigration and Customs
Enforcement’s Reporting of FY 2009 Drug Control Obligations. We contracted with the
independent public accounting firm KPMG LLP to perform the review. This report contains no
recommendations.

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

Attachment

Office of National Drug Control Policy
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Department of Homeland Security

Office of Inspector General

Independent Review of the U.S. Immigration
and Customs Enforcement's Reporting of
FY 2009 Drug Control Obligations

OI1G-10-46 January 2010
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Office of Inspector General

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

Homeland
Security

JAN 27 2010

Preface

The Department of Homeland Security (DHS) Office of Inspector General (OIG) 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 Prior Year Drug Control Obligations of
U.S. Immigration and Customs Enforcement for the fiscal year ended September 30, 2009, for the
Office of National Drug Control Policy. We contracted with the independent public accounting firm
KPMG LLP to perform the review. U.S. Immigration and Customs Enforcement prepared the Table
of Prior Year Drug Control Obligations to comply with requirements of the Office of National Drug
Control Policy Circular, Drug Control Accounting, dated May 1, 2007. KPMG LLP is responsible
for the attached independent accountants’ report dated January 20, 2010, and the conclusions
expressed in it. We do not express an opinion on the Table of Prior Year Drug Control Obligations
and related disclosures.

We trust this report will result in more 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

Office of National Drug Control Policy
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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 Prior Year Drug Control Obligations and related disclosures
of the U.S. Department of Homeland Security’s (DHS) Immigration and Customs Enforcement (ICE) for
the year ended September 30, 2009. We have also reviewed the accompanying management’s assertions
for the year ended September 30, 2009. ICE’s management is responsible for the Table of Prior Year 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 Prior Year 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 Prior Year 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 Prior
Year Drug Control Obligations and related disclosures for the year ended September 30, 2009 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.

KPMme LLP

January 20, 2010
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Department of Homeland Security
U.S. Immigration and Customs Enforcement
Detailed Accounting of Drug Control Funds during FY 2009

A. Table of Prior Year Drug Control Obligations

(In Millions)
FY2009 Final
Drug Resources by Budget Decision Unit and Function:
Salaries and Expense
Investigations $426.122
International $4.687
Intelligence: Domestic Law $5.972
Intelligence: International $0.314
Total Salaries and Expense $437.095
Total Funding $437.095
HITDA Transfer $1.337

Disclosure No. 1: Drug Methodology

U.S. 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,
Office of International Affairs and the Office of Intelligence.

Investigations Program

e The methodology for the Office of Investigations (Ol) 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 in Treasury
Enforcement Communications System (TECS) is run showing investigative case hours that
are coded as general narcotics 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. 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. For FY 2009
the percentage was 28.2%. To calculate a dollar amount, this percentage is applied to actual
obligations incurred by Ol against budget authority gained in FY 2009, excluding
reimbursable authority.

Office of National Drug Control Policy
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Intelligence Program

e [CE employs the same methodology as Investigations for calculating all drug control
activities within the Office of Intelligence’s budget. For FY 2009, 11.85% 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 2009 incurred by the Office of
Intelligence for all activities of $53.0 million; therefore, Narcotics share would be $6.3
million.

e The Intelligence Requirement Intake System (IRIS) tracks requests for intelligence work by
customer. Requests made by the Office of International Affairs (OIA) are classified as
inherently international and all other customers are classified as inherently domestic. In FY
2009, 5% of IRIS requests were international in nature.

International Affairs Program

e The methodology for the OIA is also based on investigative hours recorded in ICE’s
automated Case Management System which are represented as full time equivalent (FTE)
agents. For FY 2009, 3.8% was applied to actual obligations against budget authority gained
in FY 2009 incurred by the Office of International Affairs for all activities of $123.3 million;
therefore, Counter Narcotics portion was $4.687 million.

Disclosure No. 2: Methodology Modifications

The methodology described above is consistent with the previous year.

Disclosure No. 3: Material Weaknesses or Other Findings

In FY 2009, during our evaluation of the internal controls over financial reporting, ICE identified
reportable conditions regarding internal controls that may affect the presentation of prior year
drug-related obligations data. The reportable conditions related to inadequate policy and
procedure for the monitoring and oversight of changes required to the financial accounting
system, and insufficient policy and procedure to periodically review transaction codes for
adequacy. ICE initiated corrective actions to address changes in accounting policy and updates
to the United States Standard General Ledger (USSGL) to address these internal control
reportable conditions.

Disclosure No. 4: Reprogrammings or Transfers

No Reprogrammings or Transfers of drug-related budget resources occurred during FY 20009.

Disclosure No. 5: Other Disclosures
There are no other disclosures, which we feel are necessary to clarify any issues regarding the
data reported.
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B. Assertions

Assertion No. 1: Obligations by Budget Decision Unit

Not Applicable-As a multi-mission agency, ICE is exempt from reporting under this section as
noted in the Office of National Drug Control Policy (ONDCP) Drug Control Accounting, Section

6 (b) (D).

Assertion No. 2: Drug Methodology

The methodology used to calculate obligations of prior year budgetary resources by budget
decision unit and function is reasonable and accurate in regard to the workload data employed
and the estimation methods used. The workload data is derived from the TECS and IRIS systems
discussed in the methodology section above and is based on work performed between October 1,
2008 and September 30, 2009. There are no other estimation methods used. The financial
system used to calculate the drug-related budget obligations is the Federal Financial
Management System (FFMS) which is capable of yielding data that fairly presents, in all
material respects, aggregate obligations.

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.

Assertion No. 4: Reprogrammings or Transfers

No Reprogrammings or Transfers of drug-related budget resources occurred during FY 20009.

Assertion No. 5: Fund Control Notices

No Fund Control Notice was issued by the ONDCP Director under 21 U.S.C. section 1703(f) to
ICE in FY 2009. The data presented are associated with obligations against a financial plan that
was sent to ONDCP in FY 2009.

Office of National Drug Control Policy



FY2009 Accounting of Drug Control Funds

Report Distribution

Department of Homeland Security

Secretary

Deputy Secretary

Chief of Staff for Operations

Chief of Staff for Policy

Deputy Chiefs of Staff

General Counsel

Executive Secretariat

Director, GAO/OIG Liaison Office

Assistant Secretary for Office of Policy
Assistant Secretary for Office of Public Affairs
Assistant Secretary for Office of Legislative Affairs
Under Secretary, Management

Chief Financial Officer

Deputy Chief Financial Officer

Director, Office of Financial Management
Chief Information Officer

Chief Security Officer

Chief Privacy Officer

Office of National Drug and Control Policy

Associate Director for Planning and Budget

Immigration and Customs Enforcement

Assistant Secretary
Chief Financial Officer
Chief Information Officer

Office of Management and Budget

Chief, Homeland Security Branch
DHS OIG Program Examiner

Congress

Congressional Oversight and Appropriations Committees, as appropriate

Office of National Drug Control Policy



FY2009 Accounting of Drug Control Funds

ADDITIONAL INFORMATION AND COPIES

To obtain additional copies of this report, please call the Office of Inspector General (OIG) at (202) 254-4100,
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.
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We did note, however, items, which while not affecting management’s assertion of an
unreasonable burden, should be brought to the attention of users of the Report. Specifically:

o the Report was not provided to us until after the February 1, 2010 submission
deadline;

e |A has not provided us with related Performance Summary Report; and
¢ 1A has reported budget authority rather than obligations.

Our report is intended solely for the information and use of 1A management, ONDCP,
and the U.S. Congress. We do not intend it to be and it should not be used by anyone other than
these specified parties. The distribution of the report, however, is not limited.

Should you have any comments or questions regarding this report, please do not hesitate
to contact me at 202—-208-5512.

Attachment

Office of Audits, Inspections, and Evaluations | Washington, DC
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Department of Justice

Bureau of Prisons
Drug Enforcement Administration
Organized Crime Drug Enforcement Task Force

Office of Justice Programs
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U. S. Department of Justice

Office of the Inspector General

January 28, 2010

Mr. Jon Rice

Associate Director

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

Dear Mr. Rice:

This letter transmits the fiscal year 2009 attestation review reports
from the U.S. Department of Justice. The attestation review reports, the
annual detailed accounting of funds expended by each drug control
program agency, and performance summary is required by 21 U.S.C.

§ 1704(d), as implemented by the Office of National Drug Control Policy
Circular, Drug Control Accounting, dated May 1, 2007.

If you have any questions, please contact me at (202) 514-3435 or
Mark L. Hayes, Director, Financial Statement Audit Office, at
(202) 616-4660.
Sincerely,

G-

Glenn A. Fine
Inspector General

Enclosure

Office of National Drug Control Policy
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cc: Lee J. Lofthus
Assistant Attorney General
for Administration
Chief Financial Officer
Justice Management Division

Mikki Atsatt

Deputy Director of Programs
and Performance

Budget Staff

Justice Management Division

Jeffrey Sutton

Assistant Director, Budget Staff

Law Enforcement and Corrections Group
Justice Management Division

Jill R. Meldon

Assistant Director, Budget Staff
Planning and Performance Group
Justice Management Division

Melinda B. Morgan

Director, Finance Staff
Justice Management Division
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ANNUAL ACCOUNTING AND
AUTHENTICATION OF DRUG CONTROL
FUNDS AND RELATED PERFORMANCE
FISCAL YEAR 2009

U.S. Department of Justice
Office of the Inspector General
Audit Division

Audit Report 10-15
January 2010
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ANNUAL ACCOUNTING AND AUTHENTICATION OF
DRUG CONTROL FUNDS AND RELATED PERFORMANCE
FISCAL YEAR 2009

OFFICE OF THE INSPECTOR GENERAL
COMMENTARY AND SUMMARY

This report contains the fiscal year 2009 attestation review reports of
the Federal Bureau of Prisons, Drug Enforcement Administration, Organized
Crime Drug Enforcement Task Forces Program, and Office of Justice
Programs annual accounting and authentication of drug control funds and
related performance. Under the direction of the Office of the Inspector
General (OIG), KPMG LLP performed the attestation reviews. The report and
annual detailed accounting of funds expended by each drug control program
agency is required by 21 U.S.C. § 1704(d), as implemented by the Office of
National Drug Control Policy (ONDCP) Circular, Drug Control Accounting,
dated May 1, 2007.

KPMG LLP prepared the reports in accordance with the Attestation
Standards issued by the American Institute of Certified Public Accountants
(AICPA). Each of the reports was properly addressed, titled, and contained
the elements required by the AICPA Statements on Standards for Attestation
Engagements, AT Section 101.89. An attestation review is less in scope
than an examination and therefore does not result in the expression of an
opinion. However, KPMG LLP reported that nothing came to its attention
that caused it to believe the submissions were not presented in all material
respects in accordance with the requirements of the ONDCP circular.

The OIG reviewed KPMG LLP’s reports and related documentation and
made necessary inquiries of its representatives. Our review, as
differentiated from an attestation engagement in accordance with U.S.
generally accepted government auditing standards, was not intended to
enable us to express, and we do not express, an opinion or conclusions on
the annual accounting and authentication of drug control funds and related
performance. KPMG LLP is responsible for the attached accountants’ reports
dated January 25, 2010, and the conclusions expressed in the reports.
However, our review disclosed no instances where KPMG LLP did not comply,
in all material respects, with U.S. generally accepted government auditing
standards.
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KPMG LLP
2001 M Street, NW
Washington, DC 20036

Independent Accountants’ Report

Inspector General
U.S. Department of Justice

Director
Federal Bureau of Prisons
U.S. Department of Justice

We have reviewed the accompanying Table of Drug Control Obligations and related disclosures
of the U.S. Department of Justice’s Federal Bureau of Prisons (BOP) for the year ended
September 30, 2009. We have also reviewed the accompanying Management’s Assertion
Statement for the year ended September 30, 2009. The BOP’s management is responsible for the
Table of Drug Control Obligations, related disclosures, and Management’s Assertion Statement.

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, related disclosures, and Management’s
Assertion Statement. Accordingly, we do not express such an opinion.

Management of the BOP prepared the Table of Drug Control Obligations, related disclosures, and
Management’s Assertion Statement 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, 2009, are
not presented, in all material respects, in conformity with ONDCP’s Circular, Drug Control
Accounting, dated May 1, 2007, or that (2) the Management’s Assertion Statement referred to
above is not fairly stated, in all material respects, based on the criteria set forth in ONDCP’s
Circular, Drug Control Accounting, dated May 1, 2007.

This report is intended solely for the information and use of the management of the BOP, the U.S.

Department of Justice Office of 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.

KPMc P

January 25, 2010

Office of National Drug Control Policy
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KPMG LLP
2001 M Street, NW
Washington, DC 20036

Independent Accountants’ Report

Inspector General
U.S. Department of Justice

Acting Administrator
Drug Enforcement Administration
U.S. Department of Justice

We have reviewed the accompanying Table of Drug Control Obligations and related disclosures
of the U.S. Department of Justice’s Drug Enforcement Administration (DEA) for the year ended
September 30, 2009. We have also reviewed the accompanying Management’s Assertion
Statement for the year ended September 30, 2009. The DEA’s management is responsible for the
Table of Drug Control Obligations, related disclosures, and Management’s Assertion Statement.

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, related disclosures, and Management’s
Assertion Statement. Accordingly, we do not express such an opinion.

Management of the DEA prepared the Table of Drug Control Obligations, related disclosures,
and Management’s Assertion Statement 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, 2009, are
not presented, in all material respects, in conformity with ONDCP’s Circular, Drug Control
Accounting, dated May 1, 2007, or that (2) the Management’s Assertion Statement referred to
above is not fairly stated, in all material respects, based on the criteria set forth in ONDCP’s
Circular, Drug Control Accounting, dated May 1, 2007.

This report is intended solely for the information and use of the management of the DEA, the
U.S. Department of Justice Office of 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 LP

January 25, 2010
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U. S. Department of Justice
Drug Enforcement Administration
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U.S. Department of Justice
Drug Enforcement Administration
Detailed Accounting Submission
Management’s Assertion Statement
For Fiscal Year Ended September 30, 2009

On the basis of the Drug Enforcement Administration’s (DEA) management control program,
we assert that the DEA system of accounting, use of estimates, and systems of internal controls
provide reasonable assurance that:

1. Obligations reported by budget decision unit are the actual obligations from the DEA’s
accounting system of record for these budget decision units.

2. The methodology used by the DEA to calculate obligations of budgetary resources by
function is reasonable and accurate in all material aspects.

3. The methodology disclosed in this statement was the actual methodology used to generate
the Table of Drug Control Obligations.

4. The data presented are associated with obligations against a financial plan that was revised
during the fiscal year to properly reflect the changes, including Office of National Drug
Control Policy’s (ONDCP) approval of reprogrammings and transfers in excess of $1
million, affecting drug-related resources.

5. DEA did not have any ONDCP Fund Control Notices issued in F'Y 2009.
We have documented the methodology used by the DEA to identify and accumulate FY 2009
drug control obligations in the Table of Drug Control Obligations and accompanying disclosures in

accordance with the guidance of ONDCP’s Circular, Drug Control Accounting, dated May 1, 2007.
The DEA drug control methodology has been consistently applied from the previous year.

}M«K M f/ﬂﬁj/ﬂ?wa

Frank M. Kalder, Chief Financial Officer Date
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U.S. Department of Justice
Drug Enforcement Administration
Table of Drug Control Obligations
For Fiscal Year Ended September 30, 2009
(Dollars in Millions)
FY 2009
Actual
Obligations

Drug Obligations by Account/Budget Decision Unit and Function:
Diversion Control Fee Account
Investigations $ 216.246

Total Diversion Control Fee Account $ 216.246
Domestic Enforcement
Investigations $ 1,519.544
Intelligence: Domestic Law Enforcement 118.546
Prevention 1.280
Total Domestic Enforcement $ 1,639.370
International Enforcement
Investigations $ 409.168
Intelligence 19.321
Total International Enforcement $ 428.489
State and Local Assistance
State and Local Assistance $ 4.539
Total State and Local Assistance $ 4.539
Total Obligations $ 2,288.644
High-Intensity Drug Trafficking Area (HIDTA) obligations $15.868

* Includes obligations of carryover unobligated balances

Office of National Drug Control Policy
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Disclosure 1: Drug Control Methodology

The mission of the Drug Enforcement Administration (DEA) is to enforce the controlled substances
laws and regulations of the United States and to bring to the criminal and civil justice system of the
United States or any other competent jurisdiction, those organizations, and principal members of
organizations, involved in the growing, manufacture, or distribution of controlled substances
appearing in or destined for illicit traffic in the United States; and to recommend and support non-
enforcement programs aimed at reducing the availability of illicit controlled substances on the
domestic and international markets. In carrying out its mission, the DEA is the lead agency
responsible for the development of the overall Federal drug enforcement strategy, programs,
planning, and evaluation. The DEA's primary responsibilities include:

Investigation and preparation for prosecution of major violators of controlled substances laws
operating at interstate and international levels;

Management of a national drug intelligence system in cooperation with Federal, state, local, and
foreign officials to collect, analyze, and disseminate strategic and operational drug intelligence
information;

Seizure and forfeiture of assets derived from, traceable to, or intended to be used for illicit drug
trafficking;

Enforcement of the provisions of the Controlled Substances Act and the Chemical Diversion and
Trafficking Act (CDTA) as they pertain to the manufacture, distribution, and dispensing of
legally produced controlled substances and chemicals;

Coordination and cooperation with Federal, state and local law enforcement officials on mutual
drug enforcement efforts and enhancement of such efforts through exploitation of potential
interstate and international investigations beyond local or limited Federal jurisdictions and
resources;

Coordination and cooperation with other Federal, state, and local agencies, and with foreign
governments, in programs designed to reduce the availability of illicit abuse-type drugs on the
United States market through non-enforcement methods such as crop eradication, crop
substitution, and training of foreign officials;

Responsibility, under the policy guidance of the Secretary of State and U.S. Ambassadors, for all
programs associated with drug law enforcement counterparts in foreign countries;

Liaison with the United Nations, Interpol, and other organizations on matters relating to
international drug control programs; and

Supporting and augmenting U.S. efforts against terrorism by denying drug trafficking and/or
money laundering routes to foreign terrorist organizations, as well as the use of illicit drugs as
barter for munitions to support terrorism.
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The accompanying Table of Drug Control Obligations was prepared in accordance with the Office
of National Drug Control Policy (ONDCP) Circular, Drug Control Accounting, dated May 1, 2007
and a September 3, 2008 updated memo showing function and decision unit. The table represents

obligations incurred by the DEA for drug control purposes and reflects 100 percent of the DEA’s

mission.

Since the DEA’s accounting systems, the Federal Financial System (FFS) and Unified Financial
Management System (UFMS), do not track obligation and expenditure data by ONDCP’s drug
functions, the DEA uses Managerial Cost Accounting (MCA), a methodology approved by ONDCP
to allocate obligations tracked in DEA’s appropriated account/decision units to ONDCP’s drug

functions.

Data: All accounting data for the DEA are maintained in FFS and UFMS. FFS and UFMS track
obligation and expenditure data by a variety of attributes, including fund type, allowance center,
decision unit and object class. In the first quarter of FY 2009, FFS was phased out and UFMS
was implemented. One hundred percent of the DEA’s efforts are related to drug enforcement.

Other Estimation Methods: None.

Financial Systems: FFS and UFMS are the information systems the DEA uses to track
obligations and expenditures. Obligations derived from these systems can also be reconciled

against enacted appropriations and carryover balances.

Managerial Cost Accounting: The DEA uses allocation percentages generated by MCA to
allocate resources associated with the DEA’s three decision units to ONDCP’s drug functions.
The MCA model using an activity-based costing methodology provides the full cost of the
DEA’s mission outputs (performance costs). The table below shows the allocation percentages

based on the DEA’s MCA data.

The DEA Account/Decision Unit Allocation ONDCP Function

Diversion Control Fee Account 100.00% Investigations

Domestic Enforcement 92.69%

Domestic Enforcement 7.23% Intelligence: Domestic Law Enforcement
International Enforcement 4.51% Intelligence: International
International Enforcement 95.49% International

State and Local Assistance 100.00% State and Local Assistance
Domestic Enforcement 0.08% Prevention

The DEA’s financial system began recording obligations in the appropriated three decision
units and the Diversion Control Fee Account in FY 2008.

Decision Units: One hundred percent of the DEA’s total obligations by decision unit were
associated with drug enforcement. This total is reported and tracked in FFS and UFMS.
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Full Time Equivalents (FTE): One hundred percent of the DEA FTEs are dedicated to drug
enforcement efforts. The DEA’s Direct FTE total for FY 2009, including Salaries & Expenses
(S&E) and Diversion Control Fee Account (DCFA) appropriations, was 7,936 through pay
period 19, ending September 26, 2009.

Transfers and Reimbursements: High Intensity Drug Trafficking Area (HIDTA) transfers and
reimbursable obligations are excluded from the DEA’s Table of Drug Control Obligations since
they are reported by other sources.

Disclosure 2: Methodology Modification of Drug Enforcement Accounting Method

The DEA’s method for tracking drug enforcement resources has not been modified from the method
approved in FY 2005. The DEA uses current MCA data to allocate FY 2009 obligations from three
decision units to ONDCP’s drug functions.

Disclosure 3: Material Weaknesses and Other Findings

The results of the DEA’s FY 2009 financial statement audit revealed no material weaknesses that
affect the presentation of drug related obligations data. However, there was a significant deficiency
identified during FY 2009 noting improvements were needed to strengthen the financial
management controls to ensure the timely deobligation of funds that are no longer needed. In
conjunction with the implementation of a new financial system, the Unified Financial Management
System (UFMS), DEA has taken/will be taking actions to strengthen the control over fiscal and
operational processes, including manager and senior executive manager training; the monitoring and
validating of undelivered orders; regular communication with program offices regarding financial
management policies and procedures; and communication of the FY 2009 audit results to DEA
personnel, together with the development of a Corrective Action Plan (CAP) to address all issues
identified during the course of the audit.

Disclosure 4: Reprogrammings and Transfers

There was no reprogramming in FY 2009.

However, the DEA had several transfers during FY 2009 (see the attached Table of FY 2009
Reprogrammings and Transfers). The DEA had 14 transfers into its S&E account - one transfer
from the Spectrum Relocation Fund, Executive Office of the President totaling $55,687,000, four
transfers from ONDCP’s High Intensity Drug Trafficking Area (HIDTA) program totaling
$15,612,353, one transfer from Department of State totaling $91,590,000, and eight internal
transfers from expired FY 2005/FY 2006/FY 2007/FY 2008 S&E funds of $45,160,489. Also, the
DEA had 17 transfers out of its S&E account - one transfer to the Department of Justice’s Wire
Management Office totaling $1,458,166, seven transfers to DOJ’s Working Capital Fund totaling
$2,664,277, one transfer to ONDCP’s (HIDTA) program totaling $300,384, and eight internal
transfers from expired FY 2005/FY 2006/FY 2007/FY 2008 S&E funds of $45,160,489 to the
DEA’s S&E No-Year funds.

Office of National Drug Control Policy
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Transfers under the Drug Resources by Function section in the Table of FY 2009 Reprogrammings
and Transfers are based on the same MCA allocation percentages as the Table of Drug Control
Obligations.

Disclosure 5: Other Disclosures

The DEA did not have any ONDCP Fund Control Notices issued in FY 2009.

Office of National Drug Control Policy
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KPMG LLP
2001 M Street, NW
Washington, DC 20036

Independent Accountants’ Report

Inspector General
U.S. Department of Justice

Director

Executive Office for the Organized Crime
Drug Enforcement Task Forces

U.S. Department of Justice

We have reviewed the accompanying Table of Drug Control Obligations and related disclosures
of the U.S. Department of Justice’s Organized Crime Drug Enforcement Task Forces (OCDETF)
Program for the year ended September 30, 2009. We have also reviewed the accompanying
Management’s Assertion Statement for the year ended September 30, 2009. The OCDETF
Program’s management is responsible for the Table of Drug Control Obligations, related
disclosures, and Management’s Assertion Statement.

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, related disclosures, and Management’s
Assertion Statement. Accordingly, we do not express such an opinion.

Management of the OCDETF Program prepared the Table of Drug Control Obligations, related
disclosures, and Management’s Assertion Statement 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, 2009, are
not presented, in all material respects, in conformity with ONDCP’s Circular, Drug Control
Accounting, dated May 1, 2007, or that (2) the Management’s Assertion Statement referred to
above is not fairly stated, in all material respects, based on the criteria set forth in ONDCP’s
Circular, Drug Control Accounting, dated May 1, 2007.

This report is intended solely for the information and use of the management of the OCDETF, the

U.S. Department of Justice Office of 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 P

January 25, 2010
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U.S. Department of Justice
Criminal Division

Executive Office for the Organized Crime Drug
Enforcement Task Forces

Washington, DC 20530

U.S. Department of Justice
Organlzed Crime Drug Enforcement Task Forces (OCDETF) Program
Detailed Accounting Submission
Management's Assertion Statement
For Fiscal Year Ended September 30, 2009

On the basis of OCDETF's management control program, we assert that the Organized Crime
Drug Enforcement Task Force (OCDETF) Program's system of accounting, use of estimates, and
systems of internal controls provides reasonable assurance that:

1. Obligations reported by budget decision units are the actual obligations from the
OCDETF Program’s accounting system of record;

2. The methodology used by OCDETTF to calculate obligations of budgetary resources by
function is reasonable and accurate in all material aspects;

3. The methodology disclosed in this statement was the actual methodology used to generate
the Table of Drug Control Obligations;

4. The data presented are associated with obligations against a financial plan that was
revised during the fiscal year to properly reflect the changes including the Office of
National Drug Control Policy’s (ONDCP) approval of reprogramming and transfers in
excess of $1 million affecting drug-related resources; and

3. The OCDETF Program did not have any ONDCP Fund Control Notices issued in
FY 2009.

We have documented the methodology used by OCDETF to identify and accumulate

FY 2009 drug control obligations in the Table of Drug Control Obligations and accompanying
disclosures in accordance with the guidance of ONDCP’s Circular Drug Control Accounting,
dated May 1, 2007. The OCDETF Program’s drug control methodology has been consistently
applied from the previous year.

e

/

/ /
;
//5{*’ M A 1/25/10
Pefer Maxey fr N Date
Budget Officer
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U.S. Department of Justice
Organized Crime Drug Enforcement Task Forces (OCDETF) Program
Table of Drug Control Obligations
For Fiscal Year Ended September 30, 2009
Actual 2009 Obligations
Dollars in Millions
Decision Unit Crosswalk
Total
OCDETF No-Year FY 2009
Appropriated Executive Reallowed Actual
Funds Office Subtotal Funds 2/ Obligations
Drug Obligations by Decision Unit and Function
Investigations:
Drug Enforcement Administration (DEA) $185.809 $1.053 $186.862 $2.826 $189.688
Federal Bureau of Investigation (FBI) 116.844 0.662 117.506 0.000 117.506
U.S. Marshals Service (USMS) 8.338 0.047 8.385 2.308 10.693
Bureau of Alcohol, Tobacco, Firearms and Explosives (ATF) 11.436 0.065 11.501 0.000 11.501
United States Coast Guard (USCG) 0.000 0.000 0.000 0.300 0.300
Subtotal Investigations 322.427 1.827 324.254 5.434 329.688
Drug Intelligence:
DEA1/ 8.594 0.049 8.643 0.000 8.643
FBI 20.624 0.117 20.741 0.000 20.741
OCDETF Fusion Center (OFC) 11.776 0.000 11.776 0.000 11.776
Subtotal Drug Intelligence 40.994 0.166 41.160 0.000 41.160
TOTAL INVESTIGATIVE DECISION UNIT 363.421 1.993 365.414 5.434 370.848
Prosecutions:
U.S. Attorneys (USA) 139.439 3.450 142.889 0.555 143.444
Criminal Division 2.808 0.049 2.857 0.000 2.857
Tax Division 0.327 0.005 0.332 0.000 0.332
TOTAL PROSECUTORIAL DECISION UNIT 142.574 3.504 146.078 0.555 146.633
Administrative Support:
OCDETF Executive Office 5.498 4/ (5.498) 0.000 0.000 0.000
Total Obligations $511.492 $0.000 $511.492 $5.989 $517.481
517.481
Reimbursable 0.150
Total Agency Obligations $511.492 $511.492 $517.631
Drug Percentage 100% 100% 100%
1/Includes four intelligence analysts from Financial Crimes Enforcement, Internal Revenue Service, Bureau of Alchohol, Tobacco, Firearms and Explosives,
and the United States Marshals Service.
2/Total obligated balance available includes reprogrammed/reallowances of carryover funds in the
amount of $5.989.
3/Represents collections received from U.S. Immigration and Customs Enforcement (ICE) to outfit the new Boston Strike Force.
4/Amount includes the National Drug Intelligence Center detail, totalling $0.083 million.
No-Year (15X0323): Amount DEA USMS USA USCG
Boston Strike Force Build out $2.250 $0.000] $2.250 $0.000] $0.000
Financial Training 0.500, 0.000 0.000 0.500 0.000
United States Coast Guard Travel 0.300 0.000 0.000 0.000 0.300
USMS Conference Security 0.058 0.000 0.058 0.000 0.000
El Paso Strike Force 0.344 0.344 0.000 0.000 0.000
PanEx Strike Force 0.400 0.400 0.000 0.000] 0.000
Atlanta Strike Force 0.277 0.222 0.000 0.055 0.000
Caribbean Corridor Initiative Strike Force 0.248 0.248 0.000 0.000 0.000
Houston Strike Force 0.300 0.300 0.000 0.000 0.000
New York Strike Force 0.400, 0.400 0.000 0.000 0.000
Phoenix Strike Force 0.429 0.429 0.000 0.000 0.000
San Diego Strike Force 0.300 0.300 0.000 0.000] 0.000
Boston Strike Force 0.183 0.183 0.000 0.000 0.000
Total $5.989 $2.826] $2.308 $0.555] $0.300

Office of National Drug Control Policy



FY2009 Accounting of Drug Control Funds

U.S. Department of Justice

Criminal Division
Executive Office for the Organized Crime Drug
Enforcement Task Forces

Washington, DC 20530

U.S. Department of Justice
Organized Crime Drug Enforcement Task Forces Program
Management's Disclosure Statement
For Fiscal Year Ended September 30, 2009

Disclosure No 1. - Drug Control Methodology

The Organized Crime Drug Enforcement Task Forces (OCDETF) Program is comprised of
member agencies from three different Departments: the Department of Justice (DOJ), the
Department of Treasury (Treasury), and the Department of Homeland Security (DHS). Beginning
in FY 1998 and continuing through FY 2003, OCDETF member agencies were funded through
separate appropriations. (Prior to the creation of DHS, which involved the transfer of the U.S.
Coast Guard to DHS from the Department of Transportation, OCDETF was funded in DOJ,
Treasury and Transportation appropriations.)

During FY 2004 and FY 2005, the DOJ’s Interagency Crime and Drug Enforcement (ICDE)
appropriation included funding to reimburse agencies in the DOJ, Treasury and DHS for their
participation in the OCDETF Program. The availability of a consolidated budget has been critical
to OCDETF’s ability both to ensure the proper and strategic use of OCDETF resources and to
effectively monitor Program performance across all Departments and participating agencies.
However, Congress repeatedly expressed concern with funding non-DOJ agencies via a DOJ
appropriations account, and in FY 2005, Congress decreased base funding for non-DOJ program
participants.

Recognizing that uncertainty surrounding funding levels for non-DOJ participants posed great
difficulties for OCDETF in terms of program planning and administration, the Administration has
not submitted a consolidated budget for the program since FY 2007. Instead, funding for
OCDETF’s non-DOJ partners was requested through direct appropriations for Treasury and
DHS. Currently, only DOJ OCDETF appropriated funding comes from the ICDE account.

OCDETF is directly charged with carrying out the DOJ drug supply reduction strategy, and all of
its activities are aimed at achieving a measurable reduction in the availability of drugs in this
country. The disruption and dismantlement of drug trafficking networks operating regionally,
nationally, and internationally is a critical component of the supply reduction effort. In particular,
OCDETEF requires that in each OCDETF case investigators identify and target the financial
infrastructure that permits the drug organization to operate. As such, all of OCDETF’s efforts
support Priority 111 of the President’s National Drug Control Strategy: “Disrupting the Market —
Attacking the Economic Base of the Drug Trade” and all of the Program’s ICDE resources are

Office of National Drug Control Policy
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considered to be 100 percent drug-related.

The Table of Drug Control Obligations was prepared in accordance with the Office of National
Drug Control Policy (ONDCP) Circular, Drug Control Accounting, dated May 1, 2007 and
ONDCP’s memorandum, Current Budget Issues, dated September 3, 2008. The Table represents
obligations from the ICDE account incurred by OCDETF for drug control purposes. All amounts
are net of reimbursable agreements.

Data - All accounting information for OCDETF is derived from DOJ’s Financial
Management Information System 2 (FMIS2). ICDE resources are reported as 100 percent
drug-related because the entire focus of the OCDETF Program is drug control.

Financial Systems - FMIS2 is the financial system used to provide all ICDE obligation
data. Obligations that are derived by this system reconcile with the enacted appropriations
and carryover balances.

OCDETF Decision Units are divided according to the four major activities of the Task Force --
Investigations, Drug Intelligence, Prosecutions, and Administration Support -- and reflect the
amount of reimbursable ICDE resources appropriated for each participating agency. With respect
to the Table of Drug Control Obligations, the calculated amounts were derived from the FMIS2
system as follows:

a. Investigations Function - This decision unit includes the reimbursable resources that
support investigative activities of the following participating agencies: the Drug
Enforcement Administration; Federal Bureau of Investigation; the Bureau of Alcohol,
Tobacco, Firearms and Explosives; and the U.S. Marshals Service. The methodology
applies 100 percent of the resources that support OCDETF investigative activities.

b. Drug Intelligence Function - This decision unit includes the reimbursable resources that
support intelligence activities of the following participating agencies: the Drug
Enforcement Administration and the Federal Bureau of Investigation, including the
operational costs associated with the OCDETF Fusion Center. The methodology applies
100 percent of the resources that support OCDETF intelligence activities.

C. Prosecution Function - This decision unit includes the reimbursable prosecution resources
for the following participating DOJ agencies: the U.S. Attorneys and the Criminal and Tax
Divisions of the DOJ. The methodology applies the total of 100 percent of OCDETF’s
Prosecution resources to the Prosecution Decision Unit.

d. Administrative Support Function - This decision unit includes funding for the OCDETF
Executive Office for program oversight and support activities, as well as reimbursable
resources to provide financial investigative training for member agencies. The
methodology applies 100 percent of the resources that support OCDETF administrative
support activities.

Office of National Drug Control Policy
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Disclosure No 2. - Modifications to Drug Control Methodology

The overall methodology to calculate drug control obligations has not been modified in the Table
of Drug Control Obligations. However, the Administration’s request for OCDETF reflects a
restructuring that collapses the OCDETF Program's four areas - Investigations, Drug Intelligence,
Prosecution, and Administrative Support- into two decision units- Investigations and
Prosecutions. Under this methodology, Law Enforcement is reported under Investigations and
the Administrative Support of the OCDETF Executive Office is pro rated among decision units
based on the percentage of appropriated ICDE Program funding.

Disclosure No 3. - Material Weaknesses or Other Findings

The DOJ Offices, Boards and Divisions (OBDs) FY 2009 Independent Auditors’ Report on
Internal Control over Financial Reporting revealed no material weaknesses.

Although no material weaknesses were noted in the FY 2009 OBDs audit report on internal
controls, one significant deficiency was reported. The deficiency was identified in the failure to
update the Audited Financial Statements (AFS) funding analysis journal entry related to the
misuse of earmarked funding between appropriated and reimbursable sources to reflect the
significant reduction in reimbursable revenue received; thus the financial statements submitted for
external audit contained an error. This finding, while not a material weakness, nor specifically
directed to OCDETF, is being reported by OCDETF as an “other finding” because it has an
undetermined impact on the presentation of drug related obligations.

The DOJ Justice Management Division (JMD) Finance Director, Quality Control and Compliance
Group (QCCG) and component program managers as well as their respective Budget Officers
who are affected, will develop a proactive corrective action plan to address the significant
deficiency. The DOJ JMD Finance Director will validate this plan. In addition, the DOJ’s JIMD
Finance Director and program managers will ensure that all weaknesses identified in prior year
audits are addressed and that enhancements in policies, processes, and workflow are implemented
to provide the best possible support for financial reporting.

Disclosure No 4. - Reprogrammings/Reallowances or Transfers

Total availability consists of enacted budget authority for FY 2009, plus unobligated balances and
recoveries brought forward from prior years. OCDETF’s FY 2009 obligations include all
reallowed carryover funds and transfers. In FY 2009, OCDETF re-allowed $5,989,000 from its
no-year account (15X0323) as follows: $2,250,000 for the Boston Strike Force Build out;
$300,000 for United States Coast Guard; $58,000 for USMS Conference Security; $500,000 for
Financial Investigative Training; $344,000 for the El Paso Strike Force; $400,000 for the Panama
Express Strike Force; $277,000 for the Atlanta Strike Force; $248,000 for the Caribbean Corridor
Initiative Strike Force; $300,000 for the Houston Strike Force; $400,000 for the New York Strike
Force; $429,000 for the Phoenix Strike Force; $300,000 for the San Diego Strike Force; and
$183,000 for the Boston Strike. Finally, OCDETF also transferred radio resources amounting to
$555,624 to the DOJ Wireless Law Enforcement Communications Account as required by P.L.
111-8. See the attached Reprogramming and Transfers Schedule.
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Disclosure No 5. - Obligations From Carryover Funds

In FY 2009, $11,905,176 in unobligated balances and prior year recoveries was brought forward
from FY 2008 and available for new obligations. Of this amount, $5,989,000, as reported under
Disclosure No 4., was established as new obligations during FY 2009.

Disclosure No 6. - Other Disclosures

OCDETF asserts that the information presented in the Table of Drug Control Obligations fairly
presents the drug control obligations for OCDETF. OCDETF did not have any ONDCP Fund
Control Notices in FY 2009.

Office of National Drug Control Policy
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U.S. Department of Justice
Organized Crime Drug Enforcement Task Forces (OCDETF) Program
Reprogrammings and Transfers
For the Fiscal Year Ended September 30, 2009
(Dollars in Millions)

Unobligated
Balances Enacted Offsetting Total
Line Iltem and Budget Reprogramming | Collections 2/ | Transfer 3/ Availability

Recoveries Authority | Reallowances 1/

Drug Resources by Decision Unit
and Function

Investigations:

Drug Enforcement Administration (DEA) $0.000 $187.871 $2.826 $0.000 -$0.555 $190.142
Federal Bureau of Investigation (FBI) 0.000 117.498 0.000 0.000 0.000 117.498
U.S. Marshals Service (USMS) 0.000 8.542 2.308 0.150 0.000 11.000
Alcohol, Tobacco, Firearms and Explosives (ATF) 0.000 11.500 0.000 0.000 0.000 11.500
U.S. Coast Guard (USCG) 0.000 0.000 0.300 0.000 0.000 0.300
Subtotal Investigations 0.000 325.411 5.434 0.150 (0.555) 330.440
Drug Intelligence:
Drug Enforcement Administration (DEA) 0.000 11.421 0.000 0.000 0.000 11.421
Federal Bureau of Investigation (FBI) 0.000 20.739 0.000 0.000 0.000 20.739
OCDETF Fusion Center Support (OFC) 0.000 11.776 0.000 0.000 0.000 11.776
Subtotal Intelligence 0.000 43.936 0.000 0.000 0.000 43.936
TOTAL INVESTIGATIONS DECISION UNIT 0.000 369.347 5.434 0.150 (0.555) 374.376
Prosecutions:
U.S. Attorneys (USAs) 0.000 142.446 0.555 0.000 0.000 143.001
Criminal Division (CRM) 0.000 2.877 0.000 0.000 0.000 2.877
Tax Division (TAX) 0.000 0.330 0.000 0.000 0.000 0.330
TOTAL PROSECUTIONS DECISION UNIT 0.000 145.653 0.555 0.000 0.000 146.208
Total Distributed 0.000 515.000 5.989 0.150 (0.555) 520.584
Undistributed 11.905 0.000 (5.989) 0.000 0.000 5.916
Total Obligations $11.905 $515.000 $0.000 $0.150 ($0.555) $526.500

YIncludes realigned carryover funds as follows: No-year funding of $5.989 M ($2.250 M for the Boston Strike Force Build out; $.300 M for United States
Coast Guard; $.058 M for United States Marshals Service Conference Security; $.500 M for Financial Investigative Training; $.344 M for the El Paso
Strike Force; $.400 M for the Panama Express Strike Force; $.277 for the Atlanta Strike Force; $.248 M for the Caribbean Corridor Initiative Str ke Force;
$.300 M for the Houston Strike Force; $.400 M for the New York Str ke Force; $.429 M for the Phoenix Strike Force; $.300 M for the San Diego Str ke
Force; and $.183 M for the Boston Strike Force.

,, Represents funds collected from Immigration and Customs Enforcement (ICE) to outfit the Boston Strike Force Build out

3/Repres;ents; radio resources transferred to the DOJ Wireless Law Enforcement Communications Account as required by the FY 2009 DOJ
Appropriations Act (P.L. 111-8)
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KPMG LLP
2001 M Street, NW
Washington, DC 20036

Independent Accountants’ Report

Inspector General
U.S. Department of Justice

Assistant Attorney General
Office of Justice Programs
U.S. Department of Justice

We have reviewed the accompanying Table of Drug Control Obligations and related disclosures
of the U.S. Department of Justice’s Office of Justice Programs (OJP) for the year ended
September 30, 2009. We have also reviewed the accompanying Management’s Assertion
Statement for the year ended September 30, 2009. OJP’s management is responsible for the
Table of Drug Control Obligations, related disclosures, and Management’s Assertion Statement.

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, related disclosures, and Management’s
Assertion Statement. Accordingly, we do not express such an opinion.

Management of the OJP prepared the Table of Drug Control Obligations, related disclosures, and
Management’s Assertion Statement 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, 2009, are
not presented, in all material respects, in conformity with ONDCP’s Circular, Drug Control
Accounting, dated May 1, 2007, or that (2) the Management’s Assertion Statement referred to
above is not fairly stated, in all material respects, based on the criteria set forth in ONDCP’s
Circular, Drug Control Accounting, dated May 1, 2007.

This report is intended solely for the information and use of the management of the OJP, the U.S.
Department of Justice Office of 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 P

January 25, 2010
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U.S. Department of Justice
Office of Justice Programs
Detailed Accounting Submission
Management’s Assertion Statement
For Fiscal Year Ended September 30, 2009

On the basis of the Office of Justice Programs (OJP) management control program, we assert
that the OJP system of accounting, use of estimates, and systems of internal controls provide
reasonable assurance that:

1. Obligations reported by budget decision unit are the actual obligations from OJP’s
accounting system of record for these budget decision units.

2. The methodology used by OJP to calculate obligations of budgetary resources by
function is reasonable and accurate in all material aspects.

3. The methodology disclosed in this statement was the actual methodology used to
generate the Table of Drug Control Obligations.

4. The data presented are associated with obligations against a financial plan that was
revised during the fiscal year (FY) to properly reflect transfers which affected drug-
related resources.

5. " OJP did not have any Office of National Drug Control Policy (ONDCP) Fund Control
Notices issued in FY 2009.

We have documented the methodology used by OJP to identify and accumulate FY 2009 drug
control obligations in the Table of Drug Control Obligations and accompanying disclosures, in
accordance with the guidance of the ONDCP Circular, Drug Control Accounting, dated

May 1, 2007. OJP’s drug control methodology has been consistently applied from the previous

year.
7 st o

Ralph E. Martin, Associate Chief Financial Officer Date
Office of the Chief Financial Officer

Budget, Planning, and Performance Division

OJP Official Responsible for Assertion
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U.S. Department of Justice
Office of Justice Programs
Table of Drug Control Obligations
By Budget Decision Unit and Function
For Fiscal Year Ended September 30, 2009
(Dollars in Millions)

Drug Obligations by Budget Decision Unit and Function:
Regional Information Sharing System
State and Local Assistance

Weed and Seed Program
State and Local Assistance
Prevention

Total Weed and Seed Program

Enforcing Underage Drinking Laws
Prevention

Drug Court Program
Treatment

Residential Substance Abuse Treatment Program
Treatment

Prescription Drug Monitoring Program
State and Local Assistance

Southwest Border Prosecution Initiative
State and Local Assistance

Northern Border Prosecution Initiative
State and Local Assistance

Second Chance Act
State and Local Assistance

Drug Prevention Demonstration Program
Prevention
- Total

Methamphetamine Enforcement and Lab Cleanup’

v Program obfigations reflect direct program obligations plus estimated direct and support ent and

FY 2009 Actual
Obligations"

$45.082

27.790
3.088
30.878

25.353

41.423

10.987

6.637

30.030

5.444

7.375

5.000

costs.

Therefore, obligations reflected above may exceed the budget authority shown on the Reprogramming and Transfers Schedule,

7 Actual obligations reported for the Second Chance Act reflect only 30% of total obligations for this decision unit, as directed by the

Office of Management and Budget and Office of National Drug Control Policy.

¥ Funding for the Methamphetamine Enforcement and Lab Cleanup Program is transferred from the Office of Community Oriented
Policing Services (COPS) to the Drug Enforcement Administration for program administration; therefore, obligations are not tracked
by the Office of Justice Programs (OJP). FY 2008 total obligations for the program were reporied to OJP by the COPS budget office.

See Disclosure 1 for additional information.
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Disclosure 1: Drug Control Methodology

The mission of the Office of Justice Programs (OJP) is to provide federal leadership in
developing the Nation’s capacity to prevent and control crime, administer justice, and assist
crime victims. As such, OJP’s resources are primarily targeted to providing assistance to state,
local, and tribal governments. In executing its mission, OJP dedicates a significant level of
resources to drug-related program activities, which focus on breaking the cycle of drug abuse
and crime including: drug testing and treatment, provision of graduated sanctions, drug
prevention and education, and research and statistics.

The Table of Drug Control Obligations was prepared in accordance with the Office of National
Drug Control (ONDCP) Circular, Drug Control Accounting, dated May 1, 2007 and ONDCP’s
memorandum, Current Budget Issues, dated September 3, 2008.

OJP’s Office of the Chief Financial Officer, Budget Planning and Performance Division is
responsible for the development and presentation of the annual OJP ONDCP Budget. OJP fiscal
year (FY) 2009 Table of Drug Control Obligations includes total obligations associated with 11
budget decision units identified for the National Drug Control Budget. However, funds for 10 of
these decision units are directly appropriated to OJP. Funding for the Methamphetamine
Enforcement and Lab Cleanup Program is appropriated to the Office of Community Oriented
Policing Services (COPS), an office within the Department of Justice's (DOJ’s) Offices, Boards,
and Divisions (OBDs), and transferred to the Drug Enforcement Administration (DEA) for
administration. Because the obligations related to the COPS program are reported in the
financial statements of the OBDs, they are not included in the FY 2009 actual obligations total
on OJP’s Table of Drug Control Obligations. Decision units include the following:

Regional Information Sharing System

Weed and Seed Program

Enforcing Underage Drinking Laws

Drug Court Program

Residential Substance Abuse Treatment Program
Prescription Drug Monitoring Program
Southwest Border Prosecution Initiative
Northern Border Prosecution Initiative

Second Chance Act

Drug Prevention Demonstration Program
Methamphetamine Enforcement and Lab Cleanup (COPS Program)

In determining the level of resources used in support of 10 of these budget decision units
(excluding Methamphetamine Enforcement and Lab Cleanup), OJP used the following
methodology:

Office of National Drug Control Policy
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Drug Program Obligations by Decision Unit: Data on obligations, as of September 30,
2009, were gathered from OJP’s Financial Management Information System 2 (FMIS2).
The total obligations presented for OJP are net of reimbursements and funds obligated
‘under the Crime Victims Fund, Public Safety Officers Benefit Program, and the Office on
Violence Against Women.

Salaries and Expenses Data. In FY 2009, Congress established a new Salaries and
Expenses (S&E) account for OJP. S&E obligations were gathered from OJP’s FMIS2.
The obligation amounts were allocated by applying the relative percentage of Full-Time
Equivalent (FTE) assigned to 10 drug-related decision units to total S&E obligations for
OJP. There were no S&E obligations associated with the Methamphetamine
Enforcement and Lab Cleanup program, as this program is not administered by OJP.

Overall, OJP program activities support all three goals of the National Drug Control Strategy:
(1) Stopping Use Before it Starts; (2) Intervening and Healing America’s Drug Users; and

(3) Disrupting the Market. Functionally, OJP program activities fall under the following
categories: prevention, state and local assistance, and treatment. The method used to allocate
OJP funds to ONDCP functions was derived through an analysis of individual program missions
and by surveying program staff. A deliberate effort was made to accurately account for program
activities, which resulted in one program’s (Weed and Seed) obligations falling under multiple
functions. The Table of Drug Control Obligations shows FY 2009 obligations for the 10
programs, categorized by function and decision unit, which are reported by OJP.

For the Table of Drug Control Obligations, amounts were calculated as follows:

Function: The appropriate drug-related percentage was applied to each
program/decision unit line item and totaled by function.

Decision Unit: In accordance with the ONDCP circulars, 100 percent of the actual
obligations for 10 of the 11 budget decision units is included, with
the exception of the Second Chance Act program. Thirty percent
of the actual obligations for the Second Chance Act program are
reflected for this decision unit.

Full-Time Equivalent: FTE data originates from the U.S. Department of Agriculture’s
National Finance Center, and is obtained by OJP through the DOJ,
Justice Management Division Data Center. The same percentage
that is applied to calculate FTE, was also applied to the S&E
obligations.

Office of National Drug Control Policy



FY2009 Accounting of Drug Control Funds

Disclosure 2: Modifications to Drug Control Methodology

As specified in the ONDCP Circular, Budget Formulation, dated May 1, 2007, in FY 2009, OJP .
is reporting 100 percent of the actual obligations related to 10 budget decision units included in
the National Drug Control Budget, with the exception of the Second Chance Act. In April 2009,
“it was determined after discussions between ONDCP and the Office of Management and Budget
(OMB) that some of the activities under the Second Chance Act (a new OJP program in FY
2009) were deemed drug-related in nature, therefore OJP would report 30 percent of the
obligations associated with this decision unit in the Table of Drug Control Obligations.

Disclosure 3: Material Weaknesses and Other Findings
The FY 2009 Independent Auditors’ Report on Internal Control Over Financial Reporting cited

no material weaknesses. However, one significant deficiency was identified during the audit and
is noted below, along with the recommendation and OJP management response.

IMPROVEMENTS ARE NEEDED IN THE SYSTEM AND CONTROLS OVER
BUDGETARY UPWARD AND DOWNWARD ADJUSTMENTS

OJP’s Financial Management Information System 2 (FMIS2) is not configured to immediately
record upward and downward adjustments when changes are made to prior year obligations. As
aresult, OJP developed a process to record its upward and downward adjustments at a program
level. Quarterly, OJP runs a system query to identify those transactions that are potentially
upward and downward adjustments to undelivered orders (UDO). The transactions are then
downloaded into an Access database and OJP performs a review to determine the valid upward
and downward adjustments. OJP then prepares a journal entry to record the upward and
downward adjustments to UDOs in the general ledger. OJP’s “Recoveries of Prior Year
Obligations Unpaid” line item on the Statement of Budgetary Resources was tested and
identified recording errors that totaled approximately $71 million. Of the $71 million, $52
million was related to correcting transactions that were misclassified as upward and downward
adjustments. The remaining $19 million was related to re-postings of grant activity from one
program to another or from direct to reimbursable funding. The upward and downward
adjustments for these items should have been eliminated. Additionally, these errors were not
detected during supervisory review.

U.S. Government Accountability Office’s (GAO) Standards for Internal Control in the Federal
Government (GAO/AIMD-00-21.3.1) states, “Control activities occur at all levels and functions
of the entity. They include a wide range of diverse activities such as approvals, authorizations,
verifications, reconciliations, performance reviews, maintenance of security, and the creation and
maintenance of related records which provide evidence of execution of these activities as well as
appropriate documentation. Control activities may be applied in a computerized information
system environment or through manual processes.”GAOQO’s Standards for Internal Control in the
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Federal Government also provides examples of control activities, which include “reviews by
management at the functional or activity level.”

As aresult of these errors, “Recoveries of Prior Year Obligations Unpaid” and the “Obligations
Incurred” line items on the FY 2009 Statement of Budgetary Resources were each potentially
overstated by approximately $71 million. OJP confirmed and recorded an adjusting journal entry
to correct $52 million of the overstatement and the remaining $19 million was recorded as an
immaterial unadjusted audit difference.

Recommendation:

1. Enhance the review of upward and downward adjustment transactions in the Access database
and related journal entries to ensure only valid recoveries and de-obligations are recorded, as
defined by OMB.

Management Response:

OJP concurs with the recommendation. While OJP has internal controls in place to verify entries
into the accounting system are accurate, in FY 2010, OJP will strengthen its controls over the
upward and downward review process. It should be noted that the errors illustrated in the
auditor’s report are limited in scope and duration.

Disclosure 4: Reprogrammings or Transfers

In accordance with the ONDCP’s Circular, Drug Control Accounting, dated May 1, 2007, in
FY 2009, OJP made $3.0 million in reprogrammings and $5.7 million in drug-related transfers-
in. The reprogramming amount reflects reallocations of funding from the decision units to the
Salaries and Expenses account. The transfers-in amount reflects OJP FY 2009 recoveries
associated with the reported decision units. See the attached Reprogrammings and Transfers
Schedule.

Disclosure 5: Other Disclosures
- In FY 2009, OJP received no ONDCP Fund Control Notices.

- Of the total FY 2009 actual obligations amount, $41.3 million are a result of carryover
unobligated resources. See the attached Reprogrammings and Transfers Schedule.
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U.S. Department of Justice
Office of Justice Programs
Reprogrammings and Transfers Schedule
For the Fiscal Year Ended September 30, 2009
(Dollars in Miltions)

, R - [ unobligated Balances| - ‘Enacted - : i Transfers” -~ Total
TableLineltem = =~ " 'Forward L oBA Resclsslon - |Reprogrammings'| - “In -out -+ | Avallability -
Drug Obligations by Function:
Regional Information Sharing System
State and Local Assistance 0.000 45.000 0.000 (0.119) [¢] 0.000 44,881
Weed and Seed Program
State and Local Assistance ’ 2.261 22.500 (0.459) (0.068) 0.486 0.000 24720
Prevention 0.251 2.500 {0.051) {0.008) 0.054 0.000 2.746
Total Weed and Seed Program 2.512] 25.000 (0.510) (0.076) 0.540 0.000 27.466
Enforcing Underage Drinking Laws -
Prevention . 0.891 25.000 {0.858) (0.057) - 0.000 24,976
Drug Court Program
Treatment 4.457 42,500 (8.598) (0.539) 3.500 0.000 41.320
Residential Substance Abuse Treatment Program ;
Treatment 1.032 10.000 (1.415) (0.056) 0.858 0.000 10.419
Prescription Drug Monitoring Program .
State and Local Assistance 1.613 7.000 (1.954) (0.145) 0.296 0.000 6.810
Southwest Border Prosecution Initiative
State and Local Assistance 27.857 31.000 (13.196) (1.769) 0.485 0.000 44377
Northern Border Prosecution Initiative
State and Local Assistance 2.656 3.000 - (0.122) 0.000 0.000 5.534
Second Chance Act”
State and Local Assistance - 7.500 - (0.158) 0.000 0.000 7.343
Drug Prevention Demonstration Program
Prevention 0.291 0.000 {0.108) 0.000 0.000 {0.055)| 0.128
Total.... 41.309 196.000 (26.639) (3.041) 5.679 (0.055) 213.254
Methamphetamine Enforcement and Lab Cleanup® -] . 5.000 - — o 5.000

" Reprogrammings reflect transfer amounts to the Salaries and Expenses account.
? Transfers In reflect FY 2009 recoveries.

¥ Actual obligations reported for the Second Chance Act reflect only 30% of total obligations for this decision unit, as directed by the Offics of Management and Budget and Offica of National Drug Control Policy.

4 Funding for the Methamphatamine Lab Cleanup Program is transferred from COPS to DEA for program administration; therefors, obligations are not tracked by OJP. FY 2009 total obiigations for the program wers reported t
OJP by tha COPS budget office.
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Tab G
Department of State

Bureau of International Narcotics and Law
Enforcement Affairs

United States Agency for International
Development
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Tab H
Department of
Transportation
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TREASURY INSPECTOR GENERAL FOR TAX ADMINISTRATION

Attestation Review of the Internal Revenue
Service’s Fiscal Year 2009 Annual
Accounting of Drug Control Funds and
Related Performance

January 29, 2010

Reference Number: 2010-10-022

This report remains the property of the Treasury Inspector General for Tax Administration (TIGTA) and
may not be disseminated beyond the Internal Revenue Service without the permission of the TIGTA.

1
Phone Number | 202-622-6500
Email Address | inquiries@tigta.treas.gov
Web Site | http://mwww.tigta.gov
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DEPARTMENT OF THE TREASURY

WASHINGTON, D.C. 20220

TREASURY INSPECTOR GENERAL
FOR TAX ADMINISTRATION

January 29, 2010

MEMORANDUM FOR CHIEF FINANCIAL OFFICER
CHIEF, CRIMINAL INVESTIGATION DIVISION

FROM: Michael R. Phillips
Deputy Inspector General for Audit

SUBJECT: Final Audit Report — Attestation Review of the Internal Revenue
Service’s Fiscal Year 2009 Annual Accounting of Drug Control Funds
and Related Performance (Audit # 200910025)

This report presents the results of our attestation review of the Internal Revenue Service’s (IRS)
Fiscal Year (FY) 2009 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. This review was
part of our FY 2010 Annual Audit Plan and addressed the major management challenge
regarding Leveraging Data to Improve Program Effectiveness and Reduce Costs.

Impact on the Taxpayer

The IRS reported that it expended $60.6 million on ONDCP-related activities and participated in
462 ONDCP-related cases that resulted in convictions in FY 2009. Based on our review, nothing
came to our attention that caused us to believe that the assertions in the Report are not presented
in all material respects in accordance with ONDCP-established criteria. 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

Based on our review, nothing came to our attention that caused us to believe that the assertions in
the Report are not presented in all material respects in accordance with ONDCP-established
criteria. The IRS reported that it expended $60.6 million on ONDCP-related activities and

Office of National Drug Control Policy



FY2009 Accounting of Drug Control Funds

Attestation Review of the Internal Revenue Service’s
Fiscal Year 2009 Annual Accounting of
Drug Control Funds and Related Performance

completed 652 ONDCP-related investigations in FY 2009. For FY 2009, the IRS also reported it
participated in 462 ONDCP-related cases that resulted in convictions.

In addition, based on a recommendation in our FY 2008 attestation report,* the IRS informed us
that it adjusted its year-end performance information for FY 2009 to include only cases that
occurred in FY 2009. Our review of the IRS’ Performance Summary Report for FY 2009 did not
identify any cases reported that did not occur in FY 2009.

Management’'s Response

We made no recommendations in this report as a result of our work performed during this
review. IRS management agreed with the facts and conclusions presented in this report.
Management’s complete response to the draft report is included as Appendix V.

Copies of this report are also being sent to the IRS managers affected by the report results.
Please contact me at (202) 622-6510 if you have questions or Nancy A. Nakamura, Assistant
Inspector General for Audit (Management Services and Exempt Organizations), at

(202) 622-8500.

! Attestation Review of the Internal Revenue Service’s Fiscal Year 2008 Annual Accounting of Drug Control Funds
and Related Performance (Reference Number 2009-10-040, dated January 30, 2009).

Office of National Drug Control Policy



FY2009 Accounting of Drug Control Funds

Attestation Review of the Internal Revenue Service’s

Fiscal Year 2009 Annual Accounting of

Drug Control Funds and Related Performance

Table of Contents

BACKGIrOUNG........oo s

RESUITS OF REVIBW ... e e e ee e e e e e e e e e et e et e et e et e eseerenranes

Summary of the Attestation Review of the Fiscal Year 2009
Office of National Drug Control Policy Detailed Accounting
Submission and Performance Summary Report ..........cccoovoeiinieiniceennn

Corrective Actions Were Implemented to Adjust Year-End
Performance INfOrmation ............cccveiieiiecie s

Appendices
Appendix | — Detailed Objective, Scope, and Methodology ..........c.cccvenee.
Appendix Il — Major Contributors to This Report..........cccccvvieveiiveieinennn,
Appendix T — Report Distribution LiSt .........ccccoovviereiiieneiieneseene e

Appendix IV - Internal Revenue Service Fiscal Year 2009 Detailed
Accounting Submission and Related Performance Summary Report ..........

Appendix V — Management’s Response to the Draft Report .............c........

Office of National Drug Control Policy



FY2009 Accounting of Drug Control Funds

Attestation Review of the Internal Revenue Service’s
Fiscal Year 2009 Annual Accounting of
Drug Control Funds and Related Performance

Abbreviations

FY Fiscal Year
IRS Internal Revenue Service
ONDCP Office of National Drug Control Policy

Office of National Drug Control Policy



FY2009 Accounting of Drug Control Funds

Attestation Review of the Internal Revenue Service’s
Fiscal Year 2009 Annual Accounting of
Drug Control Funds and Related Performance

Background

The Anti-Drug Abuse Act of 1988 establishes as a

policy goal the creation of a drug-free America. A key National Drug Control Program
provision of the Act is the establishment of the Office of agencies are required to submit
National Drug Control Policy (ONDCP) to set priorities, to the Director of the ONDCP,

. . . not later than February 1 of each
implement a national strategy, and certify Federal year, a detailed accounting of all
Government drug control budgets. The Internal funds expended during the
Revenue Service (IRS) supports the National Drug previous fiscal year.

Control Strategy through continued support of the

Organized Crime Drug Enforcement Task Force. The
mission of the Criminal Investigation Division in Federal law enforcement’s anti-drug efforts is
to reduce or eliminate the financial gains (profits) of major narcotics trafficking and money
laundering organizations through the use of its unique financial investigative expertise and
statutory jurisdiction.

This review was conducted as required by the ONDCP? and the ONDCP Circular: Drug Control
Accounting, 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. The Chief Financial Officer, or another
accountable senior level executive, of each agency for which a Detailed Accounting Submission
is required, shall provide a Performance Summary Report to the Director of the ONDCP.
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.

We conducted our fieldwork in the IRS Headquarters offices of the Chief Financial Officer and
Chief, Criminal Investigation Division, in Washington, D.C., during the period September 2009
through January 2010. 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

1 Pub. L. No. 100-690, 102 Stat. 4181 (1988).

221 U.S.C. Section 1704 (d) (1998).

® A National Drug Control Program agency is defined as any agency that is responsible for implementing any aspect
of the National Drug Control Strategy.

Page 1
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Attestation Review of the Internal Revenue Service’s
Fiscal Year 2009 Annual Accounting of
Drug Control Funds and Related Performance

opinion on the ONDCP Detailed Accounting Submission and Performance Summary 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 this report are listed
in Appendix Il.

Page 2
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Attestation Review of the Internal Revenue Service’s
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Results of Review

Summary of the Attestation Review of the Fiscal Year 2009 Office of
National Drug Control Policy Detailed Accounting Submission and
Performance Summary Report

We reviewed the IRS’ ONDCP Detailed Accounting Submission and Performance Summary
Report (the Report) for FY 2009, which ended September 30, 2009 (see Appendix V). This
Report was prepared pursuant to 21 U.S.C. Section 1704(d) and the ONDCP Circular: Drug
Control Accounting, dated May 1, 2007. The IRS is responsible for preparing the report.

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, also
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. ONDCP-established criteria
require well-documented sources of data, documented and explained calculations, and complete
and fair presentation of data from financial systems.

Based on our review, nothing came to our attention that caused us to believe that the assertions in
the Report are not presented in all material respects in accordance with ONDCP-established
criteria. The IRS reported that it expended $60.6 million on ONDCP-related activities and
completed 652 ONDCP-related investigations in FY 2009. For FY 2009, the IRS also reported it
participated in 462 ONDCP-related cases that resulted in convictions.

Corrective Actions Were Implemented to Adjust Year-End
Performance Information

In our prior review* of the FY 2008 Report, we found that 18 of the 478 convictions reported
actually occurred prior to FY 2008. We similarly found that 3 of the 827 ONDCP-related
investigations reported as completed were actually completed prior to FY 2008. In addition, we
identified 18 cases among the cases the IRS reported as recommended for prosecution but

* Attestation Review of the Internal Revenue Service’s Fiscal Year 2008 Annual Accounting of Drug Control Funds
and Related Performance (Reference Number 2009-10-040, dated January 30, 2009).

Page 3
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ultimately resulted in acquittal or dismissal that occurred prior to FY 2008. We recommended
that the IRS adjust its year-end performance information to reflect timing differences caused by
late case postings.

Based on the recommendation in our FY 2008 attestation report, the IRS informed us that it
adjusted its year-end performance information for FY 2009 to include only cases that occurred in
FY 2009. Our review of the IRS’ Performance Summary Report for FY 2009 did not identify
any cases reported that did not occur in FY 20009.

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.

Page 4
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Appendix |

Detailed Objective, Scope, and Methodology

The overall objective of this review was to perform an attestation review of the IRS’ reporting of
Fiscal Year 2009 ONDCP expenditures and related performance for the purpose of expressing a
conclusion about the reliability of each assertion made in the Detailed Accounting Submission
and Performance Summary Report. To accomplish our objective, we:

l. Obtained an understanding of the process used to prepare the FY 2009 Detailed
Accounting Submission and Performance Summary Report.

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

B. Obtained documents such as written procedures and supporting worksheets that
evidence the methodology used.

Il. Evaluated the reasonableness of the drug methodology process for detailed accounting
submissions.

A. Reviewed data supporting the Detailed Accounting Submission to establish its
relationship to the amounts being reported.

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

M. Performed sufficient verifications of reported obligations for detailed accounting
submissions to support our conclusion on the reliability of the assertions.

A. Verified that the Detailed Accounting Submission included all of the elements
specified in Section 6 of the ONDCP Circular: Drug Control Accounting.

B. Verified that the drug control budget submitted to the ONDCP was consistent with
the Detailed Accounting Submission.

C. Verified the mathematical accuracy of the obligations presented in the Table of
FY 2009 Drug Control Obligations.

D. Traced the information contained in the Table of FY 2009 Drug Control
Obligations to the supporting documentation.

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

A. Reviewed data supporting the Performance Summary Report to establish its
relationship to the National Drug Control program activities being reported.

Page 5
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V. Performed sufficient verifications of reported performance information to support our
conclusion of the reliability of the assertions.

A. Verified that the Performance Summary Report included all of the elements specified
in Section 7 of the ONDCP Circular: Drug Control Accounting.

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.

VI.  Evaluated any corrective actions implemented by the IRS in response to the FY 2008
audit finding regarding the ONDCP reporting process.

Page 6
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Appendix I

Major Contributors to This Report

Nancy A. Nakamura, Assistant Inspector General for Audit (Management Services and Exempt
Organizations)

Jeffrey M. Jones, Director

Anthony J. Choma, Audit Manager

Angela Garner, Lead Auditor

Joseph P. Smith, Senior Auditor

Rashme Sawhney, Auditor
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Appendix Il

Report Distribution List

Commissioner C
Office of the Commissioner — Attn: Chief of Staff C
Deputy Commissioner for Operations Support OS
Deputy Commissioner for Services and Enforcement SE
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 2009
Detailed Accounting Submission and
Related Performance Summary Report

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE

WASHINGTON. D.C. 20222 E@EEWE
R DEC 2 & 2006

THIEF FINANGIAL OFFICER

. S
December 28, 2009+ BY: R
MEMORANDUM FOR MICHAEL PHILLIPS
DEBUTY INSPECTOR GENERAL FOR AUDIT
FROM: Alid6AT ooi% £
Chief Financial Officer
SUBJECT: Internal Revenue Service (IRS) Fiscal Year (FY) 2009

Detailed Accounting Submission of Drug Control Funds

The IRS is resubmitting its Detailed Accounting Submission of Drug Control Funds to
the Treasury Inspector General for Tax Administration (TIGTA) in compliance with
Section 8, inspector General Authentication, of the Office of National Drug Contro!
Policy (ONDCP) Circular: Drug Control Accounting, dated May 1, 2007. This
resubmission reflects the minor changes to the report agreed upon at the December 22,
2009 meeting by the IRS Chief Financial Officer, Criminal Investigation, and TIGTA
staff. This circular requires TIGTA to perform an attestation review before the IRS
submits this document to the ONDCP. Afier the IRS receives TIGTA’s conclusion as to
the reliability of each assertion, | 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 Ursula Gillis, Acting Associate Chief Financial Officer for Corporate
Budget, at (202) 622-8770.

Attachments
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Drug Control Funds and Related Performance

Attachment 1

INTERNAL REVENUE SERVICE
Annual Accounting and Authentication of Drug Control Funds and Related
Performance

DETAILED ACCOUNTING SUBMISSION
L=l ALLUVUNTING SUBMISSION

A. Table of FY 2009 Drug Control Obligations

Drug Resources by Function ($000)
investigations $60.627
Total $60,627

Drug Resources by Decision Unit

Narcotics Crimes $60.627
Total $60,627

1) Drug ‘Methodology

e All Drug Control Obligations (the resources appropriated and available
for these activities) are reported under one Drug Control Function and
one Budget Decision Unit, as shown in the above chart.

= The internal Revenue Service (IRS) Drug Control Budget
eéncompasses the Criminal investigation (Cl) Narcotics-related
program. The Office of National Drug Control Policy (ONDCP)
requires Cl to only report on the Organized Crime and Drug
Enforcement Task Force (OCDETF) portion of the Narcotics program.
CI's overall Direct Investigative Time (DIT) applied to narcotics cases
for FY 2009 was 11.5 percent of total DIT. The OCDETF sub-
component of this program was 10.6 percent of total DIT or 92 percent
of the total narcotics DIT.

= The methodology for computing the resources appropriated and
realized for the OCDETF program is the application of the DIT
attributable to OCDETF cases and applying the DIT percentage to the
total realized appropriated resources, reduced by reimbursable funds
and Earned Income Tax Credit (EITC) resources, for the year for which
the resources are being reported. The result is determined to be the
amount of resources expended on OCDETF cases. This methodology
has been approved by CI, the IRS Chief Financial Officer, and the
Treasury inspector General for Tax Administration (TIGTA) during the
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Fiscal Year 2009 Annual Accounting of
Drug Control Funds and Related Performance

Attachment 1

FY 2006 ONDCP attestation review. The FY 2008 Annual Accounting
of Drug Control Funds was submitted after the attestation review.

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

2) Methodology Modifications
None

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 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 appiied to each program area is
calculated monthly with a final annual percentage determined after the
close of the fiscal year. The annual percentage of DIT relating to

Office of National Drug Control Policy
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Attachment 1

OCDETF sub-program area items is applied to the total resources
expended for FY 2009 in the CI budget (exciuding reimbursables and
EITC). These OCDETF percentages include High intensity/OCDETF,
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
N

one

(c

~

Financial Systems

The IRS 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
Cl 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.
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Appendix V

Management’'s Response to the Draft Report

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

CHIEF FINANCIAL OFFICER E @ E [I v E

January 22, 2010 JAN 25 2010 1

MEMORANDUM FOR MICHAEL PHILLIPS
DEPUTY INSPECTOR GENERAL FOR AUDIT

FROM: Alison L. Doone
Chief Financial Officer

SUBJECT: Response to Draft Audit Report — Attestation Review of the
Internal Revenue Service's (IRS) Fiscal Year (FY) 2009
Annual Accounting of Drug Control Funds and Related
Performance Summary Report (Audit #200910025)

Thank you for the opportunity to comment on the Treasury Inspector General for Tax
Administration’s (TIGTA) discussion draft report titled “Attestation Review of the Internal
Revenue Service's Fiscal Year 2009 Annual Accounting of Drug Control Funds”.

| am pleased there were no findings in FY 2009. We appreciate the recognition of our
adjustment to year-end performance information based on TIGTA's FY 2008 Attestation
Report recommendation.

If you have any questions, please contact me at (202) 622-6400, or have a member of

your staff contact Ursula Gillis, Acting Associate Chief Financial Officer for Corporate
Budget, at (202) 622-8770.
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