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FY 2011 Accounting of Drug Control Funds
Executive Summary

Background

This Summary presents for Congress the Fiscal Year 2011 Accounting of Drug Control Funds. As
part of the 1998 law that reauthorized the Office of National Drug Control Policy (ONDCP), a
provision was added (Public Law 105-277, October 21, 1998 [Div.C, Title VII], Section 705(d)),
which mandates that the Director of ONDCP shall, “(A) require the National Drug Control
Program agencies to submit to the Director not later than February 1 of each year a detailed
accounting of all funds expended by the agencies for National Drug Control Program activities
during the previous fiscal year, and require such accounting to be authenticated by the
Inspector General for each agency prior to submission to the Director; and (B) submit to
Congress not later than April 1 of each year the information submitted to the Director under
subparagraph (A).” That provision was not changed by the ONDCP Reauthorization Act of 2006
(Public Law 109-469, December 29, 2006).

In order to comply with this statutory provision, ONDCP issued a Circular, Annual Accounting of
Drug Control Funds (Tab 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” indicates that an agency’s assertions regarding its FY
2011 drug control obligations were not reviewable. The Department of Homeland Security’s
United States Coast Guard (USCG) failed. Details on each agency’s report are provided below.

Table: Compliance and Attestation Review Summary

Compliance | OIG/Independent Material
with ONDCP Auditor Weakness
Department/Bureau Circular Attestation Identified
(Yes/No) Review (Pass/Fail) (Yes/No)

Defense Yes Pass No
Education

Office of Safe and Drug-Free Schools Yes Pass No
Health and Human Services

Indian Health Service Yes Pass No

National Institute on Drug Abuse Yes Pass No

Health Resources Service Administration Yes Pass No

Substance Abuse and Mental Health Services Yes Pass No

Administration
Homeland Security

Customs and Border Protection Yes Pass Yes

Immigration and Customs Enforcement Yes Pass Yes

United States Coast Guard Yes Fail Yes
Department of Interior Yes N.AY N.AL
Justice

Bureau of Prisons Yes Pass No

Drug Enforcement Administration Yes Pass No

National Drug Intelligence Center Yes Pass No

Office of Justice Programs Yes Pass No

Organized Crime Drug Enforcement Task Force Yes Pass No
State

Bureau of International Narcotics and Law Yes Pass Yes

Enforcement Affairs

United States Agency for International Yes Pass No
Development
Transportation

National Highway Traffic Safety Administration Yes N.AY N.AY
Department of the Treasury

Internal Revenue Service Yes Pass No
Veterans Affairs

Veterans Health Administration Yes Pass Yes
Small Business Administration Yes N.A N.AL

1 ) ) : . - -

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 Health Resources and Services Administration and the Department of Transportation reports were subject to such a
review.
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Summary of Agency Reports

Department of Defense

The Department of Defense’s (DOD) accounting report for FY 2011 drug control obligations (Tab
A) satisfies all requirements established by ONDCP’s Circular. The DoD OIG indicated that
nothing came to its attention to cause them to believe the submission was presented
inaccurately in all material respects. DOD was assessed a rating of “pass.”

Department of Education

The Department of Education’s accounting of FY 2011 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. No material weaknesses were found. 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 Service (IHS), the National Institutes of Health’s (NIH) National
Institute on Drug Abuse (NIDA), the Health Resources and Services Administration (HRSA), and
the Substance Abuse and Mental Health Services Administration (SAMHSA) (Tab C). The
Centers for Medicare & Medicaid Services (CMS) Grants to States for Medicaid program are not
included; CMS reports actuarial outlay estimates for this mandatory spending program rather
than budget authority. Therefore, it is not appropriate to produce a detailed accounting
submission containing a table of prior year obligations and corresponding assertions.

IHS: OIG attested that the IHS submission and management assertion complied with the
ONDCP Drug Control Accounting Circular. No material weaknesses were found. IHS was
assessed a rating of “pass.”

NIDA: OIG attested that the NIH-NIDA submission and management assertion complied with
the ONDCP Drug Control Accounting Circular. No material weaknesses were found. NIH-NIDA
was assessed a rating of “pass.”

HRSA: HRSA'’s funding for drug-related activities falls below the reporting threshold of S50
million. Therefore, the accounting summary report consisted of a table of prior year drug
obligations, and of disclosures regarding drug methodology, and any modifications, material
weaknesses, or transfers of budgetary resources. The OIG attested that the HRSA submission
complied with the ONDCP Drug Control Accounting Circular. No material weaknesses were
found. HRSA was assessed a rating of “pass.”

SAMHSA: OIG attested that the SAMHSA submission and management assertion complied

with the ONDCP Drug Control Accounting Circular. No material weaknesses were found.
SAMHSA was assessed a rating of “pass.”
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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 Protection (CBP), and
Immigration and Customs Enforcement (ICE) (Tab D).

CBP: The Independent Auditor’s report stated that nothing came to their attention; however,
CBP had a reportable condition regarding the timely deobligation of funds for expired or
completed contracts as well as several IT findings for which CBP has developed a corrective
action plan to remediate each finding. As a result of the independent auditor’s evaluation of
CBP’s drug control obligations, CBP was assessed a rating of “pass.”

ICE: ICE’s FY 2011 drug control obligations report satisfies all requirements established by
ONDCP’s Circular. In the report, material weaknesses were identified in ICE’s budgetary
resource management processes and the Federal Financial Management System. In FY 2012,
ICE anticipates the completion of its corrective action plan. ICE was assessed a rating of
“pass.”

USCG: While the USCG has made progress in implementing the attached Financial Strategy
for Transformation and Audit Readiness remediation plan, as in previous years, the USCG
could not provide assurances as to the integrity of the financial data contained in its financial
statements due to various weaknesses. The existing USCG general ledgers do not comply
with either the Federal Financial Management Improvement Act of 1996 or the U.S. Standard
General Ledger, and additional findings were reported regarding IT general controls and
functionality related to the USCG’s financial systems. This resulted in the independent
auditor’s inability to complete its review of the USCG’s financial data. As a result, the USCG
was assessed a rating of “fail.”

Department of the Interior

The Department of the Interior’s (DOI) (Tab E) funding for drug-related activities falls below the
reporting threshold of S50 million. Therefore, the submission consists of a limited report that
includes a table of FY 2011 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), National Drug Intelligence
Center (NDIC), Office of Justice Programs (OJP), and Organized Crime Drug Enforcement Task
Forces (OCDETF) (Tab F).

BOP: The FY 2011 accounting report satisfies all requirements established by ONDCP’s
Circular, including the rendering of a negative assurance by the DOJ Office of the Inspector
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General (OIG). No material weaknesses were identified in the attestation review. BOP was
assessed a rating of “pass.”

DEA: The FY 2011 accounting report satisfies all requirements established by ONDCP’s
Circular, including the rendering of a negative assurance by the DOJ OIG. No material
weaknesses were identified in the attestation review; however, DEA did have a finding
regarding data used to populate its financial statements. DEA has concurred with the finding
and has implemented the necessary corrective action. DEA was assessed a rating of “pass.”

NDIC: The FY 2011 accounting report satisfies all requirements established by ONDCP’s
Circular, including the rendering of a negative assurance by the DOJ OIG. No material
weaknesses were identified in the attestation review. NDIC was assessed a rating of “pass.”

OJP: The FY 2011 accounting report satisfies all requirements established by ONDCP’s
Circular, including the rendering of a negative assurance by the DOJ OIG. No material
weaknesses were identified in the attestation review. OJP was assessed a rating of “pass.”

OCDETF: The FY 2011 accounting report satisfies all requirements established by ONDCP’s
Circular, including the rendering of a negative assurance by the DOJ OIG. No material
weaknesses were identified in the attestation review. OCDETF was assessed a rating of
llpass.ll

Department of State and Other International Programs
The Department of State’s (State) accounting of FY 2011 drug control obligations (Tab G)
satisfies all requirements established by ONDCP’s Circular.

INL: The FY 2010 accounting report noted a methodology modification, specifying that INCLE
funding be exclusively accounted for under the ONDCP international drug control function
beginning with FY 2011 funding. In prior years, INCLE funding slated for drug control in
Mexico, Central America, and the Caribbean was accounted for under the interdiction drug
control function. Additionally, the Department’s Independent Auditor (IA) noted a material
weakness in financial reporting, noting significant deficiencies regarding the Department’s
accounting and business processes to ensure budgetary transactions are properly recorded,
monitored, and reported. Several individual deficiencies contributed to these significant
deficiencies, including the Department’s management of unliquidated obligations, the
timeliness and accuracy of recording obligations, and the existence of adequate supporting
documentation for obligations. These deficiencies pertain to all Department programs,
including drug-related obligations. The Department is working with its IA and the Office of
the Inspector General to resolve these issues in FY 2012 and beyond. State INL was assessed
a rating of “pass.”

USAID: The U.S. Agency for International Development (USAID) OIG attested that USAID’s
submission and management assertion are in compliance with the ONDCP Drug Control
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Accounting Circular. No material weaknesses were found. USAID was assessed a rating of
llpass n

Department of Transportation

A limited report was submitted by the Department of Transportation (DOT) (Tab H) because its
drug-related activities fall below the $50 million reporting threshold. The report includes a
table of FY 2011 obligations for the National Highway Traffic Safety Administration’s Drug
Impaired Driving Program. DOT’s OIG determined that the 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 Department of the Treasury’s FY 2011 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). No material weaknesses were identified. The Department was assessed a rating of
“pass.”

Department of Veterans Affairs

The Department of Veterans Affairs (VA), Veterans Health Administration’s (VHA) accounting of
FY 2011 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 one material weakness in VA’s Financial Management System concerning
Information Technology Security Controls. The IG has issued an unqualified opinion on this
report. 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 2011 obligations for the Drug-Free Workplace Grants. SBA’s submission satisfies all
requirements established by the ONDCP Circular, including concurrence from the SBA OIG that
the alternative report submitted is appropriate. SBA was assessed a rating of “pass.”

Executive Summary 6
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INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
4800 MARK CENTER DRIVE

ALEXANDRIA, VIRGINIA 22350-1500

January 30, 2012

MEMORANDUM FOR DEPUTY ASSISTANT SECRETARY OF DEFENSE FOR
COUNTERNARCOTICS AND GLOBAL THREATS

SUBJECT: Independent Auditor’s Report on the DoD FY 2011 Detailed Accounting
Report of the Funds Obligated for National Drug Control Program Activities
(Report No. DODIG-2012-047)

Public Law 105-277, title VI, “The Office of National Drug Control Policy
Reauthorization Act of 1998” (the Act), October 21, 1999, requires that DoD annually
submit a detailed report (the Report) to the Director, Office of National Drug Control
Policy (ONDCP), accounting for all funds DoD expended for National Drug Control
Program activities during the previous fiscal year. The Act requires that the DoD
Inspector General authenticate the Report before its submission to the ONDCP Director
(section 1704(d), title 21, United States Code).

The “ONDCP Circular: Drug Control Accounting,” May 1, 2007, (the “Drug Control
Accounting” Circular) 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 “Drug Control Accounting” 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 for 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 2011. 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 four DoD reprogramming actions that allocated $1.52 billion 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.

In a letter dated December 12, 2011, DASD (CN & GT) provided us the Report, which
we reviewed to determine compliance with the “Drug Control Accounting” Circular. The
detailed accounting indicated that during FY 2011, DoD obligated $1.36 billion to the
Counterdrug Program functional areas. 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
as required by the “Drug Control Accounting” 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 to calculate
the obligations presented by functional area, nothing came to our attention during the
review that caused us to believe the detailed accounting of funds obligated by DoD on the
National Drug Control Program for FY 2011 is not presented fairly, in all material
respects, in conformity with the “Drug Control Accounting” Circular.

(o

Amy J. Frontz, CPA
Principal Assistant Inspector General
for Auditing
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Washington, D.C 20201

JAN 27 2012

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 2011 for the following bureaus: i)
Substance Abuse and Mental Health Services Administration (SAMHSA), ii) National
Institutes of Health — National Institute on Drug Abuse (N IDA), 1ii) Indian Health
Service (IHS) and vi) Health Resources Services Administration (HRSA).

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. Chitra Verma, Division of Systems Policy
and Audit Resolution at (202) 260-0272 or chitra.verma hhs. ov

Sincerelij
Sheila O. (Q&%/

Deputy Assistant Secretary for Finance

Enclosures:

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

cc: HHS Office of Inspector General
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TO: Elizabeth A. Fowler
Chief Financial Officer
Indian Health Service

A G
FROM: Gloria L. Jarmon /ﬁ""“’w {

Deputy Inspector General for Audit Services

SUBJECT: Independent Attestation Review: Indian Health Service Assertions Concerning
Drug Control Accounting for Fiscal Year 2011 (A-03-12-00355)

The purpose of this report is to provide the results of our attestation review of the Indian Health
Service (IHS) fiscal year (FY) 2011 assertions concerning drug control accounting and the
accompanying table of FY 2011 Drug Control Obligations (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 ITHS’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 9, 2011. 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 the Table, which reported obligations totaling $80,268,000, and a
related funding table.

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



Page 2 — Elizabeth A. Fowler

In accordance with ONDCP requirements, IHS made the following assertions:

IHS reported its actual obligations from its accounting system of record for the reported
budget decision units,

IHS’s drug methodology used to calculate obligations of prior year budgetary resources
by budget decision unit were reasonable and accurate in accordance with the criteria in

section 6b(2) of the circular,

the drug methodology THS disclosed in its report was the actual methodology used to
generate the required Table,

IHS did not revise its financial plan and therefore had no budgetary transfers of
obligations to report, and

IHS did not have any Fund Control Notices under 21 U.S.C. § 1703(f) to report.

We performed review procedures on THS’s assertions and the accompanying Table. 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 Table were not fairly stated, in all material respects, based on
the ONDCP Circular.

This report is intended solely for the information and use of Congress, ONDCP, and IHS and is not

kokokokoskdeokok

intended to be, and should not be, used by anyone other than these specified parties. If you have
any questions or comments about this report, please do not hesitate to call me, or your staff may
contact Kay L. Daly, Assistant Inspector General for Financial Management and Regional

Operations, at (202) 619-1156 or through email at Kay.Daly@oig.hhs.gov. Please refer to report
number A-03-12-00355 in all correspondence.

Attachment

Notice - This is a limited official use report.
Distribution is limited to authorized officials.
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Public Health Service:

Indian Health Service
Rockville ‘MD 20852

NOV 9 2011

MEMORANDUM TO: Director
Office of National Drug Caiitrol Policy

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

FROM: Elizabeth A. Fowler
Chief Financial Officer
Indian Health Service
SUBJECT: Assertions Concerning Drug Control Accounting

Ih accordance with the requirements of the Office of National Drug Control Policy Circular Drug Control
Accounting, I make the following assértions regarding the attached annual accounting of dtug control
funds for the Indian Health Service (IHS):

1. Obligations by Budget Decision Unit

Lassert that obligations reported by budget decision unit ate the actual obligations from the
bureau’s accounting system of record for these budget decision uriits, consistent with the drug
budget methodology discussed below.

2. Drug Methodology

Lassert that thie diug methodology used to caleulate obligations of prior year budgetary resources
by function for all bureaus was reasotable and aceurate i accoidance with: the eriteria listed in
Section 6b(2) of the Circular. In accordance with these criteria, I have documented/identified
data which support the drug methodology, explained and docuniented other estimation methods
(the assumptions for which are subjected to periodic review) and deteimined that the financial
systems supporting the drug methodology yield data that present fairly, in all material respect,
aggregate obligations from which drug-related obligation estimates are derived.

The THS methodology for estimating the drug control budget was established using the amounts
appropriated for the Alcohol and Substance Abuse Prevention programs authorized under
P1.102-573, the Indian Health Amendments 6f 1992. See attached table “Alcoholism and
Substance Abuse Treatment and Prevention Program Authorized under P.1.. 102-573” fora kst of
programs. This table reflects estimated amounts.. When originally authorized and appropriated,
the funds were allocated to tribes in their self-determination contract by specific programs.
However, when the programs were reauthorized and captured underpublic law 102-5 73, some

Notice - This is a limited official use report.
Distribution is limited to authorized officials.
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Page 2 - Director, Office of National Drug Contiol Policy

IHS area offices allocated the finds in lump sum while others maintained the specific program
breakout. Therefore, at the current time precise antounts of funding for each program are not
available. The table is maintained to-estimate current funding level and is the basis of the drug
budget control mcthodology.

Excluded is the amount for the Adult Treatment programs, which represents the original
authorization for IHS to provide alcoho] {rcatment services. The focus on alcoholism treatment is
the reason for the exclusion.

Drug Resources by Decision Unit: The IHS drug control funds are appropriated in two budget
line items: 1) Alcohol and Substance Abuse and 2) Urban Indian Health Programs (UTHP). The
Alcohol and Substance Abuse funds are primarily allocated to Tribes under Self-Determination
contracts and compacts, where they manage the programs and have authority to reallocate funds
to address local priorities. The portion of the alcohol fund included in the diug control budget
methodology 1s as described above, 1.¢., the:entire budget excluding the amount for adult
treatment. The UIHP funds are allocated through contracts and grants to 501(c)(3) organizations.
The portion of UTHP funds included in the drug control budget methodology is for NIAAA
programs transferred to the THS under the UTHP budget.

Drug Resources by Function: Under the methodology, two programs through FY 2007 were
identified as Prevention programs, Community Education and Training and Wellness Beyond
Abstinence. In FY 2008, one half of the:new funds appropriated for Methamphetamine and
Suicide prevention and treatmenit were also inchided in the Pievention function. The treatment
function.comprises the remaining program excluding adult treatment. In addition, the amount of
UIHP funds is included under the treatment function.

3. Application of Drug Methodology

T assert that the drug methodology disclosed in this section was the actual methodology used to
generate the table required by Section 6a of the Circular,

4. Reprogramming or Transfers

THS did not reprogram or transfer any funds included in its drug control budget.

5. Funds Control Notices

THS was not issued any Fund Conltrol Notices by the Director under 21 U.S.C. 1703 (f) and
Section & of the ONDCP circular Budget Execution, dated May 1, 2007.

hboutn A Sroniln

Elizabeth A. Fowler
Director of Office of Finance and Accounting
Indian Health Service

Notice - This is a limited official use report.
Distribution is limited to authorized officials.
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Page 3 - Director, Office of National Drug Control Policy

Attachinients ': (2)

1. Table~ Aleoholism and Substance Abuse Prevention Treatment Program Authorized Under P.L. 102-
573
2. Table — FY 2011 Drug Control Obligations

"“The first table attached to this report i$ necessary for uriderstanding the IHS drug control budget methodology.
The table titled “Alcoholism and Substance Abuse Treatmert and Prevention Program Authorized Under P.L.
102-573" shows the Alcohel and Substance Abuse budget ling item broken out by the activities authorized
originally in P.L. 100-690 and later included under P.1. 102-573. This table also includes the funding within
the: Urban Indian Health budget line item that supports aleohol and substance abuse treatment services.
However, funds are not appropriated or accounted for by these specific categories, but rather as the lump-sum
funds of Alcoliol and Substance Abuse and Urban Health. “The sscond table shows the obligations of these
funds as required by the Office of National Drug Control Policy Circular Drug Control Accouniing:

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




Indian Health Service
Alcoholism and Substance Abuse Prevention

Treatment Program
Authorized under P.L. 102-573

(Dollars in Thousands)

ATTACHMENT
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Crosswalk to

FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 Drug Control &
Amount of Funds Enacted Enacted Enacted Enacted Enacted Movyer Reports
ALCOHOL & SUBSTANCE ABUSE
Adult Treatment................. $83,947 $89,161 $96,607 $102,748 $102,781 Excluded*
Regional Treatment Ceriters $20,125 $23,403 $19,957 % $21,226 $21,226 Treathent
Community Education &

Training.....ccovvevveenmerenns $7.798 $8,282 $8,974 -$9,544 $9,544 Prevention
Comimunity Rehabilitation/

Aftercare.. $25,330 $26;903 $29,150 $31,003 $31,003 Treatment
Gila River... . $194 $206 $223 $237 -$237 Treatment
Contract Health Service...... $8,917 $9,471 $10,262 $10,914 $10,914 Treatment
Navajo Rehab: Program.... $343 $365 $395 $420 $420 Treatment
Urban Clinical Sgérvices........ $731 $776 $841 $895 $895 Treatment
Wellness Beyond

ABSHiNENCs..,.covvever v $842 $894 $969 $1,031 $1,031 Prevention
Meth Prev & Treatment....... - $13,782 $16,391 $16,391 $16,358 50/50 Tx & Prev
Total..... $148,227 $173,243  $183,769 $194,409 $194,409
URBAN HEALTH PROGRAM ¥

FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Amount of Funds Enacted Enacted Enacted Enacted Enacted
Expand Urban Programs.... $3,981 $3,407 $4,356 $4,239 $4,403 Treatment
Alcohol/Substance Abuse $148,227 $173,243 $183,769 $194,409 $194,409
Urban Health Program 3,981 3,407 4,356 4,239 4,403
GRAND TOTAL....coveciivnnirns $152,208 $176,650 $188,125 $198,648 $198,812

"The Urban Program was funded under P.L. 100-690, and s now funded under P.L. 102-573.
% The FY2009 furiding for the Regional Treatmerit Ceénters was adjusted based o Aréd Office reports: of funding levels.

¥ Urban Program amounts may vary from information reported in the Congressional Justifications. Urban Program numbers

are updated ahnually to reflect actuals obligations.

*Adult Treatment funds are excluded from the ONDCP Drug Gontrol Budget:and Moyer Anti-Drug Abuse methodologies because this: program
reflects the original authorized program for IHS with the sole focus of alcoholism treatment services for adults. This determination was made in
consultation with ONDCP when the:drug control budget was initially developed in the early - 1990s,

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




INDIAN HEALTH SERVICE
FY 2011 Drug Control Obligations

($000)
Enacted Obligated
Drug Resources by Function

Prevention $18,754 $10,873
Treatment $77,105 $69,395
$95,859 $80,268

Drug Resources by Decision Unit
Alcohol and Substance Abuse $91,628 $75,865
Urban Indian Health Program ’ $4,231 $4,403
$95,859 $80,268

¥ The appropriated amount for Urban Indian Health Programs was an
estimate. The Obligated amount reflects actual funding for the

designated programs in FY 2011,

Notice - This is a limited official use report.
Distribution is limited to authorized officials.
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TO: Donna Jones
Chief Financial Officer
National Institute on Drug Abuse
National Institutes of Health

FROM: Gloria L. Jarmon /ﬁl’v\/’” (7< QM/W

Deputy Inspector General for Audit Services

SUBJECT: Independent Attestation Review: National Institute on Drug Abuse Assertions
Concerning Drug Control Accounting for Fiscal Year 2011 (A-03-12-00353)

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) 2011 assertions concerning drug control
accounting.

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 10, 2011. 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 conta ned in its report; accordingly, we do not
express such an opinion.

Notice - This is a limited distribution report.
Distribution is limited to authorized officials.
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NATIONAL INSTITUTE ON DRUG ABUSE REPORT
NIDA reported obligations totaling $1,050,519,000.
In accordance with ONDCP requirements, NIDA made the following assertions:

» NIDA reported its actual obligations from its accounting system of record for the
reported budget decision units,

e NIDA’S drug methodology used to calculate obligations of prior year budgetary
resources by function were reasonable and accurate in accordance with the criteria in
section 6b(2) of the ONDCP Circular,

e the drug methodology NIDA disclosed in its report was the actual methodology used to
generate the required Table,

» NIDA’s obligations against a financial plan that was revised during the fiscal year were
reported in accordance with ONDCP requirements, and

* NIDA’s report reflected data associated with obligations against a financial plan that fully
complied with all Fund Control Notices and ONDCP budgetary circulars.

We performed review procedures on NIDA’s assertions and the accompanying table. 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 table was not fairly stated, in all material respects, based on the
ONDCEP Circular.

o o 3k ok ot sk ook

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 any questions or comments about this report, please do not hesitate to call me, or your staff
may contact Kay L. Daly, Assistant Inspector General for Audit Services, at (202) 619-1157 or
through email at Kay.Daly@oig.hhs.gov. Please refer to report number A-03-12-00353 in all
correspondence.

Attachment
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,\\ m{(/&l DEPARTMENT OF HEALTH & HUMAN SERVICES Public Heallh Service

National Institutes of Health
NOV 1 0 2011 National Institute on Drug Abuse
Bethasda, Maryland 20892

MEMORANDUM TO: Director
Office of National Drug Control Policy

THROUGH: Sheila Conley
Deputy Assistant Secretary of Finance
Departiment of Health and Humnan Services

FROM: Donna Jones /\Q&Mm m
Chief Financial Officer
National Institute on Drug Abuse

SUBJECT: Assertions Coricerning Drug Control Accounting

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

Obligations by Budget Decision Unit

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

Drug Methodalogy

[ assert that the drug methodology used to calculate obligations of prior year budgetary resources
by function for the institute was reasenable and accurate in:accordance with the criteria listed in
Section 6b(2) of the Circular. In accordance with these criteria, I have documented data which
support the drug methodology, explained and documented other estimation methods (the
assumptions for which are subject to 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.

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

FY 2011 actual obligations were deterrnined by identifying NIDA. support for projects that
address drug prevention and treatment. Projects for inclusion in the ONDCP budget are
identified from the NIDA coding system and database known as the “NEPS” system (NIDA
Extramural Project System). Data are entered into this system by program staff. NIDA does not
need to make any assumptions or estimates to isolate its total drug control obligations as the total
appropriation is drug control.

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

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

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

The total of NIDA’s regular appropriation for 2011 was $1,050,541,903. NIDA obligated
$1,050,518,644 and $23,259 lapsed. The actual amount obligated reconciles to the NIDA
Database system. The total of $1,050,518,644 does not reconcile to the FY 2011 column of the
FY 2012 Congressional Justification (CJ). This is because the FY 2011 column of the FY 2012
CJ includes 1 comparable transfer totaling $901,000 and per CR House Language Section 1813
excludes a reduction of $7,201,000 and fot General .2% reduction exclitdes reduction of
$2,105,000. The adjustments to the FY 2011 column are determined by the NIH, DHHS and
OMB.

Application of Methodology

I assert that the drug methodology described in the preceding section was the actual methodology
used to generate the table required by Section 6a. NIDA has not modified its drug methodology
from the previous year. The differerice between NIDA’s actual obligations and the National
Drug Control Strategy Budget summary number for FY 2011 are for the same reasons described
above for the FY 2011 column of the FY 2012 CJ.

Reprogrammiings or Transfers

I assert that the obligation data presented are associated against a financial plan that, if revised
during the fiscal year, properly reflects those changes, including ONDCP’s approval of
reprogrammings or transfers affecting drug-related resources in excess of $1 million that

Notice - This is a limited distribution report.
Distribution is limited to authorized officials.




ATTACHMENT
Page 3 of 4

occurred during the fiscal year. As-described above, NIDA had the following adjustments to its
appropriation for FY 2010: (1) one comparable transfer totaling $901,000, (2) a reduction Of
$7,201,000 and (3) a reduction of $2,105,000.

Fund Control Notices
I assert that the obligation data presented are associated against a financial plan that complied

fully with all Fund Control Notices issued by the Director under 21 U.S.C. 1703(f) and with
ONDCEP Circular Budget Execution, dated May 1,2007.

Notice - This is a limited distribution report.
Distribution is limited to authorized officials.




NATIONAL INSTITUTES OF HEALTH
NATIONAL INSTITUTE ON DRUG ABUSE
FY 2011 Actual Obligations
(Dollars in Thousands)

. RESOURCE SUMMARY
FY 2011
Actual
Drug Resources by Function:
Prevention 411,622
Treatment 638,897
Total 1,050,519
Drug Resources by Decision Unit;
Demand Reduction 1,050,519
“Total 1,050,519
HIDTA Transfer
ICDE Resources

ATTACHMENT

Differences Between (1) Actual Obligations and (2) the FY 11 Column of the
FY 12 CJ and the National Drug Control Strategy Budget Summary

(Dollars in Thousands)

Total 2011 Col. of the FY 2012 CJ; National Drug Control Strategy
1 Comparable Transfers

Specific Reduction Section 1813 ( CR House)

General .2% Reduction

Lapse of Funds

Total Obligations

Notice - This is a limited distribution report.
Distribution is limited to authorized officials.
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_TO: Patrick O’Rourke

Chief Finar;cjial Officer
- “Office of Financial Policy and Cotitrols
Health Resources: and Services: Administration

FROM: Gloria L. Jarmon A o 0( 7]
Deputy Inspector General for Audit Services

SUBJECT: Independent Attestation Review: Health 'Resou-r’ées and Services Administration
Drug Control Accounting for Fiscal Year 2011 (A-03-12:00357)

The purpose of this report isto provide the restilts of our attestation review of the Health
Resources and Services Administration (HRSA) fiscal year (FY) 2011 drug control accoufiting

and the accompanying FY 2011 Drug Control Obligations Sumiary.

Pursuant to 21 U.S.C. § 1704(d)(A), €ach National Drug Control Program agency must submitto
the Director of the Office of Nationdl Drug Conttol Policy (ONDCP), not later than February 1
of each year, a detailed accounting of all funds expended by the agency for National Drug
Contrel Program activities dliring the previous FY. The section further requires such-accounting:
“to be autherticated by the Inspector General for each agencey prior to:submission to the
Director.” The report is the responsibility of HRSA’s management and was prepared by HRSA
in accordance with section 9 of the ONDCP Circular entitled Drug Conirol Accounting, dated
May 1,2007. Section 9-allows an‘agency included in the National Drug Control Budget with
prior-year drug-related.obligations of less than $50 million ‘to submit an alternative repott to
ONDCP consisting of only the table of prior-year drug contro] obligations and omitting all other
disclosures, ; ' ‘ '

Asrequired by 21 U.S.C. § 1704(@)(A), we reviewed the-attached HRSA report entitled “Health
Resources and Services Administration Drug Control Accounting for Fiscal Year 2011,” dated
December 19, 2011. 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 seope
than an examination, the objective of which is to express an opinion on 'management’s report;
accordingly, we do not éxpress such an opinion, .

Notice - This is a limited official use report.
Distribution:is limited to authorized officials.
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HEALTH RESOURCES AND SERVICES ADMINISTRATION’S REPORT

HRSA’s report consisted of its FY 2011 Drug Control Obligations Summary, which reported

_ obligations totaling $16.9 million. HRSA chose to provide the alternate report in lieu of a -

detailed report and provided a statement, as required by the ONDCP Clrcular 1hat full

- compliance would constitute an unteasonable reporting burden.

We performed review procedures on HRSA’s FY 2011 Drug Control Obhgatlons Summary In
general, we limited our review procedures to inquiries and analytical procedures approprlate for
our attestation review.

OFFICE OF INSPECTOR GENERAL CONCLUSION

Based on our review, nothing came to our attention that caused us to believe that HRSA’s

FY 2011 drug control accounting report and the accompanying FY 2011 Drug Control
Obligations Summary were not fairly stated, in all material respects, based on the ONDCP
Circular, Further, nothing came to our attention that caused us to doubt that full comphance with
the Circular would constitute an unreasonable reporting burden.

hodokkddkd

_ This report is intended solely for the information and use of Congress, ONDCP, and HRSA and is

not intended to be, and should not be, used by anyone other than these specified parties. If you -
have any questions or comments about this report; please do not hesitate to call me, or your staff
may contact Kay L. Daly, Assistant Inspector General for Audit Services, at (202) 619-1157 or
through email at Kay.Daly@oig.hhs.gov. Please refer to report number A-03-12-00357 in all
correspondence,

Attachment
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DEPARTMENT OF HEANTH & HUMAN SERVICES Health Resources and Services

Adin (4]

R """ December 19, 2011

MEMORANDUM T0O:

THROUGH:
FROM:

~SUBJECT:

Rockville ME. 20867

Diroctor
Qffico:of National Drug Contral Polisy

Shetla Conley
Depuly Agsistant Sgoretary-of Finance ~ -
Deypiieh el and Human Services

;fChipI‘.nFiptjmpi-.al’ Officer
Office of Fingricid] Policy atid Controls

Health Resources and Services Administration Drig Contro)
Avestinting for Fiscal Vear 2011

el Policy Circuddr: Drug Control

5.and Services Administration’s (HRSA)
is enclosed. Since HIRSA's abiligations for
old of $50million, we attest that fulk

compliznce witk the ONDCP Cireulat would gonstifute an unreasonable reporting burde,

Notice - This is a limited official use report.
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DEPARTMENT OF HEALTH AND HUMAN SERVICES
Health Resources-and Services Adminis¢ration.

Drug Resources y- unc-tin. i
Treatment ‘ /°$2338 $16.9

Drng Resources by

cisfon Uni_t:‘
Bureatr of P ' €

C

Methadology: The; Health Center Progratn Tiniform Data System (UDS) tracks a Varety
of ififormation, inicludihg patfenit deftiogtaphics, servicoes provided, staffing, clihical
indicators, utilization rates, casts, and revenues, UDS data are coll ected annually from
grantees and reported af the grantee, stafe, and national levels. The UDS reporting
provides a reasonable basis for estimating the share of the Health Center Program. grant
finding used for gubstance dbuse treatmeit by health cpitters. Using the datareflected in
the most current UDS atthe time estimates are made, total costs. of substarice abuss services is

~divided by tutal vosts of'll services to-obtaina subistange abuse percentage (SA%). The funding

estimates in the table above were computed -as described below:

FY 2011 Confinying Resolutior (CR) levels?

$15.7miflion  SA%.(81%3x 2009 UDS fotal grant dolfars spent by health centers

o (81,940 million); plus, ] _ )
$8.Lmillion.  SA%x 2011 Affordable Care Act dollars appropriated for Health-Center
- Progtam services ($1 billion)

ated Lovel: $16.9 million . 7 :
SA%(73%) » FY 2011 Health Cesttor Program grants.awarded for healtl ceriter:
services ($2; 250 million)

'Pfgase note that the SA%.for the FY 11 CR lgvel estimate was based on 2009 UDS, which was
the most current data avatlable af:the:time. The.FY 2011 obligated level esfimate was caleulated -
using an SA% based on 2010 UDS data, Additionally, dats limitations do not allow aknown
split between. prevention and treatment activities. Tt-was decided to show-all resources in'the
treatmont catogory to tfleot.the mantier-in which a significant indjority afthe funding is spent.

! Methodoio_gy‘Modiﬁcaﬁon:None 7

Material Weaknesses or Other Findings: None
Reprogrammings or Transfers: None:

OtherDisclosures: None

Notice - This is a limited official use report.
Distribution is limited to authorized officials.
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TO: Patrick O’Rourke.
Chief Financial Officer

- Office of Financial Policy and Controls
Health Resources and SerV1 """ ces Admmlstratwn

FROM: Gloria L. Jarmon Sian
Deputy Inspector General for Audit Services

SUBJECT: Independent Attestation Review: Health Resources and Services Administration
Fiscal Year 2011 Performance Summary Report for National Drug Control
Activities (A—03 12-00358)

The purpose of this report is'to provide the results of ol atte'st_a'ti'on review of ’tth'ealtrh
Resources and Services Administration (HRSA) Performance Summary Report for National
Drug Control Activities for fiscal year (FY) 2011,

Pursuant to 21 U.S.C. § 1703(b)(13), each National Drug Control Program agency must submit
to the Director of the Office of National Drug Control Policy (ONDCP) an evaluation of the
progress by the agency with respect.to drug control program goals usingthe performance
measures established for that agenicy. Section 1703(d)(7) authorizes ONDCP to “monitor
implementation of the National Drug Control Program, including — (A) conducting program and
performance audits and evaluations,” ONDCP may request “assistance from thé Inspeclor
General of the relevant ageney in such audits and evaluations,”

The report is the responsibility of HRSA’S management and was prepared by HRSA in
accordance with section 9 of the ONDCP Circular entitled Drug Control Accounting, dated
Mdy 1,2007. Section 9 allows an agency included in the National Drug Control Budget with
prior-year drug-related obligations of less than $50 million to submit an altethative report.
ONDCP officials determined that HRSAs alternate report would consist of ohe performance
measure, 1nclud1ng ptior=year performance targets and results, current-year targets, and
procedures used to ensure the quality of performance data but omitting all other disclosures.

Pursuant to 21 U.S.C. § 1703(d)(7) and in compliance with the ONDCP Circular; we reviewed
the attached HRSA report entitled “FY 2011 Performance Summary Report for National Drug
Control Activities,” dated December 19, 2011. We conducted out attestation teview 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

Notice - T hts is a limited official use report.
Distribution is limited to authorized off cials.
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substantially less in scope than an examination, the objective of which is to express an opinion
on management’s report; accordingly, we do not express such an opinion.

HEALTH RESOURCES AND SERVICES ADMINISTRATION’S

- PERFORMANCE SUMMARY R'EPORTV'V

HRSA’s performance summary report included one measure for National Drug Control Program
activities: the number of health center grantees providing substance abuse counseling and
treatment services. HRSA chose to provide the alternative report in lieu of a detailed report and
assertions and provided a statement, as required by the ONDCP Circular, that full compliance
would constitute an unreasonable reporting burden. '

We performed review procedures on the performance summary report. 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 HRSA’s
performance summary report for FY 2011 was not fairly stated, in all material respects, based on
the ONDCP Circular. Further, nothing came to our attention that caused us to doubt that full
compliance with the Circular would constitute an unreasonable reporting burden. :

" ek il ok

This report is intended solely for the information and use of Congress, ONDCP, and HRSA and is -

not intended to be, and should not be, used by anyone other than these specified parties. If you

“have any questions or comments about this report, please do not hesitate to call me, or your staff

may contact Kay L. Daly, Assistant Inspector General for Audit Services, at (202) 619-1157 or
through email at Kay.Daly@oig.hhs.gov. Please refer to report number A-03-12-00358 in al

correspondence, :

Attachment
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DEPARTMENT OF HEALTH & HUMAN SERVICES " Health Resources and Serviges,
: Admlmstr&ﬁon 7

Deseniber 19, 2011 Roekville MD 20867

MEMORANDUM TO: Rirector
’ Office of National Drug Control Poley

. THROUGH: . Norris Cochran
Deputy Agslstant Seeretary, Budget
' o Ith and Huinan Seéfviees

FROM:” ric] ke T
-Ckuafhnancxal Officer
J Office of Finanoial Poliey and Controls
Services Administration Performance

SUBJECT: Health Resources a

" Surnaty Report sedl Year 2011

In-accordance with the Office of National Drug Gentrol Poloy Cireular: Brug Control,
Accounting isswed May 1, 2007, the Health Resources and Services Adiministiation’s (HRSAY

Fiscal Year 2011 Performance Summary is englosed. Since BIRSA’s obligatiolis for drug-related
 activities fall below the reporting threshold of $50 miflion, we attest that fisll comphancc, with: the
ONDCP Circular would constitute an unreasonable réporting burden,

Notice - This is a limited official use report.
Distribution is limited to authorized officials.
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Page:2
FY2011 Performance Summary Report for National Drug Congrol Activities
Detigion Unit: Burear for Priniary Health Care o

‘Table I; Measure 1

Nymber of Health Center , Uniform
gntess providing | phg | gy 243 |Awg 12| 243 | Do
substanée abuse Gounseling : 2012 Syster

and treatment services.

The Health Center Program Uniform Data System (UDS) tracks & variety of information,
including patient demographics, services provided, staffing, clifical indicators, utilization rdtes,
costs, and revenues. UDS data are collected. annually from grantees and reported at the grantee,
state, and national levels. Inthe annual UDS report (Table § — Staffing and Utilization), each
health genter reports onthe number of FTEs, patients and patient visits supparted by their Health
Certer Program grant, separated into clinieal sefvice ¢ategories, including substance abuse
services. Atotal of 1,124 health centers reported inthe 2010 UDS. In a query of the 2010 UDS
a total of 243 health genters reporfed FTEs, patients, and/or patient visits in'the substance abuse
cptegory.

Procedures used to ensure quality of performance data ~ UDS

BPHC requires that grantees submit an arnual UDS Report-on 2 standardized (calendar) year:.
Because of the importanes of accurasy in theése datd, 4ll reports are sibbjested to an irtensive
editing process. This process, conducted under contract, involves substantial computer editing
plus the use of highly skilled, highly experienoed, reviewers wha are familiar with health center
operations, and business and IT praoctices. Reviewers réoeive annual training.

Editing takes place af three distinet points in.the overall process;

1. At grantee, priorfo submission, As fhie grantees enter data.inte the EHB they are
informed prior to-their submissionof thie datato-BPHC, of any-of reughly 600 — 700
errors which might be detected. This process generally results in gif of the mathematical
errors.and most of the logical errors being corrected priorto submission.

2. Upon receipts ‘Onté submitted, the data sire subjected to. a teview to detéfine that all
tequired information has been submitted, Missing tables and, especially, missing sub-

Notice - This is a limited official use report.
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Page 3

tables relating o individual programs; are identiffed and grantees are contacted to obtain
the missing information. These submissions ate held until complete,

3. By l:evi'gw.erg,_ Onge the staff review has determined that the reports are complete, they
are forwarded to:a reviewer for actual review, and correction (as needed).
\ : ,

Notice - This is a limited official use report,
Distribution is limited to authorized officials.
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TO: Daryl Kade
Director
Office of Financial Resources
Substance Abuse and Mental Health Services Administration

~

FROM: Gloria Jarmon g
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
2011 (A-03-12-00351)

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) 2011 assertions
concerning drug control accounting and accompanying Table of Prior Year Drug Control
Obligations: FY 2011 (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 December 6, 2011. 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.

Notice - This is a limited distribution report.
Distribution is limited to authorized officials.
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SUBSTANCE ABUSE AND MENTAL HEALTH SERVICES
ADMINISTRATION’S REPORT

SAMHSA’s report consisted of the Table, which reported obligations totaling $2,663,200,000,
and related exhibit.

In accordance with ONDCP requirements, SAMHSA made the following assertions:

e SAMHSA reported its actual obligations from its accounting system of record for the
reported budget decision units,

e SAMHSA’S drug methodology used to calculate obligations of prior year budgetary
resources by budget decision unit were reasonable and accurate in accordance with the
criteria in section 6b(2) of the ONDCP Circular,

e the drug methodology SAMHSA disclosed in its report was the actual methodology used
to generate the required Table,

e SAMHSA’s obligations against a financial plan that was revised during the fiscal year
were reported in accordance with ONDCP requirements, and

e SAMHSA’s report reflected data associated with obligations against a financial plan that
fully complied with all ONDCP budgetary circulars.

We performed review procedures on SAMHSAs assertions and 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 accompanying Table were not fairly stated, in all material respects, based on the
ONDCEP Circular.

% 3 o o ofe ofe ook

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 any questions or comments about this report, please do not hesitate to call me, or your
staff may contact Kay L. Daly, Assistant Inspector General for Audit Services, at (202) 619-1157
or through email at Kay.Daly@oig.hhs.gov. Please refer to report number A-03-12-00351 in all
correspondence.

Attachment
Notice - This is a limited distribution report.
Distribution is limited to authorized officials.
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X SAMHSA

1 Choke Chsmy Road » Rockills, MD 20857
www.samhsa.gov » 1-877-SAMHSA-7 (1-BT7-726-4727) Mg

Qﬁﬁnmm‘

DEC 0 ¢ 201
To: Director
: Office of National Drig Control Policy
Through: Deputy Assistant Secretary for Finance
Department of Health and Human Services
From; Chief Financial Officer
Substance Abuse and Mental Health Services Administration
Subject: Assertions Concerning Drug Conitrol Accounting

NOTE: This memorandum replaces the original dated November 10, 2011, During the
assembly of the FY 2011 Assertion Report, the incorrect Obligations by Drug Control Function
Table (4 table that is part of Exhibit A-Drug Control Methodology) was inserted info the
document. This has been corrected and is part of the updated Exhibit A. No other changes were
mage,

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

Obligations by Budget Decision Unit

I assert that obligations reported by budget decision uait are the actual obligations from'
SAMHSA's accounting system of record for these budget decision units.

Drug Methodology

D assert that the drug methodology used to calculate obligations of prior year budgetary resources
by function for SAMHS A was reasonable and accurate in accordance with the criteria listed in
Section 6b(2) of the Circular. In accordanice with these criteria, I have documented/identified
data which support the drug methodology, explained and documented other estimation méthods
(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

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

TR

Behavioral Health is Essential To Health + Prevention Works * Treatment is Effective. * People Recover

Notice - This is a limited distribution report.
Distribution is limited to authorized officials.
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Reprogrammings or Transfers

T assert that the data presented are associated with obligations against a financial plan that was
tevised during the fiscal year t0 include funds received from ONDCP in support of the Drug
Free Communities Prograin, SAMHSA received a total of $92,976,974 from ONDCP via
Interagency Agreements to fund activities of the Drug Free Communities Program in FY 2011.
SAMHSA had no-other reportable reprogrammings or transfers in FY 2011,

Fund Control Notices

L assert that the data presented are associated with obligations against SAMHSA’s financial plan
which complied fully with all ONDCP Budget Circulars.

D . Kade
Chief Finaricial Officer
Attachments:

Table of Prior Year Drug Control Obligations, FY 2011
Exhibit A - Drug Control Methodology

LA

Behavioral Health is 'Essential To Health - Prevention Works: * Treatment Is Effective * People Recover
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SUBSTANCE ABUSE AND MENTAL HEALTH
SERVICES ADMINISTRATION
Table of Prior Year Drug Control Obligation
FY 2011 :
(Dollars in millions)
Obligations by Drug Control Function
Prevention... . 670.1
Treatment .. . : 1,993.1
Total ...... , $2,663.2
Obligations by Budget Decision Unit
Programs of Regional and National Significance v 662.7
Substance Abuse Prevention (Now-add) v (195.6)
Substance Abuse Treatment (Non-add) o (467.1)
Drug Free Communities Program ¥ . w930
Substance Abuse Block Grant ¥ - 1,782.5
Othier Activities ¥ . 232
Program MAnagement ¥.............v.oevesvissscossssssscsosssessssssessssssesssessessssmensessseessoressresssessss 101.8
Total . ; $2,663.2

Footnotes:

" PRNS obligations reflect direct obligations against SAMHSA budget authority. Reimbutsable
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 fand,

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

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

“Other Activities includes Behavioral Health IT ($5.250 million) and Health Surveillance ($18.0
million funded from the ACA Prevention Fund),

5 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 distribution report
Distribution is limited to authorized officials.
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Exhibit A

Drug Methodology - Actual obligations of prior year drug coritrol budgetary tesources
are derived from the SAMHSA Unified Financial Management System (UFMS), PSC
Status of Funds by Allotment and Allowance Réport.

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

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

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

¢ Drug Free Community Program funds provided by Interagency Agreements with
ONDCP;

* 20% of Other Activities; including obligations related to receipt of PHS
evaluation funds;

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

» 20% of the actual obligations of SAMHSA Program Management funds,
including obligations related to recéipt 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 Stafe involved will
expenid not less than 20 percent for programs for individuals who do not require
treatment for substance abuse™ (or, in otlier words, for primary prevention activities,
reference PHS Act, Sec. 1922(a)(1)). For expediency and simplicity, program
management actusal obligations have also been allocated to the prevention function
using the 20% factor as & proxy.

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

* CSAT’s Programs of Regional and National Significaiice (PRNS) direct funds,
excluding reimbursable authority obligations, but including obligations related to
receipt of PHS Evaluation funds, and funding for SBIRT from the ACA
Prevention Fund

*  80% of Othier Activities, including obligations related to receipt of PHS
evaluation funds;

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

* 80% of the actual obligations of SAMHSA. Program Management funds,
including obligations related to teceipt 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 §0% 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 distribution 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 Initeragency Agreements with SAMHSA are included in the
Obligations by Budget Decision Unit display (CSAP); and,

» Funding appropriated in FY 2011 for Behavioral Health IT and Health
Surveillance has been included in this year’s report.

* ® @ o o

Included in this Drug Contro] Accounting report for FY 2011 are 100% of the actual
obligations for these six budget decision units, minus reimbursements. Obligations
against funds 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 — There has been no change in the SAMHSA accounting
methodology from that used in the FY 2010 Drug Control Accounting Report.

Reprogrammings or Transfers - SAMHSA entered into Interagenicy Agresments with
ONDCP in the amount of $92,976,974 to fund activities of the Drug Free Communities’
Program in FY 2011, SAMHSA had no other reportable reprogrammings or transfers in
FY 2011, ’

Other Disclosures — None:

Notice - This is a limited distribution report.
Distribution is limited to authorized officials.
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Office of Inspector General

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

JAN 30 2012

MEMORANDUM FOR: Rear Admiral Stephen P. Metruck
Assistant Commandant for Resources and
Chief Financial Officer
United States Coast Guard

FROM: Anne L. Richards%/wzm

Assistant Inspector General for Audits

SUBJECT: Independent Review of the U.S. Coast Guard’s Reporting of FY 2011
Drug Control Obligations

Attached for your information is our final report, Independent Review of the U.S. Coast Guard’s
Reporting of FY 2011 Drug Control Obligations. This report contains no recommendations.

We contracted with the independent public accounting firm KPMG LLP (KPMG) 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 was unable to complete the review. As a result, KPMG was unable to report on
the Table of FY 2011 Drug Control Obligations and related disclosures.

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

Attachment



Department of Homeland Security
Office of Inspector General

Independent Review of the
U.S. Coast Guard’s Reporting of
FY 2011 Drug Control Obligations

OI1G-12-31 January 2012



Office of Inspector General

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

JAN 30 2012
Preface

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

This report presents the results of the review of the Table of FY 2011 Drug Control Obligations and
related disclosures of the U.S. Coast Guard for the fiscal year ended September 30, 2011, for the
Office of National Drug Control Policy. We contracted with the independent public accounting firm
KPMG LLP (KPMG) to perform the review. U.S. Coast Guard management prepared the Table of
FY 2011 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 was unable to complete its review and report on the Table
of FY 2011 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.

Yune Nttt

Anne L. Richards
Assistant Inspector General for Audits



KPMG LLP

Suite 12000

1801 K Street, NW
Washington, DC 20006

January 20, 2012

Ms. Anne Richards

Assistant Inspector General for Audits
Office of the Inspector General

U.S. Department of Homeland Security
Stop 2600 (AUD/FM)

245 Murray Drive Building 410
Washington, DC 20528

Dear Ms. Richards:

We were engaged to review the Table of FY 2011 Drug Control Obligations and related disclosures,
and the accompanying management’s assertions of the U.S. Department of Homeland Security’s
(DHS) United States Coast Guard (USCG) for the year ended September 30, 2011. USCG
management is responsible for the Table of FY 2011 Drug Control Obligations, related disclosures,
and the assertions.

The Office of National Drug Control Policy (ONDCP) Circular, Drug Control Accounting, dated

May 1, 2007 (the Circular), requires management to disclose any material weaknesses or other findings
affecting the presentation of data reported, and to make certain assertions related to the financial
systems supporting the drug methodology used in compilation of the Table of FY 2011 Drug Control
Obligations and related disclosures. Management reported that it cannot provide assurances as to the
integrity of the financial data contained in its Table of FY 2011 Drug Control Obligations and related
disclosures; and management has not provided an assertion that the financial systems supporting the
drug methodology yield data that fairly present, in all material respects, aggregate drug-related
obligation estimates.

In accordance with applicable professional standards, without certain representations made by
management, including the integrity of the financial data and its systems, we are unable to complete
our review of USCG’s Table of FY 2011 Drug Control Obligations, related disclosures, and
management’s assertions. Accordingly, we are unable to provide an Independent Accountants’ Report
on the USCG’s Table of FY 2011 Drug Control Obligations, related disclosures, and management’s
assertions for the year ended September 30, 2011, pursuant to the requirements of the Circular.

Sincerely,

%—'m

Scot G. Janssen,
Partner

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.



Commandant

U.S. Department of
United States Coast Guard

Homeland Security

United States
Coast Guard

Mr. John D. Shiffer

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

Dear Mr. Shiffer,

2100 Second Street, SW.
Washington, DC 20593-0001
Staff Symbol: CG-821

Phone: (202) 372-3512

Fax: (202)372-2311
Email:Rebecca.E.Ore@uscg.mit

7110
JAN 17 2012

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 2011 drug

control obligations, methodology, and assertions.

If you require further assistance on this information, please contact LCDR Lexia Littlejohn at

(202) 372-3513.

Sincerely,

Cap in, U.S. Coast Guard
Chief, Office of Budget and Programs

Copy: DHS Budget Office

Enclosures:

(1) USCG FY 2011 Detailed Accounting Submission

(2) Independent Auditors’ Report Exhibit I — Material Weaknesses in Internal Control —

U.S. Coast Guard
(3) 2011 USCG Assurance Statement



Enclosure 1

U.S. DEPARTMENT OF HOMELAND SECURITY
UNITED STATES COAST GUARD
Detailed Accounting Submission of FY 2011 Drug Control Funds

DETAILED ACCOUNTING SUBMISSION
A. Table of FY 2011 Drug Control Obligations

RESOURCE SUMMARY
(Dollars in Millions) 2011 Actual
Drug Resources by Drug Control Function: Obligations
e Interdiction $1,405.661
e Research and Development $2.395

Total Resources by Function $1,408.056

Drug Resources by Budget Decision Unit:

e Operating Expenses $739.622
e Reserve Training $14.225
e Acquisition, Construction, and Improvements $651.814
e Research, Development, Test and Evaluation $2.395

Total Drug Control Obligations $1,408.056

1. Drug Methodology

In FY 2000, a methodology known as the Mission Cost Model (MCM) was developed to present United
States Coast Guard (Coast Guard) missions using activity based cost accounting principles. The MCM
is an estimate of operational mission costs allocated across Coast Guard’s 11 mission/programs. The
information reported is timely and is derived from an allocation process involving the Coast Guard’s
financial statement information. 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 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. Coast Guard is required to report its drug control funding to the Office of National Drug
Control Policy (ONDCP) in four appropriations, categorically called decision units. The Coast Guard’s
drug control funding estimates are computed by closely examining the decision units that are comprised
of: Operating Expenses (OE); Reserve Training (RT); Acquisition, Construction, and Improvement
(AC&lI); and Research, Development, Test, and Evaluation (RDT&E). Each decision unit contains its
own unique spending authority and methodology.



1. Drug Methodology (cont.)

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. The mechanics of the MCM methodology
used to derive the drug control information for each decision unit's drug control data follows.

Mission Cost Allocations

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.
The basic MCM is therefore based on OE asset costs and support activities. 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 statutory missions 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 statutory missions 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. Allocation of RT funding to the Coast Guard’s drug
interdiction mission is done using the same methodology as the OE appropriation.

The methodology used to develop the drug funding estimate for AC&lI is systematically different from that
of OE and RT because AC&I is a multi-year appropriation. AC&I drug funding levels for budget authority
(BA) and obligations are developed through an analysis in which each project/line item is associated with a
discrete driver that best approximates the contribution that asset or project will contribute to each of the
Coast Guard’s 11 statutory missions when the asset or project is delivered . BA is derived from the agency's
annual enacted appropriation and obligation data is derived from the final financial accounting Report on
Budget Execution (SF-133). The methodology used to develop the drug-funding estimate for RDT&E is
similar to that of AC&l.

Mission Cost Model Application & Results — The two chief input drivers to the MCM are:

e Financial costs of each Coast Guard asset and other expenses areas, made up of direct, support and
overhead costs.

e FY 2011 AOPS hours — The support and overhead costs for each asset and other expenses element
is applied to hours projected from the FY 2011 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 FY 2011. The overall effect of the computed amount from the static baseline
and reality of AOPS results in a percentage to drive Coast Guard OE expenditures allocation across
11 statutory missions.

Normalize to Budget Authority or Obligations — The program percentages derived from the MCM are then
applied to total OE, RT, AC&I and RDT&E FY 2011 BA and obligations (see Attachments A, B, C and D,
respectively), depending upon the reporting requirement.




2. Methodology Modifications

The methodology described above is consistent with the previous year.

3. Material Weaknesses or Other Findings

As identified in the Department of Homeland Security (DHS) Chief Financial Officers (CFO) Act of 1990
audit and feedback provided in the enclosed FY 2011 Independent Auditors’ Report: Exhibit | — Material
Weaknesses in Internal Control over Financial Reporting (Enclosure 2) and described in the enclosed FY
2011 U.S. Coast Guard Assurance Statement (Enclosure 3), the Coast Guard cannot assert to the reliability
of general property, plant, and equipment (PP&E), environmental liabilities, and their related effects, if
any, on other balances presented in the DHS financial statements as of September 30, 2011. As such, the
Coast Guard cannot provide assurances as to the integrity of the financial data contained in this report.

The Coast Guard’s Financial Strategy for Transformation and Audit Readiness (FSTAR) continues to guide
the Mission Action Plans that strengthen the internal controls leading to assurance over financial
information. This effort seeks to attack the root causes and implement long term solutions of the identified
material weaknesses and other financial management issues. The Coast Guard will continue to build on its
ongoing successes achieved in supporting the completeness, existence, and valuation of its vessels, aircraft,
and small boat assets and the significant progress to incorporate vehicles. The Coast Guard will use lessons
learned in these areas and the momentum attained to achieve its objective of supporting the auditability of
the general PP&E line item by September 30, 2012.

Since environmental liabilities depend substantially on capitalized property efforts, the Coast Guard will
refine the estimated liabilities associated with real property, such as lighthouses, buildings, land, and
structures in FY 2012. This effort is dependent on the development of a complete inventory of Coast Guard
real property assets. Furthermore, the Coast Guard will implement the 11-month environmental liabilities
program management plan to develop initial cost-to-study estimates for environmental liabilities associated
with the Coast Guard’s known assets. Cost-to-study estimates represent the appropriate minimum liability
for known conditions for which there is insufficient cost data to estimate the cost to remediate the known
condition. The Coast Guard will also develop the groundwork for future refinement and sustainment of
estimates and a comprehensive program to identify and properly assess conditions at Coast Guard sites in
accordance with the 11-month plan. Additionally, the Coast Guard 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. Of note, due to ongoing remediation efforts guided by
FSTAR, the Coast Guard helped the Department of Homeland Security achieve a qualified audit opinion on
the consolidated Balance Sheet as of November 15, 2011.

4. Reprogrammings or Transfers

During FY 2011, the Coast Guard had no transfers or reprogramming actions affecting drug related budget
resources in excess of $1 million.

5. Other Disclosures

The following provides a synopsis of the United States Coast Guard’s FY 2011 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 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. 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 cross-
over contributes to the challenges the Coast Guard faces when reporting costs for its mission areas.

Coast Guard's Drug Budget Submission

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
statutory missions. All drug interdiction operations, capital improvements, reserve support, and research
and development efforts are funded out of general Coast Guard appropriations.

For the most part, the Coast Guard drug control budget is a reflection of the Coast Guard’s overall budget.
The Coast Guard’s OE 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 the Office of National Drug Control Policy (ONDCP) for the
NDCS Budget Summary.



B. Assertions

1) Obligations by Budget Decision Unit — N/A. As a multi-mission agency, the Coast Guard is
exempt from this reporting requirement.

2) Drug Methodology — 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. However, the methodology used to produce the drug interdiction funding in this
report is a repeatable mission spread process which the Coast Guard incorporates throughout its
annual budget year submissions and mission related reports. These submissions include: Resource
Allocation Proposal (RAP), Resource Allocation Decision (RAD) and the Office of Management
and Budget’s (OMB) MAX budget update of Coast Guard’s Congressional Budget submissions and
the DHS CFO Statement of Net Cost report. The criteria associated to this assertion are as follows:

a) Data — The percentage allocation results derived from its MCM methodology are based on the
most current financial and AOPS data available.

b) Other Estimation Methods — No other estimation methods are used.

c) Financial Systems — Financial data used in this methodology are derived from CAS and SFLC
systems. No other financial system or information is used in developing program or mission area
allocations. The Coast Guard cannot provide assurances as to the integrity of the financial data
contained in this report since it has not fully implemented corrective actions to remediate
weaknesses identified by the independent auditors during the annual DHS CFO Act audits. As a
result, the Coast Guard could not assert to the completeness, existence (validity), accuracy,
valuation or presentation of its financial data in this report.

3) Application of Drug Methodology - The methodology disclosed in this section was the actual
methodology used to generate the drug control obligation funding table required by ONDCP
Circular: Drug Control Accounting May 1, 2007 Section 6A. Documentation on each decision unit
is provided.

4) Reprogrammings or Transfers - During FY 2011, Coast Guard had no transfers or reprogramming
actions affecting drug-related budget resources in excess of $1 million.

5) Fund Control Notices —-ONDCP did not issue Coast Guard a Fund Control Notice for FY 2011.



Attachment A

OPERATING EXPENSES (OE)
MISSION COST MODEL OUTPUT:

1. Search and Rescue (SAR)
2. Marine Safety (MS)
3. Aids to Navigation (ATON)
4. Ice Operations (10)
5. Marine Environmental Protection (MEP)
6. Living Marine Resources (LMR)
7. Drug Interdiction
8. Other Law Enforcement (OTH-LE)
9. Migrant Interdiction
10. Ports, Waterways & Coastal Security (PWCS)

11. Defense Readiness

Total OE Obligations

Note: Includes -$58,812 recoveries of prior year obligations.

(dollars in thousands)

FY 2011
Obligations % of total
745,993 10.80%
593,962 8.60%
1,287,463 18.64%
151,060 2.19%
165,585 2.40%
642,880 9.31%
739,622 10.71%
117,304 1.70%
469,136 6.79%
1,407,502 20.38%
586,951 8.50%
$ 6,907,458 100%




10.

11.

RESERVE TRAINING (RT)
MISSION COST MODEL OUTPUT:

. Search and Rescue (SAR)

. Marine Safety (MS)

. Aids to Navigation (ATON)

. Ice Operations (10)

. Marine Environmental Protection (MEP)
. Living Marine Resources (LMR)

. Drug Interdiction

. Other Law Enforcement (OTH-LE)

. Migrant Interdiction

Ports, Waterways & Coastal Security (PWCS)

Defense Readiness

Total RT Obligations

Attachment
(dollars in thousands)
FY 2011

Obligations % of total
14,347 10.80%
11,423 8.60%
24,761 18.64%
2,905 2.19%
3,184 2.40%
12,364 9.31%
14,225 10.71%
2,258 1.70%
9,023 6.79%
27,070 20.38%
11,289 8.50%
$ 132,849 100%




Attachment C

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

(dollars in thousands)
FY 2011
Obligations % of total

1. Search and Rescue (SAR) 168,685 8.03%
2. Marine Safety (MS) 30,350 1.44%
3. Aids to Navigation (ATON) 38,042 1.81%
4. Ice Operations (I0) 2,275 0.11%
5. Marine Environmental Protection (MEP) 12,277 0.58%
6. Living Marine Resources (LMR) 401,580 19.11%
7. Drug Interdiction 651,814 31.02%
8. Other Law Enforcement (OTH-LE) 100,182 4.77%
9. Migrant Interdiction 314,070 14.94%
10. Ports, Waterways & Coastal Security (PWCS) 185,281 8.82%
11. Defense Readiness 197,024 9.38%
Total AC&I Obligations| $ 2,101,580 100%

Note: Includes -$46,946,111 recoveries of prior year obligations.



Attachment D

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

(dollars in thousands)
FY 2011
Obligations % of total

1. Search and Rescue (SAR) 1,424 6.93%
2. Marine Safety (MS) 4,176 20.34%
3. Aids to Navigation (ATON) 165 0.80%
4. Ice Operations (I10) 125 0.61%
5. Marine Environmental Protection (MEP) 8,466 41.23%
6. Living Marine Resources (LMR) 1,171 5.70%
7. Drug Interdiction 2,395 11.66%
8. Other Law Enforcement (OTH-LE) 384 1.87%
9. Migrant Interdiction 902 4.39%
10. Ports, Waterways & Coastal Security (PWCS) 1,008 4.91%
11. Defense Readiness 320 1.56%
Total RDT&E Obligations $ 20,536 100%

Note: Includes -$2,475,124 recoveries from prior year obligations.
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I-A Financial Reporting

Background: In previous years, we reported that the U.S. Coast Guard (Coast Guard) had several internal
control deficiencies that led to a material weakness in financial reporting. In response, the Coast Guard
developed its Financial Strategy for Transformation and Audit Readiness (FSTAR), which is a
comprehensive plan that includes various Mission Action Plans (MAPS) designed to identify and correct
conditions that are causing control deficiencies and, in some cases, preventing the Coast Guard from
preparing auditable financial statements.

The Coast Guard made progress in fiscal year (FY) 2011, by completing its planned corrective actions over
selected internal control deficiencies. Specifically, the Coast Guard implemented new policies and
procedures, and automated tools to improve internal controls and the reliability of its financial statements
throughout FY 2011. These remediation efforts allowed management to make new assertions in FY 2011
related to the auditability of its financial statement balances, including $6.3 billion of fund balance with
Treasury. The FSTAR calls for continued remediation of control deficiencies and reconciliation of
balances in FY 2012. Consequently, some conditions of the financial reporting control weaknesses that we
reported in the past remain uncorrected at September 30, 2011.

Conditions: The Coast Guard does not have properly designed, implemented, and effective policies,
procedures, processes, and controls surrounding its financial reporting process, as necessary, to:

e Support beginning balance and year-end close-out related activity, and the cumulative results of
operations analysis in its general ledgers individually and/or in the aggregate.

e Ensure that all journal entries and edit queries impacting the general ledger are adequately
researched and supported. Specifically, documenting that adequate research regarding the
underlying cause(s) was performed, and maintaining the appropriate transactional-level supporting
detail.

e Ensure that all accounts receivable balances exist, are complete and accurate, and properly
presented in the financial statements. For example, the underlying data used to support accounts
receivable balances was not always accurate (e.g., incorrect standard rates applied), reimbursable
activity may not be identified and recorded timely due to intra-governmental reconciliation
difficulties, and accounts receivable activity is not always properly recorded in the financial
statements on a timely basis.

e Ensure all financial statement information (e.g., statement of net cost, statement of budgetary
resources, statement of changes in net position) and related disclosures submitted for incorporation
in the DHS consolidated financial statements are accurate and complete.

e Ascertain that intra-governmental activities and balances are identified, monitored, properly
recorded, and differences, especially with agencies outside DHS, are being resolved in a timely
manner in coordination with the Department’s Office of Financial Management (OFM).

Cause/Effect: The Coast Guard has not developed and implemented an effective general ledger system.
The Core Accounting System (CAS), Aircraft Logistics Management Information System (ALMIS), and
Naval Engineering Supply Support System (NESSS) general ledgers do not comply with the requirements
of the Federal Financial Management Improvement Act of 1996 (FFMIA). The general ledgers do not
allow for compliance with the United States Standard General Ledger (USSGL) at the transaction level,
and period-end and opening balances are not supported by transactional detail in the three general ledgers.
The conditions described below in Comment I-B, Information Technology Controls and Financial Systems
Functionality contribute to the financial reporting control deficiencies, and make correction more difficult.
Some remediation initiatives implemented in FY 2011 were not fully implemented for the entire year, and
the FSTAR calls for continued remediation in FY 2012.

Because of the conditions noted above, the Coast Guard and the Department were unable to provide
reasonable assurance that internal controls over financial reporting were operating effectively at September
30, 2011, and has acknowledged that pervasive material weaknesses and various internal control
deficiencies continue to exist in some key financial processes. Consequently, the Coast Guard cannot assert
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to the reliability of general property, plant, and equipment, environmental liabilities, and their related
effects, if any, on other balances presented in the Department’s financial statements as of September 30,
2011.

Criteria: Presented in Index of Financial Reporting and Internal Control Criteria behind Exhibit V.
Recommendations: We recommend that the Coast Guard:
1. Continue the implementation of the FSTAR and completion of MAPs, as planned;

2. Implement accounting and financial reporting processes including an integrated general ledger system
that is FFMIA compliant; and

3. Establish new or improve existing policies, procedures, and related internal controls to ensure that:

a. The year-end close-out process, reconciliations, and financial data and account analysis
procedures are supported by documentation, including evidence of effective management review
and approval, and beginning balances in the following year are determined to be reliable and
auditable;

b. All journal entries and edit queries impacting the general ledger are adequately researched and
supported;

c. Accounts receivable balances are complete and accurate, and properly presented in the financial
statements;

d. Financial statement disclosures submitted for incorporation in the Department of Homeland
Security (DHS or Department) financial statements are accurate and complete; and

e. All intra-governmental activities and balances are reconciled on a timely basis, accurately
reflected in the financial statements, and differences are resolved in a timely manner in
coordination with the Department’s Office of Financial Management (OFM).

I-B Information Technology Controls and Financial Systems Functionality

Background: Information Technology (IT) general and application controls are essential for achieving
effective and reliable reporting of financial and performance data. IT general controls (ITGCs) are tested
using the objectives defined by the U.S. General Accountability Office (GAO)’s Federal Information
System Controls Audit Manual (FISCAM), in five key control areas: security management, access control,
configuration management, segregation of duties, and business continuity. Our procedures included a
review of the Coast Guard’s key ITGC environments.

We also considered the effects of financial systems functionality when testing ITGCs. We noted that
financial system limitations contribute to the Coast Guard’s challenge of addressing systemic internal
control weaknesses, strengthening the control environment, and complying with relevant Federal financial
system requirements and guidelines, notably FFMIA, Office of Management and Budget (OMB) Circular
A-127, Financial Management Systems, and DHS policies.

In FY 2011, our ITGC control testing identified 21 findings, of which 16 were repeat findings from the
prior year and 5 were new findings. In addition, we determined that Coast Guard remediated 12 findings
identified in previous years. Specifically, the Coast Guard took actions to improve aspects of its IT security
controls, including password configurations, data center physical security, and audit log reviews.

Conditions: Our findings related to financial system controls and functionality are as follows:
Related to IT controls:

Conditions: We noted that IT security access controls and configuration management controls supporting
Coast Guard’s financial systems are not operating effectively, and continue to present risks to DHS
financial data confidentiality, integrity, and availability. Financial data in the Coast Guard general ledgers
may be compromised by automated and manual changes that are not adequately controlled. For example,
the Coast Guard uses an IT scripting process to address functionality and data quality issues within its core
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financial system, as necessary, to process and report financial data. During our FY 2011 testing, we noted
that some previously identified IT scripting control deficiencies were remediated, while other deficiencies
continue to exist. Four key areas continue to impact the Coast Guard IT script control environment, as
follows:

e  Script testing — limited guidance exists to guide Coast Guard staff in the development of test plans
and to support the completion of functional testing;

e  Script audit logging — controls supporting audit logs are not consistently implemented to log
privileged user actions, and to ensure that only approved scripts are executed,;

e Script approvals and recertification — the recertification reviews conducted by the Coast Guard
were not comprehensive to include all user roles associated with the Mashups and Dimensions
systems. Additionally, the documentation retained in support of the reviews was not adequately
completed in accordance with policy throughout the year; and

e Script recording — test and production data is not consistently recorded, and there are limited
controls to ensure data accuracy. Additionally, field reconciliation discrepancies are not always
consistently documented and explained.

We also noted weaknesses in the script change management process as it relates to the Internal Control
over Financial Reporting (ICOFR) process (e.g., the financial statement impact of the changes to Coast
Guard’s core accounting system through the script change management process). The Coast Guard has not
fully developed and implemented procedures to ensure that a script, planned to be run in production, has
been through an appropriate level of review to fully assess if it has a financial statement impact.

All of our ITGC findings are described in detail in a separate Limited Official Use (LOU) letter provided to
the Coast Guard and DHS management.

Related to financial system functionality:

We noted many cases where financial system functionality is inhibiting the Coast Guard’s ability to
implement and maintain internal controls, notably IT application controls supporting financial data
processing and reporting. Financial system functionality limitations increase the difficulty of compliance
with Federal financial system requirements and guidelines, notably FFMIA and OMB Circular A-127.
Examples of financial system functionality conditions we identified include:

e Asnoted above, Coast Guard’s core financial system configuration management process is not
operating effectively due to inadequate controls over IT scripts. The IT script process was
instituted as a solution primarily to compensate for system functionality and data quality issues.

e Financial system audit logs are not readily generated and reviewed, as some of the financial
systems continue to lack the capability to perform this task efficiently.

e The Coast Guard is unable to routinely query its various general ledgers to obtain a complete
population of financial transactions, and consequently must create many manual custom queries
that delay financial processing and reporting processes.

e Akey Coast Guard financial system is limited in processing overhead cost data and depreciation
expenses in support of the property, plant and equipment (PP&E) financial statement line item.

e Production versions of financial systems are outdated and do not provide the necessary core
functional capabilities (e.g., general ledger capabilities).

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

- Ensuring proper segregation of duties and access rights, such as automating the procurement
process to ensure that only individuals who have proper contract authority can approve
transactions or setting system access rights within the fixed asset subsidiary ledger;

1.3
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- Maintaining sufficient data to support Fund Balance with Treasury related transactions,
including suspense activity;

- Maintaining adequate posting logic transaction codes to ensure that transactions are recorded
in accordance with generally accepted accounting principles (GAAP); and

- Tracking detailed transactions associated with intragovernmental business and eliminating the
need for default codes such as Trading Partner Identification Number that cannot be easily
researched.

Cause/Effect: The current system configurations for many Coast Guard financial systems cannot be easily
reconfigured to meet FFMIA, OMB Circular A-127, and DHS security requirements. The conditions
supporting our findings collectively limit the Coast Guard’s ability to process, store, and report financial
data in a manner to ensure accuracy, confidentiality, integrity, and availability. Some of the weaknesses
may result in material errors in the Coast Guard’s financial data that are not detected in a timely manner
through the normal course of business. In addition, because of the presence of IT control and financial
system functionality weaknesses, there is added pressure on mitigating controls to operate effectively.
Because mitigating controls are often more manually focused, there is an increased risk of human error that
could materially affect the financial statements. See Comment I-A, Financial Reporting, for a discussion
of the related conditions causing noncompliance with the requirements of FFMIA. Configuration
management weaknesses are also among the principle causes of the Coast Guard’s inability to support
certain financial statement balances for audit purposes.

Criteria: Presented in Index of Financial Reporting and Internal Control Criteria behind Exhibit V.

Recommendations: We recommend that the DHS Office of Chief Information Officer (OCIO), in
coordination with the Office of the Chief Financial Officer (OCFO):

1. Continue to develop and implement policies, procedures, and processes to address scripting
weaknesses, including weaknesses related to functional testing, audit logging, approvals, and
recertifications, and the documentation and review of script records.

2. For new and updated script procedures, revise associated trainings and provide the training to impacted
staff.

3. Continue to improve the script change management process and other associated internal controls as
they relate to the financial statement impact of the changes to the CAS suite of financial databases.

4. Make necessary improvements to financial management systems and supporting IT security controls.

Specific recommendations are provided in a separate Limited Official Use letter provided to Coast Guard
management.

I-C Property, Plant, and Equipment

Background: The Coast Guard maintains approximately 49 percent of all DHS property, plant, and
equipment (PP&E), including a large fleet of boats and vessels. Many of the Coast Guard’s assets are
constructed over a multi-year period, have long useful lives, and undergo extensive routine servicing that
may increase their value or extend their useful lives. DHS stewardship PP&E primarily consists of Coast
Guard heritage assets, which are PP&E that are unique due to historical or natural significance; cultural,
educational, or artistic (e.g., aesthetic) importance; or architectural characteristics. Coast Guard heritage
assets consist of both collection type heritage assets, such as artwork and display models, and non-
collection type heritage assets, such as lighthouses, sunken vessels, and buildings.

In FY 2011, the Coast Guard continued to execute remediation efforts to address PP&E process and control
deficiencies, specifically those associated with vessels, small boats, aircraft, and select construction in
process (CIP) projects, and also related to the inventory of heritage assets. Inventory procedures were
performed in FY 2011 to assist in the substantiation of existence and completeness of PP&E balances,
however, they were not performed over all asset classes (e.g., land, buildings and other structures, and
electronic equipment). Additionally, an analysis to ensure the proper accounting of internal use software
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has not yet been completed. Remediation efforts are scheduled to occur over a multi-year timeframe
beyond FY 2011. Consequently, many of the conditions cited below have been repeated from our FY 2010
report.

Conditions: The Coast Guard has not:

Regarding PP&E:

e Established accurate and auditable PP&E balances as of September 30, 2011. In cases where
original acquisition documentation has not been maintained, the Coast Guard has not fully
implemented methodologies and assumptions to support the value of all PP&E.

e Implemented appropriate controls and related processes to accurately, consistently, and timely
record additions to PP&E, (including all costs necessary to place the asset in service e.g., other
direct costs), transfers from other agencies, disposals in its fixed asset system, CIP activity, and
support the valuation and classification of repairable PP&E.

e Implemented accurate and complete asset identification, system mapping, and tagging processes
that include sufficient detail (e.g., serial number) to clearly differentiate and accurately track
physical assets to those recorded in the fixed assets system.

e Developed and implemented a process to identify and evaluate all lease agreements to ensure that
they are appropriately categorized as operating or capital, and properly reported in the financial
statements and related disclosures.

e Properly accounted for improvements and impairments to buildings and structures, capital
leaseholds, selected useful lives for depreciation purposes, and appropriate capitalization
thresholds, consistent with GAAP.

e |dentified and tracked all instances where PP&E accounting is not in compliance with GAAP and
prepared a non-GAAP analysis that supports management’s accounting policies. This analysis
should be maintained and available for audit.

Regarding Heritage Assets:

e  Fully designed and implemented policies, procedures, and internal controls to support the
completeness, existence, accuracy, and presentation assertions over data utilized in developing
required financial statement disclosures and related supplementary information for heritage assets.

Cause/Effect: The Coast Guard has had difficulty establishing its opening PP&E balances primarily
because of poorly designed policies, procedures, and processes implemented more than a decade ago,
combined with ineffective internal controls, and IT functionality difficulties, See Comment I-B,
Information Technology Controls and Financial Systems Functionality. PP&E was not properly accounted
for or tracked, for many years preceding the Coast Guard’s transfer to DHS in FY 2003, and now the Coast
Guard is faced with the formidable challenge of performing retroactive analyses in order to properly
establish the existence, completeness, and accuracy of PP&E. Additionally, the fixed asset module of the
Coast Guard’s general ledger accounting system is not updated timely for effective tracking and reporting
of PP&E on an ongoing basis. As a result, the Coast Guard is unable to accurately account for its PP&E,
and provide necessary information to DHS OFM for consolidated financial statement purposes.

The Coast Guard management deferred correction of the stewardship PP&E (heritage assets) weaknesses
reported in previous years, and acknowledged that the conditions we reported in prior years remained
throughout FY 2011. The lack of comprehensive and effective policies and controls over the identification
and reporting of Stewardship PP&E could result in misstatements in the required financial statement
disclosures and related supplementary information for Stewardship PP&E.

Criteria: Presented in Index of Financial Reporting and Internal Control Criteria behind Exhibit V.
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Recommendations: We recommend that the Coast Guard:
Regarding PP&E:

1. Continue to implement remediation efforts associated with establishing PP&E balances, including
designing and implementing inventory procedures over all PP&E categories and implementing
methodologies, including the use of Statement of Federal Financial Accounting Standard (SFFAS) No.
35, to support the value of all PP&E;

2. Implement appropriate controls and related processes to accurately and timely record additions to
PP&E, transfers from other agencies, improvements, impairments, capital leases, indirect costs,
depreciable lives, disposals in its fixed assets system, and valuation and classification of repairable
PP&E. Additionally, continue to implement remediation efforts associated with control over the
completeness, existence, accuracy, and valuation of all CIP related balances;

3. Adhere to procedures to timely update the fixed asset module of the Coast Guard’s general ledger
accounting system to improve tracking and reporting of PP&E on an ongoing basis. Implement
processes and controls to record any identifying numbers in the fixed asset system at the time of asset
purchase to facilitate identification and tracking, and to ensure that the status of assets is accurately
tracked in the subsidiary ledger;

4. Develop and implement a process to identify and evaluate all lease agreements to ensure that they are
appropriately categorized as operating or capital, and are properly reported in the financial statements
and related disclosures;

5. Ensure that appropriate supporting documentation is maintained and readily available to support PP&E
life-cycle events (e.g., improvements, in-service dates, disposals, etc.); and

6. Perform and document a non-GAAP analysis for all instances where accounting policies are not in
compliance with GAAP.

Regarding Stewardship PP&E:

1. Design and implement policies, procedures, and internal controls to support the completeness,
existence, accuracy, and presentation and disclosure assertions related to the data utilized in
developing disclosures and related supplementary information for Stewardship PP&E that is consistent
with GAAP.

I-D Environmental and Other Liabilities

Background: The Coast Guard’s environmental liabilities consist of environmental remediation, cleanup,
and decommissioning and represent approximately $973 million or 93 percent of total DHS environmental
liabilities. Environmental liabilities are categorized as relating to shore facilities or vessels. Shore facilities
include any facilities or property other than ships (e.g., buildings, fuel tanks, lighthouses, small arms firing
ranges, etc.). During FY 2011, the Coast Guard continued to implement a multi-year remediation plan to
address process and control deficiencies related to environmental liabilities. In FY 2011, progress was
made with respect to implementation of policies and procedures; however, the majority of the conditions
cited in our FY 2010 report remain.

The Coast Guard estimates accounts payable by adjusting the prior year accrual estimate based on an
analysis of actual payments made subsequent to September 30 of the prior year.

The Coast Guard’s contingent legal liability balance is comprised of estimates associated with various
administrative proceedings, legal actions, and tort claims that arise in the normal course of Coast Guard
operations.

A component of Coast Guard’s accrued payroll and benefits liability balance is annual leave. Annual leave
is composed of earned annual and other vested compensatory leave that is accrued as it is earned.
Subsequently, as leave is taken, the liability is reduced.
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Conditions: We noted the following internal control weaknesses related to environmental and other
liabilities.
The Coast Guard has not:

Regarding environmental liabilities:

e Fully supported the completeness, existence, and accuracy assertions of the data utilized in
developing the estimate for the FYY 2011 environmental liabilities account balance.

e Fully implemented policies and procedures to develop, prepare, record, and periodically review
environmental liability estimates related to shore facilities and vessels. Specifically, procedures to
confirm the existence of and legal liability for environmental damage/contamination sites, ensure
the completeness of the environmental site universe, and verify the historical accuracy of
assumptions used and estimates made for environmental liabilities.

Regarding other liabilities:

e Designed a methodology used to estimate accounts payable that considers and uses all potentially
relevant current year data. As a result, current year data that may have a significant impact on the
estimate could be overlooked and not identified until a true-up is performed in the subsequent year.

e Ensured that policies and procedures associated with management’s review of the underlying data
supporting contingent legal and payroll liability (i.e., unfunded leave) balances are fully
implemented and operating effectively. Specifically, deficiencies in management’s review
attributed to errors in the underlying data supporting the interim contingent legal liability and
unfunded leave balances.

Cause/Effect: The Coast Guard has not fully completed its remediation plans to develop, document, and
implement policies and procedures to, prepare, and record environmental liability estimates in accordance
with applicable accounting standards. As a result, the Coast Guard is unable to assert to the accuracy of its
environmental liability balances as stated in the September 30, 2011 balance sheet, and provide necessary
information to OFM for DHS financial statement purposes.

The Coast Guard’s methodology used to estimate accounts payable is based on the prior year estimate,
validated via a subsequent payment analysis, and does not consider or use all applicable current year data.
Without consideration of applicable current year data, a misstatement in the accounts payable estimate may
occur and not be identified in a timely manner (i.e., until a true-up is performed in a subsequent period).

The Coast Guard did not fully adhere to existing policies and procedures associated with the review of
underlying data supporting interim contingent legal and payroll liability balances. A lack of adequate
management review over the underlying data supporting account balances increases the risk that a
misstatement may go undetected.

Criteria: Presented in Index of Financial Reporting and Internal Control Criteria behind Exhibit V.
Recommendations: We recommend that the Coast Guard:
Regarding environmental liabilities:

Fully implement policies, procedures, processes, and controls to ensure the identification and recording of
all environmental liabilities, to define the technical approach, to establish cost estimation methodology, and
to develop overall financial management oversight of its environmental remediation projects. Consider the
“Due Care” requirements defined in Federal Accounting Standards Advisory Board (FASAB) Technical
Release No. 2 Determining Probable and Reasonably Estimable for Environmental Liabilities in the
Federal Government. The policies should include procedures to:

1. Ensure the proper calculation and review of cost estimates for consistency and accuracy in financial
reporting, including the use of tested modeling techniques, use of verified cost parameters, and
assumptions;

2. Periodically validate estimates against historical costs; and
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3. Ensure that detailed cost data is maintained and reconciled to the general ledger.
Regarding other liabilities:

1. Analyze and make appropriate improvements to the methodology used to estimate accounts payable to
include potentially relevant current year data, and support all assumptions and criteria with appropriate
documentation used to develop and subsequently validate the estimate for financial reporting; and

2. Adhere to existing policies and procedures associated with the review of underlying data supporting
contingent legal and accrued payroll and benefits liabilities.

I-E Budgetary Accounting

Background: Budgetary accounts are a category of general ledger accounts where transactions related to
the receipt, obligation, and disbursement of appropriations and other authorities to obligate and spend
agency resources are recorded. Each Treasury Account Fund Symbol (TAFS) with separate budgetary
accounts must be maintained in accordance with OMB and U.S. Treasury guidance. The Coast Guard has
over 80 TAFS covering a broad spectrum of budget authority, including annual, multi-year, and no-year
appropriations; and several revolving, special, and trust funds.

Conditions: We noted the following internal control weaknesses related to budgetary accounting, which
were repeated from our FY 2010 report. The Coast Guard has not:

e Fully implemented policies, procedures, and internal controls over its process for validation and
verification of undelivered order (UDOQ) balances. Recorded obligations and UDO balances were
not always complete, valid, or accurate, and proper approvals are not always maintained.

e Finalized and implemented policies and procedures to monitor unobligated commitment activity in
CAS throughout the fiscal year.

e Designed and implemented effective procedures, processes, and internal controls to verify the
completeness and accuracy of the year-end obligation “pipeline” which are obligations executed on
or before September 30, but not recorded in the Coast Guard’s CAS, and to record all executed
obligations. These deficiencies affected the completeness, existence, and accuracy of the year-end
“pipeline” adjustment that was made to record obligations executed before year end.

Cause/Effect: A lack of fully implemented policies, procedures, and internal controls surrounding
commitments, obligations, UDOs, delivered orders, and disbursements has caused various control gaps in
the internal control environment. Weak controls in budgetary accounting, and associated contracting
practices increase the risk that the Coast Guard misstates budgetary balances, and unintentionally violate
the Anti-deficiency Act by overspending its budget authority. Also, the untimely release of commitments
may prevent funds from being used for other more critical needs.

Criteria: Presented in Index of Financial Reporting and Internal Control Criteria behind Exhibit V.
Recommendations: We recommend that the Coast Guard:

1. Continue to improve policies, procedures, and the design and effectiveness of controls in both
accounting and contracting related to processing obligation transactions, and periodic review and
validation of UDOs. Emphasize to all fund and program managers the need to perform effective
reviews of open obligations, obtain proper approvals, and retain supporting documentation;

2. Finalize policies and procedures to periodically review commitments, and make appropriate
adjustments in the financial system; and

3. Improve procedures, processes, and internal controls to verify the completeness and accuracy of the
year-end obligation “pipeline” adjustment to record all executed obligations for financial reporting.
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MEMORANDUM FOR: Radha C. Sekar
Chief Financial Officer
U.S. Immigration and Customs Enforcement

FROM: Anne L. Richards%/u %W

Assistant Inspector General for Audits

SUBJECT: Independent Review of the U.S. Immigration and Customs
Enforcement’s Reporting of FY 2011 Drug Control Obligations

Attached for your information is our final report, Independent Review of the U.S. Immigration and
Customs Enforcement’s Reporting of FY 2011 Drug Control Obligations. We contracted with the
independent public accounting firm KPMG LLP to perform the review. This report contains no
recommendations.

U.S. Immigration and Customs Enforcement’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. Based on the
review, nothing came to KPMG’s attention that caused them to believe that the Table of Prior Year
Drug Control Obligations and related disclosures for the year ended September 30, 2011, are not
presented, in all material respects, in conformity with the Office of National Drug Control Policy’s
Circular, or that management’s assertions are not fairly stated, in all material respects, based on the
criteria set forth in the Office of National Drug Control Policy’s Circular.

Should you have any questions, please call me, or your staff may contact Mark Bell,
Deputy Assistant Inspector General for Audits, at 202-254-4100.
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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 the U.S. Immigration and Customs Enforcement (ICE) for the year ended
September 30, 2011, for the Office of National Drug Control Policy (ONDCP). We
contracted with the independent public accounting firm KPMG LLP to perform the
review. ICE prepared the Table of Prior Year Drug Control Obligations to comply with
requirements of the ONDCP Circular, Drug Control Accounting, dated May 1, 2007.
Based on the review, nothing came to KPMG’s attention that caused them to believe that
the Table of Prior Year Drug Control Obligations and related disclosures for the year
ended September 30, 2011, are not presented, in all material respects, in conformity with
ONDCP’s Circular, or that management’s assertions are not fairly stated, in all material
respects, based on the criteria set forth in ONDCP’s Circular. KPMG LLP is responsible
for the attached independent accountants’ report dated January 20, 2012, 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

VI

Anne L. Richards
Assistant Inspector General for Audits



KPMG LLP

Suite 12000

1801 K Street, NW
Washington, DC 20006

Independent Accountants’ Report

Acting 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, 2011. We have also reviewed the accompanying management’s assertions
for the year ended September 30, 2011. ICE’s management is responsible for the Table of Prior Year Drug
Control Obligations, 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, 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, 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 (the Circular).

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, 2011 are not
presented, in all material respects, in conformity with the Circular, or that (2) management’s assertions
referred to above are not fairly stated, in all material respects, based on the criteria set forth in the Circular.

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

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 LLP

January 20, 2012

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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U.S. Department of Homeland Security
U.S. Immigration and Customs Enforcement
Detailed Accounting Submission of Drug Control Funds during FY 2011

A. Table of Prior Year Drug Control Obligations
Drug Resources by Budget Decision Unit and Function:

FY 2011 Final
(In Millions)
Salaries and Expense
Domestic Investigations $483.65
International $7.11
Intelligence: Domestic $13.21
Intelligence: International $0.56
Total Salaries and Expense $504.53
Total Funding $504.53
High Intensity Drug Trafficking Area (HIDTA) Transfer $1.28

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: Domestic Investigations,
International Affairs, and Intelligence.

Domestic Investigations

e The methodology for Domestic Investigations is based on investigative case hours recorded
in ICE’s automated Case Management System. ICE officers record the type of work they
perform in this system, which interfaces with the Treasury Enforcement Communications
System (TECS). Following the close of the fiscal year, a report in the 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. This percentage may
fluctuate from year to year. For FY 2011, the actual percentage for Domestic Investigations
was 28.94%. To calculate a dollar amount of obligations, this percentage was applied to
actual obligations incurred by Domestic Investigations, excluding reimbursable authority.
The Federal Financial Management System (FFMS) is the system used to generate the actual
obligations incurred.



International Affairs

The methodology for International Affairs 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, which interfaces with the TECS. Following the close of the fiscal
year, a report in the 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. For International Affairs, the actual percentage of hours that were counter-
narcotics related was 6.33% in FY 2011. To calculate a dollar amount of obligations, this
percentage was applied to actual obligations incurred by International Affairs, excluding
reimbursable authority. The FFMS is the system used to generate the actual obligations
incurred.

Intelligence

The methodology for Intelligence 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, which interfaces with the TECS. Following the close of the fiscal year, a report
in the 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. For

FY 2011, 24.30% of the total case hours for Intelligence were in support of drug control
activities. To calculate a dollar amount of obligations, this percentage was applied to actual
obligations incurred by Intelligence, excluding reimbursable authority. The FFMS is the
system used to generate the actual obligations incurred.

Intelligence Information Management System (IIMS) tracks requests for intelligence work by
customer. Requests made by International Affairs are classified as inherently international
and all other customers are classified as inherently domestic. In FY 2011, 4.08% of 1IMS
requests were international in nature.

Disclosure No. 2: Methodology Modifications

The methodology described above is consistent with the previous year.

Disclosure No. 3: Material Weaknesses or Other Findings

In the FY 2011 Internal Controls Assurance Statement ICE continues to report a material

weakness for the Budgetary Resource Management process. Plans to remediate the weakness
have not yet been fully implemented and validation and verification activities have not been
completed. Two major accomplishments in FY 2011 were the publication of the Administrative
Control of Funds Directive and initial implementation of the Budget Execution Handbook. The
Directive includes roles and responsibilities for the administrative control of funds and requires

ICE program offices to use funds in accordance with the requirements of the Anti-Deficiency
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Act. The Budget Execution Handbook serves as a supplement to the Directive and reflects
detailed procedural guidance and key internal controls, such as spend plan requirements and
execution reviews. The Office of the Chief Financial Officer (OCFO) now monitors burn rates
on existing contracts through the Business Management Dashboard, and in doing so, are able to
be more efficient in the use of ICE budgetary resources. As a result of these actions, ICE has
improved guidance and standardized policies and procedures for funds control and budgetary
resource management. These changes will allow for improved oversight at the program
execution level and decrease the likelihood of ICE funds being inappropriately used.

During FY 2012, ICE expects to complete its corrective action plan and to fully remediate the
budget execution material weakness conditions. Specifically, ICE OCFO will 1) publish an
emergency expenses policy which will clarify those expenses critical to the Agency’s mission
when emergency situations arise; 2) document the sources and uses of funds to assist Program
Offices in their responsibilities for the proper use of funds; 3) clarify or assign responsibilities
for ensuring all Congressional appropriation mandates and metrics are met; and 4) implement
measures to ensure documentation to support financial activities is readily available for
examination.

Additionally, a material weakness related to Financial Systems Security was reported in the FY
2011 Internal Controls Assurance Statement. This material weakness is due to the aggregate of
the significant deficiencies existing in FFMS and its subsidiary systems. ICE continues efforts to
implement corrective actions to address this weakness.

Disclosure No. 4: Reprogrammings or Transfers

No Reprogrammings or Transfers of drug-related budget resources occurred during FY 2011.

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

B. Assertions

Assertion No. 1: Obligations by Budget Decision Unit

Not Applicable - 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) (1).

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 1IMS
systems discussed in the methodology section above and are based on work performed between
October 1, 2010 and September 30, 2011. There are no other estimation methods used. The
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financial system used to calculate the drug-related budget obligations is the 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 of Prior Year Drug Control Obligations.

Assertion No. 4: Reprogrammings or Transfers

No reprogrammings or transfers of drug-related budget resources occurred during FY 2011. The
data presented are associated with obligations against a financial plan that was sent to ONDCP in
FY 2011.

Assertion No. 5: Fund Control Notices

No Fund Control Notice was issued by the ONDCP Director under 21 U.S.C. section 1703(f) and
Section 8 of the ONDCP Circular, Budget Execution, to ICE in FY 2011.
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MEMORANDUM FOR: Deborah J. Schilling
Chief Financial Officer
U.S. Customs and Border Protection

FROM: Anne L. Richards %?m

Assistant Inspector General for Audits

SUBJECT: Independent Review of the U.S. Customs and Border Protection’s
Reporting of FY 2011 Drug Control Obligations

Attached for your information is our final report, Independent Review of the U.S. Customs and
Border Protection’s Reporting of FY 2011 Drug Control Obligations. We contracted with the
independent public accounting firm KPMG LLP to perform the review. This report contains no
recommendations.

U.S. Customs and Border Protection’s management prepared the Table of FY 2011 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. Based on the review,
nothing came to KPMG LLP’s attention that caused them to believe that the Table of FY 2011 Drug
Control Obligations and related disclosures for the year ended September 30, 2011, are not
presented, in all material respects, in conformity with the Office of National Drug Control Policy’s
Circular, or that management’s assertions are not fairly stated, in all material respects, based on the
criteria set forth in the Office of National Drug Control Policy’s Circular.

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

Attachment
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Office of Inspector General

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

JAN 30 2012
Preface

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

This report presents the results of the review of the Table of FY 2011 Drug Control Obligations and
related disclosures of the U.S. Customs and Border Protection (CBP) for the year ended September
30, 2011, for the Office of National Drug Control Policy (ONDCP). We contracted with the
independent public accounting firm KPMG LLP to perform the review. CBP’s management
prepared the Table of FY 2011 Drug Control Obligations and related disclosures to comply with the
requirements of the ONDCP Circular, Drug Control Accounting, dated May 1, 2007 (the Circular).
Based on the review, nothing came to KPMG LLP’s attention that caused them to believe that the
Table of FY 2011 Drug Control Obligations and related disclosures for the year ended September
30, 2011, are not presented, in all material respects, in conformity with the Circular, or that
management’s assertions are not fairly stated, in all material respects, based on the criteria set forth
in the Circular. KPMG LLP is responsible for the attached independent accountants’ report dated
January 23, 2011, and the conclusions expressed in the report. We do not express an opinion on the
Table of FY 2011 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.

/A

Anne L. Richards
Assistant Inspector General for Audits



KPMG LLP

Suite 12000

1801 K Street, NW
Washington, DC 20006

Independent Accountants’ Report

Acting Inspector General
U.S. Department of Homeland Security:

We have reviewed the accompanying Table of FY 2011 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, 2011. We have also reviewed the accompanying management’s assertions for the
year ended September 30, 2011. CBP’s management is responsible for the preparation of the Table of FY
2011 Drug Control Obligations, 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 FY 2011 Drug Control
Obligations, related disclosures, and management’s assertions. Accordingly, we do not express such an
opinion.

Management of CBP prepared the Table of FY 2011 Drug Control Obligations, 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 (the Circular).

Based on our review, nothing came to our attention that caused us to believe that (1) the Table of FY 2011
Drug Control Obligations and related disclosures for the year ended September 30, 2011, are not presented,
in all material respects, in conformity with the Circular, or that (2) management’s assertions referred to
above are not fairly stated, in all material respects, based on the criteria set forth in the Circular.

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

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 LLP

January 23, 2012

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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February 1, 2012
Memorandum

To: Michael S. Black
Director, Bureau of Indian Affairs b :
_ Y i /|
3 | y . - il " ..'I . . A |.|_.- 1,
From: 0 Kimberly Elmore / / pALFRY T | K AN
Assistant Inspector General for Audits, Inspections, and Evaluations

Subject: Office of Inspector General’s Independent Report on the Bureau of Indian
Affairs’ Fiscal Year 2011 Accounting and Performance Summary Review
Reports for the Office of National Drug Control Policy
Report No. ZZ-IN-BIA-0002-2012

The Office of Inspector General (OIG) reviewed the Bureau of Indian Affairs’ (BIA)
Accounting Report dated January 4, 2012, (Attachment 1) and its Performance Summary
Review Report dated December 29, 2011, (Attachment 2) prepared for the Office of National
Drug Control Policy (ONDCP). BIA management is responsible for these reports.

The reports are presented in place of the Detailed Accounting Submission and
Performance Summary Report required by the ONDCP Circular: Drug Control Accounting dated
May 1, 2007. The Circular allows this alternative reporting method when prior year drug control
obligations are less than $50 million and full compliance with the Circular constitutes an
unreasonable burden. BIA management asserted that full compliance would be an unreasonable
burden and that the obligations reported constitute the statutorily required detailed accounting.

We reviewed management’s assertion in accordance with the generally accepted
government auditing standards applicable to attestations that incorporate the attestation standards
established by the American Institute of Certified Public Accountants. A review is substantially
less in scope than an examination, which expresses an opinion on management’s assertions.
Accordingly, we do not express such an opinion.

We limited our review to management’s assertion that full compliance with the
requirements of the Circular constituted an unreasonable burden. Our objective was not to
express, and we do not express, opinions or conclusions on whether the reports were fairly
stated.

Based on our review, nothing came to our attention that causes us to question BIA

management’s assertion that full compliance with the requirements of the Circular would
constitute an unreasonable burden.

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



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

This report is intended solely for the information and use of the management of BIA,
ONDCP, and the U.S. Congress, and is not intended to be and should not be used by anyone
other than these specified parties. The distribution of our report, however, is not limited.

Attachments (2)
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U.S. Department of Justice

Office of the Inspector General

Washington, D.C. 20530

January 26, 2012

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 2011 attestation review reports
from the U.S. Department of Justice. The attestation review reports, the
annual detailed accounting of funds obligated by each drug control
program agency, and the performance summaries are 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,

Ol f Rl

Cynthia A. Schnedar
Acting Inspector General

Enclosure



Lee J. Lofthus

Assistant Attorney General
for Administration

Chief Financial Officer

Justice Management Division

Karin O’Leary
Director, Budget Staff
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
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ANNUAL ACCOUNTING AND AUTHENTICATION OF
DRUG CONTROL FUNDS AND RELATED PERFORMANCE
FISCAL YEAR 2011

OFFICE OF THE INSPECTOR GENERAL
COMMENTARY AND SUMMARY

This report contains the attestation review reports of the
U.S. Department of Justice’s Drug Enforcement Administration, Federal
Bureau of Prisons, National Drug Intelligence Center, Office of Justice
Programs, and Organized Crime Drug Enforcement Task Forces Program'’s
annual accounting and authentication of drug control funds and related
performance for the fiscal year ended September 30, 2011. The Office of
the Inspector General performed the attestation reviews. The report and
annual detailed accounting of funds obligated 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 Circular, Drug Control Accounting, dated
May 1, 2007.

The Office of the Inspector General prepared the reports in accordance
with attestation standards contained in Government Auditing Standards,
issued by the Comptroller General of the United States. An attestation
review is substantially less in scope than an examination and, therefore,
does not result in the expression of an opinion. We reported that nothing
came to our attention that caused us to believe the submissions were not
presented, in all material respects, in accordance with the requirements of
the Office of National Drug Control Policy Circular, and as otherwise agreed
to with the Office of National Drug Control Policy.
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U.S. Department of Justice

Office of the Inspector Genera

Washington, D.C. 20530

Office of the Inspector General’s Report on
Annual Accounting and Authentication of
Drug Control Funds and Related Performance

Administrator
Drug Enforcement Administration
U.S. Department of Justice

We have reviewed the accompanying Office of National Drug Control
Policy (ONDCP) Detailed Accounting Submission, which includes
Management’s Assertion Statement, Table of Drug Control Obligations, and
the related disclosures; and the Performance Summary Report, which
includes Management’s Assertion Statement and the related performance
information, of the U.S. Department of Justice’s Drug Enforcement
Administration (DEA) for the fiscal year ended September 30, 2011. The
DEA’s management is responsible for the Detailed Accounting Submission
and the Performance Summary Report.

Our review was conducted in accordance with attestation standards
contained in Government Auditing Standards, issued by the Comptroller
General of the United States. An attestation review is substantially less in
scope than an examination, the objective of which is the expression of an
opinion on the ONDCP Detailed Accounting Submission and the Performance
Summary Report. Accordingly, we do not express such an opinion.

Management of the DEA prepared the Detailed Accounting Submission
and the Performance Summary Report to comply with the requirements of
the ONDCP Circular, Drug Control Accounting, dated May 1, 2007, and as
otherwise agreed to with the ONDCP.

Based on our review, nothing came to our attention that caused us to
believe that the Detailed Accounting Submission and the Performance
Summary Report for the fiscal year ended September 30, 2011, are not
presented, in all material respects, in conformity with the ONDCP’s Circular,



Report on Annual Accounting and Authentication of Drug Control Funds and
Related Performance
Page 2

Drug Control Accounting, dated May 1, 2007, and as otherwise agreed to
with the ONDCP.

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

K o

Mark L. Hayes, CPA, CFE

Director, Financial Statement Audit Office
Office of the Inspector General

U.S. Department of Justice

January 18, 2012
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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, 2011

On the basis of the Drug Enforcement Administration’s management control program, and in
accordance with the guidance of the Office of National Drug Control Policy’s (ONDCP) Circular,
Drug Control Accounting, dated May 1, 2007, we assert that the Drug Enforcement Administration
system of accounting, use of estimates, and systems of internal controls provide reasonable
assurance that:

1.

4 .

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

The drug methodology used by the Drug Enforcement Administration to calculate
obligations of budgetary resources by function is reasonable and accurate in all material
respects.

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

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

Drug Enforcement Administration did not have any ONDCP Fund Control Notices
issued in FY 2011.

) ,V"&_}é S _ ///5’///—\

Frank M: Kalder, Chief Financial Officer Dafe



U.S. Department of Justice
Drug Enforcement Administration
Detailed Accounting Submission
Table of Drug Control Obligations
For Fiscal Year Ended September 30, 2011
(Dollars in Millions)

Drug Obligations by Budget Decision Unit and Function:

Construction
Investigations
Total Construction

Diversion Control Fee Account
Investigations
Intelligence
Prevention

Total Diversion Control Fee Account

Domestic Enforcement
Intelligence
Investigations
Prevention

Total Domestic Enforcement

International Enforcement
Intelligence
Internationa
Total International Enforcement
State and Local Assistance
State and Local Assistance
Total State and Local Assistance
Total Drug Control Obligations
High-Intensity Drug Trafficking Area (HIDTA) Obligations

* Includes obligations of carryover unobligated balances

FY 2011
Actual
Obligations

0.106

0.106

275.321
8.144
0.037

283.502

180.606
1,511.143
2.145

1,693.894

23.764
462.889

486.653

12.867

12.867

2,477.022

15.754



U.S. Department of Justice
Drug Enforcement Administration
Detailed Accounting Submission
Related Disclosures
For Fiscal Year Ended September 30, 2011

Disclosure 1: Drug Methodology

The mission of the Drug Enforcement Administration (DEA) isto 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 isthe lead agency
responsible for the devel opment 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 anational 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 officias;

= 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.

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 system, the Unified Financial Management System (UFMS), does not
track obligation and expenditure data by ONDCP' s drug functions, the DEA uses Managerial Cost
Accounting (MCA), amethodol ogy 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 UFMS. UFM S track obligation and
expenditure data by avariety of attributes, including fund type, allowance center, decision unit
and object class. UFMS was implemented in the first quarter of FY 2009. One hundred percent
of the DEA’ s efforts are related to drug enforcement.

Other Estimation Methods: None.

Financial Systems. UFMS isthe information system the DEA uses to track obligations and
expenditures. Obligations derived from this system 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 Budget Decision Unit Allocation ONDCP Function
Construction Account 100.0% Investigations
Diversion Control Fee Account 97.11% Investigations

2.87% Intelligence

0.01% International
Domestic Enforcement 89.21% Investigations

10.66% Intelligence

0.13% Prevention
International Enforcement 95.12% International

4.88% Intelligence
State and Local Assistance 100.00% State and Local Assistance
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The DEA’ s financia 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. Thistotal is reported and tracked in UFMS.

Full Time Equivaents (FTE): One hundred percent of the DEA FTEs are dedicated to drug
enforcement efforts. The DEA’s Direct FTE total for FY 2011, including Salaries & Expenses
(S&E) and Diversion Control Fee Account (DCFA) appropriations, was 9,804 through pay
period 19, ending September 24, 2011.

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

The DEA’s method for tracking drug enforcement resources has not been modified from the method
approved in FY 2005. The DEA uses current Managerial Cost Accounting (MCA) datato allocate
FY 2011 obligations from three decision units to ONDCP' s drug functions.

Disclosure 3: Materia Weaknesses and Other Findings

For the FY 2011 financial statement audit, DEA received an unqualified audit opinion with one
significant deficiency related to the data retrieved from STRIDE to populate the Evidence footnote
on the FY 2011 Financia Statements.

DEA concurs with this finding and has addressed the necessary corrective action. The information
reported as of September 30, 2011 in the Notes to the Financial Statements is accurate and
represents a disclosure with no financial impact. The resolution resulted in a recommendation of no
additional action required for this matter on the NFR by auditors.

DEA has not received the signed audit opinion at thistime. The distribution of the FY 2011 fina
audit report is expected January 2012 after the consolidated statements are completed and printed.

Disclosure 4: Reprogrammings and Transfers

There was no reprogramming in FY 2011.

The DEA had several transfers during FY 2011 (see the attached Table of FY 2011
Reprogrammings and Transfers). The DEA had 18 transfersinto its S& E account - one transfer
from the Department of Justice (DOJ), Community Oriented Policing Services (COPS) Meth
funding in the amount of $8,283,400, six transfers from ONDCP’ s High Intensity Drug Trafficking
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Area (HIDTA) program totaling $15,456,391, one transfer from Department of State (DOS) for the
Meridainitiative in the amount of $1,000,000, four transfers for the Afghanistan initiative totaling
$48,283,000, and six interna transfers from expired FY 2006/FY 2007/FY 2008/FY 2009 and FY
2010 S&E fundsto DEA’s S& E No-Y ear fund totaling $60,551,634. Also, the DEA had 5 transfers
out of its S& E account - two transfers to the Department of Justice’ s Narrowband Communications
Officetotaling $1,632,689 and three transfers to DOJ s Working Capital Fund totaling $360,798.

Transfers under the Drug Resources by Function section in the Table of FY 2011 Reprogramming
and Transfers are based on the same MCA allocation percentages as the Table of Drug Control
Obligations.
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U.S. Department of Justice

Office of the Inspector Genera

Washington, D.C. 20530

Office of the Inspector General’s Report on
Annual Accounting and Authentication of
Drug Control Funds and Related Performance

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

We have reviewed the accompanying Office of National Drug Control
Policy (ONDCP) Detailed Accounting Submission, which includes
Management’s Assertion Statement, Table of Drug Control Obligations, and
the related disclosures; and the Performance Summary Report, which
includes Management’s Assertion Statement and the related performance
information, of the U.S. Department of Justice’s Federal Bureau of Prisons
(BOP) for the fiscal year ended September 30, 2011. The BOP’s
management is responsible for the Detailed Accounting Submission and the
Performance Summary Report.

Our review was conducted in accordance with attestation standards
contained in Government Auditing Standards, issued by the Comptroller
General of the United States. An attestation review is substantially less in
scope than an examination, the objective of which is the expression of an
opinion on the ONDCP Detailed Accounting Submission and the Performance
Summary Report. Accordingly, we do not express such an opinion.

Management of the BOP prepared the Detailed Accounting Submission
and the Performance Summary Report to comply with the requirements of
the ONDCP Circular, Drug Control Accounting, dated May 1, 2007, and as
otherwise agreed to with the ONDCP.

Based on our review, nothing came to our attention that caused us to
believe that the Detailed Accounting Submission and the Performance
Summary Report for the fiscal year ended September 30, 2011, are not
presented, in all material respects, in conformity with the ONDCP’s Circular,
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Report on Annual Accounting and Authentication of Drug Control Funds and
Related Performance
Page 2

Drug Control Accounting, dated May 1, 2007, and as otherwise agreed to
with the ONDCP.

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

K o

Mark L. Hayes, CPA, CFE

Director, Financial Statement Audit Office
Office of the Inspector General

U.S. Department of Justice

January 18, 2012
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Detailed Accounting Submission
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U.S. Department of Justice
Federal Bureau of Prisons
Detailed Accounting Submission
Management’s Assertion Statement
For Fiscal Year Ended September 30, 2011

On the basis of the Federal Bureau of Prisons (BOP) management control program, and in
accordance with the guidance of the Office of National Drug Control Policy’s (ONDCP)
Circular, Drug Control Accounting, dated May 1, 2007, we assert that the BOP 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
BOP’'s accounting system of record for these budget decision units.

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

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

4. The data presented are associated with obligations against a financial plan that did not
require revision for reprogrammings or transfers during FY 2011.

5. BOP did not have any ONDCP Fund Control Notices issued in FY 2011.
ﬁz ; 1/18/2012

Dahus
A stant Dlrec Date
for Admirfstration
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U.S. Department of Justice

Office of the Inspector Genera

Washington, D.C. 20530

Office of the Inspector General’s Report on
Annual Accounting and Authentication of
Drug Control Funds and Related Performance

Director
National Drug Intelligence Center
U.S. Department of Justice

We have reviewed the accompanying Office of National Drug Control
Policy (ONDCP) Detailed Accounting Submission, which includes
Management’s Assertion Statement, Table of Drug Control Obligations, and
the related disclosures; and the Performance Summary Report, which
includes Management’s Assertion Statement and the related performance
information, of the U.S. Department of Justice’s National Drug Intelligence
Center (NDIC) for the fiscal year ended September 30, 2011. The NDIC's
management is responsible for the Detailed Accounting Submission and the
Performance Summary Report.

Our review was conducted in accordance with attestation standards
contained in Government Auditing Standards, issued by the Comptroller
General of the United States. An attestation review is substantially less in
scope than an examination, the objective of which is the expression of an
opinion on the ONDCP Detailed Accounting Submission and the Performance
Summary Report. Accordingly, we do not express such an opinion.

Management of the NDIC prepared the Detailed Accounting
Submission and the Performance Summary Report to comply with the
requirements of the ONDCP Circular, Drug Control Accounting, dated
May 1, 2007, and as otherwise agreed to with the ONDCP.

Based on our review, nothing came to our attention that caused us to
believe that the Detailed Accounting Submission and the Performance
Summary Report for the fiscal year ended September 30, 2011, are not
presented, in all material respects, in conformity with the ONDCP’s Circular,
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Report on Annual Accounting and Authentication of Drug Control Funds and
Related Performance
Page 2

Drug Control Accounting, dated May 1, 2007, and as otherwise agreed to
with the ONDCP.

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

K o

Mark L. Hayes, CPA, CFE

Director, Financial Statement Audit Office
Office of the Inspector General

U.S. Department of Justice

January 18, 2012
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Detailed Accounting Submission
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U.S. Department of Justice
National Drug Intelligence Center
Detailed Accounting Submission
Management’s Assertion Statement
For Fiscal Year Ended September 30, 2011

On the basis of the National Drug Intelligence Center (NDIC) management control program, and
in accordance with the guidance of the Office of National Drug Control Policy’s (ONDCP)
Circular, Drug Control Accounting, dated May 1, 2007, we assert that the NDIC 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
NDIC’s accounting system of record for these budget decision units.

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

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

4. The data presented are associated with obligations against a financial plan that did not
require revision for reprogrammings or transfers during FY 2011.

5. NDIC did not have any ONDCP Fund Control Notices issued in FY 2011.

[=18-13—
Dav1d J. Mr(g/zowskl Assigtant Director Date
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U.S. Department of Justice
National Drug Intelligence Center
Detailed Accounting Submission
Table of Drug Control Obligations
For Fiscal Year Ended September 30, 2011
(Dallarsin Millions)

Drug Obligations by Budget Decision Unit and Function: FY 2011
National Drug Intelligence Center Salaries and Expenses Actual Obligations
Intelligence $ 33.66
Total, NDIC Salaries and Expenses $ 33.66
Total Drug Control Obligations $ 33.66
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U.S. Department of Justice
National Drug Intelligence Center
Detailed Accounting Submission
Related Disclosures
For Fiscal Year Ended September 30, 2011

Disclosure No 1. Drug Methodology

NDIC’s mission is to provide drug-related intelligence support to the drug control, public health,
law enforcement, and intelligence communities of the United States in order to reduce the
adverse effects of drug trafficking, drug abuse, and other drug-related criminal activity.

NDIC’s drug resources are dedicated to the Intelligence function. This includes strategic
intelligence, document and media exploitation, and external training.

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. The table
represents obligations incurred by NDIC for drug control purposes. The amounts are net all
reimbursable agreements. NDIC receives drug control funds solely for the purpose of ‘
Intelligence.

Data — All accounting information for the NDIC is derived from DOJ’s Financial
Management Information System (FMIS) 2. FY 2011 actual obligations for Intelligence
function are reported as Drug Control Obligations since the entire focus is drug related.

Financial Systems — FMIS2 is DOJ’s financial system that provides NDIC with
obligation data. Obligations in this system can also be reconciled with the enacted
appropriation.

Disclosure No. 2 Methodology Modifications

In FY 2011 there were no changes to the drug methodology from prior years.

Disclosure No. 3 Material Weaknesses or Other Findings

The annual assurance statement required by the Federal Managers’ Financial Integrity Act
(FMFIA) concludes that the DOJ Offices, Boards and Divisions can provide reasonable
assurance that its systems of management, accounting, and administrative controls, taken as a
whole, substantially comply with the FMFIA and with the component requirements of the
Federal Financial Management Improvement Act.

Disclosure No. 4 Reprogrammings or Transfers

NDIC did not have any reprogrammings or transfers in FY 2011.
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U.S. Department of Justice

Office of the Inspector Genera

Washington, D.C. 20530

Office of the Inspector General’s Report on
Annual Accounting and Authentication of
Drug Control Funds and Related Performance

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

We have reviewed the accompanying Office of National Drug Control
Policy (ONDCP) Detailed Accounting Submission, which includes
Management’s Assertion Statement, Table of Drug Control Obligations, and
the related disclosures; and the Performance Summary Report, which
includes Management’s Assertion Statement and the related performance
information, of the U.S. Department of Justice’s Office of Justice Programs
(OJP) for the fiscal year ended September 30, 2011. OJP’s management is
responsible for the Detailed Accounting Submission and the Performance
Summary Report.

Our review was conducted in accordance with attestation standards
contained in Government Auditing Standards, issued by the Comptroller
General of the United States. An attestation review is substantially less in
scope than an examination, the objective of which is the expression of an
opinion on the ONDCP Detailed Accounting Submission and the Performance
Summary Report. Accordingly, we do not express such an opinion.

Management of OJP prepared the Detailed Accounting Submission and
the Performance Summary Report to comply with the requirements of the
ONDCP Circular, Drug Control Accounting, dated May 1, 2007, and as
otherwise agreed to with the ONDCP.

Based on our review, nothing came to our attention that caused us to
believe that the Detailed Accounting Submission and the Performance
Summary Report for the fiscal year ended September 30, 2011, are not
presented, in all material respects, in conformity with the ONDCP’s Circular,
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Report on Annual Accounting and Authentication of Drug Control Funds and
Related Performance
Page 2

Drug Control Accounting, dated May 1, 2007, and as otherwise agreed to
with the ONDCP.

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

K o

Mark L. Hayes, CPA, CFE

Director, Financial Statement Audit Office
Office of the Inspector General

U.S. Department of Justice

January 18, 2012
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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, 2011

On the basis of the Office of Justice Programs (OJP) management control program, and in
accordance with the guidance of the Office of National Drug Control Policy’s (ONDCP)
Circular, Drug Control Accounting, dated May 1, 2007, we assert that the OJP system of
accounting, use of estimates, and systems of internal controls provide reasonable assurance that;

1.

Leigh Benda,/Chief Financial Officer

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

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

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

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

OJP did not have any ONDCP Fund Control Notices issued in FY 2011.

OL\ tg\ | %
Date

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, 2011
(Dollars in Millions)

Drug Obligations by Budget Decision Unit and Function: FY 2011

Actual Obligations i
Regional Information Sharing System

State and Local Assistance $ 44.45
Total, Regional Information Sharing System $ 44.45
Enforcing Underage Drinking Laws

Prevention $ 21.09
Total, Enforcing Underage Drinking Laws $ 21.09
Drug Court Program

State and Local Assistance $ 37.95
Total, Drug Court Program $ 37.95
Residential Substance Abuse Treatment

Treatment $ 24.60
Total, Residential Substance Abuse Treatment $ 24.60
Prescription Drug Monitoring Program

State and Local Assistance $ 6.20
Total, Prescription Drug Monitoring Program $ 6.20
Southwest Border Prosecution Program

State and Local Assistance $ 25.19
Total, Southwest Border Prosecution Program $ 25.19
Northern Border Prosecution Program

State and Local Assistance $ 2.35
Total, Northern Border Prosecution Program $ 2.35
Second Chance Act Program ¥

State and Local Assistance $ 38.19
Total, Second Chance Act Program $ 38.19
Byrne Criminal Justice Innovation®

State and Local Assistance $ 5.25
Total, Byrne Criminal Justice Innovation $ 5.25

Total Drug Control Obligations $ 205.27
Methamphetamine Enforcement and Lab Cleanup‘" $ 8.28
1/ Program obligations reflect direct prog bligations plus esti d indirect support and administrative costs. Therefc

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

2/ Actual obligations reported for the Second Chance Act Program reflect only 50% of total obligations for this decision unit, as directed by the
Oftice of Management and Budget and Office of National Drug Control Policy.

3/InFY 2011, OJP made funds available for the Byrne Criminal Justice Innovation Program via a $5.0 million reprogramming from various
sources of prior-year discretionary funds,

4/ Funding for the Methampt ine Enfi and Lab Cleanup Program is transferred from the Office of Community Oriented Policing
Services (COPS) to the Drug Enfi Administration for dministration; therefc bligations are not tracked by the Office of

Justice Programs (OJP). FY 2011 total obligations for the program were reported to OJP by the COPS budget office, See Disclosure 1 for
additional information,
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U.S. Department of Justice
Office of Justice Programs
Detailed Accounting Submission
Related Disclosures

Disclosure 1: Drug 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 Formulation, Liaison, Planning and
Performance Division is responsible for the development and presentation of the annual OJP
ONDCP Budget. OJP’s fiscal year (FY) 2011 drug obligations have a total of 12 decision units
identified for the National Drug Control Budget. Of the 12 decision units identified, nine are
reflected in the Table of Drug Control Obligations. Two OJP programs, the Weed and Seed
Program and Drug Prevention Demonstration Program, reported no obligations in FY 2011 and
therefore, do not appear on the Table of Drug Control Obligations. Further, ONDCP requires
OJP to report on the Methamphetamine Enforcement and Lab Cleanup Program, which 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. As the obligations related to
the COPS program are reported in the financial statements of the OBDs, they are not included in
the FY 2011 actual obligations total on OJP’s Table of Drug Control Obligations. Decision units
include the following:

Regional Information Sharing System

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 Program

Weed and Seed Program’
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. Drug Prevention Demonstration Program’
. Byrne Criminal Justice Criminal Innovation Program®
J Methamphetamine Enforcement and Lab Cleanup (COPS Program)

In determining the level of resources used in support of the nine budget decision units (excluding
Drug Prevention Demonstration Program, Weed and Seed, and Methamphetamine Enforcement
and Lab Cleanup), OJP used the following methodology:

Drug Program Obligations by Decision Unit: Data on obligations, as of

September 30, 2011, were gathered from DOJ’s Financial Management Information
System 2 (FMIS2). The total obligations presented for OJP are net of funds obligated
under the Crime Victims Fund and Public Safety Officers’ Benefit Program.

Salaries and Expenses Data. Salaries and Expenses (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 nine drug-related decision units to
total S&E obligations for OJP. There were no S&E obligations associated with the Weed
and Seed Program nor the Drug Prevention Demonstration Program, as these programs
did not have any actual obligations; and the Methamphetamine Enforcement and Lab
Cleanup, as this program is not administered by OJP.

Overall, OJP program activities support all four goals of the National Drug Control Strategy:
(1) Substance Abuse Prevention, (2) Substance Abuse Treatment, (3) Domestic Law
Enforcement; and (4) Interdiction and International Counterdrug Support. Functionally, OJP
program activities fall under the following functions: prevention, state and local assistance, and
treatment. To determine the function amount, OJP used an allocation method that was derived
from an analysis of each program’s mission and by surveying program officials. OJP then
applied that allocation percentage to each decision unit line item. The Table of Drug Control
Obligations shows FY 2011 obligations for nine programs, categorized by function and decision
unit, which are reported by OJP. Two programs, the Weed and Seed Program and the Drug
Prevention Demonstration Program, did not have any actual obligations in FY 2011, and are
therefore, not included in the Table of Drug Control Obligations.

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.

'In FY 2010, while there were prior year unobligated balances, in FY 2011, there were no actual obligations for
neither the Weed and Seed Program, nor the Drug Prevention Demonstration Program. As such, these programs are
not listed on OJP’s Table of Drug Control Obligations.

2In FY 2011, OJP made funds available for the Byrne Criminal Justice Innovation Program via a $5.0 million
reprogramming from various sources of prior-year discretionary funds.
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Decision Unit: In accordance with the ONDCP circulars, 100 percent of the actual
obligations for eight of the nine budget decision units are included,
with the exception of the Second Chance Act Program. Fifty
percent of the actual obligations for the Second Chance Act
Program are reflected for this decision unit, as agreed to by
ONDCP.

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.

Disclosure 2: Methodology Modifications

As specified in the ONDCP Circular, Budget Formulation, dated May 1, 2007, in FY 2011, OJP
is reporting 100 percent of the actual obligations related to eight of the nine 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 Program were
deemed drug-related in nature; therefore, beginning in FY 2009, OJP would report 30 percent of
the obligations associated with this decision unit in the Table of Drug Control Obligations. In
FY 2011, per OMB and ONDCP, the percentage reported for the Second Chance Act for drug-
related activities increased from 30 percent to 50 percent.

Disclosure 3: Material Weaknesses and Other Findings

Neither OJP nor the financial statement auditors found material weaknesses, significant
deficiencies, or matters of non-compliance for financial reporting in FY 2011.

Disclosure 4: Reprogrammings or Transfers

In accordance with the ONDCP’s Circular, Drug Control Accounting, dated May 1, 2007, see the
attached Reprogrammings and Transfers Schedule. In FY 2011, OJP made $.5 million in
reprogrammings, and $6.7 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’s FY 2011 recoveries associated with the reported decision
units. In addition, in FY 2011, OJP made $5.0 million available to the Byrne Criminal Justice
Innovation Program via a reprogramming from various sources of prior-year discretionary funds.

Disclosure 5: Other Disclosures

- Of the total FY 2011 actual drug obligations, $14.5 million are a result of carryover
unobligated resources.
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ORGANIZED CRIME DRUG ENFORCEMENT
TASK FORCES PROGRAM
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U.S. Department of Justice

Office of the Inspector Genera

Washington, D.C. 20530

Office of the Inspector General’s Report on
Annual Accounting and Authentication of
Drug Control Funds and Related Performance

Director

Executive Office for the Organized Crime
Drug Enforcement Task Forces

U.S. Department of Justice

We have reviewed the accompanying Office of National Drug Control
Policy (ONDCP) Detailed Accounting Submission, which includes
Management’s Assertion Statement, Table of Drug Control Obligations, and
the related disclosures; and the Performance Summary Report, which
includes Management’s Assertion Statement and the related performance
information, of the U.S. Department of Justice’s Executive Office for the
Organized Crime Drug Enforcement Task Forces (OCDETF) for the fiscal year
ended September 30, 2011. The OCDETF’'s management is responsible for
the Detailed Accounting Submission and the Performance Summary Report.

Our review was conducted in accordance with attestation standards
contained in Government Auditing Standards, issued by the Comptroller
General of the United States. An attestation review is substantially less in
scope than an examination, the objective of which is the expression of an
opinion on the ONDCP Detailed Accounting Submission and the Performance
Summary Report. Accordingly, we do not express such an opinion.

Management of the OCDETF prepared the Detailed Accounting
Submission and the Performance Summary Report to comply with the
requirements of the ONDCP Circular, Drug Control Accounting, dated
May 1, 2007, and as otherwise agreed to with the ONDCP.

Based on our review, nothing came to our attention that caused us to
believe that the Detailed Accounting Submission and the Performance
Summary Report for the fiscal year ended September 30, 2011, are not
presented, in all material respects, in conformity with the ONDCP’s Circular,
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Report on Annual Accounting and Authentication of Drug Control Funds and
Related Performance
Page 2

Drug Control Accounting, dated May 1, 2007, and as otherwise agreed to
with the ONDCP.

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

K o

Mark L. Hayes, CPA, CFE

Director, Financial Statement Audit Office
Office of the Inspector General

U.S. Department of Justice

January 18, 2012
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Organized Crime Drug Enforcement
Task Forces Program
Detailed Accounting Submission
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Office of Inspector General

Attestation Review of
Annual Accounting of Drug Control Funds
and Performance Summary by
U.S. Agency for International Development
for FY 2011

MAR 13 2012

The Office of Inspector General (OIG) reviewed the accompanying Accounting and
Authentication of Drug Control Funds and Related Performance Report (the submission)
of the U.S. Agency for International Development (USAID) for the fiscal year ended
September 30, 2011. This submission is the responsibility of USAID. Management of
USAID prepared the submission and management's assertions to comply with the
requirements of the Office of National Drug Control Program (ONDCP) Circular, Drug
Control Accounting, dated May 1, 2007.

OIG’s review was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants, as specified in section 8 of the
ONDCP Circular. A review is substantially less in scope than an examination, the
objective of which is the expression of an opinion on the submission. Accordingly, we do
not express such an opinion.

Based on our review, nothing came to our attention that caused us to believe that
USAID’s submission did not, in all material respects, reliably represent its FY 2011
obligation and performance targets and results for fiscal year ended September 30, 2011
and comply with ONDCP criteria.

This review is intended solely for the information and use of ONDCP in meeting its
statutory obligation to provide an accounting of prior year drug control funds and
performance. It should not be used by other parties for any other purpose.

ettt

Assistant Inspector General for Audit

U.S. Agency for Intemational Development
1300 Pennsyivania Avenue, NW
Washington, DC 20523
http//www.usaid.gov



E/
FROM THE AMERICAN PEOPLE

=}USAID

Jon E. Rice

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

Dear Mr. Rice:

In accordance with the Office of National Drug Control Policy Circular, Drug
Control Accounting, dated May 1, 2007, the United States Agency for International
Development (USAID) is submitting its Accounting and Authentication of FY 2011 Drug
Control Funds and Related Performance Report. The Inspector General’s attestation
report is enclosed.

For the purposes of Section 6 financial disclosures and assertions in the attached report, I
certify that all the information presented for the USAID is true and correct and I concur
with all assertions associated with USAID in Section 6. For the purposes of Section 7
program performance disclosures and assertions, I cannot certify to them, but they seem
reasonable to me and I have no reason to object to the certifications given by others.

If you would like to address any questions associated with our submission, please
call me on (202) 567-5205.

David Ostermeyer
Chief Financial Officer
Enclosures:
1) Accounting and Authentication of Drug Control Funds and Related
Performance Report

2) USAID Inspector General Attestation Report

U.S. Agency for intemational Development
1300 Pennsylvania Avenue, NW
Washington, DC 20523

www.usaid.gov



Agency for International Development

Accounting and Authentication of Drug Control Funds and Related Performance
Report for 2011

Reference: ONDCP Circular: Drug Control Accounting (May 1, 2007)
6. Detailed Accounting Submission

6. a. Table of Prior Year Drug Control Obligations

Table 1 2011
Agency for International Development
Drug Control Obligations:
$ In Millions
FY 2011
Actual
Drug Resources by Drug Control Function
Intemational 120.4
Total 120.4
Drug Resources by Decision Unit
Altemative Development and Altemative Livelihoods-Afghanistan 0.0
Altemative Development and Altemative Livelihoods-Andean Region 120.4
Total 120.4
Drug Resources by Function and Decision Unit
intemational-Altemative Development and Altemative Livelihoods-Afghanistan 0.0
Intemational-Altemative Development and Altemative Livelihoods-Andean Region 120.4
Total 120.4
Information
Total Agency Budget* 11,874.7
Drug Related Percentage** 1%
* USAID 2011 Agency-wide Appropriations per 2010 Statement of Budgetary Resources
** Total Drug Control Obligations divided by Total Agency Budget | |

6. a. (1) Drug Methodology

All obligations provided in Table 1 were made from funds appropriated in FY 2011 and
are classified in USAID’s accounting system of record in program area 1.4.2 -



Alternative Development and Alternative Livelihood”. USAID incurred these
obligations during FY 2010.

At the request of ONDCP we also report herein that during FY 2011 USAID obligated

$12.7 Million in the Andean Region and $77.0 Million in Afghanistan from funds
appropriated prior to FY 2011. This amount is not included in Table 1, above.

6. a. (1) (a) Obligations by Drug Control Function

Table 1 shows Obligations by Drug Control Function. All of the reported obligations
supported programs whose function is best described as “International” as defined in the
2008 version of Attachment D of the ONDCP Circular: Budget Formulation, May 1,
2007.

6. a. (1) (b) Obligations by Budget Decision Unit

Table 1 shows Obligations by Decision Unit. All of the reported obligations supported
programs in the decision units as defined for USAID in the 2008 version of Attachment B
of the ONDCP Circular: Budget Formulation, May 1, 2007.

6. a. (2) Methodology Modifications

The drug methodology for 2011 has not been modified from the previous year, 2010.

6. a. (3) Material Weaknesses or Other Findings

CFO does not know of any material weakness or other finding by independent sources or
other known weaknesses, including those identified in the Agency’s Annual Statement of
Assurance, which affects the presentation of prior year drug related obligations data.

6. a. (4) Reprogrammings or Transfers

USAID did not submit any reprogrammings or transfers to ONDCP in FY 2011

6. a. (5) Other Disclosures

None.

6. b. Assertions

6. b. (1) Obligations by Budget Decision Unit

The Obligations reported by budget decision unit are the actual obligations from
USAID’s accounting system of record for the stated Budget Decision Units.



6. b. (2) Drug Methodology

The drug methodology used to calculate obligations of prior year budgetary resources by
function and by budget decision unit is reasonable and accurate based on criterion (c)
Financial Systems. The financial systems at USAID that support the drug methodology
yield data that fairly presents, in all material respects, aggregate obligations from which
the drug-related obligation amounts were derived.

6. b. (3) Application of Drug Methodology

The drug methodology disclosed in section 6 a. (1) Drug Methodology, above, was the
actual methodology used to generate Table 1, above.

6. b. (4) Reprogrammings or Transfers

The data presented in Table 1, above, are associated with 2011 obligations against a
financial plan. Also, as stated above in section 6. a. (4) Reprogrammings or Transfers
USAID did not submit any reprogrammings or transfers to ONDCP in FY 2011.

The financial plan against which the obligations in Table 1, above, are associated is
USAID’s FY 2011 Operational Plan. USAID Drug Related activities in that plan are
identified as part of Strategic Objective 1.4.2 (Alternative Development and Alternative
Livelihoods). Funds in Program Area 1.4.2 are posted in USAID’s accounting system at
the Activity level using Program Element A016 (Alternative Development and
Alternative Livelihoods).

6. b. (5) Fund Control Notices

Not applicable. ONDCP did not issue any Fund Control Notices to USAID in FY 2011.

7. Performance Summary Report

Decision Unit: The Andean Region

ANDEAN PERFORMANCE SECTION OF THE FY 2011
ACCOUNTING REPORT

Measure I: Hectares devoted to licit agricultural, forestry plantation and/or
natural forest management activities that are developed or expanded in areas receiving
USAID assistance (Measured cumulatively).



Table 1: Measure I

FY2007 FY2008 | FY 2008 | FY 2009 | FY 2009 FY 2010 | FY 2011 FY 2011 FY 2012
Actual Target Actual Target Actual Actual Target* Actual Target**
1,327,598 | 1,283,712 | 1,572,053 | 1,368,768 | 1,639,142 | 1,770,112 | 1,512,500 | 1,823,942 1,854,678

* At the time the target was submitted in the report, the target was less than FY 2010 actuals as targets
were pending revision as USAID was waiting for final FY 2011 funding levels. Target and actual
information through FY 2011 is for all four Andean countries with alternative development programming:
Bolivia, Colombia, Ecuador and Peru.

** As of FY 12, this target reflects programmatic activities in Bolivia, Ecuador and Peru, but not Colombia.
For further explanation, please see section (3) below regarding the appropriateness of the target for FY 12.

(1) Describe the measure: This measure tracks the land area used to produce licit
agricultural or forest products as a result of USAID-supported alternative development
programs in the Andean Region (Bolivia, Colombia, Ecuador, and Peru). As sustainable,
licit agricultural or forestry activities are expanded or rehabilitated in an area, higher
incomes from agricultural sales are generated, improving farmers’ quality of life. Also,
the amount of land available in that area for production of drug crops is reduced and
successful ventures often motivate other producers to undertake similar investments in
improving and/or expanding licit crops.

(2) Discuss performance results for FY 2011: Results surpassed targets in Ecuador
and Peru but were below targets in Bolivia and Colombia. In Ecuador, results were
significantly higher than anticipated as high prices for coffee and cacao stimulated more
farmers to intensify production and/or increase cultivated area for these crops. More
farmers also decided to switch crops to higher-value products such as quinoa and beans.
In Peru, project results were marginally, but not significantly higher than projected
results. In Bolivia targets were not realized as project activities were hampered by heavy
rain in the first part of the year, particularly in the Yungas of La Paz. Projected results
were not achieved in Colombia as FY 2011 targets were set with the expectation that the
new livelihood activities would start implementation at the beginning of the fiscal year.
However this was not the case due to delays in procurement.

(3) Discuss the appropriateness of the target for FY 2012: In Fall 2011 USAID and
the Office of the Director of Foreign Assistance in the Department of State issued revised
guidance to both agencies for standard performance indicators in order to: 1) reduce the
burden of reporting upon 1,200 — 1,500 possible standard indicators worldwide, and 2)
enable operating units to increase their focus on indicators that allow them to reflect
impact rather than output. As part of this exercise, the four Missions in the Andean
region with alternative development programs revised the indicators that they will report
on starting in FY 2012. In the FY 2012 report for ONDCP for the Andean region USAID
will continue to report on this indicator (hectares devoted to licit agricultural, forestry
plantation and/or natural forest management activities that are developed or expanded in
areas receiving USAID assistance) for three of the four countries, with the exception of
Colombia. The FY 2012 target reflects a lower than usual increase as a result of the fact
that: 1) data for Colombia is no longer included in the total, and 2) the budget for



alternative development for these three countries has decreased due to overall decreasing
foreign assistance levels in the region.

USAID will no longer report on this indicator for Colombia but instead starting with the
FY 2012 report USAID will instead provide date for the following indicator for
Colombia:

Measure Ib: Number of coca hectares in municipalities where USAID implements
activities in support of the Government of Colombia’s (GOC) national consolidation

strategy.

Table 1b: Measure Ib

FY 2011 FY 2012
Baseline Target

16,432 14,791

The FY 2012 target reflects a decrease in the number of hectares of coca. USAID’s
support for activities in support of the GOC’s national consolidation strategy should help
decrease the number of coca hectares in these municipalities.

(4) Discuss the procedures for collection of valid data and targets: Data for the
number of hectares of coca is derived from the U.N. Office of Drug Control’s (UNODC)
Colombia Coca Cultivation Survey report. Data on hectares of land devoted to licit
activities is collected by the program implementers (usually contractors or grantees) who
provide technical or marketing support to farmers, producer associations or communities
that receive alternative development support in order to decrease illicit agricultural
activities. Estimates of the land area supported by alternative development activities are
provided by the farmers, verified by implementation personnel. USAID project
managers are responsible for visiting project sites to review the soundness of data
collection methodologies. USAID Missions are also required to carry out data quality
assessments for all indicator data reported to Washington at least once every three years
to ensure that performance data meets quality standards for validity, integrity, precision,
reliability, and timeliness. Project managers review data submitted by implementers to
assess the general accuracy and clarity of quarterly performance reports. If this review
results in questions or concerns, the project manager resolves these in discussions with
implementation personnel. Data are then submitted to the USAID Mission’s Program
Office which combines data from all of the projects and reports it to USAID’s Office of
South American Affairs in Washington. The Office of South American Affairs combines
performance information from each of the four Andean countries for reporting to
ONDCP. Targets for both Measure I and Ib are established by considering current and
future estimated budgets, maintenance costs for ongoing activities and opportunities for
new AD activities. In addition, in projecting targets for Measure I USAID also considers,
the plans of farmer groups or associations in alternative development project areas.

Measure II: The number of new, direct, full-time equivalent jobs (agricultural
and non-agricultural) in USAID assisted areas, measured annually.



Table 1: Measure 11

FY2007 | FY2008 | FY 2008 | FY 2009 | FY 2009 | FY 2010 | FY 2011 | FY 2011 | FY 2012
Actual Target Actual Target Actual Actual Target Actual Target*

73,649 66,859 199,677 | 144,663 | 156,286 | 172,167 41,260 41,212 NA*

*Starting with the FY 2012 report USAID will start reporting on a new indicator as detailed below in
section (3), Appropriateness of the FY 2012 target.

(1)Describe the measure: This measure identifies the number of jobs that are created by
alternative development (AD) projects each year. Creation of legal jobs is important for
controlling production of drug crops, because it provides licit employment alternatives,
reduces the pool of labor available for drug production activities, and thereby constrains
narco-trafficking operations.

(2) Discuss performance results for FY 2011: Results exceeded targets in Ecuador and
Peru but fell short of targets in Bolivia and Colombia. Full-time-equivalent jobs are
closely linked to the number of hectares assisted and the value-added activities generated
along value chains. In Ecuador, high prices for coffee and cacao stimulated more farmers
than originally targeted to intensify production and/or increase cultivated area for these
crops. As aresult, the actual number of jobs created in Ecuador exceeded the target
because: a) an increase in the number of hectares drives employment up either because
of more intensive cropping and/or an expansion of cultivated area; and b) value-added
activities on/off farm lead to a greater demand for labor. In Peru, results exceeded targets
due to the fact that the number of hectares assisted through new agreements was greater
than anticipated in the first year of project implementation. In Bolivia, a reduction in
funding levels led to cancellation of 18 planned social infrastructure projects, and
consequently a lower number of jobs created than originally projected. Projected results
were not achieved in Colombia as FY 2011 targets were set with the expectation that the
new livelihood activities would start implementation at the beginning of the fiscal year.
However this was not the case due to delays in procurement.

(3) Discuss the appropriateness of the target for FY 2012: As detailed above under
Measure I, the four Missions in the Andean region with alternative development
programs revised the indicators that they will report on starting in FY 2012. In order to
report on an indicator with results that can be aggregated across the region, USAID will
discontinue reporting on this indicator and instead report on the following new indicator
as of FY 2012.

Measure II as of FY 2012: Number of families benefited by alternative development
activities in USG-assisted areas, measured annually.

Table 1b: Measure IIb

FY 2011 FY 2012
Baseline Target

67,398 43,950




The FY 2012 target reflects a decrease in the number of families benefiting from
alternative development activities as compared to FY 2011. This decrease stems from the
fact that USAID’s budget for alternative development activities is declining as foreign
assistance levels throughout the region have been reduced.

(4) Discuss the procedures for collection of valid data and targets: Data for results
for Measure II for FY 2011, the creation of licit jobs, is collected by project implementers
who are providing technical assistance or other support to private firms, cooperatives,
producer associations and other groups that are hiring additional workers. These jobs are
usually associated with the creation of a new enterprise, the expansion of an existing
enterprise or the production of a new crop, commodity, or product, as well as with
employment generated by the construction of infrastructure. As with Measure I above,
project managers are responsible for visiting project sites to ensure that data collection
methodologies and procedures are sound and for conducting periodic data quality
assessments. Project managers review data from implementers to assess its general
accuracy and reliability and submit this information to the Mission Program Office. The
Program Office transmits this data to USAID’s Office of South American Affairs in
Washington, which combines it with data from other Andean Region countries for
reporting to ONDCP. As with Measure I and Ib above, targets for the new Measure 11
indicator (number of families benefited) are based upon the projected level of AD
resources, past historical results, and the implementer and USAID’s estimates of
opportunities to conduct alternative development activities. When reporting on the new
Measure II indicator in FY 2012 (number of families benefited) we will provide
additional information regarding data collection for this indicator.

Decision Unit: Afghanistan

AFGHANISTAN PERFORMANCE SECTION OF THE FY 2011
ACCOUNTING REPORT

Measure I: Hectares devoted to licit agricultural, forestry plantation and/or natural
forest management activities that are developed or expanded in areas receiving

USAID assistance (includes forest management and forestry plantation).

Table 1: Measure I

FY2007 FY 2008 FY 2009 FY 2010 FY 2010 FY 2011 FY 2011 FY 2012
Actual Actual Actual Target Actual Target Actual Planned*
124,898 74,523 58,010 50,000 118,786 14,736 58,802 37,098

*This target may be adjusted as a monitoring and validation strategy is being established for one of the
alternative development projects that contribute to this indicator.

(1) Describe the measure: This measure tracks the land area used to produce licit
agricultural or forest products as a result of alternative development programs in
Afghanistan. As sustainable, licit agricultural or forestry activities are expanded in an




area, the amount of land available for production of drug crops is reduced.

(2) Discuss performance results for FY 2011: USAID exceeded its FY 2011 target
despite security concerns and increased poppy cultivation in the South. When the targets
for this indicator were initially set, the security situation in targeted areas had deteriorated
and many of these areas were deemed unstable. In this atmosphere of uncertainty,
conservative targets were selected. However, with the military surge that occurred in FY
2010, the circumstances changed. Implementing partners were able to take advantage of
the improved security situation to implement activities on a broader scale and to reach
more beneficiaries. This accounts for the exceeding of targets for FY 2011.

(3) Discuss the appropriateness of the target for FY 2012: Given the experience of
FY 2011, targets for FY 2012 were revised. A target of approximately 37,098 hectares
devoted to licit agriculture for FY 2012 has been established, but this number does not
include the proposed agricultural development programs which, if approved, would not
start until the end of FY 2012 as they are still in the design phase. Furthermore,
alternative development programs implemented by USAID are now focusing on more
sustainable alternatives to growing illicit agriculture products which complement focus
on hectares of land used for licit activities.

(4) Discuss the procedures for collection of valid data and targets: Data on hectares
of land devoted to licit activities is usually collected by the program implementers
(usually contractors or grantees) who provide technical and/or marketing support to
farmers, producer associations, and communities that receive alternative development
support in exchange for their agreement not to grow poppy.

As the security situation allows, USAID Contracting/Agreement Officer’s
Representatives (C/AORs) and on-site monitors are responsible for visiting project sites
to review methodologies for collecting data to ensure that the methodologies are
conceptually sound and are actually being used to collect data. USAID Missions are also
required to carry out data quality assessments for all activities under their strategic
objectives at least once every three years to ensure that all performance data meets data
quality standards for validity, integrity, precision, reliability, and timeliness.

CORs and AORs review data submitted by implementers to assess the general
accuracy and presentation of quarterly performance reports. If this review results in
questions or concerns, the C/AOR resolves these issues in discussions with
implementation personnel.

Targets are established by considering current and future estimated budgets,
maintenance costs for on-going activities, consulting with technical assistance personnel
on opportunities for new alternative development activities, and carrying out visits with
groups or associations of farmers in alternative development areas to establish whether
people are willing to eradicate drug crops in exchange for alternative development
assistance.

Measure II: The number of stakeholders assisted.



Table 1: Measure II

Number of individuals who have received USAID supported short-term agricultural
sector productivity training.

FY2007 FY 2008 FY 2009 FY 2010 FY 2010 FY 2011 FY 2011 FY 2012
Actual Actual Actual Target Actual Target Actual Planned*
379,903 109,743 163,638 100,000 633,876 107,548 627,127 156,215
*This target may be adjusted during preparation of upcoming Operational Plans.
Table 2: Measure 11
Number of full-time equivalent jobs (FTEs) created by USAID sponsored
alternative development or alternative livelihood activities.
FY 2008 FY 2009 FY 2010 FY 2010 FY 2011 FY 2011 FY 2012
Actual Actual Target Actual Target Actual Planned*
81,805 21,179 22,077 89,702 22,077 63,198 5,646

*This target may be adjusted during preparation of upcoming Operational Plans.

Table 3: Measure II

Number of families benefiting directly from USAID interventions in Afghanistan.

FY 2008 FY 2009 FY 2010 FY 2010 FY 2011 FY 2011 FY 2012
Actual Actual Target Actual Target Actual Planned*
123,081 888,094 800,000 493,360 200,864 707,944 262,934

*This target may be adjusted during preparation of upcoming Operational Plans.

(1) Describe the measure: The performance indicators in Tables 1, 2, and 3 measure the
number of people that have been trained under agriculture and alternative development
programs, the number of jobs that are created by alternative development projects each
year, and the number of rural households benefiting directly from USAID interventions
in Afghanistan. The number of individuals who have received USAID training is the
number of individuals to whom significant knowledge or skills have been imparted
through formal or informal means as a result of USAID supported programs. This
includes in-country and off-shore training, as well as knowledge or skills gained through
technical assistance activities. If the activity provided training to trainers, and if the
reporting unit can make a credible estimate of follow-on training provided by those
trainers, this estimate should be included. Individuals attending more than one training
are counted as many times as they attend training, in part because a beneficiary who
attends one type of training is often invited and encouraged to attend trainings in other
subject matter.

(2) Discuss performance results for FY 2011: In FY 2011, there was a continued

emphasis on increasing the capacity of Afghan farmers and employment opportunities in
the agriculture sector. Through major initiatives in FY 2011, USAID greatly exceeded its
FY 2011 targets because these initiatives developed the skills of Afghan farmers through
short-term productivity trainings, which in turn increased the number of families



benefiting from USAID alternative development activities. Furthermore, as a result of
concentrated efforts on alternative development in FY 2011, there was a continued
increase in the number of people employed in the agriculture sector. Creation of jobs in
the licit economy is important for controlling production of drug crops because it reduces
the pool of labor available for drug production activities, thereby constraining narco-
trafficking operations.

(3) Discuss the appropriateness of the target for FY 2012: The sharp decline between
the FY 2011 actual results and the targets for FY 2012 is due to the ending of major
alternative development programs and reduction of cash-for-work activities. AVIPA
Plus ended in FY 2011 and the proposed regional agricultural development programs will
reach expanded outreach by FY 2013. Furthermore, future programming will focus on
longer term development of core agricultural value chains that have strong potential for
future growth in Afghanistan, instead of high investment programs that have shorter
impact. As such, the FY 2012 targets are deemed appropriate — i.e., fewer individuals and
families targeted than have been reached in the recent past, but with an eye towards
greater sustainability and longer term impact.

(4) Discuss the procedures for collection of valid data and targets: Data on creation
of licit jobs is collected from project implementers, who are providing technical
assistance or other support to private firms, cooperatives, producer associations and other
groups that are hiring additional workers. These jobs are usually associated with the
creation of a new enterprise, the expansion of an existing enterprise or the production of a
new crop, commodity, or product. This number also includes cash-for-work programs.

As the security situation allows, project managers, C/AORs and on-site monitors
are responsible for visiting project sites to ensure that data collection methodologies and
procedures are sound and to conduct periodic data quality assessments.

Targets are established by considering current and future planned activities,
budget levels, cost estimates for implementation, and consultations with groups or
associations of farmers in targeted areas.

8. Inspector General Authentication

See OIG Report, attached.

9. Unreasonable Burden

Not applicable. USAID’s obligations exceed the $50 million threshold level for
simplified reporting.



Office of Inspector General

Attestation Review of
Annual Accounting of Drug Control Funds
and Performance Summary by
U.S. Agency for International Development
for FY 2011

The Office of Inspector General (OIG) reviewed the accompanying Accounting and
Authentication of Drug Control Funds and Related Performance Report (the submission)
of the U.S. Agency for International Development (USAID) for the fiscal year ended
September 30, 2011. This submission is the responsibility of USAID. Management of
USAID prepared the submission and management’s assertions to comply with the
requirements of the Office of National Drug Control Program (ONDCP) Circular, Drug
Control Accounting, dated May 1, 2007.

OIG’s review was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants, as specified in section 8 of the
ONDCP Circular. A review is substantially less in scope than an examination, the
objective of which is the expression of an opinion on the submission. Accordingly, we do
not express such an opinion.

Based on our review, nothing came to our attention that caused us to believe that
USAID’s submission did not, in all material respects, reliably represent its FY 2011
obligation and performance targets and results for fiscal year ended September 30, 2011
and comply with ONDCP criteria.

This review is intended solely for the information and use of ONDCP in meeting its
statutory obligation to provide an accounting of prior year drug control funds and
performance. It should not be used by other parties for any other purpose.

e gy

Assistant Inspector General for Audit

U.S. Agency for Intemational Development
1300 Pennsylvania Avenue, NW
Washington, DC 20523
http//www.usaid.gov



USAID

FROM THE AMERICAN PEOPLE

Jon E. Rice

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

Dear Mr. Rice:

In accordance with the Office of National Drug Control Policy Circular, Drug
Control Accounting, dated May 1, 2007, the United States Agency for International
Development (USAID) is submitting its Accounting and Authentication of FY 2011 Drug
Control Funds and Related Performance Report. The Inspector General’s attestation
report is enclosed.

For the purposes of Section 6 financial disclosures and assertions in the attached report, I
certify that all the information presented for the USAID is true and correct and I concur
with all assertions associated with USAID in Section 6. For the purposes of Section 7
program performance disclosures and assertions, I cannot certify to them, but they seem
reasonable to me and I have no reason to object to the certifications given by others.

If you would like to address any questions associated with our submission, please
call me on (202) 567-5205.

David Ostermeyer
Chief Financial Officer
Enclosures:
1) Accounting and Authentication of Drug Control Funds and Related
Performance Report

2) USAID Inspector General Attestation Report

U.S. Agency for Intemational Development
1300 Pennsylvania Avenue, NW
Washington, DC 20523

www.usaid.gov



Agency for International Development

Accounting and Authentication of Drug Control Funds and Related Performance
Report for 2011

Reference: ONDCP Circular: Drug Control Accounting (May 1, 2007)
6. Detailed Accounting Submission

6. a. Table of Prior Year Drug Control Obligations

Table 1 2011
Agency for International Development
i
Drug Control Obligations:
$ In Millions
FY 2011
Actual
Drug Resources by Drug Control Function
Intemational 120.4
Total 120.4
Drug Resources by Decision Unit
Altemative Dewvelopment and Altemative Livelihoods-Afghanistan 0.0
Altemative Development and Altemative Livelihoods-Andean Region 120.4
Total 120.4
Drug Resources by Function and Decision Unit
Intemational-Altemative Development and Altemative Livelihoods-Afghanistan 0.0
Intemational-Altemative Development and Altemative Livelihoods-Andean Region 120.4
Total 120.4
Information
Total Agency Budget* 11,874.7
Drug Related Percentage** 1%
* USAID 2011 Agency-wide Appropriations per 2010 Statement of Budgetary Resources
** Total Drug Control Obligations divided by Total Agency Budget | i

6. a. (1) Drug Methodology

All obligations provided in Table 1 were made from funds appropriated in FY 2011 and
are classified in USAID’s accounting system of record in program area 1.4.2 -



Alternative Development and Alternative Livelihood”. USAID incurred these
obligations during FY 2010.

At the request of ONDCP we also report herein that during FY 2011 USAID obligated

$12.7 Million in the Andean Region and $77.0 Million in Afghanistan from funds
appropriated prior to FY 2011. This amount is not included in Table 1, above.

6. a. (1) (a) Obligations by Drug Control Function

Table 1 shows Obligations by Drug Control Function. All of the reported obligations
supported programs whose function is best described as “International” as defined in the
2008 version of Attachment D of the ONDCP Circular: Budget Formulation, May 1,
2007.

6. a. (1) (b) Obligations by Budget Decision Unit

Table 1 shows Obligations by Decision Unit. All of the reported obligations supported
programs in the decision units as defined for USAID in the 2008 version of Attachment B
of the ONDCP Circular: Budget Formulation, May 1, 2007.

6. a. (2) Methodology Modifications

The drug methodology for 2011 has not been modified from the previous year, 2010.

6. a. (3) Material Weaknesses or Other Findings

CFO does not know of any material weakness or other finding by independent sources or
other known weaknesses, including those identified in the Agency’s Annual Statement of
Assurance, which affects the presentation of prior year drug related obligations data.

6. a. (4) Reprogrammings or Transfers

USAID did not submit any reprogrammings or transfers to ONDCP in FY 2011

6. a. (5) Other Disclosures

None.

6. b. Assertions

6. b. (1) Obligations by Budget Decision Unit

The Obligations reported by budget decision unit are the actual obligations from
USAID’s accounting system of record for the stated Budget Decision Units.



6. b. (2) Drug Methodology

The drug methodology used to calculate obligations of prior year budgetary resources by
function and by budget decision unit is reasonable and accurate based on criterion (c)
Financial Systems. The financial systems at USAID that support the drug methodology
yield data that fairly presents, in all material respects, aggregate obligations from which
the drug-related obligation amounts were derived.

6. b. (3) Application of Drug Methodology

The drug methodology disclosed in section 6 a. (1) Drug Methodology, above, was the
actual methodology used to generate Table 1, above.

6. b. (4) Reprogrammings or Transfers

The data presented in Table 1, above, are associated with 2011 obligations against a
financial plan. Also, as stated above in section 6. a. (4) Reprogrammings or Transfers
USAID did not submit any reprogrammings or transfers to ONDCP in FY 2011.

The financial plan against which the obligations in Table 1, above, are associated is
USAID’s FY 2011 Operational Plan. USAID Drug Related activities in that plan are
identified as part of Strategic Objective 1.4.2 (Alternative Development and Alternative
Livelihoods). Funds in Program Area 1.4.2 are posted in USAID’s accounting system at
the Activity level using Program Element A016 (Alternative Development and
Alternative Livelihoods).

6. b. (5) Fund Control Notices

Not applicable. ONDCP did not issue any Fund Control Notices to USAID in FY 2011.

7. Performance Summary Report

Decision Unit: The Andean Region

ANDEAN PERFORMANCE SECTION OF THE FY 2011
ACCOUNTING REPORT

Measure I: Hectares devoted to licit agricultural, forestry plantation and/or
natural forest management activities that are developed or expanded in areas receiving
USAID assistance (Measured cumulatively).



Table 1: Measure I

FY2007 FY2008 FY 2008 | FY 2009 | FY 2009 FY 2010 | FY 2011 FY 2011 FY 2012
Actual Target Actual Target Actual Actual Target* Actual Target**
1,327,598 | 1,283,712 | 1,572,053 | 1,368,768 | 1,639,142 | 1,770,112 | 1,512,500 | 1,823,942 1,854,678

* At the time the target was submitted in the report, the target was less than FY 2010 actuals as targets
were pending revision as USAID was waiting for final FY 2011 funding levels. Target and actual
information through FY 2011 is for all four Andean countries with alternative development programming:
Bolivia, Colombia, Ecuador and Peru.

** As of FY 12, this target reflects programmatic activities in Bolivia, Ecuador and Peru, but not Colombia.
For further explanation, please see section (3) below regarding the appropriateness of the target for FY 12,

(1) Describe the measure: This measure tracks the land area used to produce licit
agricultural or forest products as a result of USAID-supported alternative development
programs in the Andean Region (Bolivia, Colombia, Ecuador, and Peru). As sustainable,
licit agricultural or forestry activities are expanded or rehabilitated in an area, higher
incomes from agricultural sales are generated, improving farmers’ quality of life. Also,
the amount of land available in that area for production of drug crops is reduced and
successful ventures often motivate other producers to undertake similar investments in
improving and/or expanding licit crops.

(2) Discuss performance results for FY 2011: Results surpassed targets in Ecuador
and Peru but were below targets in Bolivia and Colombia. In Ecuador, results were
significantly higher than anticipated as high prices for coffee and cacao stimulated more
farmers to intensify production and/or increase cultivated area for these crops. More
farmers also decided to switch crops to higher-value products such as quinoa and beans.
In Peru, project results were marginally, but not significantly higher than projected
results. In Bolivia targets were not realized as project activities were hampered by heavy
rain in the first part of the year, particularly in the Yungas of La Paz. Projected results
were not achieved in Colombia as FY 2011 targets were set with the expectation that the
new livelihood activities would start implementation at the beginning of the fiscal year.
However this was not the case due to delays in procurement.

(3) Discuss the appropriateness of the target for FY 2012: In Fall 2011 USAID and
the Office of the Director of Foreign Assistance in the Department of State issued revised
guidance to both agencies for standard performance indicators in order to: 1) reduce the
burden of reporting upon 1,200 — 1,500 possible standard indicators worldwide, and 2)
enable operating units to increase their focus on indicators that allow them to reflect
impact rather than output. As part of this exercise, the four Missions in the Andean
region with alternative development programs revised the indicators that they will report
on starting in FY 2012. In the FY 2012 report for ONDCP for the Andean region USAID
will continue to report on this indicator (hectares devoted to licit agricultural, forestry
plantation and/or natural forest management activities that are developed or expanded in
areas receiving USAID assistance) for three of the four countries, with the exception of
Colombia. The FY 2012 target reflects a lower than usual increase as a result of the fact
that: 1) data for Colombia is no longer included in the total, and 2) the budget for



alternative development for these three countries has decreased due to overall decreasing
foreign assistance levels in the region.

USAID will no longer report on this indicator for Colombia but instead starting with the
FY 2012 report USAID will instead provide date for the following indicator for
Colombia:

Measure Ib: Number of coca hectares in municipalities where USAID implements
activities in support of the Government of Colombia’s (GOC) national consolidation
strategy.

Table 1b: Measure Ib

FY 2011 FY 2012
Baseline Target

16,432 14,791

The FY 2012 target reflects a decrease in the number of hectares of coca. USAID’s
support for activities in support of the GOC’s national consolidation strategy should help
decrease the number of coca hectares in these municipalities.

(4) Discuss the procedures for collection of valid data and targets: Data for the
number of hectares of coca is derived from the U.N. Office of Drug Control’s (UNODC)
Colombia Coca Cultivation Survey report. Data on hectares of land devoted to licit
activities is collected by the program implementers (usually contractors or grantees) who
provide technical or marketing support to farmers, producer associations or communities
that receive alternative development support in order to decrease illicit agricultural
activities. Estimates of the land area supported by alternative development activities are
provided by the farmers, verified by implementation personnel. USAID project
managers are responsible for visiting project sites to review the soundness of data
collection methodologies. USAID Missions are also required to carry out data quality
assessments for all indicator data reported to Washington at least once every three years
to ensure that performance data meets quality standards for validity, integrity, precision,
reliability, and timeliness. Project managers review data submitted by implementers to
assess the general accuracy and clarity of quarterly performance reports. If this review
results in questions or concerns, the project manager resolves these in discussions with
implementation personnel. Data are then submitted to the USAID Mission’s Program
Office which combines data from all of the projects and reports it to USAID’s Office of
South American Affairs in Washington. The Office of South American Affairs combines
performance information from each of the four Andean countries for reporting to
ONDCP. Targets for both Measure I and Ib are established by considering current and
future estimated budgets, maintenance costs for ongoing activities and opportunities for
new AD activities. In addition, in projecting targets for Measure I USAID also considers,
the plans of farmer groups or associations in alternative development project areas.

Measure II: The number of new, direct, full-time equivalent jobs (agricultural
and non-agricultural) in USAID assisted areas, measured annually.



Table 1: Measure I1

FY2007 | FY2008 | FY 2008 | FY 2009 | FY 2009 | FY 2010 | FY 2011 | FY 2011 | FY 2012
Actual Target Actual Target Actual Actual Target Actual Target*

73,649 66,859 199,677 | 144,663 | 156,286 | 172,167 41,260 41,212 NA*

*Starting with the FY 2012 report USAID will start reporting on a new indicator as detailed below in
section (3), Appropriateness of the FY 2012 target.

(1)Describe the measure: This measure identifies the number of jobs that are created by
alternative development (AD) projects each year. Creation of legal jobs is important for
controlling production of drug crops, because it provides licit employment alternatives,
reduces the pool of labor available for drug production activities, and thereby constrains
narco-trafficking operations.

(2) Discuss performance results for FY 2011: Results exceeded targets in Ecuador and
Peru but fell short of targets in Bolivia and Colombia. Full-time-equivalent jobs are
closely linked to the number of hectares assisted and the value-added activities generated
along value chains. In Ecuador, high prices for coffee and cacao stimulated more farmers
than originally targeted to intensify production and/or increase cultivated area for these
crops. As a result, the actual number of jobs created in Ecuador exceeded the target
because: a) an increase in the number of hectares drives employment up either because
of more intensive cropping and/or an expansion of cultivated area; and b) value-added
activities on/off farm lead to a greater demand for labor. In Peru, results exceeded targets
due to the fact that the number of hectares assisted through new agreements was greater
than anticipated in the first year of project implementation. In Bolivia, a reduction in
funding levels led to cancellation of 18 planned social infrastructure projects, and
consequently a lower number of jobs created than originally projected. Projected results
were not achieved in Colombia as FY 2011 targets were set with the expectation that the
new livelihood activities would start implementation at the beginning of the fiscal year.
However this was not the case due to delays in procurement.

(3) Discuss the appropriateness of the target for FY 2012: As detailed above under
Measure I, the four Missions in the Andean region with alternative development
programs revised the indicators that they will report on starting in FY 2012. In order to
report on an indicator with results that can be aggregated across the region, USAID will
discontinue reporting on this indicator and instead report on the following new indicator
as of FY 2012.

Measure II as of FY 2012: Number of families benefited by alternative development
activities in USG-assisted areas, measured annually.

Table 1b: Measure ITb

FY 2011 FY 2012
Baseline Target

67,398 43,950




The FY 2012 target reflects a decrease in the number of families benefiting from
alternative development activities as compared to FY 2011. This decrease stems from the
fact that USAID’s budget for alternative development activities is declining as foreign
assistance levels throughout the region have been reduced.

(4) Discuss the procedures for collection of valid data and targets: Data for results
for Measure II for FY 2011, the creation of licit jobs, is collected by project implementers
who are providing technical assistance or other support to private firms, cooperatives,
producer associations and other groups that are hiring additional workers. These jobs are
usually associated with the creation of a new enterprise, the expansion of an existing
enterprise or the production of a new crop, commodity, or product, as well as with
employment generated by the construction of infrastructure. As with Measure I above,
project managers are responsible for visiting project sites to ensure that data collection
methodologies and procedures are sound and for conducting periodic data quality
assessments. Project managers review data from implementers to assess its general
accuracy and reliability and submit this information to the Mission Program Office. The
Program Office transmits this data to USAID’s Office of South American Affairs in
Washington, which combines it with data from other Andean Region countries for
reporting to ONDCP. As with Measure I and Ib above, targets for the new Measure II
indicator (number of families benefited) are based upon the projected level of AD
resources, past historical results, and the implementer and USAID’s estimates of
opportunities to conduct alternative development activities. When reporting on the new
Measure II indicator in FY 2012 (number of families benefited) we will provide
additional information regarding data collection for this indicator.

Decision Unit: Afghanistan

AFGHANISTAN PERFORMANCE SECTION OF THE FY 2011
ACCOUNTING REPORT

Measure I: Hectares devoted to licit agricultural, forestry plantation and/or natural
forest management activities that are developed or expanded in areas receiving

USAID assistance (includes forest management and forestry plantation).

Table 1: Measure I

FY2007 FY 2008 FY 2009 FY 2010 FY 2010 FY 2011 FY 2011 FY 2012
Actual Actual Actual Target Actual Target Actual Planned*
124,898 74,523 58,010 50,000 118,786 14,736 58,802 37,098

*This target may be adjusted as a monitoring and validation strategy is being established for one of the
alternative development projects that contribute to this indicator.

(1) Describe the measure: This measure tracks the land area used to produce licit
agricultural or forest products as a result of alternative development programs in
Afghanistan. As sustainable, licit agricultural or forestry activities are expanded in an




area, the amount of land available for production of drug crops is reduced.

(2) Discuss performance results for FY 2011: USAID exceeded its FY 2011 target
despite security concerns and increased poppy cultivation in the South. When the targets
for this indicator were initially set, the security situation in targeted areas had deteriorated
and many of these areas were deemed unstable. In this atmosphere of uncertainty,
conservative targets were selected. However, with the military surge that occurred in FY
2010, the circumstances changed. Implementing partners were able to take advantage of
the improved security situation to implement activities on a broader scale and to reach
more beneficiaries. This accounts for the exceeding of targets for FY 2011.

(3) Discuss the appropriateness of the target for FY 2012: Given the experience of
FY 2011, targets for FY 2012 were revised. A target of approximately 37,098 hectares
devoted to licit agriculture for FY 2012 has been established, but this number does not
include the proposed agricultural development programs which, if approved, would not
start until the end of FY 2012 as they are still in the design phase. Furthermore,
alternative development programs implemented by USAID are now focusing on more
sustainable alternatives to growing illicit agriculture products which complement focus
on hectares of land used for licit activities.

(4) Discuss the procedures for collection of valid data and targets: Data on hectares
of land devoted to licit activities is usually collected by the program implementers
(usually contractors or grantees) who provide technical and/or marketing support to
farmers, producer associations, and communities that receive alternative development
support in exchange for their agreement not to grow poppy.

As the security situation allows, USAID Contracting/Agreement Officer’s
Representatives (C/AORs) and on-site monitors are responsible for visiting project sites
to review methodologies for collecting data to ensure that the methodologies are
conceptually sound and are actually being used to collect data. USAID Missions are also
required to carry out data quality assessments for all activities under their strategic
objectives at least once every three years to ensure that all performance data meets data
quality standards for validity, integrity, precision, reliability, and timeliness.

CORs and AORs review data submitted by implementers to assess the general
accuracy and presentation of quarterly performance reports. If this review results in
questions or concerns, the C/AOR resolves these issues in discussions with
implementation personnel.

Targets are established by considering current and future estimated budgets,
maintenance costs for on-going activities, consulting with technical assistance personnel
on opportunities for new alternative development activities, and carrying out visits with
groups or associations of farmers in alternative development areas to establish whether
people are willing to eradicate drug crops in exchange for alternative development
assistance.

Measure II: The number of stakeholders assisted.



Table 1: Measure I1

Number of individuals who have received USAID supported short-term agricultural
sector productivity training.

FY2007 FY 2008 FY 2009 FY 2010 FY 2010 FY 2011 FY 2011 FY 2012
Actual Actual Actual Target Actual Target Actual Planned*
379,903 109,743 163,638 100,000 633,876 107,548 627,127 156,215
*This target may be adjusted during preparation of upcoming Operational Plans.
Table 2: Measure II
Number of full-time equivalent jobs (FTEs) created by USAID sponsored
alternative development or alternative livelihood activities.
FY 2008 FY 2009 FY 2010 FY 2010 FY 2011 FY 2011 FY 2012
Actual Actual Target Actual Target Actual Planned*
81,805 21,179 22,077 89,702 22,077 63,198 5,646

*This target may be adjusted during preparation of upcoming Operational Plans.

Table 3: Measure I1

Number of families benefiting directly from USAID interventions in Afghanistan.

FY 2008 FY 2009 FY 2010 FY 2010 FY 2011 FY 2011 FY 2012
Actual Actual Target Actual Target Actual Planned*
123,081 888,094 800,000 493,360 200,864 707,944 262,934

*This target may be adjusted during preparation of upcoming Operational Plans.

(1) Describe the measure: The performance indicators in Tables 1, 2, and 3 measure the
number of people that have been trained under agriculture and alternative development
programs, the number of jobs that are created by alternative development projects each
year, and the number of rural households benefiting directly from USAID interventions
in Afghanistan. The number of individuals who have received USAID training is the
number of individuals to whom significant knowledge or skills have been imparted
through formal or informal means as a result of USAID supported programs. This
includes in-country and off-shore training, as well as knowledge or skills gained through
technical assistance activities. If the activity provided training to trainers, and if the
reporting unit can make a credible estimate of follow-on training provided by those
trainers, this estimate should be included. Individuals attending more than one training
are counted as many times as they attend training, in part because a beneficiary who
attends one type of training is often invited and encouraged to attend trainings in other

subject matter.

(2) Discuss performance results for FY 2011: In FY 2011, there was a continued
emphasis on increasing the capacity of Afghan farmers and employment opportunities in

the agriculture sector. Through major initiatives in FY 2011, USAID greatly exceeded its
FY 2011 targets because these initiatives developed the skills of Afghan farmers through
short-term productivity trainings, which in turn increased the number of families



benefiting from USAID alternative development activities. Furthermore, as a result of
concentrated efforts on alternative development in FY 2011, there was a continued
increase in the number of people employed in the agriculture sector. Creation of jobs in
the licit economy is important for controlling production of drug crops because it reduces
the pool of labor available for drug production activities, thereby constraining narco-
trafficking operations.

(3) Discuss the appropriateness of the target for FY 2012: The sharp decline between
the FY 2011 actual results and the targets for FY 2012 is due to the ending of major
alternative development programs and reduction of cash-for-work activities. AVIPA
Plus ended in FY 2011 and the proposed regional agricultural development programs will
reach expanded outreach by FY 2013. Furthermore, future programming will focus on
longer term development of core agricultural value chains that have strong potential for
future growth in Afghanistan, instead of high investment programs that have shorter
impact. As such, the FY 2012 targets are deemed appropriate — i.e., fewer individuals and
families targeted than have been reached in the recent past, but with an eye towards
greater sustainability and longer term impact.

(4) Discuss the procedures for collection of valid data and targets: Data on creation
of licit jobs is collected from project implementers, who are providing technical
assistance or other support to private firms, cooperatives, producer associations and other
groups that are hiring additional workers. These jobs are usually associated with the
creation of a new enterprise, the expansion of an existing enterprise or the production of a
new crop, commodity, or product. This number also includes cash-for-work programs.

As the security situation allows, project managers, C/AORs and on-site monitors
are responsible for visiting project sites to ensure that data collection methodologies and
procedures are sound and to conduct periodic data quality assessments.

Targets are established by considering current and future planned activities,
budget levels, cost estimates for implementation, and consultations with groups or
associations of farmers in targeted areas.

8. Inspector General Authentication

See OIG Report, attached.

9. Unreasonable Burden

Not applicable. USAID’s obligations exceed the $50 million threshold level for
simplified reporting.
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U.S. Department of Office of Inspector General
Transportation Washington, DC 20590

Office of the Secretary
of Transportation

January 31, 2012

Mr. Jon E. Rice

Associate Director for Performance and Budget
Office of National Drug Control Policy
Washington, DC 20503

Dear Mr. Rice:

This report presents the results of our independent review of the U.S. Department
of Transportation, National Highway Traffic Safety Administration’s (NHTSA)
fiscal year 2011 Drug Control Obligation Summary and Performance Summary
reports to the Office of National Drug Control Policy (ONDCP). Both reports are
dated December 8, 2011. The reports and our review are required by 21 U.S.C.
81704 (d).

The objective of our review is to provide assurance that no information came to
our attention that would reverse management’ s assertions that the reports complied
with ONDCP Circular, Drug Control Accounting, requirements, dated May 1,
2007, in al material respects. This review was conducted in accordance with
generally accepted Government auditing standards for attestation engagements.
A review is substantially more limited in scope than an examination, which
expresses an opinion on the accuracy of NHTSA’s Drug Control Obligation
Summary and Performance Summary reports to ONDCP. Asthiswas areview, we
do not express such an opinion.

Drug Control Obligations Summary

We performed review procedures on the accompanying report (Enclosure 1),
NHTSA’s fiscal year 2011 Drug Control Obligation Summary based upon criteria
specified in the ONDCP Circular. In general, our work was limited to inquiries
and analytical procedures appropriate for an attestation review. Specificaly, we
tested selected procedures described in the Internal Control Questionnaire for
Accounting to ensure drug control funds are properly identified in the accounting
system. We traced obligations totaling approximately $2.7 million identified in the
report to the Department’s accounting system. We also verified that five maor
drug control obligations in the accounting system, totaling about $2.4 million,
were supported by contracts.

Report Number FI-2012-049



During our review, no information came to our attention that the accompanying
NHTSA fiscal year 2011 Drug Control Obligation Summary to ONDCP was not
presented in conformity with the ONDCP Circular. Since NHTSA is reporting
approximately $2.7 million in drug control obligations, which is below the
$50 million threshold for full reporting required by the ONDCP Circular, we attest
that full compliance with this Circular would constitute an unreasonable reporting
burden.

Performance Reporting Summary and Assertions

We performed review procedures on the accompanying report (Enclosure 2),
NHTSA’s fiscal year 2011 Performance Summary Report, and management’s
assertions. NHTSA’ s fiscal year 2011 performance target was to collect data from
at least 1,250 drivers involved in vehicle crashes for the Case Control Study of the
Crash Risk of Drug-Impaired Drivers. NHTSA reported that this performance
target was achieved. NHTSA’s database indicated that they completed data
collection for the entire study and obtained data from more than 3,000 crash-
involved drivers by the end of fiscal year 2011.

In general, our review processes were limited to inquiries and analytical
procedures appropriate for an attestation review based upon the criteria specified
in the ONDCP Circular. Specifically, we reviewed the procedures described in the
Internal Control Questionnaire for Performance Reporting, interviewed NHTSA
personnel responsible for ensuring data reliability and integrity, examined hard
copy data collection files, and selectively traced data from the filesinto NHTSA’s
database used for compilation and analysis. In addition, we reviewed
management’s assertions and the contract supporting the fiscal year 2011
performance measures. During our review, no information came to our attention
that the accompanying NHTSA Fiscal Year 2011 Performance Summary Report
was not presented in conformity with the ONDCP Circular.

Sincerely,
@ZMMQ%

Louis C. King

Assistant Inspector General for Financial and
Information Technology Audits

Enclosure(s)

cc. Senior Associate Administrator for Policy and Operations, NHTSA

Report Number FI-2012-049



Enclosure 1

(‘ Page 1 of 2
U.S. Department 1200 New Jersey Avenue SE.
of Transportation Washi gton, DC 20590
ational Highway
Traffic Safetly

Administration

December 8, 2011

Mr. Jon E. Rice

Associate Director for Performance and Budget
Office of National Drug Control Policy
Washington, DC 20503

Dear Mr. Rice:

In accordance with the Office of National Drug Control Policy Circular: Drug Control
Accounting issued May 1, 2007, the National Highway Traffic Safety Administration’s
(NHTSA) Fiscal Year 2011 Drug Control Obligation Summary is enclosed. NHTSA’s
obligations for drug-related activities fall below the reporting threshold of $50 million;
therefore, only a limited report is required to satisfy the statutory requirement.

NHTSA'’s point of contact for this report is Melanie O’Donnell. She can be reached at

(202) 366-0689, if further assistance is required.
| XM .

Gregory A. Walter
Senior Associate Administrator
Policy and Operations

Sincerely yours,

Enclosure

k& kk

NHTSA

www.nhtsa.goy



Enclosure 1
Page 2 of 2

DEPARTMENT OF TRANSPORTATION
National Highway Traffic Safety Administration

Resource Summar

Drug Resources by Function
Prevention 2.688 2.688 3.988

Drug Resources Personnel Summary
Total FTEs (direct only) 2 2 2

Drug Resources as a Percent of Budget
Total Agency Budget $872.489 $799.974 $981.000
Drug Resources Percentage 0.31% 0.34% 0.41%
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U.S. Departme 1 1200 New Jersey Avenue, SE
of Transportation Washington, DC 20590

National Highway
Traffic Safety
dministration December 8. 2011

Mr. Jon E. Rice

Associate Director for Performance and Budget
Office of National Drug Control Policy
Washington, DC 20503

Dear Mr. Rice:

In accordance with the Office of National Drug Control Policy Circular: Drug Control
Accounting issued May 1, 2007, the National Highway Traffic Safety Administration’s
(NHTSA) Fiscal Year 2011 Performance Summary Report is enclosed. As specified by the
Circular, the agency selected a performance measure for 2007 to assess its success in reducing
drug impaired driving, followed by complementary measures in 2008 through 2011. These
measures track the progress of critical steps toward the development of a reliable and accurate
measure of the drug impaired driving problem by increasing the Agency’s understanding of
the extent of drug use among drivers, and the role of drugs in crash causation. These
performance measures are:

1. Select representative survey sites and secure local cooperation as part of a National
Roadside Survey of Alcohol and Drugged Driving (FY 2007).

2. Collect and analyze oral fluids and blood samples as part of a National Roadside
Survey of Alcohol and Drugged Driving (FY 2008).

3. Develop and recommend methods for detecting the presence of major illegal drugs
in drivers as part of a Study to Identify Methods and Technologies to Measure Drug
Presence Among Drivers (FY 2009).

4, Complete study design and procedures for a landmark Case Control Study of the
Crash Risk of Drug-Impaired Drivers (2010).

5. Collect data from 1250 crashes for the Case Control Study of the Crash Risk of
Drug-Impaired Drivers (FY 2011).

Assertions

1. Performance reporting system is appropriate and applied: Performance
information for the first and second measures relies on data captured through the
execution of the National Roadside Survey of Alcohol and Drugged Driving.
Similarly, the performance information for the third measure was based on a study to
identify methods and technologies to measure drug presence. The measures for 2010
and 2011 are based on a Case Control Study of Crash Risk of Drug-Impaired Drivers.
Each study has data collection and reporting requirements specified in contract
language with the firm conducting the research.
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Mr. Jon E. Rice

Case Control Study of Crash Risk of Drug-Impaired Drivers. Each study has data
collection and reporting requirements specified in contract language with the firm
conducting the research.

2. Explanations for not meeting performance targets are reasonable: Target met.

3. Methodology to establish performance targets is reasonable and applied: Data
collection for the National Roadside Survey of Alcohol and Drugged Driving was
based on a probabilistic design, using traffic volume and demographic variables to
ensure a statistically representative sample. Details of the methodology and findings
are included in the Research Note No. DOT HS 811 175
(http://www.nhtsa.gov/portal/nhtsa_static_file_downloader.jsp?file=/staticfiles/DOT/
NHTSA/Traffic Injury Control/ Articles/Associated Files/811175.pdf). Methodology
for the 2010 and 2011 performance measures is based on records and documentation
of successful achievement of the study objectives.

4. Adequate performance measures exist for all significant drug control activities:
The measures used to describe the Agency's drug impaired driving program
performance adequately reflect key steps toward the completion of necessary studies
to increase general knowledge of the drugged driving problem. These measures
provide a meaningful assessment of progress toward the development of reliable and
accurate measures of the drugged driving problem in the United States.

NHTSA's point of contact for this report is Melanie O'Donnell. She can be reached at
(202) 366-0689, if further assistance is required.

Sincerely yours,

Je C) X%gw

Gregory A. Walter
Senior Associate Administrator
Policy and Operations

Enclosure
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National Highway Traffic Safety Administration
Drug-Impaired Driving Program

Performance Summary Report
Fiscal Year 2011

4] Performance Measures

NHTSA can contribute to the National Drug Control Strategy by reducing the prevalence
of drug-impaired drivers on the Nation’s roadways. However, given the current state of
knowledge, meaningful measures of the drug impaired driving problem are not available.
To chart progress toward development of a valid measure of this problem, NHTSA
adopted two new measures in FY 2010 and 2011. We are now proposing two new
measures for FY 2012 and FY 2013. The FY 2010 National Drug Control Strategy called
for efforts to Collect Further Data on Drugged Driving and for increased Training to
Law Enforcement on Identifying Drugged Drivers. The two new measures are designed
to assess Agency progress in supporting the national strategy: increasing training for law
enforcement and understanding of the extent of drug use among drivers and the role of
drugs in crash causation.

These measures reflect critical milestones in the development of improved methods to
train law enforcement in detecting drug-impaired drivers and in developing valid and
reliable performance measures of the drug impaired driving problem. Additional
milestones will be identified to assess progress in future years.

The National Highway Traffic Safety Administration (NHTSA) will use the following
measures to assess progress of the Drug-Impaired Driving Program.

e Develop and Pilot Test an On-Line version of the Advanced Roadside Impaired
Driving Enforcement (ARIDE) Training and Delivery (FY 2012).

The 2010 National Drug Control Strategy directed NHTSA to support efforts to
increase the availability of training for law enforcement officers to better enable
them to recognize drivers potentially impaired by drugs other than alcohol. In
response, NHTSA agreed to develop and make available an online version of the
Advanced Roadside Impaired Driving Enforcement Training program. Having
this training available on-line, for individual officer use, is expected to greatly
increase the number of officers who complete this course.

o Complete data analysis, prepare and release a final report on a Case Control Study
of the Crash Risk of Drug-Impaired Driving (FY 2013).

This land-mark study was designed to conduct in-depth investigations of
approximately 2,500 police-reported crashes of all severities. For each crash
investigated, similar information will be collected for non-crash control cases
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(involving drivers driving at the same locations, day of week, time of day,
traveling in the same direction, etc.). Analysis of drug use by crash involved and
non-crash involved drivers will make it possible to estimate the extent to which
drug use increases the risk of crash involvement. This information will be
invaluable in helping to support strong laws targeting drug-impaired driving and
efforts to reduce the harm caused by drug use by drivers. Together with
information from the recently-completed Roadside Survey of Drug and Alcohol
Use by Drivers, evidence from this study on the association of drug use and crash
risk will be an essential part of efforts to develop effective countermeasures.

2) Prior Years Performance Targets and Results

Prior performance targets for FY 2007 and FY 2008 were fully achieved. In FY 2007,
300 survey sites were identified for the Roadside Survey of Alcohol and Drug Use by
Drivers. In FY 2008, over 9,000 drivers were sampled in locations across the country for
the Roadside Survey study.

The FY 2009 target was not achieved due to a change in research strategy. An expert
group was convened during 2009 to develop and recommend methods for detecting the
presence of major illegal drugs in drivers. The expert group concluded that such
technology was not feasible for roadside use in the near future. With this information,
the research effort was re-directed to developing methods for identifying drugs that
impair driving.

In FY 2010, we completed the Case Control Study of Crash Risk of Drug-Impaired
Driving study design and planning, as anticipated, and implemented the study. Data
collection was completed as anticipated in September 2011. Response teams involving an
on duty police officer and research team member are being fielded to respond to crashes
24 hours a day, seven days as week. The officer on the team handles the crash, while the
research member collects breath, oral fluid and blood samples from the crash-involved
driver. One week later, at the same time and location, the team stops motorists traveling
in the same direction not involved in a crash to collect the same data.

Selected Measures of Performance FY 2008 Target FY 2008 Achieved
Roadside Survey of Alcohol

and Drug Use Among Drivers

Collect and analyze oral fluids and 7,500 drivers Over 9,000 drivers
blood samples from randomly selected

drivers in at least 300 locations across

the U.S.




Selected Measures of Performance

FY 2009 Achieved

Study to Identify Methods and

Technologies to Measure Drug Presence

Develop and recommend methods for

FY 2009 Target

Detection methods

Technology not

detecting the presence of major illegal for at least 5 drugs currently available.

drugs in drivers

Selected Measures of Performance FY 2010 Target FY 2010 Achieved

Case Control Study of the Crash

Risk of Drug-Impaired Drivers Develop study design Study design

Complete study planning and procedures completed and
Implemented

3) Current Performance Targets

Selected Measures of Performance

FY 2011 Target

FY 2011 Achieved

Case Control Study of the Crash

Risk of Drug-Impaired Drivers Collect data from Data collected on

Complete 50 percent of data collection 1250 crashes over 1,250 crashes
and 2,500 control
drivers

Selected Measures of Performance FY 2012 Target FY 2012 Achieved

Advanced Roadside Impaired

Driving Enforcement Training Complete revising

(ARIDE) and updating

Assemble experts to revise and ARIDE; make

update the training course; design available on-line

on-line version to facilitate

distance learning

Selected Measures of Performance FY 2013 Target FY 2013 Achieved

Case Control Study of the Crash

Risk of Drug-Impaired Drivers Complete data

Complete drug assays (blood and
oral fluids), data analysis, and report
preparation

(4)  Quality of Performance Data

analysis, risk
estimation, and
write report

Data collection for the National Roadside Survey of Alcohol and Drugged Driving

was based on a probabilistic design, using traffic volume and demographic variables

Enclosure 2
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to ensure a statistically representative sample. Details of the methodology and
findings are included in the research note DOT HS 811 175
(http://www.nhtsa.gov/portal/nhtsa_static_file_downloader.jsp?file=/staticfiles/DOT/

NHTSA/Traffic Injury Control/Articles/Associated Files/811175.pdf).

Methodology for the 2010, 2011, 2012 and 2013 performance measures is based on
records and documentation of successful achievement of study objectives. The
established measures provide a meaningful assessment of progress toward the
development of reliable and accurate measures of the drugged driving problem in the
United States.
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INDEPENDENT ATTESTATION REVIEW
OF THE INTERNAL REVENUE
SERVICE’'S FISCAL YEAR 2011 ANNUAL
ACCOUNTING OF DRUG CONTROL
FUNDS AND RELATED PERFORMANCE

Highlights
Final Report issued on January 30, 2012

Highlights of Reference Number: 2012-10-018
to the Internal Revenue Service Chief
Financial Officer and Acting Chief, Criminal
Investigation.

IMPACT ON TAXPAYERS

The IRS reported that it expended $66.5 million
on Office of National Drug Control Policy
(ONDCP)-related activities and completed

927 ONDCP-related investigations in Fiscal
Year 2011. Based on our review, nothing came
to our attention that caused us to believe that
the assertions in the Detailed Accounting
Submission and Performance Summary Report
are not appropriately presented in all

material respects in accordance with
ONDCP-established criteria. Complete and
reliable financial and performance information is
critical to the IRS’s ability to accurately report on
the results of its operations to both internal and
external stakeholders, including taxpayers.

WHY TIGTA DID THE AUDIT

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.

WHAT TIGTA FOUND

Based on our review, nothing came to our
attention that caused us to believe that the
assertions in the Detailed Accounting
Submission and Performance Summary Report
are not appropriately presented in all

material respects in accordance with
ONDCP-established criteria. The IRS

reported that it expended $66.5 million on
ONDCP-related activities and completed

927 ONDCP-related investigations in Fiscal
Year 2011. The IRS also reported it participated
in 435 ONDCP-related cases that resulted in
convictions, with an 88.1 percent conviction rate.

WHAT TIGTA RECOMMENDED

TIGTA made no recommendations as a result of
the work performed during this review.

However, key IRS officials reviewed this report
prior to its issuance and agreed with the facts
and conclusions presented.
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TREASURY INSPECTOR GENERAL
FOR TAX ADMINISTRATION
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MEMORANDUM FOR CHIEF FINANCIAL OFFICER
ACTING CHIEF, CRIMINAL INVESTIGATION

FROM: Michael R. Phillips
Deputy Inspector General for Audit

SUBJECT: Final Audit Report — Independent Attestation Review of the Internal
Revenue Service’s Fiscal Year 2011 Annual Accounting of Drug
Control Funds and Related Performance (Audit # 201110031)

This report presents the results of our attestation review of the Internal Revenue Service’s

Fiscal Year 2011 Office of National Drug Control Policy Detailed Accounting Submission and
Performance Summary Report (the Report). The overall objective of this review was to express
a conclusion about the reliability of each assertion made in the Report. This review was included
in our Fiscal Year 2012 Annual Audit Plan and addresses the major management challenge of
Achieving Program Efficiencies and Cost Savings.

The Treasury Inspector General for Tax Administration made no recommendations as a result of
the work performed during this review. However, key Internal Revenue Service officials
reviewed this report prior to its issuance and agreed with the facts and conclusions presented.

Copies of this report are also being sent to the Internal Revenue Service 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.
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Independent Attestation Review of the
Internal Revenue Service'’s Fiscal Year 2011 Annual
Accounting of Drug Control Funds and Related Performance

Background
The Anti-Drug Abuse Act of 1988* establishes as a
polic_y_goal the creati_on 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,
implement a national strategy, and certify Federal not later than February 1 of each

year, a detailed accounting of all
funds expended during the
previous fiscal year.

Government drug control budgets. The Internal
Revenue Service (IRS) supports the National Drug
Control Strategy through its continued support of the
Organized Crime Drug Enforcement Task Force. The
mission of IRS Criminal Investigation 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.

This review was performed at the IRS Headquarters offices of the Chief Financial Officer and
Chief, Criminal Investigation, in Washington, D.C., during the period August 2011 through
January 2012. Our review was conducted in accordance with attestation standards established by
the American Institute of Certified Public Accountants. In general, our review procedures were
limited to inquiries and analytical procedures appropriate for an attestation review based upon
the criteria in the ONDCP Circular. Detailed information on our audit objective, scope, and

! Pub. L. No. 100-690, 102 Stat. 4181 (1988).
2 A National Drug Control Program agency is defined as any agency that is responsible for implementing any aspect
of the National Drug Control Strategy.
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methodology is presented in Appendix I. Major contributors to the report are listed in
Appendix II.
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Independent Attestation Review of the
Internal Revenue Service'’s Fiscal Year 2011 Annual
Accounting of Drug Control Funds and Related Performance

Results of Review

Summary of the Independent Attestation Review of the
Fiscal Year 2011 Office of National Drug Control Policy Detailed
Accounting Submission and Performance Summary Report

We reviewed the assertions in the IRS’s ONDCP Detailed Accounting Submission and
Performance Summary Report (the Report) for Fiscal Year (FY)? 2011, which ended
September 30, 2011 (see Appendix IV). The IRS is responsible for preparing the Report, which
was prepared pursuant to 21 U.S.C. 1704 (d) and the ONDCP Circular: Drug Control
Accounting, dated May 1, 2007. The IRS reported that it expended $66.5 million on
ONDCP-related activities and completed 927 ONDCP-related investigations in FY 2011. For
FY 2011, the IRS also reported it participated in 435 ONDCP-related cases that resulted in
convictions, with an 88.1 percent conviction rate.

Our review was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants. An attestation review is substantially less in scope
than an examination, the objective of which is the expression of an opinion on the ONDCP
Detailed Accounting Submission and Performance Summary Report. Accordingly, we do not
express such an opinion.

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 any 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 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 appropriately presented in all material respects in accordance with
ONDCP-established criteria.

® A 12-consecutive-month period ending on the last day of any month, except December. The Federal
Government’s fiscal year begins on October 1 and ends on September 30.

Page 3



Independent Attestation Review of the
Internal Revenue Service'’s Fiscal Year 2011 Annual
Accounting of Drug Control Funds and Related Performance

While this report is an unrestricted public document, the information it contains is intended
solely for the use of the IRS, the United States Department of the Treasury, the ONDCP, and

Congress. It is not intended to be, and should not be, used by anyone other than these specified
parties.
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Appendix |

Detailed Objective, Scope, and Methodology

The overall objective of this review was to perform an attestation review of the IRS’s reporting
of FY' 2011 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:

Obtained an understanding of the process used to prepare the FY 2011 Detailed
Accounting Submission and Performance Summary Report.

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

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

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

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

B. Verified whether all drug-related activities are reflected in the drug methodology.

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 the mathematical accuracy of the obligations presented in the Table of
FY 2011 Drug Control Obligations.

C. Traced the information contained in the Table of FY 2011 Drug Control Obligations
to the supporting documentation.

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

! A 12-consecutive-month period ending on the last day of any month, except December. The Federal
Government’s fiscal year begins on October 1 and ends on September 30.
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A. Reviewed data supporting the Performance Summary Report to establish their
relationship to the National Drug Control Program activities.

B. Verified whether all drug-related activities are reflected in the performance
information.

Performed sufficient verifications of reported performance information to support our
conclusion on 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.
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Appendix Il

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

Yasmin B. Ryan, Senior Auditor

Mildred Rita Woody, Senior 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 SE:ClI
Deputy Chief Financial Officer OS:CFO
Chief Counsel CC
National Taxpayer Advocate TA
Director, Office of Legislative Affairs CL:LA
Director, Office of Progam Evaluation and Risk Analysis RAS:O
Office of Internal Control OS:CFO:CPIC:IC
Audit Liaisons:

Chief, Criminal Investigation SE:ClI

Chief Financial Officer OS:CFO
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Appendix IV

Internal Revenue Service'’s Fiscal Year 2011
Detailed Accounting Submission and
Related Performance Summary Report

2 ECEIVE
(R D TTEaNAL REVENOE SERVICE DEC - 6 201
® WASHINGTON, D.C. 20224

JAN 11 2012

5

CHIEF FINANCIAL OFFICER

December §, 2011

MEMORANDUM FOR MICHAEL PHILLIPS

DEP! INSBECT ERAL FOR AUDIT (Reﬁ;ad)
FROM: Pamela J. e —

Chief Financial Officer

SUBJECT: Annual Accounting and Authentication of Fiscal Year (FY) 2011
Drug Control Funds, Related Performance and Assertion of
Performance Information

Please find attached the IRS FY 2011 Annual Accounting and Authentication of Drug
Control Funds and Related Performance Report, as directed in the Office of National
Drug Control Policy (ONDCP) Circular: Drug Control Accounting, dated May 1, 2007.
This circular requires the Treasury inspector General for Tax Administration (TIGTA) to
perform an attestation review before the IRS submits this document to the ONDCP.
After 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) 622-5173, or have a member of
your staff contact Adina Leach, Acting Assoclate Chief Financiat Officer for Corporate
Budget, at (202) 622-4663.

Attachments
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Accounting of Drug Control Funds and Related Performance

Attachment 1
December, 2011

INTERNAL REVENUE SERVICE

Annual Accounting and Authentication of Drug Control Funds and Related

Performance

DETAILED ACCOUNTING SUBMISSION

A. Table of Fiscal Year (FY) 2011 Drug Control Obligations

Drug Resources by Function ($000)
Investigations $66.,566
Total $66,566
Drug Resources by Decision Unit

Narcotics Crimes $66,566
Total $66,566

1) Drug Methodology

a)

b)

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 encompasses the
Criminal Investigation (CI) Narcotics-related program. The Office of National
Drug Control Policy (ONDCP) requires Cl to report only on the Organized
Crime and Drug Enforcement Task Force (OCDETF) portion of the Narcotics
program. ClI's overall Direct Investigative Time (DIT) applied to narcotics
cases for FY 2011 was 12.4 percent of total DIT. The OCDETF sub-
component of this program was 11.4 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 Cl, the IRS Chief
Financial Officer, and the Treasury Inspector General for Tax Administration
(TIGTA) during the FY 2006 ONDCP 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).
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December, 2011

2) Methodology Modifications
None
3) Material Weaknesses or Other Findings
None
4) Reprogramming or Transfers
None
5) Other Disclosures
None
Assertions
1) Obligations by Budget Decision Unit

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

2) Drug Methodology

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

a) Data

Data is derived from CIMIS to determine the DIT applied to the OCDETF
activities. Each special agent submits CIMIS time reports monthly detailing
their activities relating to specific investigations. Each investigation is
associated with a specific program and sub-program area. The percentage of
DIT applied to each program area is calculated monthly with a final annual
percentage determined after the close of the fiscal year. The annual
percentage of DIT relating to OCDETF sub-program area items is applied to
the total resources expended for FY 2011 in the Cl budget (excluding
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.
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December, 2011

b) Other Estimation Methods
None

c) Financial Systems
The IRS Integrated Financial System (IFS) is the final authority for the IRS
resource obligations and yields data which fairly presents drug related

obligation estimates.

3

~

Application of Drug Methodology

The methodology disclosed in this section was the actual methodology used to
generate the required table and meets all requirements described in section 6 of
the ONDCP Circular: Drug Control Accounting. Calculations made using this
methodology are sufficiently documented to independently reproduce all data
and ensure consistency between reporting years.

4) Reprogramming or Transfers

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

5) Fund Control Notices

Criminal Investigation asserts the data presented is associated with obligations
against a financial plan that fully complied with all fund control notices issued by
the Director under 21 U.S.C. section 1703(f) and Section 8 of the ONDCP
Circular: Budget Execution, as applicable.

C. Performance Summary Report
1) Performance Reporting
a) Performance Measures

The IRS reviewed performance measures used by other agencies that
support the National Drug Control Strategy as well as budget-level
performance measures that are already used to address the effectiveness of
Cl activities. As a result of the review, the IRS determined that, in addition to
the number of subject Criminal Investigations Completed, the most
appropriate performance measures to evaluate its contribution to the National
Drug Control Strategy were number of Convictions and Conviction Rate.
These are both budget-level performance measures already used by Cl to
evaluate its performance as a whole. Criminal Investigations Completed for
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the OCDETF program and all other programs are defined as total subject
criminal investigations completed during the fiscal year, including those
resulting in a prosecution recommendation to the DOJ, discontinuance due to
lack of evidence, or a finding that the allegation was false (or other reasons).
Convictions are defined as the total number of subject criminal investigations
with CIMIS status codes of guilty plea, nolo-contendere, judge guilty, or jury
guilty. Conviction Rate is defined as the total number of subject criminal
investigations with CIMIS status codes of guilty plea, nolo-contendere, judge
guilty, or jury guilty divided by these status codes and nolle prosequi, judge
dismissed, and jury acquittal.

These measures assess Cl’'s performance of its mission to serve the public
by conducting investigations of potential violations of the Internal Revenue
Code and related financial crimes (which OCDETF cases are an important
component), to foster confidence in the tax system and enhance voluntary
compliance. In addition, it reduces or eliminates the profits and financial
gains from narcotics trafficking and money laundering.

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

Prior Years Performance Targets and Results

Before FY 2008, Cl did not set performance targets for the OCDETF
Program. However, Cl projected for completed investigations which were
used as benchmarks. The OCDETF resources became a part of the IRS
budget in FY 2006. Previously, the IRS portion of the OCDETF resources
was included in the DOJ appropriation and was reported as part of the DOJ
budget submission. The performance results for FY 2006 through FY 2010
are shown below:

FY FY FY FY FY
2006 2007 2008 2009 2010
Investigations 728 654 824 652 788
Completed
Convictions N/A N/A 460 462 405
Conviction Rate N/A N/A | 90.6% | 84.9% | 82.3%

As a result of budgetary constraints, Cl reduced its narcotics DIT (9 to 11
percent of total) in FY 2006 and FY 2007. In response to the Attorney
General's request for the commitment of additional Cl resources to OCDETF
cases, Cl agreed to increase the amount of DIT devoted to narcotics
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investigations in FY 2008 to between 11 and 13 percent of total DIT. Criminal
Investigation maintained this same level through FY 2011.

c) Current Year Performance Targets and Results

Based on a recommendation from the FY 2008 audit and attestation, to
evaluate the cause of the delayed case postings identified and evaluate the
feasibility of either improving the timeliness of case postings and/or adjusting
its year-end performance information to reflect timing differences caused by
late postings of case information, Cl calculated its year-end performance
using the status date of investigations. The results for FY 2011 are shown
below:

FY 2011 OCDETF FY 2011 Based on Status Date as
Targets & Performance | OCDETF Targets of November 02, 2011
Investigations Completed 680 927
Convictions 410 435
Conviction Rate 85% 88.1%

As noted above, Cl exceeded in all three performance target areas for FY
2011: Investigations Completed; Convictions; and Conviction Rate.

It should be noted that in last year's Attestation Review of the Internal
Revenue Service’s Fiscal Year 2010 Annual Accounting to Drug Control
Funds, prepared on January 31, 2011, the reported Fiscal Year 2011’s
performance targets for OCDETF Cases Convictions was incorrectly reported
as 460. The correct number for convictions for FY 2011 was previously set,
and submitted to ONDCP, as 410.

In FY 2010, the target for convictions was lowered from 460 to 410. This
target adjustment was made due to a decrease in resources in the OCDETF
programs at the Department of Justice. Specifically, in the FY 2009
appropriations there was a reduction of positions within the OCDETF program.
This reduction included a significant number of OCDETF attorney positions
being funding within the United States Attorney’s offices around the country.
Criminal Investigation anticipated that this reduction in attorneys, used to
prosecute the OCDETF investigations, would likely affect the number of
convictions that would be achieved within the OCDETF program. Therefore
the conviction target was lowered from 460 to 410 for FY 2010, FY 2011, and
FY 2012.

d) Fiscal Year 2012 Performance Targets OCDETF Cases:

The performance information for the IRS Cl OCDETF program for FY 2012,
as submitted to ONDCP (ONDCP Budget Submission):
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Criminal Investigations Completed 680
Convictions 410
Conviction Rate 85%

e) Quality of Performance Data

To ensure the reliability of the data, all cases have unique numbers assigned
in CIMIS which contain validity and business rule checks. The CIMIS
database tracks the status of the investigations from initiation through final
disposition. The system has sufficient internal checks and balances to assure
status updates are input in the proper order.

D. Annual Accounting and Authentication of Drug Control Funds and Related
Performance

1) Performance Measures Assertions
a) Performance Reporting System is appropriate and applied

The IRS uses the CIMIS to capture performance information accurately and
that system was properly applied to generate the performance data.

b) Explanations for not meeting performance targets are reasonable

Explanations offered for failing to meet a performance target and for any
recommendations concerning plans and schedules for meeting future targets
or for revising or eliminating performance targets are reasonable.

¢) Methodology to establish performance targets is reasonable and
applied

The methodology described in the Performance Summary Report for FY 2011
to establish performance targets for the current year is reasonable given past
performance and available resources.

d) Adequate performance measures exist for all significant drug control
activities

The IRS established at least one acceptable performance measure for each
Drug Control Decision Unit identified in its Detailed Accounting of FY 2011
Drug Control Funds as required by section 6a(1)(A) for which a significant
amount of obligations were incurred in the previous year.
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2) Criteria for Assertions
a) Data

The sources of the data used are well documented and the data used in the
report is clearly identified and is the most recent available.

b) Estimation Methods
Not applicable.
¢) Reporting Systems

The reporting system supporting the above assertions is current, reliable, and
an integral part of the agency’s budget and management processes.
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U.S. SMALL BUSINESS ADMINISTRATION
OrrICE OF INSPECTOR GENERAL
WasHingTON, D.C. 20416

ADVISORY MEMORANDUM
REPORT NO. 12-08
DATE: March 1, 2012

To: Ann Bradbury
Acting Associate Administrator for Small Business Development Centers

SuBJECT: Independent Review of the SBA’s Accounting of FY 2011 Drug Control Funds and
Performance Summary Report

This report presents the results of our review of the Small Business Administration’s (SBA) Accounting of
Drug Control Funds and Performance Summary Report for the year ended September 30, 2011, As
directed by the Office of National Drug Control Policy (ONDCP) Circular, Drug Controf Accounting,’
agencies are required annually to provide a detailed accounting of all funds expended on National Drug
Control Program activities and the results associated with those activities. However, when drug-related
obligations are less than $50 million and a detailed accounting would constitute an unreasonable
burden, ONDCP’s guidance permits agencies to submit an alternative report, as long as it is accompanied
by Agency and Office of Inspector General statements that full compliance with the circular would
constitute an unreasonable burden.

Because the SBA's Fiscal Year (FY) 2011 drug-related obligations were less than $50 million, the SBA
submitted an alternative report for FY 2011. We (1) assessed whether providing a detailed accounting
of funds expended on National Drug Control Program activities would constitute an unreasonable
burden, and (2) reviewed the SBA’s report and related management assertions to determine the
reliability of those assertions made in the SBA’s Accounting of FY 2011 Drug Controf Funds and
Performance Summary Report.

We reviewed the SBA's FY 2011 accounting entries for the Drug-Free Workplace Program made by the
Office of the Chief Financial Officer, and grantee self-reported performance data used to support the
SBA’s Accounting of FY 2011 Drug Control Funds and Performance Summary Report. We wish to note
that the FY 2011 performance data reported by the SBA is based on information submitted by grantees
that was not verified by the SBA to determine whether it was accurate, complete, and unbiased. While
the SBA’s management is responsible for the preparation of its report, related disclosures, and the
assertions, the SBA properly disclosed that it relied on the honesty and integrity of grantees to ensure
that performance data was accurate, complete, and unbiased in presentation and substance.,

We conducted our review 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. Because a review is substantially less
in scope than an examination, and does not provide an adequate basis from which to express an opinion
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on the SBA’s Accounting of FY 2011 Drug Control Funds and Performance Surnmary Report, accordingly,
we do not express such an opinion.

Based on our review, we believe that full compliance with the ONDCP circular would constitute an
unreasonable burden for the SBA. Nothing came to our attention that caused us to believe that the
SBA’s alternative report for the year ended September 30, 2011 is not presented, in all material
respects, in conformity with ONDCP's circular, or that management's assertions are not fairly stated, in
all material respects, based on the criteria set forth in ONDCP's Circular, Drug Control Accounting.

A copy of the SBA’s Accounting of FY 2011 Drug Control Funds and Performance Summary Report is
attached. We note that the SBA did not request FY 2012 funds to administer this program because it
overlapped with other forms of similar assistance and the SBA has proposed the elimination of this
program. Should you or your staff have any questions, please contact Jeffrey R. Brindie, Director,
Information Technology and Financial Management Group at {202) 205-7490.

ohn K, Needham
ssistant Inspector General for Auditing

cc/enc: Jonathan |, Carver
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1.5, SMALL BUSINESS ADMINISTRATION
WasHincTon, D.C, 20416

February 1, 2012

Mr. Jon Rice

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

750 17" St., NW

5™ Floor

Washington, D.C. 20503

Deér Mr. Rice:

In accordance with the Office of National Drug Control Policy’s
Drug Control Accounting Circular, the Small Business
Administration submits its Accounting of FY 2011 Drug Control
Funds and Performance Summary Report with the accompanying
Office of Inspector General authentication.

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

Sincerely yours,

8 L /Smﬂug/

Jean Smith
Acting Director, Office of Small Business Development Centers

Enclosure
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1. DRUG METHODOLOGY

SBA is trying to increase the positive impact of SBA assistance upon the number and
success of small business start-ups; maximize the sustainability and growth of existing
small businesses assisted by the SBA; and significantly increase successful small
business ownership within the segments of society facing special competitive opportunity
gaps. SBA’s Office of Small Business Development Centers awards grants to eligible
intermediaries to provide financial and technical assistance to small businesses seeking to
establish Drag Free Workplace Programs (DFWP), The grantees are expected to educate
working parents on how keep their children drug free. A part of the program, the SBA
has also awarded grants to Small Business Development Centers to provide information
and assistance to small businesses with respect to establishing a DFWP.

An SBA DFWP grantee schedules events for small businesses to receive training and
education regarding the DFWP. A data record is recorded when a small business signs
up for the education/training whether by phone, in-person, or via computer. Data is
reported quarterly to the SBA as outcomes.
The drug methodology has not changed since the inception of the program.

. FY 2011 DRUG CONTROL OBLIGATION DATA

FY 2011 FY 2012

Final BA Enacted
Function '

Prevention and Education
DFWP Grants $997,000 $0'

Drug Resources By Decision Unit

Total FTEs (direct only) 0 0
Information
Total Agency Budget® $668,100M  $785,204M

Drug Percentage 0% 0%

1 . . .
SBA identified this propram as an example of programs overlapping with other forms of similar assistance and
roposed that it be eliminated.

Does not include Office of Disaster Assistance Program or the Office of the Inspector General.
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FY 2011 DFWP Grant Awards

GRANTEE NAME PO DATE PO AMOUNT
Workers Assistance Program 09/23/11 $60,000.00
Drug Free Idaho 09/23/11 - $186,576.00
River Region Human Services 09/06/11 $250,000.00
Premier Integrity Solutions 09/23/11 $250,000.00
Peer Assistance Services 08/03/11 £250,000.00

Total $996,576.00

IIl. PERFORMANCE INFORMATION

Performance Indicator 1: Number of Small Businesses Educated

FY 2008 FY 2009 FY 2010 FY 2011 FY 2011 FY 2012

Actual Actual Actual Goal Actual Goal
2,280 1,550 ‘ 1,332 1,500 866 1,500

This performance indicator reflects the number of small businesses that were educated by a
DFWP grantee. A primary purpose of the program is to educate as many small businesses as
possible to make them aware of the benefits of implementing a DFWP for their business.

Performance Indicator 2: Number of DFWPs Implemented

FY 2008 FY 2009 FY 2010 FY 2011 FY 2011 FY 2012
Actual Actual Actual Target Actual Target
363 375 465 166 414 165

This performance indicator reflects the number of small businesses that implemented a whole

or partial DFWP. Another purpose of this program is to encourage as many small businesses
as possible to implement a DFWP for their business.

In 2007, SBA started collecting and reporting outcome information on the following metrics
from businesses that implemented a DFWP:

Absenteeism Insurance Premiums
Tardiness Pamaged or stolen Property
Workplace Accidents Productivity/Morale
Employee Turnover

Ifa pusiness implements a DFWP, it is believed that there will be a decrease in absenteeism,
tardiness, workplace accidents, employee turnover, damaged or stolen property and insurance
premiums. It is also believed that employee productivity and morale will increase. The
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program outcomes are collected directly from businesses who implemented a DFWP. The
outcomes are reported by grantees and Small Business Development Centers and input to
SBA’s web-based database for the DEWP.,

Since 2007 small businesses who implemented a DFWP have reported decreases in
absenteeism, tardiness, workplace accidents, employee turnover, damaged or stolen property,
and insurance premiums. Small businesses have also reported an increase in employee
productivity and morale. The SBA estimates its target goals for the DFWP based on the
number of grantees and whether previous goals were reached. The SBA has no recourse to
verify whether the outcome data is correct. It places great emphasis on the honesty and
integrity.of the DFWP grantees to ensure performance data for this measure are accurate,
complete, and unbiased in presentation and substance,

IV. MANAGEMENT’S ASSERTIONS

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

(2) Explanations for not meeting performance targets are reasonable ~ The goal for the
number of Small Businesses Educated was not reached in FY 2011. 1t is difficult to
predict the number of small businesses that will want education on a DFWP since there is
no legally binding rule requiring them to do so.

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

(4) Adequate performance measures exist for afl significant drug control activities - The
SBA has established at least one acceptable performance goal for each Drug Control

Function in accordance with Section 62(1)(A) of ONDCP Circular: Drug Control
Accounting.
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ONDCP Circular: Drug Control Accounting

May 1, 2007

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Annual Accounting and Authentication of Drug Control Funds and Related
Performance

1. Purpose. This circular provides the polices and procedures to be used by National Drug
Control Program agencies in conducting a detailed accounting and authentication of all funds
expended on National Drug Control Program activities and the performance measures, targets,
and results associated with those activities.

2. Rescission. This circular rescinds and replaces the ONDCP Circular, Annual Accounting of
Drug Control Funds, dated April 18, 2003.

3. Authority.
a. 21 U.S.C. 8 1704(d) provides: “The Director [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 of 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).”

b. 21 U.S.C. 8 1703(d)(7) authorizes the Director of National Drug Control Policy to “...
monitor implementation of the National Drug Control Program, including — (A)
conducting program and performance audits and evaluations; and (B) requesting
assistance of the Inspector General of the relevant agency in such audits and
evaluations ...”

4. Definitions. As used in this circular, key terms related to the National Drug Control
Program and budget are defined in Section 4 of the ONDCP Circular, Budget Formulation, dated
May 1, 2007. These terms include: National Drug Control Program, National Drug Control

Drug Control Accounting 1
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Program agency, Bureau, Drug Methodology, Drug Control Functions, and Budget Decision
Units.  Further, Reprogrammings and Fund Control Notices referenced in Section 6 of this
circular are defined in Section 6 and Section 8 of the ONDCP Circular, Budget Execution, dated
May 1, 2007.

5. Coverage. The provisions of this circular apply to all National Drug Control Program
agencies.

6. Detailed Accounting Submission. The Chief Financial Officer (CFO) of each agency, or
other accountable senior level senior executive, shall prepare a Detailed Accounting Submission
to the Director, ONDCP. For agencies with no bureaus, this submission shall be a single report,
as defined by this section. For agencies with bureaus, the Detailed Accounting Submission shall
consist of reports, as defined by this section, from the agency’s bureaus. The CFO of each
bureau, or accountable senior level executive, shall prepare reports. Each report must include (a)
a table highlighting prior year drug control obligations data, and (b) a narrative section making
assertions regarding the prior year obligations data. Report elements are further detailed below:

a. Table of Prior Year Drug Control Obligations — For the most recently completed
fiscal year, each report shall include a table of obligations of drug control budgetary
resources appropriated and available during the year being reported.! Such table shall
present obligations by Drug Control Function and Budget Decision Unit, as these
categories are displayed for the agency or bureau in the National Drug Control Strategy
Budget Summary. Further, this table shall be accompanied by the following disclosures:

(1) Drug Methodology — The drug methodology shall be specified in a separate exhibit.
For obligations calculated pursuant to a drug methodology, this presentation shall
include sufficient detail to explain fully the derivation of all obligations data
presented in the table.

(a) Obligations by Drug Control Function — All bureaus employ a drug
methodology to report obligations by Drug Control Function.

(b) Obligations by Budget Decision Unit — For certain multi-mission bureaus —
Customs and Border Protection (CBP), Coast Guard, Immigration and Customs
Enforcement (ICE), Indian Health Service (IHS), Bureau of Indian Affairs (BIA),
and the Veterans Health Administration (VHA) — obligations reported by Budget
Decision Unit shall be calculated pursuant to an approved drug methodology. For

'Consistent with reporting requirements of the ONDCP Circular, Budget Formulation, dated May 1, 2007,
resources received from the following accounts are excluded from obligation estimates: (1) ONDCP — High
Intensity Drug Trafficking Areas (HIDTA) and (2) DOJ — Organized Crime Drug Enforcement Task Force Program.
Obligations against these resources shall be excluded from the table required by this section but shall be reported on
a consolidated basis by these bureaus. Generally, to prevent double-counting agencies should not report obligations
against budget resources received as a reimbursement. An agency that is the source of the budget authority for such
reimbursements shall be the reporting entity under this circular.

Drug Control Accounting 2
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all other bureaus, drug control obligations reported by Budget Decision Unit shall
represent 100 percent of the actual obligations of the bureau for those Budget
Decision Units, as they are defined for the National Drug Control Budget. (See
Attachment B of the ONDCP Circular, Budget Formulation, dated May 1, 2007.)

(2) Methodology Modifications — Consistent with ONDCP’s prior approval, if the drug
methodology has been modified from the previous year, then the changes, their
purpose, and the quantitative differences in the amount(s) reported using the new
method versus the amount(s) that would have been reported under the old method
shall be disclosed.?

(3) Material Weaknesses or Other Findings — Any material weakness or other findings
by independent sources, or other known weaknesses, including those identified in the
Agency’s Annual Statement of Assurance, which may affect the presentation of prior
year drug-related obligations data, shall be highlighted. This may be accomplished
by either providing a brief written summary, or by referencing and attaching relevant
portions of existing assurance reports. For each material weakness or other finding,
corrective actions currently underway or contemplated shall be identified.

(4) Reprogrammings or Transfers — All prior year reprogrammings or transfers that
affected drug-related budgetary resources shall be identified; for each such
reprogramming or transfer, the effect on drug-related obligations reported in the table
required by this section also shall be identified.

(5) Other Disclosures — Agencies may make such other disclosures as they feel are
necessary to clarify any issues regarding the data reported under this circular.

b. Assertions — At a minimum, each report shall include a narrative section where the
following assertions are made regarding the obligation data presented in the table
required by Section 6a:

(1) Obligations by Budget Decision Unit — With the exception of the multi-mission
bureaus noted in Section 6a(1)(b), reports under this section shall include an assertion
that obligations reported by budget decision unit are the actual obligations from the
bureau’s accounting system of record for these Budget Decision Units.

(2) Drug Methodology — An assertion shall be made regarding the reasonableness and
accuracy of the drug methodology used to calculate obligations of prior year
budgetary resources by function for all bureaus and by budget decision unit for the
CBP, Coast Guard, ICE, IHS, BIA, and VHA. The criteria associated with this
assertion are as follows:

%For changes that did not receive prior approval, the agency or bureau shall submit such changes
to ONDCP for approval under separate cover.

Drug Control Accounting 3

- 101 -



(a) Data — If workload or other statistical information supports the drug
methodology, then the source of these data and the current connection to drug
control obligations should be well documented. If these data are periodically
collected, then the data used in the drug methodology must be clearly identified
and will be the most recently available.

(b) Other Estimation Methods — If professional judgment or other estimation
methods are used as part of the drug methodology, then the association between
these assumptions and the drug control obligations being estimated must be
thoroughly explained and documented. These assumptions should be subjected to
periodic review, in order to confirm their continued validity.

(c) Financial Systems — Financial systems supporting the drug methodology should
yield data that fairly present, in all material respects, aggregate obligations from
which drug-related obligation estimates are derived.

(3) Application of Drug Methodology — Each report shall include an assertion that the
drug methodology disclosed in this section was the actual methodology used to
generate the table required by Section 6a. Calculations must be sufficiently well
documented to independently reproduce these data. Calculations should also provide
a means to ensure consistency of data between reporting years.

(4) Reprogrammings or Transfers — Further, each report shall include an assertion 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.

(5) Fund Control Notices — Each report shall also include an assertion that the data
presented are associated with obligations against a financial plan that fully complied
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.

7. Performance Summary Report. The CFO, or other accountable senior level senior
executive, of each agency for which a Detailed Accounting Submission is required, shall provide
a Performance Summary Report to the Director of National Drug Control Policy. Each report
must include performance-related information for National Drug Control Program activities, and
the official is required to make certain assertions regarding that information. The required
elements of the report are detailed below.

a. Performance Reporting- The agency’s Performance Summary Report must include

Drug Control Accounting
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(1) Performance Measures — The report must describe the performance measures used
by the agency to assess the National Drug Control Program activities it carried out in
the most recently completed fiscal year and provide a clear justification for why those
measures are appropriate for the associated National Drug Control Program activities.
The performance report must explain how the measures: reflect the purpose of the
program; contribute to the National Drug Control Strategy; and are used in the
management of the program. The description must include sufficient detail to permit
non-experts to understand what is being measured and why it is relevant to those
activities.

(2) Prior Years Performance Targets and Results — For each performance measure,
the report must provide actual performance information for the previous four fiscal
years and compare the results of the most recent fiscal year with the projected (target)
levels of performance established in the agency’s annual performance budget for that
year. If any performance target for the most recently completed fiscal year was not
met, the report must explain why that target was not met and describe the agency’s
plans and schedules for meeting future targets. Alternatively, if the agency has
concluded it is not possible to achieve the established target with available resources,
the report should include recommendations concerning revising or eliminating the
target.

(3) Current Year Performance Targets — Each report must specify the performance
targets established for National Drug Control Program activities in the agency’s
performance budget for the current fiscal year and describe the methodology used to
establish those targets.

(4) Quality of Performance Data — The agency must state the procedures used to ensure
the performance data described in this report are accurate, complete, and unbiased in
presentation and substance.

(b) Assertions — Each report shall include a letter in which an accountable agency official
makes the following assertions are made regarding the information presented in Section
Ta:

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

(2) Explanations for not meeting performance targets are reasonable — An assertion
shall be made regarding the reasonableness of any explanation offered for failing to
meet a performance target and for any recommendations concerning plans and
schedules for meeting future targets or for revising or eliminating performance
targets.

Drug Control Accounting 5
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(3) Methodology to establish performance targets is reasonable and applied — An
assertion that the methodology described above to establish performance targets for
the current year is reasonable given past performance and available resources.

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

The criteria associated with these assertions are as follows:

(a) Data — If workload, participant, or other quantitative information supports these
assertions, the sources of these data should be well documented. If these data are
periodically collected, the data used in the report must be clearly identified and will be
the most recently available.

(b) Other Estimation Methods — If professional judgment or other estimation methods
are used to make these assertions, the objectivity and strength of these estimation
methods must be thoroughly explained and documented. These estimation methods
should be subjected to periodic review to confirm their continued validity.

(c) Reporting Systems — Reporting systems supporting the assertions should be current,
reliable, and an integral part of the agency’s budget and management processes.

8. Inspector General Authentication. Each report defined in Sections 6 and 7 shall be
provided to the agency’s Inspector General (IG) for the purpose of expressing a conclusion about
the reliability of each assertion made in the report. ONDCP anticipates that this engagement will
be an attestation review, consistent with the Statements for Standards of Attestation
Engagements, promulgated by the American Institute of Certified Public Accountants.

9. Unreasonable Burden. Unless a detailed report, as specified in Section 6, is specifically
requested by ONDCP, an agency or bureau included in the National Drug Control Budget with
prior year drug-related obligations of less than $50 million may submit through its CFO, or its
accountable senior level executive, an alternative report to ONDCP, consisting of only the table
highlighted in Section 6a., omitting all other disclosures. Such a report will be accompanied by
statements from the CFO, or accountable senior level executive, and the agency IG attesting that
full compliance with this Circular would constitute an unreasonable reporting burden. In those
instances, obligations reported under this section will be considered as constituting the statutorily
required detailed accounting, unless ONDCP notifies the agency that greater detail is required.

Drug Control Accounting 6
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10. Point of Contact and Due Dates. Each agency CFO, or accountable senior level executive,
shall transmit a Detailed Accounting Submission, consisting of the report(s) defined in Sections
6 and 7, along with the 1G’s authentication(s) defined in Section 8, to the attention of the
Associate Director for Performance and Budget, Office of National Drug Control Policy,
Washington, DC 20503. Detailed Accounting Submissions, with the accompanying IG
authentication(s), are due to ONDCP by February 1 of each year. Agency management must
submit reports to their Office of Inspector General (OIG) in sufficient time to allow for review
and IG authentication under Section 8 of this Circular. ONDCP recommends a 31 December
due date for agencies to provide their respective OIG with the required reports and information.

John P. Walters
Director
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