S. HrG. 105-757

Senate Hearings

Before the Committee on Appropriations

Treasury and
General Government

Appropriations

Fiscal Year 1999

1 O 5 th CONGRESS, SECOND SESSION

H.R. 4104/S. 2312

DEPARTMENT OF THE TREASURY
EXECUTIVE OFFICE OF THE PRESIDENT
NONDEPARTMENTAL WITNESSES

U.S. POSTAL SERVICE



(T1€T "S/F01Yy "A'H)
6661 ‘suonerrdorddy 1UdWUISAOL) [BISUSL) pUEB AINSeal],



S. HraG. 105-757

TREASURY AND GENERAL GOVERNMENT
APPROPRIATIONS FOR FISCAL YEAR 1999

HEARINGS

BEFORE A

SUBCOMMITTEE OF THE
COMMITTEE ON APPROPRIATIONS
UNITED STATES SENATE

ONE HUNDRED FIFTH CONGRESS
SECOND SESSION
ON

H.R. 4104/S. 2312

AN ACT MAKING APPROPRIATIONS FOR THE TREASURY DEPARTMENT,
THE UNITED STATES POSTAL SERVICE, THE EXECUTIVE OFFICE OF
THE PRESIDENT, AND CERTAIN INDEPENDENT AGENCIES FOR THE
FISCAL YEAR ENDING SEPTEMBER 30, 1999, AND FOR OTHER PUR-
POSES

Department of the Treasury
Executive Office of the President
Nondepartmental witnesses
U.S. Postal Service

Printed for the use of the Committee on Appropriations

&

Available via the World Wide Web: http://www.access.gpo.gov/congress/senate

U.S. GOVERNMENT PRINTING OFFICE
46-121 cc WASHINGTON : 1998

For sale by the U.S. Government Printing Office
Superintendent of Documents, Congressional Sales Office, Washington, DC 20402
ISBN 0-16-057868—X



COMMITTEE ON APPROPRIATIONS

TED STEVENS

THAD COCHRAN, Mississippi
ARLEN SPECTER, Pennsylvania
PETE V. DOMENICI, New Mexico
CHRISTOPHER S. BOND, Missouri
SLADE GORTON, Washington
MITCH McCONNELL, Kentucky
CONRAD BURNS, Montana
RICHARD C. SHELBY, Alabama
JUDD GREGG, New Hampshire
ROBERT F. BENNETT, Utah

BEN NIGHTHORSE CAMPBELL, Colorado
LARRY CRAIG, Idaho

LAUCH FAIRCLOTH, North Carolina
KAY BAILEY HUTCHISON, Texas

, Alaska, Chairman

ROBERT C. BYRD, West Virginia
DANIEL K. INOUYE, Hawaii

ERNEST F. HOLLINGS, South Carolina
PATRICK J. LEAHY, Vermont

DALE BUMPERS, Arkansas

FRANK R. LAUTENBERG, New Jersey
TOM HARKIN, Iowa

BARBARA A. MIKULSKI, Maryland
HARRY REID, Nevada

HERB KOHL, Wisconsin

PATTY MURRAY, Washington

BYRON DORGAN, North Dakota
BARBARA BOXER, California

STEVEN J. CORTESE, Staff Director

LisA SUTHERLAND, Deputy Staff Director
JamEs H. ENGLISH, Minority Staff Director

SUBCOMMITTEE ON TREASURY AND GENERAL GOVERNMENT

BEN NIGHTHORSE CAMPBELL, Colorado, Chairman

RICHARD C. SHELBY, Alabama
LAUCH FAIRCLOTH, North Carolina
TED STEVENS, Alaska

ex officio

HERB KOHL, Wisconsin

BARBARA A. MIKULSKI, Maryland

ROBERT C. BYRD, West Virginia
ex officio

Professional Staff

PATRICIA

A. RAYMOND

TAaMMY PERRIN
LurLA EDWARDS
BARBARA A. RETZLAFF (Minority)
EL1ZABETH BLEVINS

(ID



CONTENTS

THURSDAY, FEBRUARY 26, 1998

Department of the Treasury:
Bureau of Alcohol, Tobacco and Firearms . 1

U.S. Secret Service ...... 1

U.S. Customs Service ..... 1

Internal Revenue Service .......cccccocueeeneennnee. 75

Federal Law Enforcement Training Center 75

Financial Crimes Enforcement Network ..........c.cccoceevieniiniiiniiienienieeiee 75
THURSDAY, MARCH 5, 1998

Department of the Treasury: Internal Revenue Service ..........cccceevierierciiennenns 163
THURSDAY, MARCH 12, 1998

Department of the Treasury: Office of the Secretary ..........cccccooevieviiieniencieennnnns 269
THURSDAY, MARCH 26, 1998

Executive Office of the President: Office of National Drug Control Policy ......... 313
THURSDAY, APRIL 30, 1998

Department of the Treasury: U.S. Customs Service ........ccccoeceevienieeneencveennennns 361

Material submitted subsequent to the conclusion of the hearing ..........c..c........ 391

THURSDAY, MAY 7, 1998

Executive Office of the President: Office of Administration ........cc..ccoccvvernnenns 393

Nondepartmenal Withess .........ccccceeeeevieeerciieesiieeecreeeecereeeeeeen ... 415

Material submitted subsequent to the conclusion of the hearing ...................... 423

THURSDAY, MAY 14, 1998
Department of the Treasury: Bureau of Alcohol, Tobacco and Firearms ............ 465
Nondepartmental WitneSSEs .........ceeveeiriiieiriiiieeiieeeeiee et e esieeeereeesereeesaeeeens 465, 485
Material submitted by independent agency not appearing for formal hear-
ITL S ottt ettt ettt ettt ettt e et e ettt e e bt e e e bt e e e abte e s a bt e e eabeeeebbeeeeabaeenaas 519
Nondepartmental WIitNESSES ........cccceeeeuiiririiieriiiieeeiee et esreeesaeeeesbeeeeaveeenes 523

(I1D)



TREASURY AND GENERAL GOVERNMENT
APPROPRIATIONS FOR FISCAL YEAR 1999

THURSDAY, FEBRUARY 26, 1998

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.
The subcommittee met at 1:35 p.m., in room SD-124, Dirksen
Senate Office Building, Hon. Ben Nighthorse Campbell (chairman)
presiding.
Present: Senators Campbell, Faircloth, and Kohl.

DEPARTMENT OF THE TREASURY

STATEMENT OF RAYMOND W. KELLY, UNDER SECRETARY, LAW EN-
FORCEMENT DIVISION

BUREAU OF ALCOHOL, TOBACCO AND FIREARMS
STATEMENT OF JOHN W. MAGAW, DIRECTOR
U.S. SECRET SERVICE
STATEMENT OF LEWIS C. MERLETTI, DIRECTOR
U.S. CUSTOMS SERVICE

STATEMENT OF SAMUEL H. BANKS, ACTING COMMISSIONER
OPENING REMARKS

Senator CAMPBELL. The Treasury Subcommittee will be in order.

Good afternoon. Today is the first hearing on the fiscal year 1999
budget for the Subcommittee on Treasury and General Govern-
ment. We are focusing on the law enforcement component of the
Department of the Treasury, 40 percent of all the Federal law en-
forcement moneys within Treasury.

There are some new faces with us this morning. Lew Merletti
was appointed Director of the Secret Service in June of last year.
We welcome him. Sam Banks is Acting Commissioner of the Cus-
toms Service, until the President’s nominee can be confirmed by
the Senate. Ralph Basham took over at the helm of the Federal
Law Enforcement Training Center just this month, and William
Baity is with us representing the Financial Crimes Enforcement
Network.

As you can tell from the witness list this afternoon, the Treasury
Law Enforcement Bureau will cover a very wide scope.

o)
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As some of you know, I was in law enforcement myself years ago
as a deputy sheriff and a volunteer counselor in a Federal peniten-
tiary, and I was the head of the board of directors for a halfway
house years ago back in Sacramento. I have perhaps a little broad-
er outlook on what we should be doing in law enforcement, and it
is just as difficult now as it was back then for law enforcement offi-
cers who face many new threats. The technology that is coming on-
line is getting more and more expensive.

Today, we will hear from the agencies on the front lines about
their needs for fiscal year 1999. Some of them will have new initia-
tives for consideration, while others are requesting funding just to
continue current operations.

On our first panel today, they are already seated, are Mr. Ray-
mond Kelly, Mr. Magaw, Mr. Banks, and Mr. Merletti.

PREPARED STATEMENT

I know that my colleague, Senator Kohl, has to open another
hearing in a little while. So I am going to put my total statement
in the record, and I will just go ahead and yield to you, Senator.

[The statement follows:]

PREPARED STATEMENT OF SENATOR CAMPBELL

Good afternoon. Today is the first hearing on the fiscal year 1999 budget for the
Subcommittee on Treasury and General Government. We are focusing on the law
enforcement component of the Department of the Treasury—40 percent of all Fed-
eral law enforcement is within Treasury.

There are some new faces with us this morning. Lew Merletti was appointed Di-
rector of the Secret Service in June of last year.

Sam Banks is Acting Commissioner of the Customs Service until the President’s
nominee can be confirmed by the Senate.

Ralph Basham took over the helm at the Federal Law Enforcement Training Cen-
ter just this month. And William Baity is with us representing the Financial Crimes
Enforcement Network.

As I mentioned before, 40 percent of all Federal law enforcement is part of the
Department of the Treasury. As you can tell from our witness list this afternoon,
the Treasury law enforcement bureaus cover a wide scope.

As some of you know, I have been in law enforcement myself. I was a deputy sher-
iff and a volunteer counselor at Folsom. I was head of the board of directors of a
halfway house in Sacramento. As difficult as it was back then, our law enforcement
officers face many new threats now—and the technology to fight crimes is getting
more and more expensive.

Today we will hear from the agencies on the front lines about their needs for fis-
cal year 1999. Some of them have new initiatives for consideration while others are
requesting funding just to continue current operations.

On our first panel today will be Treasury Under Secretary Raymond W. Kelly.
This position was created only a few years ago as a way to emphasize the impor-
tance of law enforcement within Treasury. Mr. Kelly oversees the Treasury law en-
forcement bureaus and agencies, with the exception of the IRS Criminal Investiga-
tion Division. As a side note, Mr. Kelly has been nominated by the President to be
the new Commissioner of the Customs Service.

With us again this year is John W. Magaw, Director of the Bureau of Alcohol,
Tobacco and Firearms. Most people think of ATF in terms of guns, but they have
many other responsibilities. ATF collects about $13 billion per year in alcohol and
tobacco taxes as well as firearms and explosives fees. They regulate wine, beer, and
distilled spirits to protect the American public.

We welcome the new Director of the Secret Service, Lewis C. Merletti. Most peo-
ple think that the Secret Service just provides protection for the President and Vice
President. But, they have many more responsibilities—counterfeiting and securities
forgery investigations, electronic fund transfer fraud, debit and credit card fraud,
and computer fraud.

Representing the Customs Service is Samuel Banks, Acting Commissioner. Cus-
toms is the primary border enforcement agency, responsible for making sure that
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importers properly label their goods and pay the correct fees—the Customs Service
generates $23 billion per year. They protect Americans by stopping the import of
counterfeit goods and they are the primary drug interdiction agency.

Leading off panel two is Ted F. Brown, Assistant Commissioner of the IRS for
Criminal Investigation. Most people forget that IRS has a law enforcement function.
IRS CID is responsible for enforcing criminal statutes relating to violation of the
Internal Revenue laws and the Bank Secrecy Act. CID investigates suspected fraud
and recommends prosecution in some cases. Then, they assist in the preparation
and trial of criminal tax cases. CID also investigates money laundering schemes as-
sociated with narcotics organizations.

Ralph Basham is the new Director of the Federal Law Enforcement Training Cen-
ter, known as FLETC. There are two permanent locations—Glynco, Georgia and
Artesia, New Mexico. FLETC provides comprehensive and consistent basic training
for Federal law enforcement personnel. Currently about 70 Federal agencies send
their employees to FLETC for training, either basic or specialized advanced, or in
some cases both. FLETC estimates that this consolidated training saves the Federal
Government approximately $160 million per year.

William Baity is representing the Financial Crimes Enforcement Network, com-
monly called FinCEN. FinCEN is a central collection point for financial information
used in the investigation of money laundering. FinCEN receives activity reports
from banks and other financial institutions which are included in a database for
easier access by investigators—Federal, State, and local law enforcement.

It s?hould be an interesting afternoon. Senator Kohl, do you have an opening state-
ment?

STATEMENT OF SENATOR KOHL

Senator KoHL. That is very kind of you. Thank you very much,
Senator Campbell.

Gentlemen, over the past year, I have had the pleasure of meet-
ing with many of you on numerous occasions to discuss the critical
role that the Federal Government plays in protecting the public.
The agencies represented here are crucial to the success of this ef-
fort, and we know that we must help all of you to do the important
work that you do by identifying and funding those programs that
keep our streets safe, and especially when those efforts are protect-
ing our most important resource, obviously our young people.

Mr. Chairman, as you know, I come from the business world
which focuses on practical solutions to real problems, solutions that
can be measured day in and day out. I also know that long-term
investments can have significant payoffs. So, when we review these
budget requests, we need to make sure that the taxpayers’ invest-
ment is being well spent, and we must also take a long-term view,
keeping in mind that investments in young people can and do pay
off in many years.

Fortunately, the agencies before us today have a proven track
record in combating crime, and through last year’s appropriations,
we together made a strong commitment to investing in the young
people of our country.

For example, this subcommittee provided increased funding for
the youth crime gun interdiction initiative, a program that brings
Federal and local law enforcement agencies together to trace guns
used in crimes, shut down gun traffickers, and get guns out of the
hands of our young people.

Over the last 2 years, this program has stopped gun traffickers
throughout the country, including my own town of Milwaukee. In
one Milwaukee case, a few handguns were recovered from juvenile
crime scenes and then, thanks to the ATF, were traced to a secu-
rity guard at a shopping mall. Apparently, he did not take his secu-
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rity work very seriously. He was illegally selling handguns to kids
from the trunk of his car.

The youth crime initiative gave Milwaukee law enforcement offi-
cers the Federal help they needed to trace more than 25 weapons
to this one security guard. Most importantly, they were able to get
him and his guns off our streets.

Due to an increase in funding for this initiative last year, ATF
is now able to add 10 cities to the original 17 cities in the youth
crime initiative. It is my hope that we can continue to expand this
initiative so that more cities and more hometowns can get help in
fighting against juvenile crime.

Last year, the subcommittee also provided full funding for an im-
portant investment in our young people, the Gang Resistance Edu-
cation and Training Program [GREAT]. This promising education
program provides children with information they need to make de-
cisions about their future.

It is my hope that we will continue to invest in this and other
youth-oriented crime prevention programs, programs that provide
our young people with positive incentives that will assist them in
making the right choices throughout their lives.

I know that each of these agencies has valuable law enforcement
initiatives to discuss with us. I look forward to hearing from them,
and I am glad that we are giving them this opportunity to tell us
what is working and what we need to keep funding and what will
help keep criminals off the streets.

So we are happy to have you with us here, gentlemen, and we
look forward to our discussion with you.

Thank you, Mr. Chairman.

PREPARED STATEMENT

Senator CAMPBELL. Before we start, with the unanimous consent
to be included for the record a statement by Senator Coverdell, who
wanted to be here with us, but could not today.

[The statement follows:]

PREPARED STATEMENT OF SENATOR COVERDELL

Chairman Campbell, members of the Subcommittee, and guests, I appreciate the
opportunity to submit testimony as you consider the fiscal year 1999 Treasury Post-
al Appropriation bill. Although I would very much like to deliver these remarks in
person, I am unable due to a scheduling conflict.

As you are aware, I am currently chairing the Foreign Relations Subcommittee
on the Western Hemisphere. Part of this Subcommittee’s jurisdiction, which I have
made as one of my highest priorities, is to reignite the nation’s drug interdiction
efforts, as well as protect our citizens from terrorist activities. Through this Chair-
manship, I have had the opportunity to obtain direct feedback from our nation’s law
enforcement officers on what they feel is needed in their day-to-day activities in pro-
tecting our borders and citizens. Although they have mentioned several immediate
needs, the one that is continually brought to my attention is the deployment of more
federal law enforcement officers.

As you know, Congress has committed to increase the number of federal agents
on the job. As we move forward in this effort, we must also fulfill our obligation
to the U.S. taxpayers by making sure these new agents are properly trained in the
most cost-effective manner.

As you know, prior to 1970, training of our federal law enforcement agents was
divided between respective agencies. After the completion of two studies, the federal
government came to the realization that this fragmented system had discrepancies
in training, duplication in efforts, and inefficient use of funds. As a result, Congress
authorized the creation of the Consolidated Federal Law Enforcement Training Cen-
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ter, whose purpose was to create high quality, standardized, and cost-effective train-
ing for our federal officers.

This new organization was temporarily headquartered in Washington, D.C. until
1975 when, after much study, a permanent location was found at the former Naval
Air Station in Brunswick, Georgia. Since then, the Consolidated Federal Law En-
forcement Training Center has been renamed the Federal Law Enforcement Train-
ing Center [FLETC], and has been training and graduating the many men and
women who continue to fight for our safety.

As you consider your bill, I would like to express my support for the agency’s ap-
propriation request of $100,283,000. As you know, this request not only includes the
administrative cost in running FLETC, but also includes training and construction
funds for the 70 federal agencies, including the INS and Border Patrol, whose roles
are currently expanding, that utilize the facility.

I would also like to bring to your attention the need to complete the master con-
struction plan at FLETC and express my support for the agency’s appropriation re-
quest of $13 million to be applied towards the completion of this plan. Approxi-
mately 51 percent of the master plan has been completed and additional appropria-
tions would allow FLETC to again move closer toward its goal of being the central-
ized training center for our federal agencies.

Whether traveling in my home state of Georgia, or chairing a Subcommittee hear-
ing on drug interdiction, as I am today, the need to address the crisis we face with
drugs and crime is constantly brought to my attention. Through continued funding
and support of the Federal Law Enforcement Training Center we will be able to
take the necessary steps to achieve this goal for all Americans.

Once again, thank you for allowing me to testify today and for all you and your
colleagues on the Subcommittee are doing for our country.

STATEMENT OF RAYMOND W. KELLY

Senator CAMPBELL. We will start in the order that I mentioned
them. So, if Under Secretary Kelly would start, we will get going.

Mr. KeLLY. Thank you, Mr. Chairman.

Senator CAMPBELL. And, by the way, all of your complete testi-
mony will be included in the record. So, if you want to abbreviate
your comments, that will be fine.

Mr. KELLY. Yes, sir.

Mr. Chairman, Senator Kohl, it is, indeed, a pleasure to be with
you today to speak about the fiscal year 1999 budget request for
Treasury’s law enforcement functions.

As you said, Mr. Chairman, I have submitted my testimony for
the record, and I request that it be inserted.

Senator CAMPBELL. Without objection, it will be.

Mr. KELLY. We in the Treasury Department greatly appreciate
the support this committee has given Treasury law enforcement. I
am here today with all of our bureau heads, some at the table and
some who will be testifying at the next panel.

As you said, we have two new Directors since we appeared before
the committee last year, Lew Merletti, who took over as the head
of the Secret Service and Ralph Basham, who is our new Director
of the Federal Law Enforcement Training Center.

As the members of this committee know well, Treasury has wide-
ranging law enforcement responsibilities, from protecting the Presi-
dent and other public figures to preventing the flow of drugs into
the country, enforcing Federal firearms laws, investigating violent
crimes such as the bombing in Atlanta at the Olympics, enforcing
the tax laws, and investigating financial crimes, counterfeiting and
money laundering. The men and women who serve the public in
these law enforcement capacities, and who often place their lives
in danger by doing so, do an extraordinary job.
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To strengthen these critical efforts for fiscal year 1999, the Presi-
dent is requesting $3.204 billion, an increase of $172 million, or 5.7
percent above last year, for Treasury law enforcement bureaus.

We need this increase to meet certain mandatory costs, to en-
hance initiatives in combating narcotics trafficking, to reduce ille-
gal firearms trafficking to young people, to improve Presidential
protection and White House security, to investigate financial
crimes, and to train law enforcement officers.

The heads of each of the law enforcement agencies can provide
more detail on these budget requests, but I just want to take a mo-
ment to highlight a few items.

DRUG INTERDICTION INITIATIVE

First, we are requesting additional resources to help the Customs
Service with the critical mission of drug interdiction. In cooperation
with the Office of National Drug Control Policy, the U.S. Customs
Service has formulated a 5-year technology plan, which is designed
to deploy an array of technologies to enable Customs to effectively
fulfill both of its missions, preventing the illegal contraband coming
into the country—particularly drugs—and processing the massive
flow of trade that plays a central role in our economy.

Funding for implementation of the first phase of this plan has
been requested for fiscal year 1999. As you know, Mr. Chairman,
it is critically important to constantly monitor the integrity func-
tions of law enforcement, especially in an era when the criminal
environment is awash in narcotics money.

It raises the stakes and the corruption potential everywhere, pos-
ing a threat to every nation’s interdiction efforts. That is why we
are also seeking an additional $6 million in the 1999 budget for the
internal affairs functions at the Customs Service.

Customs is on the frontline of narcotics interdiction. That is why
we want to make certain that Customs gets all the training, equip-
ment, and case management support it needs to make its internal
affairs’ capabilities second to none.

MONEY LAUNDERING

Second, a major priority at Treasury is to combat money launder-
ing. Our antimoney laundering efforts provide a unique vantage
point for getting at the leadership of organized crime and drug
lords by going after their Achilles’ heel, the profits from their ille-
gal activities.

In addition, since money laundering poses a real economic dan-
ger by affecting markets and undermining financial systems, espe-
cially in developing countries, our promotion of stronger measures
internationally will strengthen those systems.

Money laundering is a very sophisticated business that is inter-
national in nature and utilizes state-of-the-art technology. To be ef-
fective, our efforts need to be international and to use state-of-the-
art technology as well.

FinCEN is applying the latest technology to tracing flows of
money that are exceedingly complex. Its budget includes an initia-
tive for the Gateway Program to coordinate the Federal, State, and
local efforts.
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We need these resources to stay on the cutting edge of this effort
by using more innovative technologies and techniques and fostering
better international cooperation. This is particularly important
since money laundering is increasingly difficult to detect and en-
force due to constantly evolving techniques and the fluidity and or-
ganization of capital markets.

YOUTH CRIME GUN INTERDICTION

Third, we are asking for resources to support an effort that the
Department and ATF have led over the past 2 years to prevent vio-
lent firearms crime by our Nation’s youth.

The youth crime gun interdiction initiative is a collaborative law
enforcement effort between ATF, local police departments, and
prosecutors. Its goal is to develop and share better information
about how juveniles and gang offenders are illegally obtaining fire-
arms, thereby reducing the illegal supply of firearms to youth by
investigating, arresting, prosecuting, and incarcerating illegal gun
traffickers. A preliminary analysis indicates this program shows
significant promise.

With these resources, ATF will be able to expand its initiative to
27 cities and potentially to more cities in the following years. It
will also permit ATF to field new agents in each of these cities to
work with police departments to arrest the illegal traffickers sup-
plying firearms to juveniles, gang offenders, and other violent
criminals in those jurisdictions.

2000 PRESIDENTIAL CAMPAIGN

Fourth, in fiscal year 1999, the Secret Service must begin to
build its capacity to protect candidates and nominees for the Presi-
dential election in the year 2000. Additional funds have been re-
quested to meet this mandatory workload increase, in addition to
ongoing White House security and other protection initiatives.

FEDERAL LAW ENFORCEMENT TRAINING CENTER

Finally, we are asking for additional resources to support the
Federal Law Enforcement Training Center in its critical work.

Over the last 2 years, FLETC has seen an unprecedented in-
crease in its workload. Current projections indicate that this in-
crease will continue for the foreseeable future. We need to move
forward on construction of FLETC facilities in order to meet this
need.

OFFICE OF ENFORCEMENT

Before I conclude, I want to mention the status of some activities
in my Office of Enforcement. We have moved forward, certainly not
as quickly as we would have liked, with the filling of the OPR slots
authorized by this committee. About one-half of the positions are
now filled, including the slot focussing on internal affairs issues
across the bureaus. As I mentioned earlier, this is a key enforce-
ment area that we must vigilantly monitor.
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PREPARED STATEMENT

Mr. Chairman, again, I want to thank you for the opportunity to
appear today and will be happy to answer any questions that you
have.

[The statement follows:]

PREPARED STATEMENT OF RAYMOND W. KELLY

Chairman Campbell, Senator Kohl, Members of the Committee, it is a pleasure
for me to be here before you today to highlight the fiscal year 1999 budget request
for Treasury’s law enforcement bureaus and offices. With me today are the heads
of the Treasury law enforcement bureaus, several of whom are new additions to the
Treasury team since the last appropriations hearing: Lewis Merletti, Director of the
U.S. Secret Service (USSS), who was appointed by Secretary Rubin on June 6, 1997;
Samuel Banks, Acting Commissioner of the U.S. Customs Service (USCS); and
Ralph Basham, Director of the Federal Law Enforcement Training Center (FLETC),
our newest Director. We are pleased to have these new Directors joining today with
John Magaw, Director of the Bureau of Alcohol, Tobacco and Firearms (ATF), Wil-
liam Baity, Deputy Director of the Financial Crimes Enforcement Network
(FinCEN), and Ted Brown, Assistant Commissioner for Internal Revenue Service
Criminal Investigation (IRS/CID).

Each year, Treasury’s mission grows in complexity, scope and importance. Treas-
ury Enforcement performs a critical role in serving the nation’s law enforcement pri-
orities. Treasury bureaus protect our leaders, safeguard our financial institutions
from money launderers and fraud, and collect taxes. Treasury agents and inspectors
protect our borders from drug traffickers and every day our agents fight to protect
our streets from the threat of bombs, arson and gun violence.

To ensure excellence in achieving these missions, and in keeping with the spirit
of the National Performance Review and the Government Performance and Results
Act, Treasury engaged in a thorough strategic management process. The Treasury
Strategic Plan, which was submitted to Congress last fall, is the capstone of this
planning and analysis process. The purpose of this plan, and of our other efforts,
is to improve the results which we deliver to the American people.

Treasury’s strategic plan provides an overview for the Department as a whole. In
addition, each of Treasury’s bureaus developed its own strategic plan for its oper-
ations in support of the overall plan. Collectively, these strategic plans describe
what the Department intends to accomplish over the next five years and how we
will accomplish it. Our bureaus’ and offices’ fiscal year 1999 budget submissions pro-
vide a program level description of the annual resources and actions needed to
achieve these goals. The fiscal year 1999 President’s budget seeks $3.2 billion for
26,580 direct FTE Treasury Enforcement personnel, strategic investments, and
other operational costs. This does not include the Internal Revenue Service Criminal
Investigation Division (IRS/CID). IRS/CID, however, plays an integral role in Treas-
ury law enforcement efforts with their fiscal year 1999 $373 million request for
4,103 law enforcement personnel. We believe the Treasury law enforcement budget
request strikes an appropriate balance permitting Treasury to contribute substan-
tially towards balancing the federal budget while supporting new and more effective
approaches to law enforcement. I would like to note that Treasury enforcement’s
$3.2 billion request will allow us to combat crime while making a $33 billion reve-
nue deposit to the U.S. Treasury. By all counts, this is a tremendous return on in-
vestment. The budget submissions also set specific annual performance goals for
each of our programs and report on our achievements against prior year goals.

Treasury’s Office of Enforcement has developed a five-part mission statement
which describes the purposes of our broad law enforcement functions. We are com-
mitted to ensuring that this strategic plan is a living document. We will use it to
guide our operations, and will continue to update and revise it periodically to make
certain it remains relevant. Our plan was developed with the active involvement of
officials throughout Treasury, and we have sought input from many of our stake-
holders in Congress, elsewhere in the government, and in the private sector. We
continue to welcome input from all of our stakeholders.

The following describes the goals of our strategic plan, in a format designed to
highlight our bureaus’ specific expertise, activities and budget requests, as well as
our cross-cutting expertise on financial crimes matters. Thereafter, I will discuss the
important role that is played by the Office of Enforcement in enabling our bureaus
to meet their goals and fulfill their missions.
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GOAL: REDUCE THE TRAFFICKING, SMUGGLING AND USE OF ILLICIT DRUGS

Treasury brings essential counter-narcotics and money laundering expertise to the
implementation of all aspects of the President’s comprehensive anti-drug strategy.
Our anti-smuggling efforts at the border and our substantial air support to interdict
illegal narcotics at the source places Treasury in a leading role in the fight against
illicit drugs. For example, this anti-narcotics role is pursued through anti-money
laundering measures, reduction of narcotics-related violent crime, and demand re-
duction programs.

U.S. Customs Service

The Customs Service has the primary role for the Treasury Department and one
of the primary roles for the U.S. in interdicting drugs and other contraband at the
border, and ensuring that all goods and persons entering and exiting the United
States do so in accordance with the law. The Customs Service discovers or seizes,
on average, more than half of the narcotics seized by all Federal authorities in the
United States each year.

Customs has tremendous responsibilities. We need to recount some of what Cus-
toms must confront in order to put the drug interdiction challenge into perspective:
Last year, Customs processed over 442 million people, 118 million vehicles, 320,000
rail cars, and $854 billion worth of merchandise. Customs performed the initial
checks, processes, and enforcement functions for over 40 Federal agencies and ap-
plied hundreds of laws and regulations. It performed these tasks by servicing more
than 300 ports of entry sprawled across 7,000 miles of land border. It also provided
air support to the U.S. Government’s source control efforts in South and Central
America. Customs pursued all of these enforcement missions while collecting ap-
pr(()ixifmately $23 billion in revenue for the United States in the form of duties, taxes,
and fees.

Customs constantly strives to improve its ability to stem the flow of drugs while
dealing with the increasing volumes of cargo and passengers into and out of the
United States. Indeed, the number one operational priority for the Customs Service
is preventing the smuggling of narcotics into the United States. It pursues this mis-
sion through interdiction, intelligence and investigative capabilities that disrupt and
dismantle smuggling organizations. Although Customs seized nearly one million
pounds of illegal drugs in fiscal year 1997, through programs such as Operation
Hard Line at the Southwest border and Operation Gateway in the Caribbean, the
quantity of cocaine seized last year dropped 12 percent. To counter this decline, Cus-
toms recently embarked upon a program to utilize innovative approaches and will
focus on the most high-risk ports of entry.

Customs will continue to develop the capabilities to meet the ongoing smuggling
threats, on our southwest land borders, in the Caribbean, and at all borders and
ports of entry across the country. Customs actively participates in multi-agency
criminal investigations, and will continue to strengthen its partnerships with the
private sector, cooperative foreign governments and other Federal agencies in order
to continue its active role to counter narcotics smuggling.

Customs’ budget proposal for fiscal year 1999 includes increases for drug smug-
gling and money laundering enforcement, integrity awareness, non-intrusive inspec-
tion technology and automation, all of which will help us achieve our goal of reduc-
ing the trafficking, smuggling and use of illicit drugs.

In addition to Customs many and varied contributions to the drug fight, we also
are proud of such efforts as ATF’s campaign against armed narcotics traffickers
through its Achilles Program, the work of all of our bureaus on HIDTA and ICDE
task forces, the use of our financial crimes expertise to attack the financial
underpinnings of the drug trade, and valuable prevention such as ATF’s GREAT
program.

GOAL: COMBAT FINANCIAL CRIMES AND MONEY LAUNDERING

One of the most important missions of the Treasury law enforcement bureaus is
the investigation of financial crimes and money laundering. Treasury’s unique struc-
ture permits us to use both our regulatory and investigatory expertise to follow the
money trail and thus undermine criminal enterprises. We intend to strengthen the
capability of our bureaus to fight money laundering and will continue our inter-
national efforts to promote stronger anti-money laundering laws abroad. As ad-
vances in technology and the removal of barriers allow money to move with increas-
ing speed among nations, an effective, long term anti-money laundering strategy
will require other nations to adopt strong anti-money laundering measures in the
legal, regulatory, and law enforcement areas. We will also seek to improve our regu-
latory functions to protect financial systems from illicit assets.



10

Additionally, we are developing anti-counterfeiting strategies that employ all ap-
propriate technological and investigatory methods to combat designers and traffick-
ers in counterfeit currency and instruments. Working with the State Department,
we are expanding our overseas presence to more effectively combat the burgeoning
international criminal threat to our financial systems. We are also enhancing our
leadership role by continuing to develop partnerships with the financial community
and others in the private and public sectors.

Treasury is working in a number of ways to engage both the public and private
sectors in a common effort to deny money launderers access to legitimate avenues
of finance and commerce. We are continuing to emphasize the importance of inter-
agency cooperation to pool resources and share experiences and information. The
Committee is aware of the successes achieved by the El Dorado Interagency Task
Force and FinCEN which were responsible for implementing the Geographical Tar-
geting Orders (GTO’s) directed towards Colombian and Dominican Republic drug-
related money laundering operations.

Treasury held two conferences over the last year, along with representatives from
the Department of Justice, which brought together the experts from both our De-
partments—prosecutors, regulators, and law enforcement agents, all sharing their
insights into the problem. Additional conferences are planned both at the national
and regional level in order to further shut down the avenues available to money
launderers.

The Customs Service, Secret Service, the Financial Crimes Enforcement Network,
and the Internal Revenue Service Criminal Investigation Division all play a vital
role in accomplishing our money laundering and financial crimes goals. The Office
of Enforcement will seek to enhance the individual and collective work of these bu-
reaus through completion of a Departmental financial crimes review, which is cur-
rently being undertaken jointly with the Treasury bureaus and offices.

The following are some of our bureaus’ individual efforts in the current fight
against money laundering and financial crimes.

Customs Service

In addition to its substantial efforts to counter illicit drugs, Customs also plays
a vitally important role in combating money laundering. During fiscal year 1997,
Customs’ money laundering investigations resulted in 1,054 arrests and 905 crimi-
nal indictments. Its investigative strategy is focused on disrupting two key business
functions that are necessary for sophisticated international money laundering oper-
ations to function: laundering profits and investing the proceeds of their criminal
activity. Customs’ money laundering coordination center will become operational in
1998 and will coordinate Customs’ nationwide undercover money laundering oper-
ations and follow-up investigations.

Secret Service

The Secret Service is the nation’s lead agency in investigating counterfeiting, for-
gery, and access device fraud. As the nation’s counterfeiting expert, the Secret Serv-
ice has investigated fictitious financial instruments, counterfeit currency and credit
card schemes both domestically and internationally. United States currency is coun-
terfeited around the globe. Indeed, approximately 70 percent of all counterfeit cur-
rency detected domestically is of foreign origin. Therefore, it is only prudent that
the Secret Service devotes a large portion of its investigative resources to battling
international counterfeiting issues.

The Secret Service has learned through experience that the best method to man-
age this problem is to address counterfeit issues at their source, with the permanent
stationing of Secret Service agents in foreign posts. In addition, the Secret Service
leverages its resources by enlisting international law enforcement agencies to iden-
tify counterfeit currency and suppress counterfeiting plates. These efforts, primarily
carried out through counterfeit detection seminars, have promoted a cooperative
international law enforcement effort to detect, suppress and prosecute counterfeit
violations.

Moreover, to prevent financial fraud schemes, the Secret Service has developed
and implemented longstanding and effective partnerships with private industry to
better understand various financial systems and combat significant losses. Assisting
the industry and their financial systems with “systemic fixes,” aggressive analysis,
and proactive security enhancement measures has increased the overall security of
these financial systems. Proactive joint initiatives with the industry, such as public
awareness campaigns, media programs, speeches, seminars, and security training
are having a positive impact. These partnerships have reduced the ability of crimi-
nal organizations to target financial institutions.
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FinCEN

While Customs, Secret Service and IRS-CID are the financial crime investigators,
FinCEN serves as Treasury’s principal support arm for such investigative efforts.
As its name states, FInCEN is a network, a link between the law enforcement, fi-
nancial, and regulatory communities. It brings together government agencies and
the private sector, in this country and around the world. It works to maximize infor-
mation-sharing among these communities thereby furthering efforts to prevent and
detect money laundering activities. The intelligence derived from the GTO’s and
other efforts has also contributed to the work of an interagency coordinating group
(ICG) which is located at FinCEN. The group includes the Internal Revenue Service,
the Customs Service, the Drug Enforcement Administration, the Federal Bureau of
Investigation, and the U.S. Postal Service. The ICG has been building on knowledge
which its members, especially the Criminal Investigation Division of the IRS and
the Customs Service, have developed about a highly complex money laundering sys-
tem used by the Colombian Cartel, known as the Black Market Peso Exchange.

The initiatives in FinCEN’s budget request will strengthen the quality of the sup-
port that it provides to law enforcement.

IRS-CID

I want to say a few words about the important contribution to Treasury’s law en-
forcement efforts made by IRS-CID. Fighting financial crime is a job well suited for
the special agents of IRS-CID. They are known for their ability to “follow the money
trail” and stop the criminal when no one else can. IRS-CID agents are financial ex-
perts in combating money laundering and tax evasion. Their expertise is sought in
investigations of all types of financial crimes, including health care fraud, pension
fraud, insurance fraud, bankruptcy fraud, telemarketing fraud, gaming, narcotics,
and public corruption.

Today, IRS-CID is combating the increased use of computers for committing finan-
cial crimes with its latest weapon * * * a new type of special agent known as the
Computer Investigative Specialist (CIS). Through IRS-CID’s national Computer In-
vestigative Specialist Program, the CIS continuously receives training in cutting
edge investigation automation and evidence seizure and data recovery methods.
Combining its unique financial expertise with advanced computer skills permits
IRS-CID to optimize its ability to investigate and solve computer based and com-
puter related financial crimes. IRS-CID is taking the lead in providing this special-
ized computer investigative training to agents from the other Treasury bureaus.

GOAL: FIGHT VIOLENT CRIME

Treasury is working to fight violent crime by arresting the most violent armed
offenders, denying criminals and juveniles access to firearms, reducing the risk of
violent crime 1n our communities, safeguarding the public from arson and explosive
incidents and strengthening our capability to fight terrorist threats to the United
States. To enhance our efforts to reduce and prevent violent crime with firearms,
Treasury has fully supported the Administration’s and Congress’ efforts to prevent
criminals, gang offenders, and juveniles from illegally obtaining firearms. These ef-
forts have been built on three foundations: implementation of the first phase of the
Brady law, to stop felons and other prohibited persons from buying handguns from
licensed dealers; reform of the firearms dealer licensing systems to ensure a high
level of commercial integrity and compliance with local laws; and a tough, focused
illegal firearms trafficking program aimed at stopping trafficking to criminals, gang
offenders, and juveniles. Additionally, we are working to maintain appropriate fire-
arms importation and international illegal firearms trafficking policies and to share
crime gun tracing and anti-smuggling expertise with the international community
in order to combat the illegal firearms trafficking.

To safeguard the public from arson and explosives incidents, we will maintain the
highest standards of investigative expertise and state-of-the-art technology to most
effectively respond to those incidents. Our studies on the use of tracer elements in
explosives materials will continue and we will enhance the national repository for
arson and explosives information to assist in the investigation of explosives inci-
dents. We will endeavor to prevent criminal misuse of explosives in crimes of arson
through enforcement, regulation, and community outreach and investigate thefts
and illegal diversion of explosives.

ATF

The Bureau of Alcohol, Tobacco, and Firearms (ATF) plays the leading role for
Treasury, indeed the entire Federal government, in the fight against armed violent
crime. ATF is responsible for enforcement of the Federal firearms laws as well as
for regulation of the firearms and explosives industries. It investigates some of the
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most destructive, dangerous, and controversial crimes in the United States, includ-
ing bombings of abortion and family planning clinics, church arson, firearms crimes
and illegal trafficking, and firearms and explosives violations.

In an effort to reduce armed violent crime, ATF focuses its investigative efforts
on armed violent criminals, career criminals, armed narcotics traffickers, violent
gang offenders, and domestic and international firearms traffickers that supply the
illegal firearms market. It strives to deny criminals, gang offenders and juveniles
access to firearms, safeguard the public from bombings and arson, and imprison vio-
lent criminals.

Through its Violent Crime Coordinators (VCC’s), ATF is focusing its investiga-
tions on armed recidivist and violent career criminals. The VCC’s will continue to
assist in removing the armed criminals that pose the greatest threat to society by
identifying and investigating the most violent offenders, analyzing the best route to
prosecution and working closely with the United States Attorneys’ Offices to maxi-
mize the effectiveness of our investigative efforts.

Through its Youth Crime Gun Interdiction Initiative (YCGII), which began as a
small pilot effort in 1996, ATF is working to further reduce the illegal trafficking
of firearms to gang offenders and juveniles. Due to the positive reception of the pro-
gram in the 17 pilot cities and to ATF’s first comprehensive trace analysis report
designed for agents and police departments, the President confirmed his support by
announcing that 10 additional cities would be included in fiscal year 1998. We are
grateful for the support you have already provided to this program, which is de-
signed to supplement and strengthen ATF’s illegal firearms trafficking program.
Through YCGII, ATF is developing new methods of identifying the illegal sources
of firearms being supplied to gang offenders, juveniles, and criminals and to pros-
ecute the traffickers responsible for providing these guns. ATF will work with the
nation’s police departments to provide comprehensive crime gun tracing, illegal mar-
ket analysis, investigative information and training to the 27 cities. To break the
chain of illegal supply of crime guns to violent gang offenders and juveniles, we will
hire more than 160 agents to collaborate with U.S. Attorneys and police depart-
ments in investigating and arresting the illegal firearms traffickers.

ATF is also renowned for its expertise in the areas of arson and explosives.
Through its certified fire investigators, National and International Response Teams,
accelerant and explosives detection canine program, its accredited laboratory, its
arson and explosives repository, and numerous other programs, ATF maintains its
role as the leader and innovator in these areas. Its expert work on the National
Church Arson Task Force has helped produce a 33 percent clearance rate for the
arsons under investigation, a rate that is more than twice the average rate for arson
crimes in general. ATF assists State and local authorities with arson investigations
falling under Federal jurisdiction and having a significant impact on their commu-
nity, particularly when the nature or extent of the problem extends beyond the
available resources or expertise of the locale involved. ATF also provides training
to other Federal, State, and local enforcement agencies in the detection and inves-
tigation of arson, particularly arson-for-profit, and post-blast bombing investigation.

As Director Magaw will explain in greater detail, the additional funds requested
in ATF’s budget for the VCC’s and YCGII will permit it to better fulfill the goal of
countering violent crime.

GOAL: PROTECT OUR NATION’S LEADERS AND VISITING WORLD LEADERS

Treasury is striving to manage the ever changing nature of threats by developing,
acquiring and deploying necessary countermeasures. One aspect of this proactive
approach is developing a formal risk assessment-based decision making process to
enhance protective capabilities. Toward this end, we will identify emerging tech-
nologies that pose a threat to those we are entrusted with protecting and develop
defenses against them. We will also exploit technology that can be used to lower
risk to protectees and ensure their safety. To help fulfill the vital protective mission
and to provide the safest possible environment for all protectees, we will continue
to develop partnerships between the law enforcement agencies inside and outside
Treasury.

Secret Service

As you know, the United States Secret Service has the critical responsibility of
protecting the President, Vice President, and other specially designated protectees.
It accomplishes this protective and investigative mission effectively in an increas-
ingly hostile society. During the past fiscal year, the Service successfully managed
protective security for several major events, as well as the implementation of nu-
merous, ongoing security enhancements at the White House complex and the Vice
President’s residence. The Secret Service’s White House Emergency Plan was re-
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vised to include enhanced procedures in the event of a crisis situation at the White
House complex. The Service also continued its efforts to combat the increasing
threats from chemical/biological weapons. To respond to this threat, the Service has
formulated a chemical/biological detection and protective program which combines
multiple systems: fixed detectors, collective protection systems, and portable detec-
tion equipment for deployment at critical protective sites. Additionally, the Service’s
ultimate goal is to provide immediate chemical/biological detection, mitigation and
decontamination support for all Presidential movements.

During fiscal year 1999, the Service begins the build-up for the Presidential cam-
paign of the Year 2000. As it begins planning for the Presidential campaign and the
inauguration of January 2001, the Secret Service’s budget request will further ad-
vance its ability to maintain the highest level of physical protection possible for its
protectees through the effective use of human resources, protective intelligence, risk
assessment and technology.

GOAL: PROVIDE HIGH QUALITY TRAINING FOR LAW ENFORCEMENT PERSONNEL

Assuring the excellence of training of Federal law enforcement is of vital impor-
tance to the future effectiveness of our law enforcement efforts. As the training
agent for the majority of all Federal law enforcement agencies, we currently have
70 Federal agencies participating in training programs at the FLETC. We are com-
mitted to enhancing basic and in-service training programs to meet the changing
needs and increasing demands of Federal law enforcement as we combat increas-
ingly sophisticated, technologically advanced and globally linked crime. Our objec-
tive is to develop and operate state-of-the-art facilities and systems responsive to
interagency training needs.

To meet the goal of quality training within a limited budget, to meet current
training needs and to prepare for the future, we will maintain and improve FLETC’s
physical plant by implementing the master plan to guide the expansion of facilities
to meet projected training needs. We will also develop alternative training delivery
systems, such as distance learning capabilities, thereby effecting long term cost sav-
ings. Additionally, we will expand the use of advanced technology in training and
support, especially in the areas of computer-based training and simulation, to pro-
vide not only state-of-the-art training but long-term budget savings as well. We will
also provide international training in support of the International Law Enforcement
Academy (ILEA) in Budapest and the ILEA being developed for Latin America
(ILEA South).

FLETC

One of the reasons that Treasury law enforcement is so successful is the quality
of training that its agents and inspectors receive at the Federal Law Enforcement
Training Center (FLETC). Since its establishment by a memorandum of understand-
ing in 1970, FLETC has built a reputation for providing high quality, cost effective
law enforcement training. As you know, there are many advantages to consolidated
training for Federal law enforcement personnel, not the least of which is an enor-
mous cost savings to the Government. Seventy agencies in 200 different training
programs now train at FLETC. Additionally, FLETC has been involved in providing
law enforcement training overseas for over 20 years and has trained more than
5,000 foreign law enforcement officials from more than 102 different countries. We
expect this growth to continue as more agencies recognize the many benefits of con-
solidated training.

Over the last two years, the FLETC has seen an unprecedented increase in its
workload. Current projections indicate continued workload growth through fiscal
year 1999 and beyond. During fiscal year 1997, the FLETC provided training to
23,329 students representing 109,116 student-weeks of training, the largest work-
load in the history of the Center. In fiscal year 1998 the workload is expected to
grow to 32,404 students. The majority of this growth is attributable to recent Con-
gressional and Administration initiatives to control immigration along our Nation’s
borders and to provide a safe workplace for Federal employees.

To permit FLETC to train the law enforcement agents in the skills needed for the
future, it has continued to implement its master plan for facilities. This plan was
first introduced in 1989 and when fully implemented will permit FLETC to achieve
its goal of further developing, operating, and maintaining state-of-the-art facilities
and systems responsive to interagency training needs. Indeed, a major portion of
FLETC’s budget request is the continued implementation of the facilities master
plan for new construction at FLETC’s two centers in Glynco and Artesia. This fund-
ing will ensure that less efficient temporary facilities, now relied upon to meet work-
load requirements, are phased out as soon as possible. Since early 1996, FLETC has
been operating at full capacity and we expect that this workload will continue
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through fiscal year 1999. To accommodate this increasing demand, FLETC has been
utilizing temporary buildings and contracted or licensed facilities. In addition, some
Border Patrol training is occurring at a temporary facility in Charleston, South
Carolina. As FLETC’s capacity increases, the need for a temporary site at Charles-
ton can be phased out.

In addition to its domestic training responsibilities, the FLETC is also being
called upon to play a larger and more important role in support of the Administra-
tion’s and Congress’ foreign policy initiatives involving the training of foreign law
enforcement officials. We estimate that there will be a 36 percent increase in
FLETC’s fiscal year 1998 international training workload as compared with fiscal
year 1997. A key provision in the FLETC’s fiscal year 1999 budget request and cen-
tral to FLETC’s ability to meet these increased training needs is the ILEA South
initiative.

At the San Jose Summit on May 8, 1997, President Clinton announced that an
international law enforcement training academy would be created in Latin America
(i.e., ILEA South) before the end of 1997. Patterned after ILEA Budapest, the goals
of ILEA South are to expand relationships with and among foreign law enforcement
officials from Latin America and the Caribbean, support democracy by stressing the
rule of law in international and domestic police operations, foster international co-
operation and raise the professionalism of law enforcement judicial officials.

The Department of State selected the Department of the Treasury as the lead
agency to establish ILEA South. In turn, the Department is relying on the FLETC
to provide operational management oversight and administrative support to guide
program development for ILEA-South. The first ILEA South training program was
recently conducted in Panama City, Panama, during November and December 1997.
Thirty-two students from eight Central American countries attended the program.
The program was extremely well received and was considered by all those involved
to be a great success.

OFFICE OF ENFORCEMENT

We recognize that the work of our law enforcement bureaus can only be enhanced
through the oversight and support provided at the Departmental level. In this re-
gard, I am pleased to report that the Office of Enforcement has worked diligently
over the past year to fulfill these responsibilities, and has a plan in place for maxi-
mizing such efforts over the next year. This Committee’s support in the creation of
an Office of Professional Responsibility (OPR) will help us meet these goals. Since
receiving funds in last year’s appropriations, we have developed a precise staffing
and hiring plan for the OPR positions to provide direct oversight on such important
matters as internal affairs, training, and inspection issues. The process included ex-
tensive outreach to expand the pool of qualified applicants, as well as thorough re-
views of applications and several rounds of interviews for select candidates, includ-
ing interviews with our bureau heads. While the process continues, we have selected
a number of impressive members of the OPR team. They are on board, and we are
confident that they will help our bureaus perform their missions as safely, profes-
sionally, and well as possible. On one issue in particular—integrity—Treasury and
ifts lélgﬁaus share the Committee’s strong commitment, and have made it a priority
or .

The Office of Enforcement also has taken other measures to enhance its support
and oversight missions. Among other activities, we worked closely with Customs,
ONDCP, and others to ensure close cooperation on anti-narcotics matters; solidified
the Department’s vital role on anti-money laundering issues through such activities
as the geographic targeting orders and the anti-money laundering conferences
hosted jointly with the Justice Department; coordinated all enforcement-related
strategic planning activities for Treasury as it fulfilled its GPRA responsibilities;
maintained a lead role within the Administration on the National Church Arson
Task Force, as well as international money laundering and financial crime issues;
performed a complete management assessment at FLETC by working with an out-
side consultant, expanded the Youth Crime Gun Interdiction Initiative to 10 addi-
tiogal }clities; and established ILEA South in conjunction with the State Department
and others.

CONCLUSION

In summary, the Treasury Department is proud of the contributions that its law
enforcement bureaus have made and continue to make to this nation. Treasury and
its bureaus have defined goals and objectives to ensure our excellence in protecting
our borders, fighting violent crime, protecting our nation’s leaders, defeating finan-
cial crimes, and training our law enforcement agents for the challenges of counter-
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ing increasingly sophisticated criminals. This budget request will enable Treasury’s
law enforcement bureaus to meet the current challenges and to begin preparations
for the challenges of the 2lst century. I am confident you will find this to be a re-
sponsible budget, as it considers the growing demands of the law enforcement in a
constrained budget environment.

With your permission Mr. Chairman, I would like to ask the Directors of the
Treasury law enforcement bureaus to describe in more detail those strategies and
goals we see as playing a key role in the coming fiscal year, as well as our recent
accomplishments. After which we would be pleased to answer any questions you or
Members of this Committee may have. Thank You.

CONGRATULATIONS ON PENDING NOMINATION

Senator CAMPBELL. Thank you. I appreciate that, Mr. Kelly, and
congratulations on your pending nomination.

Mr. KELLY. Thank you.

Senator CAMPBELL. Good luck on protecting the Presidential can-
didates for the year 2000. There should be about 40 of them, and
2 of them are not here, however, are they?

Before we go on to the next person, I would like to also welcome
the people in the back of the room, the youngsters who are from
Closeup. I am sorry we do not have enough chairs for you, but I
hope your visit here in the Capitol and this committee is enjoyable,
and educational, too. We are glad you are here.

We will just go in that order. Next is John Magaw, please.

John, nice to see you.

STATEMENT OF JOHN W. MAGAW

Mr. MAGAW. Nice to see you, too.

Thank you, Mr. Chairman and Senator Kohl.

I am pleased to represent all the men and women of ATF. They
are outstanding in their abilities and in their dedication.

Once again, I have asked the ATF executive staff to be here
today. We find that it helps for them to hear your questions and
comments firsthand so that we can all better respond to your con-
cerns.

ATF BUDGET REQUEST

ATF’s 1999 budget request is $586,324,000 and 4,038 full-time-
equivalent positions. This budget includes $32 million for the relo-
cation of Bureau headquarters, which is essential for the protection
of our employees and our customers. The other major increases are
found in the $16 million and 81 FTE’s to expand the President’s
Youth Crime Gun Interdiction Program, and 52 million to expand
our Violent Crime Coordinator Program.

ATF STRATEGIC PLAN

Our request and the 1999 performance plan for this Bureau are
directly linked to the elements of our strategic plan to include pro-
tecting the public, reducing violent crime, and collecting the reve-
nue.

As we implement our key programs, we will utilize the full array
of enforcement tools to carry out our interwoven mission. That
blends tax and regulatory and criminal investigation functions. Not
only does this unique mix serve ATF’s own operational responsibil-
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ities, but it allows us to provide otherwise unavailable expertise to
State and local and other Federal agencies.

YOUTH CRIME GUN INTERDICTION INITIATIVE

The youth crime gun interdiction initiative typifies the driving
collaborative spirit behind our strategic plan of partnership and
technology that merge together to provide maximum value for the
citizens that we serve. Twenty-seven major cities are employing
ATF’s expertise in resources to trace firearms used by juveniles in
crime, to identify sources and patterns of illegal firearms traffick-
ing, and to develop strategies to reduce the flow of weapons to the
youngest and the most volatile members of our society.

VIOLENT CRIME COORDINATOR PROGRAM

ATF’s Violent Crime Coordinator Program, for which we are also
requesting additional funding, is yet another collaborative effort,
but one that concentrates on the most hardened members of our so-
ciety. Because many Federal firearms laws contain provisions for
mandatory extended sentences, ATF strives to increase State and
local awareness of the available Federal prosecution under these
statutes.

ATF’s violent crime coordinators will work closely with local
prosecutors and the U.S. Attorney’s Office to provide the investiga-
tive component to the Department of Justice Triggerlock Program.
We will focus on ensuring that the violent career criminals are ap-
propriately matched to the criminal charges that will remove them
from our communities for the longest period of time.

PERSONNEL LEVELS

While the demands on ATF have increased dramatically, it is of
special note that we are only 100 people above the personnel levels
of 25 years ago. Moreover, in the past 3 years, our special agent
population has decreased by over 200. This puts an enormous
strain on our personnel and limits the incidents that we can re-
spond to with State and local enforcement. While we descended
from roughly 2,000 agents to 1,800, a case could be made that we
should have been increasing to approximately 2,600. Also, our in-
spector ranks have a shortfall of approximately 250 personnel.

Few days pass that we do not receive pleas from U.S. attorneys
or State and local law enforcement for additional ATF agents. The
2,600 figure would put only a few more agents in each city.

You can be confident as we move along that ATF is able to fully
account for the funding that you have provided. I am pleased to re-
port that for the third consecutive year, we have received the high-
est possible rating on the annual inspector general audit of our fi-
nances and our internal controls. The audit this year was con-
ducted by Price Waterhouse.

Mr. Chairman, that concludes my statement.

PREPARED STATEMENT

Senator CAMPBELL. Thank you, Mr. Magaw. I am proud that
somebody is watching the money around here. We will insert your
prepared statement in the record.
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[The statement follows:]

PREPARED STATEMENT OF JOHN W. MAGAW

Thank you Mr. Chairman, Senator Kohl, and members of the Subcommittee. I
welcome this opportunity to appear before this subcommittee and further acquaint
you with ATF and the value we bring to the American public. I am here today to
support the Bureau’s fiscal year 1999 budget request of $586,324,000 and 4,038 full-
time equivalent positions (FTE). When compared to fiscal year 1998, this request
represents a net increase of $22,947,000 and 100 FTE’s. This increase consists pri-
marily of $32,000,000 for the relocation of the Bureau headquarters and $16,000,000
with 81 FTE’s for the President’s Youth Crime Gun Interdiction Initiative.

With me today are my executive staff members:

Mr. Bradley Buckles, Deputy Director; Mr. William Earle, Assistant Director for
Management and Chief Financial Officer; Mr. Andrew Vita, Assistant Director for
Field Operations; and Mr. Jimmy Wooten, Assistant Director for Firearms, Explo-
sives and Arson; Mr. Arthur Libertucci, Assistant Director for Alcohol and Tobacco;
Mr. Stephen McHale, Chief Counsel; Ms. Gale Rossides, Assistant Director for
Training and Professional Development; Mr. Patrick Schambach, Assistant Director
for Science and Technology and Chief Information Officer (CIO); Mr. Patrick Hynes,
Assistant Director for Liaison and Public Information; Ms. Marjorie Kornegay, Exec-
utive Assistant for Equal Opportunity;

PROGRESS IN STRATEGIC PLANNING

As you are aware, starting in 1997, the Government Performance and Results Act,
commonly referred to as “GPRA” requires us to: publish strategic plans covering at
least 5 years, publish annual performance plans that include measurable goals, and
report on actual performance.

With our fiscal year 1999 budget, we are including a performance plan and a set
of performance targets for each of our three major activities. We have made progress
in developing meaningful, quantifiable measures for our programs and will continue
to look for improvements. We welcome Congress’ feedback on measures we have
submitted.

During fiscal year 1996, ATF aligned its planning and budget structure to con-
form to the three major activities identified in the 5 year Strategic Plan that the
Bureau published in March 1995. During fiscal year 1997, ATF’s Strategic Manage-
ment Team revised the Strategic Plan and enhanced the planning and budget struc-
ture based on the results of interviews and surveys of our customers and stakehold-
ers regarding their expectations and needs. The revised activities are:

Activity 1: Reduce Violent Crime.—Effectively contribute to a safer America by re-
ducing the future number and costs of violent crimes, complement enforcement with
training and prevention strategies through community, law enforcement, and indus-
try partnerships.

Key Indicators: Crime Related Costs Avoided; Future Crimes Avoided; Number of
Persons Trained/Developed (non-ATF); Number of Firearms Traces; Number of In-
spections (Explosives); and Percent Population Inspected (Firearms).

Activity 2. Collect Revenue.—Maintain a sound revenue management and regu-
latory system that continues reducing taxpayer burden, improves service, collect the
revenue, and prevents illegal diversion.

Key Indicators: Taxes and Fees Collected from Alcohol, Tobacco, Firearms, and
Explosives Industries; Ratio of Taxes and Fees Collected vs. Resources Expended to
Collect; and Burden Hours Reduced.

Activity 3. Protect the Public.—Protect the public and prevent consumer deception
in ATF’s regulated commodities.

Key Indicators: Response to Unsafe Conditions and Product Deficiencies Discov-
ered (Explosives); and Number of Commodity Seminars Conducted.

ATF is committed to defining its Federal role, setting long term strategic and an-
nual performance goals, managing our resources and investments to achieve those
goals, instituting measures, and reporting annually on our performance. ATF will
continue to work throughout fiscal year 1998 to make sure our measures for success
are carefully defined and tracked.

ATF’S UNIQUE PROGRAMS

ATF is a law enforcement organization within the United States Department of
the Treasury with a combination of responsibilities dedicated to reducing violent
crime, collecting revenue, and protecting the public. We use our jurisdiction, skills,
and assets to assist Federal, State, and local law enforcement in the fight against
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crime and violence. We accomplish this through an integrated approach of effective
enforcement of the Federal firearms, explosives, and arson laws.

Year after year, ATF works to make America a safer place for all of us by fighting
violent crime. ATF’s position of being vested with the enforcement and regulation
of the Federal firearms and explosives laws as well as the regulation of those indus-
tries puts it at the forefront of violent crime enforcement.

The statutes ATF enforces involve a blend of tax, regulatory, and criminal inves-
tigation functions that the Treasury Department is suited to handle. Treasury law
enforcement functions have always involved criminal laws inseparably linked to rev-
enue laws and regulatory controls, whether in the enforcement of tax or trade law,
currency protection, or firearms regulations. In the case of the firearms and explo-
sives industries, the criminal investigative responsibilities cannot effectively be sep-
arated from the tax and regulatory responsibilities because they are so technically
and practically interwoven.

ATF achieves tax compliance by focusing inspections on production facilities offer-
ing the greatest risk to revenue based on the volume of operations, history of viola-
tions, poor internal controls, or questionable financial conditions. Teams of ATF spe-
cial agents, inspectors and auditors perform complex investigations of interstate and
international criminal violations of the Federal Alcohol Administration Act and sec-
tions of the Internal Revenue Code and the Contraband Cigarette Act. In the past
five years, we have noted a marked increase in the diversion of alcohol and tobacco
products by organized criminal groups.

ATF inspectors maintain regulatory oversight of the legal explosives industry, in-
cluding 10,548 explosives licensees and permitees. ATF’s jurisdiction and specialized
expertise provide invaluable services to the public through enforcement, regulation,
and cooperative industry partnerships.

ATF provides a wide range of services to local communities to investigate explo-
sives incidents and arson. For instance, our National Response Teams (NRT’s) in-
clude special agents, certified fire investigators, explosives technicians, fire protec-
tion engineers, and forensic scientists who respond to major incidents within 24
hours of a request to assist in large-scale fire and explosives scene investigations.
Additionally, ATF: 1) has been at the forefront as a leader in the Church Fire Inves-
tigations, 2) uniquely trains canines in accelerant-detection and explosives detection,
3) is the catalyst and principal engineer of several ongoing explosives studies, 4)
provides the only Federal investigative expertise in solving arson-for-profit schemes,
and 5) is seeking to enhance the level of expertise of all fire investigators through
an innovative CD ROM virtual reality training tool that is being developed.

In the area of firearms, our mission is simple—to reduce gun violence and to fair-
ly and effectively regulate the legitimate firearms industry. Our targets are crimi-
nals who illegally use and/or supply guns to other criminals or our children. The
almost daily acts of firearms violence reported in the media remind us of the dan-
gerous times in which we live. Our National Tracing Center provides 24-hour assist-
ance to Federal, State, local and foreign enforcement agencies in tracing guns used
in crimes. It is the only facility of its kind in the world. To enhance ATF’s ability
to trace crime guns, the National Tracing Center is partnering with members of the
gun wholesale firearms industry through electronic linkups that are greatly enhanc-
ing trace completion time, while at the same time saving the firearms industry
money. This joint government/industry partnership is helping to fight crime nation-
ally.

FISCAL YEAR 1997 HIGHLIGHTS

I would like to share with the Committee those successes in fiscal year 1997 that
demonstrate ATF’s mission accomplishments and our efforts for more effective gov-
ernment. During our 25th anniversary as a Bureau, we:

—Refined ATF’s strategic plan based on an environmental assessment survey

issued to customers, stakeholders, and ATF personnel.

—Developed an illegal firearms trafficking guidebook that is the definitive ref-
erence for ATF special agents and conducted firearms trafficking schools and
interstate nexus schools to provide firearms trafficking training for Federal,
State, local and international law enforcement personnel.

—Received four Hammer Awards for Innovation in Government from the Vice
President’s National Performance Review. The awards were given to the Part-
nership Formula Approval Process Team, CEASEFIRE Team, Out-of Business
Records Management Team, and Project LEAD Team. The “Disarming the
Criminal Program,” ATF’s firearms trafficking enforcement effort, was a finalist
in the Innovations in American Government Awards Program sponsored by
Harvard University’s Kennedy School of Government.
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—Established the Arson and Explosives National Repository which will serve as
a statistical data base for arson and explosives incidents and as a valuable in-
vestigation tool for other Federal, State and local law enforcement agencies. The
information will be available to authorized Federal, State and local agencies.

—Published the Department of the Treasury “Odor Recognition Proficiency Stand-
ard” for explosives detecting canines. This is the first Federally Published
standard for these types of canines.

—The National Church Arson Task Force issued a report to the President outlin-
ing the accomplishments of its second year.

—Deployed Integrated Ballistic Identification System (IBIS) technology in eight
new sites to further strengthen the ability of State and local law enforcement
to reduce violent crime through technological innovations that help target the
violent offender.

—Traced over 37,000 recovered crime guns involved with the Youth Crime Gun
Interdiction Initiative.

—Began the development of a joint explosives detection canine pilot program with
the Federal Aviation Administration for use at Washington National Airport
and Dulles International Airport.

—Initiated a major effort to hire special agents and inspectors for our Office of
Field Operations. ATF received, screened, and processed approximately 4,334
special agent applications and 1,072 inspector applications. ATF is currently
conducting interviews with plans to hire over 100 special agents and inspectors.
We are committed to remaining on a regular hiring schedule, due in part to a
significant number of expected retirements, and to prevent the loss of critical
expertise.

—Significantly increased the number of crime gun traces (190,000); continued to
develop Project LEAD, the illegal firearms trafficking information system; de-
ployed new trace related hardware to more field offices; developed comprehen-
sive, community-based crime gun trace analysis as a new strategic tool for Fed-
eral, State, and local law enforcement; and piloted it in 17 sites through the
Youth Crime Gun Interdiction Initiative.

—Expanded Project LEAD, a state-of-the-art computer software program which
analyzes firearms trace data maintained by the National Tracing Center.

—Established the National Revenue Center in Cincinnati. We have reduced from
five to three the regional Technical Services centers in which ATF employees
perform tax and permit functions; consolidated resources; and improved the con-
sistency of work products and services.

—Hosted an international conference on fire research that was attended by 65
world experts on the subject. The ideas and information exchanged will enhance
our development of the ATF Fire Investigation Research and Education Center
in partnership with the academic community.

—Conducted 22 “train-the-trainer” classes with 665 police officers participating
from across the United States in ATF’s Gang Resistance Education and Train-
ing Program (G.R.E.A.T.). The program curriculum, designed to decrease gang
violence across the nation, is taught by trained, uniformed police officers and
ATF special agents to children in the sixth, seventh and eighth grades. In fiscal
year 1997, 471 State and local agencies sponsored G.R.E.A.T. classes for over
314,000 school children.

—Continued development and deployment of a fully integrated state-of-the-art in-
formation technology infrastructure via our Enterprise System Architecture
which in fiscal year 1997 deployed 1,049 desktop and notebook personal comput-
ers to six of twenty three field operations divisions, a total of 58 field offices.
All hardware and software meets Enterprise System Architecture standards de-
signed to fulfill our critical business requirements. This is a part of our prepara-
tion for the year 2000 requirements.

—Created the Diversion Branch to deal with diversion of cigarettes and distilled
spirits across State and national borders in violation of law. The new branch
combines investigative, regulatory and intelligence gathering expertise to com-
bat loss of revenue in partnership with State, international and other Federal
agencies.

—Designed and commissioned the construction of a Rapid Response Laboratory,
a mobile crime laboratory, that provides the versatility required for the unique-
ness of each crime scene and will facilitate field analysis.

—Standardized and distributed hand held portable radio units to all special
agents for the first time in ATF’s history; procured and outfitted two self sus-
taining mobile radio communications platforms with secure communications ca-
pability to support critical incident responses.
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—Redesigned and implemented the third generation of our Internet World Wide
Web service and ATF homepage, (http:/www.atf.treas.gov). ATF web offerings
were expanded to include secure Internet services such as a search engine,
news groups, and downloadable electronic forms for internal use by our cus-
tomers and work force.

—Completed the first phase of a procurement subsystem (Procurement Desktop
and Program Office Desktop) with the intention of creating an electronic desk-
top environment for processing all future requisitions.

—Provided 15,893 training opportunities for ATF employees and 34,824 training
opportunities for other Federal, State, local, and foreign law enforcement offi-
cers, as well as industry personnel.

—Initiated a partnership with the American Re-Insurance Company, U.S. Fire
Administration, and the National Fire Protection Association to develop a CD—
ROM virtual reality training tool which will raise the base level of knowledge
of fire investigators nationwide.

THE YEAR IN PROGRESS

ATF and its predecessor agencies have rendered honorable and effective service
for generations. As with all organizations, we have gone through changes. Effective
organizations continuously re-examine the way they do business. Over the last sev-
eral years, we have sought to improve internal controls, accountability, management
training and operational processes and systems. These changes have provided the
framework for making ATF a stronger more effective organization. With the strong
support and encouragement of the Committee, we have begun to make significant
strides in these areas.

When I appeared before this subcommittee last year, I talked about implementing
a series of operational changes. I feel we have made substantial progress in imple-
menting these changes. As part of our continued work to build a sound and safer
America through innovation and partnerships, we face several important issues
throughout fiscal year 1998 and into fiscal year 1999:

Headquarters Relocation.—ATF has been pursuing a suitable, secure site to relo-
cate its headquarters, that will provide a safe environment for its employees and
mission.

Restoration of Base Budget (Direct Appropriation).—ATF’s base budget had a dis-
proportionate share of pay, fixed and operational resources. ATF has made strides
to correct this problem in fiscal year 1997 and 1998. We appreciate the Committee’s
support. With the Committee’s continued support, ATF will meet its goal of continu-
ing to correct this problem in fiscal year 1999.

Percent—
1997 1998 1999
69.58 64.74 60.46
16.17 16.62 15.91
14.25 18.64 23.63
TOMAL oottt 100.00 100.00 100.00

Construction of ATF’s National Laboratory Center With the Addition of the Fire
Investigation, Research and Education (FIRE) Center.—ATF received approval for
funding for site acquisition, design and construction. Implementation anticipates
that the site and development planning, design, architecture, and a large percentage
of the engineering will be completed in fiscal year 1998. In addition, the private de-
velopment partner through GSA will begin site development activities.

Implement GPRA.—During fiscal year 1997, the Bureau identified some outcome
oriented performance measures for fiscal year 1998, integrated its strategic plan
with the budgeting process, and refined its budget activity structure to accommo-
date its business strategies. In fiscal year 1998, the Bureau will continue to develop
systems and collect data to report on these performance measures.

Canine Explosives Detection Program.—The Bureau has initiated the infrastruc-
ture necessary to provide training for up to 100 canines for State, local and Federal
agencies annually.

Increase Number of Annual Explosives Inspections.—ATF’s goal is to increase the
annual inspection coverage to 65-70 percent of all explosive storage facilities and
to this end will add 26 new inspectors.
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National Arson and Explosives Repository.—The Bureau expects to complete the
second year requirements for systems development, hardware requirements, and
field office on-line access to this information.

Illegal Firearms Trafficking.—A strategy to expand Project LEAD from a personal
computer/local area network to a nation wide network by linking the local area net-
works via a wide area networks is being deployed as part of the Enterprise System
Architecture. This should be completed by mid fiscal year 1998.

Continuation of G.R.E.A.T. Program.—The partnership originally established be-
tween ATF, the Phoenix Police Department and the Federal Law Enforcement
Training Center has been expanded to include the Portland, Oregon Police Depart-
ment, the Philadelphia, Pennsylvania Police Department, and the Orange County
Florida Sheriff’s office. The expanded partnership will allow for regional manage-
ment of the program while continuing to utilize the expertise of each agency to pro-
vide gang resistance and anti-violence instruction to children in a classroom setting.
ATF will provide funding to approximately 74 different law enforcement agencies
through cooperative agreements to support their participation in this community
outreach program.

Youth Crime Gun Interdiction Initiative.—ATF’s goal is to ensure and support
comprehensive tracing in 10 new police departments, to provide a mid year report
on city based crime gun trace analysis for all 27 participating sites, and to continue
to develop collaborative enforcement strategies and operations against illegal gun
traffickers supplying juveniles, gang offenders, and criminals.

FISCAL YEAR 1999 RESOURCE REQUEST

Before I move to more details of our program activities, I will highlight the follow-
ing key budget changes for fiscal year 1999 which will move us closer to reaching
our strategic goals, strengthening the management infrastructure, as well as provid-
ing the tools necessary to carry out our unique missions.

In addition to $47,373,000 for maintaining current service levels, our salaries and
expenses appropriation request includes the following:

President’s Youth Crime Gun Interdiction Initiative: $16,000,000

The President’s Youth Crime Gun Interdiction Initiative (YCGII), a component of
ATPF’s illegal firearms trafficking program, includes ATF’s firearms records, tracing,
and reporting system, associated equipment and training, and additional agents to
follow up on investigative information generated by this system. Specifically, ATF
is requesting funds to break the chain of illegal supply of crime guns to youth and
minors. The initiative proposes to expand the successful pilot program now in 17
cities to a total of 27 cities, including six agents for each of the 27 YCGII field cities
(a total of 162 agents). Additionally, the funding is included to:

—Provide comprehensive crime gun tracing by State and local law enforcement;

—Provide rapid high volume crime gun tracing and crime gun market analysis

by the National Tracing Center (NTC); and

—Train ATF, State and local law enforcement personnel.

Violent Crime Coordinators: $2,000,000

This project consists of Violent Crime Coordinators (VCC’s) to address effectively
investigations of recidivist and violent career criminals. The VCC’s will assist in rid-
ding American society of those armed criminals that pose the greatest threat to its
well being by successfully identifying the best route for prosecution of a case involv-
ing firearms violations. Additionally, in support of the effective enforcement of the
Federal firearms laws, the VCC’s will be able to work closely with representatives
from the U.S. Attorney’s Office to identify and assist in processing initiatives that
are instituted by the Department of Justice, e.g., Triggerlock. Numerous representa-
tives from various U.S. Attorney’s offices around the country have met with ATF
management requesting these positions and highlighting their importance.

Headquarters Relocation: $32,000,000

ATF’s current primary headquarters locations do not meet the security guidelines
as described in the Department of Justice’s (DOJ) Vulnerability Assessment, dated
June 28, 1995. The President directed that “* * * each Federal Facility shall, where
feasible, be upgraded to the minimum security standards recommended for security
level by DOJ’s study.” The existing lessor is unable to implement the changes nec-
essary to meet the enhanced security requirements. Therefore, ATF must be moved
to a new location to ensure adequate security for ATF employees, pursuant to the
President’s Directive.

Our fiscal year 1999 budget is the cornerstone for creating a sound, fully balanced
Bureau. It balances our pay, fixed and operational costs, while at the same time en-
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sures we have acquired the necessary tools to face the law enforcement challenges
of the twenty first century.

REDUCE VIOLENT CRIME ACTIVITY

Firearms, explosives, and arson play a prominent role in violent crimes, ATF—
with primary enforcement jurisdiction for Federal firearms, explosives, and arson
laws—enforces provisions of the Gun Control Act of 1968, the National Firearms
Act, the Brady Law, and the Violent Crime Control and Law Enforcement Act of
1994 to combat these types of crimes.

Many Federal laws contain provisions for mandatory extended sentences, and
ATF strives to increase State and local awareness of available Federal prosecution
under these statutes. To accomplish all of this, ATF pursues an integrated enforce-
ment strategy through four major programs supporting the Reduce Violent Crime
activity: Deny Criminals Access to Firearms, Safeguard the Public from Arson and
Explosives Incidents, Remove Violent Offenders from our Communities, and Prevent
Violence Through Community Outreach. Each of these programs is supported by
projects detailed in the following discussion.

DENY CRIMINALS ACCESS TO FIREARMS PROGRAM

The Deny Criminals Access to Firearms program involves projects and services
that identify, deter, and stop the sources of and participation in illegal firearms traf-
ficking.

Illegal Firearms Trafficking

ATF reduces the availability of illegal firearms to criminals by identifying illegal
sources of firearms and prosecuting illegal firearms traffickers. Overall goals include
recommending for prosecution the most active illegal firearms traffickers, prevent-
ing future firearms crimes, and reducing crime-associated costs by incarcerating ille-
gal firearms traffickers who supply firearms to criminals, gang offenders, and juve-
niles. In fiscal year 1997, ATF accomplished the following in support of the nation-
wide illegal firearms trafficking strategy:

—};_rei;:ed over 190,000 crime guns to supply investigative leads about illegal traf-

ickers;

—developed an illegal firearms trafficking guidebook that is the definitive ref-
erence for ATF special agents, as well as State and local investigators, to use
during the course of illegal firearms trafficking investigations;

—held illegal firearms trafficking schools for a total of 245 ATF students and 22
State, local and other Federal law enforcement students;

—conducted basic firearms interstate nexus schools and advanced firearms inter-
state nexus schools for a total of 53 ATF students;

—provided onsite refresher training to field divisions for approximately 450 ATF
students; and

—conducted a joint Canadian/ATF firearms school for 35 ATF employees and 55
Canadian law enforcement officers.

Youth Crime Gun Interdiction Initiative

The Youth Crime Gun Interdiction Initiative is a focused component of ATF’s na-
tionwide Illegal Firearms Trafficking Program which identifies and investigates the
illegal sources of guns to youths and juveniles. In response to increased crimes in-
volving America’s youth, ATF developed and deployed the Youth Crime Gun Inter-
diction Initiative in fiscal year 1996. In fiscal year 1997, the Youth Crime Gun
Interdiction Initiative was deployed in 17 cities including Atlanta, Georgia; Balti-
more, Maryland; Birmingham, Alabama; Boston, Massachusetts; Bridgeport, Con-
necticut; Cleveland, Ohio; Inglewood, California; Jersey City, New Jersey; Memphis,
Tennessee; Milwaukee, Wisconsin; New York, New York; Richmond, Virginia; St.
Louis, Missouri; Salinas, California; San Antonio, Texas; Seattle, Washington; and
Washington, DC. Eighty-six criminal investigations were initiated in the 17 sites
which resulted in the recommendation of 90 defendants for prosecution, 61 arrests,
and 15 sentencings. Many of these investigations are ongoing. A major goal of the
Youth Crime Gun Interdiction Initiative is to trace all recovered crime guns in order
to identify illegal firearms sources. This goal was met in fiscal year 1997 with ap-
proximately 37,000 recovered crime guns traced in the 17 cities.

In July 1997, due to the successful tracing efforts, 17 comprehensive trace analy-
sis reports were produced and released for use by law enforcement to develop com-
munity level enforcement strategies. Also in July 1997, the President of the United
States announced the expansion of the Youth Crime Gun Interdiction Initiative to
10 additional cities. Efforts in those cities will begin in fiscal year 1998. A more de-
tailed description of the focus and resource request is outlined on page 9 of this
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statement. On January 30, 1998, the President confirmed his support for ATF’s traf-
ficking program announcing to the US Conference of Mayors that he was requesting
$28 million to crack down on illegal firearms trafficking, to trace more crime guns,
and hire up to 162 law enforcement personnel to arrest those who illegally supply
guns to gangs and juveniles.

National Tracing Center

The ATF National Tracing Center is the only operation of its kind in the world.
This facility traces firearms associated recovered by Law enforcement in any Fed-
eral, State, local or foreign law enforcement agency. A firearms trace result is fre-
quently the crucial piece of evidence that can link a criminal to a firearms-related
crime and allow law enforcement officials to make an arrest. Firearms trace infor-
mation also provides investigators with leads on illegal sources of the crime-related
firearms in their investigations. The Tracing Center is also the only repository for
all Federal firearms licensee out-of-business records, where millions of records are
currently stored. Specific goals for fiscal year 1997 were to increase the number of
trace requests responded to through efficiency improvements involving increased
electronic access to the tracing center. All specific National Tracing Center goals for
fiscal year 1997 were accomplished, to include the following:

—increased electronic access to the National Tracing Center for State, local, and
other Federal law enforcement agencies by establishing electronic batch
downloading in six cities and ensuring 18 States placed a crime gun trace re-
quest screen on the National Law Enforcement Telecommunications System;

—increased by 60 percent the number of crime gun trace requests received at the
National Tracing Center as a result of increased electronic access;

—developed and deployed a new crime gun trace request form, Crime Gun Infor-
mation Referral/Request Form (ATF F 3312.1), which serves as a trace request,
suspect gun entry, stolen firearms information referral, and firearms with oblit-
erated serial number information referral; and

—deployed a new crime gun trace results form which provides the trace requester
with enhanced value by supplying an intelligence information in addition to
trace results.

Stolen Firearms

The Stolen Firearms initiative seeks to reduce thefts of firearms from Federal
firearms licensees and interstate carriers transporting firearms. This initiative is an
aggressive enforcement effort determined to reduce the number of stolen firearms
from interstate carriers and Federal firearms licensees, which by their very nature
are destined to become crime guns.

SAFEGUARD THE PUBLIC FROM ARSON AND EXPLOSIVES INCIDENTS PROGRAM

As an integral part of the Bureau’s overall violent crime reduction strategy, ATF’s
arson and explosives projects are directed toward preventing the criminal misuse of
explosives and the crime of arson, as well as providing effective post-incident re-
sponse. ATF evaluates its success, in part, by the amount of savings to the public
resulting from proactive investigations. This is particularly true with arson-for-prof-
it schemes where ATF’s efforts have produced tremendous financial savings for the
insurance industry, and ultimately the American public, by exposing millions of dol-
lars in fraudulent claims annually.

Prevent Criminal Misuse of Explosives

Through this program, ATF provides resources to identify and pursue those who
criminally misuse explosive materials in bombings and arson fires.

ATF maintains the Explosives Incidents System, which is a computerized reposi-
tory for historical and technical data on reported arson and explosives incidents that
is helpful in determining motives, trends, and similarities. Statistical data is avail-
able in ATF’s annual Arson and Explosives Incidents Report and Arson Case Briefs
publications. In addition, ATF is the only agency through which other Federal,
State, and local law enforcement agencies can initiate traces of explosives in order
to determine their source. This capability is also applicable to foreign commercial
and military explosives, ordnance, and munitions.

In ATF resides the only Federal cadre of explosives technology specialists with
unique capabilities in the explosives, bomb disposal and arson fields. They construct
facsimiles of explosive and incendiary devices; prepare destructive device determina-
tions for court purposes; conduct render safe procedures on destructive devices, im-
provised incendiary and explosives devices and booby traps; provide expert analyses
of intact and functioning explosive/incendiary devices; provide onsite technical inves-
tigative assistance during tactical operations, and bombing and arson scene exami-
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nations; issue classifications for new explosives and incendiary devices and mate-
rials; and keep abreast of the latest technology related to explosives.

In addition, ATF Inspectors, Special Agents and Explosives Enforcement officers
provide technical advice on Federal explosives storage regulations; provide training
and instruction in all aspects of explosives handling, storage, and destruction for
Federal, State, local, and foreign law enforcement officers, and members of the ex-
plosives and pyrotechnics industries; participate as explosives origin and cause ex-
perts in all National Response Team and International Response Team activations;
conduct explosives threat assessments; and assist the Department of State and the
Diplomatic Security Service in conducting antiterrorism capability assessments out-
side the continental United States.

In fiscal year 1997, ATF experts provided onsite technical investigative assistance
on 300 incidents; conducted explosive device or booby trap render safe procedures
in connection with 25 investigations; prepared 232 written expert witness explosive
device determinations; participated in Department of State antiterrorism capability
assessments in 14 foreign countries; and provided instruction on explosives inves-
tigative and regulatory matters to other Federal, State, local, and foreign law en-
forcement officers, and members of the explosives and pyrotechnic industries.

Church Fires

ATF established a church fire major case team during 1996 in response to a dra-
matic increase in church arsons nationwide. The team maintained a central reposi-
tory for collecting, analyzing, and disseminating information while coordinating and
monitoring all aspects of each investigation. This team became the foundation for
the President’s National Church Arson Task Force. In June 1997, the task force con-
sisting of ATF, Federal Bureau of Investigation, Federal Emergency Management
Agency, Community Relations Service, Department of Housing and Urban Develop-
ment, and Department of Justice, completed its first year of operation and prepared
its first year’s report for the President outlining the year’s accomplishments.

ATF and its major case team were instrumental in the success of the task force
and the accomplishments achieved during the first year. ATF was asked to deter-
mine the origin and cause of each church fire incident investigated by the task force
because of its expertise in arson and explosives investigations. The major case team
was asked to provide investigative oversight to ensure each investigation received
the necessary resources and priorities. The task force has coordinated the efforts of
Federal, State and local law enforcement agencies investigating church fires. By the
conclusion of the first year, the task force had opened 429 arson and bombing inves-
tigations that occurred at houses of worship. Federal, State and local authorities
have arrested 199 suspects since January 1995, in connection with 150 of the 429
investigations. The task force has a 35 percent solution rate, a rate that is more
than double the 16 percent solution rate for arson in general.

ATF continues to promote church arson awareness and arson prevention by mak-
ing outreach presentations to community leaders, churches, and organizations
throughout the country. In addition to the outreach activities, the task force distrib-
utes the Church Threat Assessment Guide which contains valuable information on
the steps that can be taken to prevent fires at houses of worship; the steps to follow
after an incident has occurred; and the toll-free numbers to call with information
1-888—ATF-FIRE and 1-888—-ATF-BOMB. Originally developed and distributed by
ATF, the Task Force has adopted the guide and now distributes it nationwide. The
guide continues to be accessible to the public on the ATF web site (http:/
www.atf.treas.gov). ATF and the task force continue to investigate and recommend
prosecution of those responsible for burning our Nation’s houses of worship.

Canines

In 1989, ATF and the Connecticut State Police began a formal training program
for accelerant-detecting canines to support State and local jurisdictions (accelerant-
detecting canines search for liquid catalysts that can be used to speed up the spread
of fire). Through fiscal year 1997, a total of 56 accelerant-detecting canines have
been trained and certified by ATF for State and local agencies. In fiscal year 1997,
ATF recertified 44 canine teams. In March 1998, six additional accelerant detection
canine teams will be trained by ATF at the Canine Enforcement Training Center
in Front Royal, Virginia.

In 1990, ATF entered into an agreement with the U.S. Department of State, Of-
fice of Antiterrorism Assistance to train explosive detection canines for foreign coun-
tries. ATF has trained 150 canine teams for the program, which are deployed in
eight countries worldwide. In fiscal year 1997, ATF trained 35 canine teams and
eight canine trainers for the Department of State, Office of Antiterrorism Assist-
ance. ATF continues to perform assessments of additional foreign countries for
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placement in this program. ATF has eight special agent/canine teams stationed in
Atlanta, Chicago, Dallas, Miami, Los Angeles, San Francisco, and two teams sta-
tioned in Washington, DC.

ATF has developed a national odor recognition proficiency standard for explosives
detection canines, published by the Department of the Treasury. ATF will continue
to work in conjunction with other Federal agencies employing explosives detection
canines to validate and test this standard over the next year. The report of the
White House Commission on Aviation Safety and Security, dated September 12,
1997, recommended that ATF continue to work on developing Government-wide
standards for canine teams.

Further, the House Committee on Appropriations requested that ATF and the
Federal Aviation Administration conduct a joint explosives detection canine pilot
program at Washington National Airport and/or Dulles International Airport. ATF,
the Federal Aviation Administration and the Metropolitan Washington Airport Au-
thority (MWAA), have signed a cooperative agreement that will allow this canine
pilot program to be conducted at Washington National and Dulles International Air-
ports. The goal of the agreement is to allow for the successful execution of a joint
agency evaluation of explosives detection canines trained in different ways for use
in the airport environment. The pilot program will last from 1 to 2 years and will
involve the use of four handler/canine teams.

ATF has trained one special agent handler/canine team and one MWAA handler/
canine team to participate in this pilot.

Research Initiatives

In fiscal year 1997, in conjunction with the U.S. Army Corps of Engineers, the
National Security Council, and the Defense Nuclear Agency, ATF continued to par-
ticipate in and direct a project known as Dipole Might. Its objective is to create a
computer data base and investigate protocol to assist investigators when processing
large car bomb scenes. Several tests were performed in fiscal year 1997.

Currently, ATF has two full-time fire protection engineers, making it the only
Federal enforcement agency that employs this level of expertise in conjunction with
the CFI program. ATF’s fire protection engineers are dedicated solely to the analy-
ses of origins and dynamics of fire as it pertains to criminal investigations.

In fiscal year 1996, President Clinton signed the Anti-terrorism and Effective
Death Penalty Act which authorized the Department of Treasury, who has dele-
gated responsibility to ATF, to conduct a study of explosive detection devices. ATF
continues to use an Explosive Study Group to study the tagging of explosive mate-
rials for purposes of detection and identification; the feasibility and practicability of
rendering common chemicals used to manufacture explosive materials inert; the fea-
sibility and practicability of imposing controls on certain precursor chemicals used
to manufacture explosives materials; and State licensing requirements for the pur-
chase and use of commercial high explosives. An interim report has been prepared
and is currently under review.

In fiscal year 1996, Congress approved funding for the construction of a new Na-
tional Laboratory Center and Fire Investigation, Research and Education Center.
ATF is currently involved in site negotiations and programming for the facility. This
stage should be completed by April 1998. The building design is expected to be com-
gleted between April 1998 and April 1999. Both buildings will be fully operational

y 2001.

Effective Post-Incident Response

ATF has proven through years of practical application that a coordinated and
rapid deployment of highly trained and well-equipped individuals and related sup-
port functions is critical to the investigation of any arson or explosives incident. This
ATF developed “team approach” is the basis for our National Response Team (NRT),
Our International Response Team (IRT), division response teams, and arson task
forces and is so highly successful that the FBI and other State and local authorities
are modeling their teams efforts after ATF’s concept. ATF’s NRT can respond within
24 hours to major bombing and fire scenes anywhere in the United States. In fiscal
year 1997, the team provided effective post-incident response in 36 activations a 60
percent increase from fiscal year 1996. These incidents resulted in $243.2 million
in damages, 54 deaths, and 107 injuries. The NRT also provided continued assist-
ance in the investigation of the Olympic Centennial Park bombing, the TWA Flight
800 crash, and most recently, the Birmingham, Alabama abortion clinic bombing.

In fiscal year 1997, ATF issued a customer satisfaction survey to users of the NRT
that year. To date, ATF has received 19 of the 28 surveys, all of which have been
positive. When all surveys are received, ATF will tabulate the data and use it as
a tool to determine the effectiveness of the NRT.
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ATF also maintains the IRT formed as a result of an agreement with the Depart-
ment of State has been deployed to such countries as Peru, Argentina, Pakistan, El
Salvador, and Macedonia. Since its inception in 1991, the IRT has been activated
13 times for incidents involving explosives and fires. In fiscal year 1997, the IRT
was activated to Suriname to assist in the investigation of an explosion in Paramar-
ibo, believed to be the result of a package bomb.

ATF provides vital resources to local communities in the wake of arson and explo-
sives incidents. ATF pioneered the development of local multi-agency task forces de-
signed to pool resources and expertise in areas experiencing significant arson prob-
lems. In fiscal year 1997, ATF led formal arson task forces in 15 major metropolitan
areas throughout the United States, and participated in several others. In fiscal
year 1997, ATF responded to 763 arson incidents that were responsible for 78
deaths and 166 injuries.

Most recently, ATF is participating in a D.C. Task Force with the DC Fire Inves-
tigation Unit. Fire Investigations Unit personnel will have arrest authority after
they are trained by the police academy. ATF will be providing investigative support
until all personnel are fully trained.

A certified fire investigator and a certified explosives specialist are critical to the
success of a comprehensive post-incident response. ATF’s certified fire investigators
are the only investigators trained by a Federal law enforcement agency to qualify
as expert witnesses in fire cause determinations. In fiscal year 1997, 48 of these in-
vestigators were stationed throughout the United States. Twenty-nine certified fire
investigator candidates are scheduled to complete training in January 1998 and
thirteen are scheduled to complete training in April 1999. This will provide strategic
placement of these investigators throughout the country to investigate Federal
arson crimes and assist Federal, State and local agencies with fire origin and cause
determinations and training.

Because many arson crimes involve insurance fraud, these investigations often re-
quire complex financial analysis. ATF also brings comprehensive forensic science
services, financial auditing services, information systems and equipment, and high-
speed data communications to these investigations. This includes Internet access to
facilitate the research and exchange of national and international technical data
and intelligence.

In fiscal year 1997, there were four certified explosives specialist (CES) training
classes through which 96 CES’s were fully certified. As of fiscal year 1997, ATF em-
ployed a total of 270 CES’s.

REMOVE VIOLENT OFFENDERS FROM OUR COMMUNITIES PROGRAM

Imprison Violent Offenders

The Imprison Violent Offenders program involves projects and services to inves-
tigate, arrest and recommend for prosecution, the most violent criminals who use
firearms and explosives in furtherance of their criminal activity. The Violent Crime
Coordinators (VCC) project is one such program. A more detailed description of the
focus and resource request for VCC’s is outlined on page 9 of this statement.

Achilles

The Achilles program uses specific Federal firearms laws that mandate extended
mandatory periods of incarceration to remove the most dangerous armed career
criminals and armed drug traffickers from the streets. ATF’s Achilles project is the
primary foundation and source of the Department of Justice’s & U.S. Attorney’s
“TRIGGERLOCK?” prosecution. Firearms use and possession by these violent crimi-
nals becomes their “Achilles heel” as they are exposed to lengthy prison sentences
under these Federal laws. The firearms they possess yield valuable information re-
garding their previous criminal acts and criminal associates. Further, the illegal
firearms sources for these violent criminals are investigated under ATF’s Illegal
Firearms Trafficking project.

A major goal is to incarcerate armed violent criminals for long periods of time to
prevent future crimes of violence and the costs of those crimes to the American pub-
lic. An indication of ATF’s success in focusing limited resources against only the
most violent armed criminals can be seen in the increases in the average length of
sentence. The average length of sentence received by defendants under 924(e), the
armed career criminal statute, went from 18 years in fiscal years 1992 through
1995, to 19 years in fiscal years 1996 and 1997. The average length of sentence re-
ceived by defendants under 924(c), the armed crime of violence statute went from
6 years 1n fiscal years 1992 through 1995, to 7 years in fiscal year 1996, and to 11
years in fiscal year 1997. The sentence received by a defendant is due, in part, to
the defendant’s criminal history or level of violence during the actual offense. Sen-
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tences have substantially increased because ATF special agents have more effec-
tively focused on the most dangerous and violent armed criminals. ATF is putting
the most violent criminals in prison for longer periods of time.

Violent Offender

In fiscal year 1992, ATF initiated the Violent Offender Program. This program is
an aggressive, proactive approach to identify, investigate, and recommend prosecu-
tion of the most violent career criminals nationwide. The program was designed to
work as an early safety warning and notification system for law enforcement officers
in the field. Information concerning violent career criminals, who meet certain cri-
teria and are currently free in society is entered, into the National Crime Informa-
tion Center (NCIC) system. If any law enforcement official encounters one of these
individuals, and queries the NCIC, the officer will receive a safety advisory that the
person is a career offender. If the offender is in possession of a firearm, the officer
1s advised to contact ATF.

There are currently 1,000 individuals identified as most violent offenders in the
NCIC violent offender file. In fiscal year 1996, each violent offender encountered
with a firearm had an average of 5.7 prior felony convictions and 30.4 years in prior
prison sentences. In addition, 8 of the 17 subjects had previously received life sen-
tences, but were released or paroled early. In fiscal year 1997, each violent offender
encountered with a firearm had an average of 4.88 prior felony convictions and
33.29 years in prior prison sentences. In addition, 1 of the 18 subjects had pre-
viously received a life sentence, but was released or paroled early. When convicted,
these criminals receive mandatory sentencing of 15 years to life in prison, without
the possibility of probation or parole.

In fiscal year 1997, based on the above statistics, ATF began to evaluate the vio-
lent offender program to determine if modifications were needed or to identify a
more efficient method of accomplishing the same desired outcome. To assist in this
evaluation process, the Office of Inspector General has completed an independent
audit and review at the request of ATF. ATF looks forward to the forthcoming find-
ings and recommendations contained in the final report.

CEASEFIRE

The CEASEFIRE project is centered around the use of state-of-the-art ballistics
technology. This technology, the Integrated Ballistic Identification System (IBIS),
consists of “Bulletproof” which examines projectiles, and “Brasscatcher,” which ex-
amines shell casings. The overall CEASEFIRE project goals are to increase the effi-
ciency of firearms examiners, reduce costs associated with the hiring of additional
firearms examiners, and to identify those criminals who repeatedly use the same
firearm in multiple crimes. Program goals for fiscal year 1997 were to deploy the
IBIS technology to eight new sites and increase the use of the technology. Both
goals were accomplished.

In an effort to unify Federal resources to deploy ballistics technology, there is an
existing proposal to combine IBIS and the Federal Bureau of Investigation’s
Drugfire System into a federally sponsored program called the National Integrated
Ballistics Information Network (NIBIN). The two systems will not be combined into
one platform but will make data from the two systems inter-changeable. As pro-
posed, the National Integrated Ballistics Network will create a partnership between
ATF, the Federal Bureau of Investigation, and State and local law enforcement that
makes the most efficient use of all available resources in reducing firearms-related
violent crime. This combined network will be directed by a three-member board,
which is currently being formed.

PREVENT VIOLENCE THROUGH COMMUNITY OUTREACH PROGRAM

Community Outreach

This program focuses on community efforts designed to encourage and participate
in the prevention of violence.

G.R.EA.T.

The Gang Resistance Education and Training (G.R.E.A.T.) is a school-based gang
and violence prevention program taught by uniformed law enforcement officers to
elementary and middle school children. ATF administers the program in partner-
ship with the Phoenix Police Department, National Sheriffs’ Association, Inter-
rclational Association of Chiefs of Police, and Federal Law Enforcement Training

enter.

ATF has provided funding to 74 different agencies to support their participation
in the G.R.E.A.T. program. Over 800 different localities are currently receiving the
G.R.E.A.T. curriculum in classrooms around the country.
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This program has been highly successful in educating young children about the
dangers of gangs and violence. A cross-sectional evaluation conducted by the Univer-
sity of Nebraska in Omaha was completed in 1996 and concluded that the
G.R.E.A.T. program has had a significant, positive impact on the participants.

COLLECT THE REVENUE

The goal of the Collect Revenue activity is to maintain efficient and effective reve-
nue management and regulatory system that continues to reduce taxpayer burden
and Government oversight, and collects the revenue due under Federal laws admin-
istered by ATF. Under this activity, there are three major programs: Collect Reve-
nue Rightfully Due, National Revenue Center, and Use Electronic Commerce.

COLLECT ALL REVENUE RIGHTFULLY DUE PROGRAM

Using processes and systems designed to effect maximum revenue collections
while imposing minimum taxpayer burden, ATF collected $12.7 billion, before re-
funds and credits, in taxes, interest, penalties, and fees in fiscal year 1997. Ninety-
eight percent of collections are derived from alcohol and tobacco excise taxes. On-
site inspections of those who pay alcohol, tobacco, firearms, and ammunition taxes
are focused on facilities offering the greatest risk to the revenue based on the vol-
ume of operations, history of violations, relative strength of internal controls, and
financial condition. Enhanced computers (ESA) and access to National Revenue
Center (NRC) record systems will give on-line access to all permittee and license
records to field inspectors conducting tax or other compliance inspections. These
same systems will allow NRC employees to analyze industry reports and make more
accurate projections and trend analyses to identify taxpayers for future inspections.

ATF employees continuously monitor tax collections by auditing tax returns and
assessments; initiating enforced collection action; analyzing required reports; and
accounting for tax payments, licensing fees, and related refunds and credits. ATF
also reviews and approves or disapproves applications and surety bonds submitted
by companies that produce or sell alcohol or tobacco products.

When criminal conduct is suspected—as with diversion or label fraud cases—
teams of ATF special agents, auditors, and inspectors conduct complex investiga-
tions of violations of the Federal Alcohol Administration Act and the Internal Reve-
nue Code. ATF also investigates domestic trafficking in contraband tobacco prod-
ucts. This trafficking deprives states of needed tax revenue and violates Federal
law. Also, certain direct shipments of alcohol beverages to consumers without pay-
ment of taxes are in violation of both State and Federal laws.

ATF instructed foreign tax police on the U.S. alcohol and tobacco licensing and
taxation system. In fiscal year 1997, 203 students from Russia, Ukraine, Belarus,
and the Baltic States received this training in order to assist them in combating the
spread of organized crime.

NATIONAL REVENUE CENTER

ATF’s revenue management program includes a variety of functions based on the
processing, auditing, and recording of tax returns and monthly operating reports, as
well as the accounting for all deposits and payments for taxes, licenses, permits, and
fees from the alcohol, tobacco, firearms, ammunition, and explosives industries.

Effective management of taxpayer accounts and proper receipt of tax returns and
payments ensure accurate collections and reporting of all receivables. ATF’s collec-
tion systems include work by the technical services staffs located in the districts and
the Tax Processing Center in Cincinnati. The principal activities of these entities
are office audits of tax returns and reports, audits of claims, collection actions, re-
view and approval of applications for permits, registration of plants and surety
bonds, and processing and custody of official case files.

During fiscal year 1997, ATF continued efforts to reduce the number of technical
services offices, ultimately leading to a single NRC which will process all tax and
permit matters nationwide from Cincinnati. The Atlanta office will be closed by the
end of fiscal year 1997 and much of the work from the remaining Philadelphia and
San Francisco offices has already been transferred to Cincinnati. All functions of the
Tax Processing Center will be absorbed into the NRC by the end of fiscal year 1998.

In fiscal year 1997, in the process of centralizing and streamlining the NRC, ATF
implemented various technological improvements. Document imaging operations
commenced, which will reduce the volume of paper files stored and improve acces-
sibility of information. ATF also began fully automating the processing and analysis
of industry operational reports. ATF is working with industry members to provide
more timely industry statistics and to provide increased use of electronic commerce
for filing and compiling monthly reports at the NRC. A full time customer service
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representative position was also created to provide a channel for resolving problems
and getting customer input and buy-in on the new changes taking place.

Diversion and Smuggling

ATF is engaged in an ongoing endeavor to reduce the rising trend of illegal diver-
sion activities involving cigarettes and distilled spirits.

Criminal violations committed in these diversion schemes include violations of the
Internal Revenue Code record keeping requirements, Federal Alcohol Administra-
tion Act permit requirements, Trafficking in Contraband Cigarettes Act, wire and/
or mail fraud, money laundering, and conspiracy. ATF’s goal is to achieve compli-
ance with U.S. laws that will greatly reduce the illegal diversion of alcohol and to-
bacco products.

Diversion activities may defraud the United States of tax revenues, such as when
non-tax-paid cigarettes and distilled spirits are fraudulently claimed for export mar-
kets (for which there is no tax liability) when in fact they may be illegally diverted
back into the U.S. domestic market for sale where taxes should apply.

ATF pursues tax assessments against any domestic producer where the docu-
mentation offered to ATF to support the tax-free exportation of these products often
is either counterfeit or absent. ATF considers administrative action or criminal pros-
ecution against retailers, wholesalers, and manufacturers who knowingly supply
smuggling organizations.

ATF participates in joint investigations with the Internal Revenue Service, U.S.
Customs Service, Revenue Canada, and State and local law enforcement. These in-
vestigations focus on significant tobacco and distilled spirits-related criminal diver-
sion activities in the United States and Canada. ATF is developing a Northeast bor-
%er sgrategy to stop the large-scale diversion of alcohol, tobacco, and firearms to

anada.

The seizure of alcohol beverages and tobacco products by ATF agents and inspec-
tors in 1997 has resulted in over $1.1 million being credited to the Treasury Forfeit-
ure Fund. Through our efforts, several members of organized crime groups have
been successfully prosecuted. Also, in fiscal year 1997, ATF accepted $405 thousand
from distilleries and wholesalers to settle cases involving in illegal activity. There
are currently 114 open diversion cases.

Illegal commerce also occurs when alcohol and tobacco are trafficked from States
with a low excise tax to States with a high excise tax. As a result of this activity,
ATF has experienced an unprecedented increase in alcohol and tobacco investiga-
tions. During fiscal year 1997, ATF recommended 70 defendants for prosecution.
The possible Tobacco lawsuit settlement currently pending implementation, could
include a significant tax increase on tobacco products. Such a tax increase could fur-
ther exacerbate the tobacco diversion problems by increasing the profit to be made
from excise tax evasion schemes.

In an effort to combat the widespread problem of alcohol and tobacco products di-
verted from legal destinations to illegal destinations, ATF created the Diversion
Branch. Its responsibilities are to coordinate the national Alcohol and Tobacco Di-
version and Trafficking Enforcement programs; set policies; monitor investigations;
track intelligence; provide assistance to field personnel; assist in determining tar-
gets; seek assistance from Chief Counsel; maintain liaisons with foreign govern-
ments; coordinate with FINCEN to track and identify financial transactions gen-
erated by illegal activity; and to work closely with other law enforcement agencies.

Alcohol Trade Issues

The solidification of the European Union, the emergence of new Pacific Rim econo-
mies, and the movement of former Soviet States to market economies have had a
major influence on the world economy. While this global economy provides new op-
portunities for U.S. producers of alcohol beverages, the changing political economic
landscape also produces discriminatory trade barriers that limit market access to
U.S. manufacturers.

ATF assists U.S. businesses in overcoming trade barriers through direct interven-
tion with foreign governments by supporting the United States Trade Representa-
tive in negotiations concerning the North American Free Trade Agreement, and
with the European Union and deliberations with the World Trade Organization.
ATF also monitors and analyzes changes in foreign trade and political policies to
anticipate and overcome potential barriers to U.S. interests. ATF represents the
U.S. wine and brandy interests through membership and participation in the Inter-
national Organization of Vine and Wine.

ATF assists the governments of these developing world market economies to es-
tablish effective revenue collection models through training courses offered in co-
operation with the Department of State.
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USE ELECTRONIC COMMERCE PROGRAM

In fiscal year 1997, many ATF applications and other forms were made available
to the public on the Internet, as well as information, facts and statistics about ATF
and the Regulated industry operations. Imaging operations were launched at the
National Revenue Center to reduce storage and manual processing by ATF and to
make statistical information more accessible to the public on-line.

In fiscal year 1998, we anticipate commencing the imaging of label approval files.
ATF will also explore the feasibility of Optical Character Recognition forms for re-
turns. Streamlined processing of industry reports and returns paves the way for
more electronic submissions by ATF’s customers.

PROTECT THE PUBLIC

ATF’s Protect the Public activity includes goals to complement enforcement with
training and prevention strategies through law enforcement and industry partner-
ships, and reduce public safety risk and consumer deception on regulated commod-
ities. This is accomplished through three major programs: Assure the Integrity of
the Products, People, and Companies in the Marketplace; Ensure Compliance With
Laws and Regulations Through Education, Inspection, and Investigation; and In-
form the Public.

ASSURE THE INTEGRITY OF THE PRODUCTS, PEOPLE, AND COMPANIES IN THE
MARKETPLACE

This program ensures that commodities meet safety and product identity stand-
ards, and also focuses on keeping ineligible or prohibited persons out of the regu-
lated industries.

Assuring Alcohol Product Integrity

ATF conducts a full range of regulatory functions in the alcohol beverage indus-
try. The Federal Alcohol Administration Act, passed shortly after the repeal of Pro-
hibition, coupled with certain Internal Revenue Code provisions, authorizes ATF to
fully regulate the industry and to provide protection to consumers of alcohol bev-
erages.

Each year, through the market basket sampling program, ATF collects thousands
of alcohol products from the marketplace for several analyses by ATF laboratories.
If any problems or unsafe conditions are found, they are investigated by ATF inspec-
tors. ATF’s laboratories work closely with counterparts at the U.S. Food and Drug
Administration and with regulatory agencies in many foreign countries. The labora-
tories exchange information on existing and new analytical methods and on product
contamination or adulteration issues discovered by governmental laboratories, both
domestic and foreign. This level of cooperation enhances ATF’s proactive stance to
ensure that contaminated or adulterated products do not reach the U.S. market-
place. In 1997, ATF issued an advisory to consumers sensitive to alcohol that cer-
tain ginseng products contain alcohol.

Certificates of Label Approval

ATF is charged with protecting the consumer by preventing false or misleading
claims on beverage labels and in advertising. The Bureau enforces the Government
Health Warning Statement requirements, prohibits unbalanced and unsubstantiated
health claims or misleading and deceptive claims, monitors industry advertising,
and conducts investigations of suspected label fraud. ATF is working with industry
to develop guidelines under which beverage alcohol products labels will contain con-
sumer advisories to consult with an appropriate authority concerning the health ef-
fects of alcohol consumption. With limited exceptions, ATF issues Certificates of
Label Approval for every alcohol beverage offered for sale in the United States.
There are currently more than 1.5 million approved labels on file.

The Bureau remains strongly committed to customer service standards for label
approval processing. At the end of fiscal year 1996, ATF mailed approximately 1,400
customer satisfaction surveys to industry members. In fiscal year 1997, the survey
results were tabulated and the feedback provided will be used to streamline the effi-
ciency of the label approval process. ATF and industry are working together to
streamline the process by which flavoring ingredients used in beverage alcohol prod-
ucts are reported.

Deny Prohibited or Ineligible Persons Entry into Regulated Industries

Alcohol producers and wholesalers and other users of bulk alcohol are required
to obtain a Federal permit. ATF reviews applications, bonds and other documents,
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clllecl];s1 on the applicants’ background, and conducts field investigations to determine
eligibility.

The Gun Control Act of 1968 mandates that every manufacturer, importer, or
dealer firearms obtain a Federal firearms license. ATF conducts inspections of appli-
cants for Federal firearms licenses. During these inspections, ATF inspectors ex-
plain the Federal firearms laws and regulations, and determine if the applicants are
bona fide candidates for a license. Where inspection reveals conflicts with State laws
and local ordinances, inspectors make referrals to the appropriate regulatory agen-
cy; such as a zoning, occupancy, fire code, or law enforcement agency.

ATF recognizes the value of averting accidents and keeping explosives from the
hands of those who are prohibited from possessing them. ATF enforcement provides
a system of industry regulation, emphasizing a proactive approach to the problem.
Similar to the firearms industry, all manufacturers, importers, and dealers are re-
quired to obtain a Federal license from ATF to conduct business and certain users
of explosives are required to obtain a Federal permit.

ENSURING COMPLIANCE WITH LAWS AND REGULATIONS THROUGH EDUCATION,
INSPECTION, AND INVESTIGATION

Once a person or entity is licensed or obtains a permit to conduct a regulated
business, ATF monitors and enforces compliance. Inspections of firearms licensees
focus on assuring that firearms are properly accounted for. In the explosives indus-
try, the emphasis is on safe and secure storage of explosives as well as accountabil-
ity. Alcohol and tobacco inspections check on compliance with product and trade
practice provisions. Education initiatives such as industry seminars are utilized in
all industries.

Federal Firearms Licenses and Inspections

Once a licensee is engaged in business, inspectors ensure the licensee’s compliance
with Federal laws and specific record keeping regulations. ATF enforces the licens-
ing provisions of the Gun Control Act of 1968 by conducting on-premises inspections.

ATF implemented procedures for routinely providing the Chief Law Enforcement
Officer in each jurisdiction information on the status of Federal Firearms Licensees
in that area. Working in partnership with State and local law enforcement officials,
ATF can effectively address licensing and illegal firearms trafficking problems.

Explosives Licenses/Permits and Inspections

ATF maintains a regular program of on-site inspections to ensure that explosives
are stored in approved facilities, which are secure from theft and located at pre-
scribed distances from inhabited buildings, railways, and roads. These inspections
ensure that the licensees and permits keep accurate records of the receipt and dis-
position of explosive material which are verified through actual inventories of explo-
sives in storage. Unusual discrepancies in records are referred immediately to the
appropriate office for further investigation. Inspectors also conduct “forward trace”
inquiries on persons who purchase explosives without benefit of a license or permit
for “same day use with no overnight storage.”

ATF initiated a program that requires each regulatory enforcement area office to
notify the local fire department of licensees/permits storing explosive materials and
the location of the storage. This was done to aid in minimizing accidental injury to
ﬁ.re1 officials fighting fires in buildings or structures that may house explosive mate-
rials.

Alcohol Industry Inspections

ATF inspects alcohol plants to assure that products are manufactured in keeping
with approved formulas and processes, which assure that the actual product fulfills
labeling and advertising claims. ATF investigates anti-competitive business prac-
tices between alcohol beverage suppliers and retailers to preserve the retailers’ eco-
nomic independence. Attention has focussed recently on the allegations of illegal
wholesale payments to retailers to place their products on retailer shelves. The Bu-
reau also investigates consumer complaints or tainted of adulterated alcohol bev-
erages.

Industry Seminars

ATF conducts seminars for firearms and explosives permits and licensees, provid-
ing current information on the laws and regulations pertaining to these commod-
ities. Through these seminars, ATF has fostered partnerships with firearms and ex-
plosive industry members to prevent tragedies stemming from the illegal use of fire-
arms and explosives. Seminar attendees include industry officials, licensees, per-
mits, and State and local law enforcement officials.
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ATF also conducts seminars for alcohol and tobacco permits. These seminars focus
on current market trends, compliance concerns, changes in laws, regulations or Bu-
reau policies, and industry-raised issues. In partnership with the States, the semi-
nars are conducted jointly with the State alcohol beverage control agencies to pro-
vide the total compliance enforcement picture to those in attendance. In fiscal year
1997, ATF conducted seven seminars reaching approximately 500 attendees. These
seminars will continue throughout 1998 and the future.

National Firearms Act

The National Firearms Act requires that certain firearms be registered in what
is known as the National Firearms Registration and Transfer Record. The firearms
required to be registered are machine guns, silencers, short-barreled rifles, destruc-
tive devices, and certain concealable weapons classified as “any other weapons.”
ATF processes all applications to make, export, transfer, transport, and register Na-
tional Firearms Act firearms, as well as notices of the National Firearms Act fire-
arms manufactured or imported.

ATF’s firearms technology experts provide expert technical support to ATF in all
matters relating to the technical aspects of firearms and their classification under
Federal laws. Most workload is devoted to supporting law enforcement investiga-
tions and programs. The remaining operations focus on technical support to regu-
latory operations, Chief Counsel, Office of Liaison and Public Information, other
Federal agencies, State and local law enforcement, the firearms industry, and the
general public.

Firearms and Ammaunition Importation

ATF regulates the importation of firearms, ammunition, and other defense-related
articles through the issuance of import permits.

ATF maintains close liaison with the Department of State to ensure that the per-
mits it issues do not conflict with the foreign policy and national security interests
of the United States. At the direction of the Department of State, ATF lifted the
arms trade restrictions imposed against the Russian Federation. Additionally, the
Department of State subsequently directed ATF to lift the arms trade restrictions
imposed against the Ukraine, Georgia, Kazakstan, Kyrgyztan, Moldova,
Turkmenistan, and Uzbekistan.

ATF is currently studying modified semiautomatic assault weapons to determine
whether they are importable under the statutory sporting purpose test defined by
the 1994 assault weapons law and the standards developed in 1989 by the ATF
Working Group. Both the 1989 standards and the 1994 law identify semiautomatic
assault rifles by their military features.

INFORM THE PUBLIC

This program publicizes information on ATF policies and regulations, product
safety and theft prevention using the Internet, trade publications, seminars, and in-
dustry meetings. Such educational efforts promote field understanding and vol-
untary compliance with regulations. The program also works in partnership with
others to better inform, advise, and educate the public.

Industry and State Partnerships

The Industry and State Partnerships Program focuses on working with the indus-
try to help educate the public on ATF’s regulated commodities.

The Bureau continues to expand partnerships with regulated industries and State
governments. For example, the Office of Science and Technology initiated the Part-
nership Formula Approval Process, which was instituted for all beverage and flavor
manufacturers after a successful trial program. This new business process was a re-
sult of a joint effort of ATF, the alcohol beverage industry, and the flavor industry.
The result of this collective effort was a dramatic reduction in the average approval
time required for flavored beverage alcohol products from eight weeks to less than
two weeks. ATF and industry are currently working together to further streamline
the p(Il’ocess by which flavor ingredients used in beverage alcohol products are re-
ported.

ATF established liaison with several governmental agencies working toward a
common goal of public safety in the explosives industry. The Department of Trans-
portation is supplying ATF with a list of its product approval numbers for use in
determining the appropriate classification of explosive materials entering into com-
merce either through domestic production or through importation.

ATF furthered its relationship with industry associations such as the Institute of
Manufacturers of Explosives and the American Pyrotechnic Association to develop
an Advanced Explosives Training class for all ATF inspectors. The Institute of Man-
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ufacturers of Explosives and the American Pyrotechnic Association have been in-
strumental in providing instruction to inspectors at ATF’s training sessions. All
classes are conducted at Ft. McClellan, Alabama. Since June 1997, ATF has trained
approximately 71 inspectors. More training classes are scheduled for calendar year
1998.

ATF established relationships with the Federal Aviation Administration to ex-
plore the mutual regulatory oversight required in the interaction of commercial site
operators for commercial space launchers. Launch site operators may include State
government agencies, State-chartered entities, State sponsored entities, and com-
mercial entities. At the request of the Federal Aviation Administration, ATF has
been inspecting explosive storage magazines at specified major airports. ATF has es-
tablished a relationship with the Consumer Products Safety Commission to more ef-
fectively regulate the fireworks industry. The Consumer Products Safety Commis-
sion and Department of Transportation have also been instrumental in providing in-
struction at the Advanced Explosives Training sessions. The Bureau is also explor-
ing refinement of its relationship with the Mine Safety and Health Agency to fur-
ther share information regarding explosives and the coal mining industry.

Because of the nature of Federal/State alcohol regulation rooted in the Twenty-
First Amendment, ATF works closely with counterpart State liquor control and tax-
ation agencies and industry groups. Current cooperative efforts focus on making
ATF a center for industry-related information by making a wide range of data, in-
cluding pictures of approved alcohol beverage labels, available through automated
systems. The goal is to enable States to decrease parallel requirements and systems,
to provide more efficient and timely access to data, and to reduce delays to industry
in marketing new products. ATF continues to benefit from the cooperation of many
State agencies in notifying retail liquor dealers of the liability for payment of Spe-
cial Occupational Tax. Special Occupational Tax collections totaled $107 million for
fiscal year 1997. The 60-year-old Pittman-Robertson Act levies a 10 percent excise
tax on handgun sales and long guns and ammunition. In fiscal year 1997, ATF col-
laborated with the Department of the Interior to distribute $149 million from this
tax to States for wildlife restoration projects.

INVESTMENTS IN INFORMATION TECHNOLOGY

In fiscal year 1995 and fiscal year 1996, ATF commissioned external reviews of
our data communications network, information systems security, and ATF’s overall
information technology (IT) infrastructure. The studies, several of which were con-
ducted by personnel from the National Security Agency, confirmed to ATF’s Strate-
gic Management Team the pressing need for investments supportive of upgrades in
our IT environment.

In fiscal year 1996, ATF’s Chief Information Officer (CI1O), working with the mem-
bership of ATF’s Information Resources Management (IRM) Council and with ATF’s
Information Technology Advisory Board, developed a concept for the acquisition and
deployment of an Enterprise Systems Architecture (ESA). In fiscal year 1997, ATF
created and staffed an ESA Program Office to work with the Information Tech-
nology Standards Working Group, a subcommittee of the IRM Council, in evaluating
IT hardware and software offerings in order to define standards for ESA.

In early fiscal year 1997, the IRM Council endorsed and the Strategic Manage-
ment Team in its role as ATF’s Investment Review Board, funded the CIO’s rec-
ommendation to implement Frame Relay Service for ATF’s nation-wide “backbone”
data communications network. The ESA Program Manager was able to identify and
solicit bids for a “lease to purchase” acquisitions vehicle using an existing GSA con-
tract. ATF was able to end operation of its mainframe at the National Data Center
in Falling Waters, WV. Also, ATF, using the ESA hardware and software standards,
was able to purchase and deploy 1,049 “ESA-compliant” personal computers to em-
ployee workstations in Bureau Headquarters and six of twenty-three Field Oper-
ations division offices in 58 city locations nationwide. In early fiscal year 1998, ATF
awarded the ESA contract which calls for full deployment by mid-fiscal year 1998.

The Enterprise Systems Architecture is a mix of hardware and software that
forms the infrastructure on which a suite of continually evolving application services
will be installed to support ATF’s Firearms, Arson and Explosives, Intelligence, In-
tegrated Ballistics Identification, Collections, Financial Management, and Personnel
and Performance Measurement systems.

The infrastructure consists of:

—a “backbone” communications network capable of transmitting and sharing data

instantaneously within and among organizational segments via local, metropoli-
tan, and wide area networks;
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—deployment of a mix of desktop and notebook personal computers with simulta-
neous delivery of training in their use to ATF’s approximately 4,000 employees;

—a standardized suite of software consisting of operating systems, telecommuni-
cations software, database management systems, applications development
tools; and

—upgrades to ATF’s mainframe computer so that it can continue to be the host
platform for legacy applications, provide a base for client/server applications,
and provide archival data storage for recovery purposes for all servers in the
configuration.

In fiscal year 1998, ATF will be able to:

—Complete the deployment of the Enterprise Systems Architecture to over 4,000
employee workstations located in Bureau Headquarters and the remaining sev-
enteen Field Operations division offices in 170 city locations nation-wide.

—Provide a standardized office suite, secure electronic mail service, virus detec-
tion, encryption, and secure transmissions of data communication via a nation-
wide area network supporting 228 ATF office locations.

—Provide authorized users secure electronic access to existing Bureau information
systems as well as new Year 2000 date compliant systems in development or
pilots.

—Provide a means of gathering, transmitting, collecting, analyzing, and sharing
intelligence data nation-wide.

Another mission-critical part of ATF’s information technology infrastructure is the
Tactical Radio Communications Program. With supplemental funding authorized in
fiscal year 1997, we were able to replace 900 mobile radios out of an inventory of
2,500 and 122 fixed stations out of an inventory of 410 nationwide.

TRAINING ACTIVITIES

With the support of This Committee, the Bureau has undertaken a number of new
training initiatives and enhancements to existing training programs. We have allo-
cated significant resources to support our training efforts and have focused pri-
marily on arson, explosives, and firearms trafficking training projects.

One of our greatest assets is our ability to share that knowledge worldwide with
law enforcement and industry personnel. We continue to offer a number of post-
blast and general explosives proficiency training courses for both ATF personnel and
State, local and international law enforcement personnel. In addition to these activi-
ties, the Bureau has developed, under the auspices of the Vice President’s White
House Committee on Aviation Security and in Concert with the Federal Aviation
Administration, a series of four training videos on bomb threat management and
improvised explosive device recognition. These videos will assist State, local, and
other Federal, and airline industry personnel in improving airline security and air-
port safety throughout the country. With the support of the Department of State,
we continue to conduct post-blast and firearms trafficking training for international
law enforcement officers in both Eastern Europe and Latin America.

In fiscal year 1998, ATF has planned for regional training exercises in crisis man-
agement. These exercises will consist of realistic crisis scenarios and will allow us
to refine the training provided to manage crisis situations.

In concert with the President’s Youth Crime Gun Interdiction Initiative (YCGII),
ATF has expanded its firearms trafficking training activities with a specific empha-
sis on agents and local law enforcement in the cities involved in the YCGII program.
During fiscal year 1998, we will develop and conduct training on firearms trafficking
for each of these sites as well as training on interstate nexus and prosecution issues.

In addition to our classroom activities, we continue to pursue a number of sys-
temic changes designed to improve the quality and effectiveness of our training pro-
grams. Our training management database system now provides us with an unprec-
edented level of information on the amount and type of training provided to each
ATF employee. We have undertaken a review of the training provided to new profes-
sional employees upon entering on duty with ATF. This review has led to a revised
curriculum for training agents, inspectors and other professionals that emphasizes
the complimentary and cooperative nature of the work these employees will be doing
at ATF. We continue to pursue the instructor development system and the enhance-
ment of the skills and techniques of ATF instructors which elevates the quality of
the training courses ATF delivers. We recognize that training is an ongoing process,
and are implementing systems designed to ensure that process is meaningful, effec-
tive, supports ATF’s mission and will advance the ATF’s efforts and those with
whom we partner.
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EQUAL EMPLOYMENT OPPORTUNITY

Career Development

ATF has continued to make progress in providing career development opportuni-
ties for women and minorities. Over the past ten years, ATF has seen significant
increases in the representation of women and minorities throughout the work force.
In 1987, women held 5.4 percent of GS 13-15 positions in ATF; in 1997, that figure
was 17 percent. In 1987, minorities held only .01 percent of all GS 13—-15 positions;
in 1997, that figure was 19 percent. Minorities and women are also gaining greater
representation in the SES arena. While they currently hold 18 percent of the SES
positions, minorities and women comprise 34 percent of the SES candidate pool.

Recruitment and Hiring

The development of a strong and effective recruitment process is a top priority.
For the first time in many years, ATF is in a hiring mode in order to backfill vacan-
cies and keep pace with anticipated retirements. In fiscal year 1997, ATF launched
an extensive recruitment program to attract highly qualified applicants reflecting
the nation’s diversity. Our announcements generated more than 6,000 applications.
The first selections began in fiscal year 1997, and will continue into fiscal year 1998.
We expect to be in a hiring mode for the next several years to fill these and other
critical positions within ATF.

To provide our new employees with a firm footing in ATF, a new two-week ori-
entation training program has been instituted, focusing on the various aspects of
our work and mission, as well as ethics, equal opportunity, and diversity.

ATF Early Complaint Resolution Program (ECRP)

The Early Complaint Resolution Program was introduced in December, 1996, as
an 18 month pilot program. The program employs outside mediation at the informal
stage of the EEO complaint process to help employees and management resolve
their differences quickly and efficiently in a non-adversarial setting. It offers an al-
ternative to the traditional Equal Employment Opportunity formal process, which
is often lengthy, costly, and contentious. From January 1997 to January 1998, eight
cases have been referred for mediation. Five were resolved successfully. As word of
the program’s advantages spreads, we hope to draw a greater percentage of cases
into mediation at the early stage of the complaint process. We have also trained ap-
proximately 20 ATF managers, attorneys, labor and employee relations specialists,
and equal employment opportunity officials in mediation techniques to enable them
to better perform their jobs and assist others in resolving disputes.

PROFESSIONAL REVIEW BOARD AND ATF/NTEU PARTNERSHIP

Illustrating our commitment to ensuring a fair and equitable workplace for our
employees, ATF established a Professional Review Board (PRB) and the ATF/NTEU
Partnership Council.

The PRB addresses issues of timeliness and consistency in disciplinary actions for
all non-bargaining unit employees. Working with the Employee and Labor Relations
Branch and Chief Counsel, the PRB (composed of senior Headquarters managers
representing a cross section of the Bureau) determines and issues proposals for dis-
ciplinary and adverse actions resulting from Office of Inspection investigations.

The ATF/NTEU National Partnership Council, which meets on a quarterly basis,
provides a forum to address and resolve issues of mutual concern between ATF
management and the National Treasury Employees Union. In the almost 3 years
since its inception, the National Council has worked together in reaching solutions
to Bureau-wide issues. Feedback received from the facilitator who works with our
Council, as well as those of other Federal agencies, indicates that ATF’s partnership
is one of the most productive and successful organizations of its type. Due largely
to the success of the ATF/NTEU Partnership Council in headquarters, a local Part-
nership Council will also be established within the new National Revenue Center
in Cincinnati, Ohio.

MANAGEMENT AND ADMINISTRATIVE EFFORTS

The Executive Staff and I chartered a group comprised of Headquarters and field
senior managers to re-evaluate our identity as an agency, our mission, and how we
work. The Focus Group also assessed our field structure and identified core proc-
esses. Most of the group’s recommendations are being implemented in some form,
and serve as a basis for a recent field restructuring proposal geared toward achiev-
ing a more effective and unified agency.

Further, as a result of information obtained from our stakeholders and customers,
every directorate is now in the process of reviewing all services provided. This in-
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volves looking for ways to improve programs, services, and several delivery proc-
esses. In addition, a “vulnerabilities review team” was formed to recommend ways
to minimize the risk of critical weaknesses which could severely harm or destroy
ATF, our employees, or others due to an oversight, inaction, or improper action. To
their credit, the team identified (among other findings) inadequate controls and
safeguards surrounding dynamic entries by ATF agents of residences or other facili-
ties. Treasury’s Office of Inspector General concurred with every team recommenda-
tion in a report of their independent review of our dynamic entry procedures and
controls. Several other administrative and management initiatives are noteworthy.
They are in the areas of security, field structure, accountability, and customer serv-
ice plans.

As a result of the Oklahoma bombing, ATF was provided funding to enhance
physical security, both in the field and at Bureau Headquarters. Immediate steps
were taken to safeguard employees, and plans are underway to relocate Bureau
Headquarters so that we may have more control over our security. In addition, after
completion of a security needs study, a number of security enhancements have been
implemented in our field installations. ATF has:

—Purchased and installed X-ray machines in 5 facilities where large volumes of

mail and deliveries are processed;

—Provided additional guard service and upgraded CCTV coverage at the Head-
quarters building; and

—Upgraded security equipment at more than 70 field installations.

We will continue to upgrade security equipment at field installations. More than
20 upgrade projects are scheduled for completions during the next fiscal year.

ATF will also continue its drive to become a customer focused organization, which
is directly in line with the guiding principles of our strategic plan:

—We created a new position in the Office of the Ombudsman to develop, support,

and oversee a problem resolution program for external customers.

—We established the new position of Customer Service Specialist at the Firearms
and Explosives Licensing Center in Atlanta and Technical Services in Cin-
cinnati.

—Annually, we publish customer satisfaction reports telling our customers how
well we did in meeting our previously published service standards.

—Several groups within ATF, including our labeling section, have sent their cus-
tomers surveys, the results of which are used to improve service.

Other management support accomplishments include:

—continuing aggressive efforts to maintain an unqualified opinion on financial
statements and to successfully address the Office of Inspector general fiscal
year 1997 reportable conditions. To date, ATF has received three unqualified fi-
nancial audit opinions;

—continuing refinement of the budget activity structure that has resulted in a
stronger and clearer alignment with the ATF’s strategic plan;

—assisting with the development of bureau-wide performance measures in accord-
ance with the requirements contained in the Chief Financial Officers Act of
1990 and Government Performance and Results Act of 1993;

—renewing an agreement with the Department of Defense to access the auto-
mated Injury and Unemployment Compensation Tracking System, which will
continue to yield new efficiencies and cost savings for the Bureau;

—continuing to meet the Prompt Payment standard of paying 98 percent of all
invoices within 30 days;

—ending the fiscal year with a record number of contract actions completed and
the dollars saved;

—starting the planning process for implementing a cost accounting system; and

—effectively converting administrative systems to support Headquarters restruc-
turing.

This completes my statement. I will be happy to answer any questions you may
have and I would like to express my sincere appreciation of the support that the
Committee has provided us. I look forward to working with the Committee to fur-
ther our mutual goals of safeguarding the public and reducing violent crime.

STATEMENT OF SENATOR FAIRCLOTH

Senator CAMPBELL. Before we continue, I think Mr. Merletti was
next, Senator, do you have an opening statement?

Senator FAIRCLOTH. I do, if I may, please, Senator Campbell.

Senator CAMPBELL. Senator Faircloth, go ahead.
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Senator FAIRCLOTH. Mr. Chairman, I want to thank you for the
leadership you have given to this Treasury Appropriations Sub-
committee, and I look forward to working with you in the years to
come.

Mr. Chairman, as you know, I have very strong feelings about
one of the agencies testifying before us this afternoon, the Internal
Revenue Service.

I understand that Commissioner Rossotti will testify at a later
date about the IRS budget as a whole, but given that Mr. Brown
of the IRS Criminal Investigation Division is here today to discuss
a part of the IRS budget, I want to take this opportunity to an-
nounce legislation I plan on offering to reduce the size of the IRS
staff and, correspondingly, increase in size the Drug Enforcement
Administration.

Later today, I will introduce the American Priorities Act to re-
structure these two agencies. It is my intention, Mr. Chairman, to
l(;fﬁer a similar bill as a rider to this year’s Treasury appropriation

ill.

First, and most importantly, this bill corrects a serious imbal-
ance in our national priorities by transferring one-third of the en-
forcement agents at the Internal Revenue Service to the Drug En-
forcement Administration by January 1999, and, second, by the
same date, the bill establishes a Cabinet-level department to mar-
shal the resources necessary to adequately fight a real war on
drugs. By so doing, we would affirm our resolve to the American
people and those people abroad that this is a war we intend to win.

Over the last 5 years, drug use, which slowed in the 1980’s and
early 1990’s, has increased with a vengeance. Particularly hard hit
have been children. Schools are not safe. Children are born ad-
dicted to crack and other hard drugs, which are now cheap and
plentiful throughout our Nation.

Drug-related violent crime is soaring. Most troubling of all has
been the creation of a class of violent drug-addicted youth preda-
tors who terrorize our citizens with almost irrational and depraved
violent crimes, from car-jacking in shopping malls to drive-by
shootings on city streets and gang violence in schools.

Yet, what is the administration’s reaction? It claims the so-called
war on drugs cannot be easily won; that it will take 10 or more
years to even begin to control the drug trade.

Such a piecemeal application of resources is not a recipe for vic-
tory. We need a bold and dramatic shift in Federal resources to end
the drugs taking over our young people, and that is simply what
is happening. If this is to be a true war on drugs, then we need
a Desert Storm, not a Vietnam.

Where expertise has been developed within the IRS to fight
drugs, that expertise will be retained, but shifted to an agency
whose mission is fighting the war on drugs, not waging a war on
law-abiding taxpayers. The IRS has over 100,000 employees, 46,000
of whom are enforcement officials.

Recently, congressional oversight has revealed the agency has ex-
cess enforcement resources which are not serving the public inter-
est. Now, this is a congressional oversight committee. Instead,
these excess resources are being engaged in the bullying of law-
abiding American citizens, and it is no wonder that with over
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100,000 employees, 46,000 of which are enforcement agents, the
IRS is running out of things to do.

By contrast, the DEA, which is at the forefront of stemming the
drug trade, has only 8,500 personnel, only one-half or less of whom
are special agents, or about 4,000 DEA special agents as compared
to 46,000 in enforcement in the IRS.

If the war on drugs is to be won, we need to radically reallocate
our natural resources. I would suggest that moving about one-third
of the IRS enforcement agents to the DEA is a good first step.

Further, as a member of the Treasury and General Government
Appropriations Subcommittee, I plan to offer a version of this bill
as a rider to this year’s budget.

Mr. Chairman, I held hearings last December on IRS abuses. I
can tell you from my own conversations with hundreds of North
Carolina taxpayers that the American people live in fear of the IRS
like no other agency. I only wish that the drug traffickers who
plague our nations were as frightened.

Mr. Chairman, it is time that the Federal Government start in-
vestigating drug dealers as intensely and with equal intensity as
the IRS investigates American taxpayers.

Thank you, Mr. Chairman.

Senator CAMPBELL. We will now proceed.

Director Merletti, since you are here to testify on behalf of the
Secret Service and not the IRS, I think you are safe to proceed.
[L?}ughter.]

0.

STATEMENT OF LEWIS C. MERLETTI

Mr. MERLETTI. Thank you.

Mr. Chairman, Senator Kohl, Senator Faircloth, I am privileged
to come before you today for the first time in my capacity as Direc-
tor of the U.S. Secret Service.

Present with me today is my executive staff. Among them are my
Deputy Director, Bruce Bowen; and my newly appointed Assistant
Director for Administration, Jane Vezeris.

While this is my first appearance as Director, my career in the
Secret Service spans 23 years, and I am well aware of the histori-
cally strong relationship between this committee and the Secret
Service. This committee has been most supportive of the agency’s
people and their mission, and I intend on continuing my agency’s
trairlition of working with all of its members, cooperatively and hon-
estly.

As you know, my agency is charged with the vital mission of pro-
tecting the President, the Vice President, foreign heads of state,
and others. It also contributes to the protection of the Nation’s fi-
nancial stability by ensuring the integrity of the Nation’s currency,
financial obligations, and institutions.

Having worked as a special agent in three field offices, and as
a supervisor on the protective details of Presidents Ronald Reagan,
George Bush, and Bill Clinton, I know firsthand that the protective
and investigative missions appear distinct, but are, in fact, insepa-
rable.

The skills developed by agents during their investigative and
protective assignments are invaluable to both missions. Most, if not
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all, of our training carries with it dual applicability. The Service’s
unique forensic and technical capabilities are also applied regularly
to both our investigative and protective missions.

The Secret Service will work vigorously to meet the unique chal-
lenges posed by our protective and investigative missions. The fis-
cal year 1999 budget request totals $612.8 million and provides the
funding necessary to meet those challenges.

New technologies present sophisticated threats to our protectees,
and we continue to meet those challenges by developing and apply-
ing appropriate countermeasures to detect and neutralize those
threats.

By studying assassination attempts worldwide, the Secret Serv-
ice can assess an assassin’s method of attack, weapons of choice,
and motivations. These assessments influence our training, re-
source allocation, security methods, and equipment needs.

In fact, on February 9, 1998, just 17 days ago, a group of terror-
ists attacked a motorcade of President Shevardnadze of the Repub-
lic of Georgia. Within 3 days, a Secret Service team was dispatched
to Thilisi, Georgia, to evaluate that attack. The team returned this
past weekend with information which will prove invaluable to our
armored limousine project.

As a matter of fact, just made available to me were some photo-
graphs which we brought back from that assessment, and I offer
these photos, if you would like to take a look at them.

Senator CAMPBELL. Why don’t we have those brought up here
while you are continuing your testimony.

Mr. MERLETTI. Further, our trip enforced our belief that we must
stay current in technology, equipment, and training in order to deal
with these threats.

Protection-related initiatives in our 1999 budget request are driv-
en predominantly by three major factors. First, we must be contin-
ually vigilant in uncovering and investigating threats through a
comprehensive intelligence program. New methods of attack and
the emergence of new terrorist group demands additional resources
to address this problem.

Second, as previously mentioned, we must combat the new
threats with new technology. This will require not only acquiring
the new technology itself, but also hiring the employees to operate
it.

Third, and perhaps most significant, we must ensure that our
agents are properly trained and are at their optimum physical and
mental capacities.

This past year, agents working on permanent protective details
were working hours the equivalent of one and one-half agents. In-
credible work demands resulted in these agents often working
weekends and weeks without days off, and longer periods without
training. For the safety of both the protectees and agents, it is ab-
solutely essential that protective details are properly staffed.

In fiscal year 1999, we must begin to prepare for the Presidential
campaign in the year 2000. Absent an incumbent candidate, we an-
ticipate, as you said, Mr. Chairman, a far greater number of can-
didates.

Our investigative mission is also being challenged. With the de-
velopment of highly innovative technologies related to financial
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transactions such as electronic banking, the Internet, and wireless
telecommunications, there has emerged new methods of defrauding
financial institutions, commercial enterprises, and individuals.

Here, too, in the investigative arena, we make every effort to
study emerging technological trends in criminal activity in an effort
to accurately assess the adequacy of our resources. We had hoped
for the inclusion of several investigative initiatives, but we recog-
nized that hard decisions had to be made by others, and, hopefully,
we can address those initiatives in the future.

As an agency, we will meet our investigative and protective chal-
lenges, as we have throughout our 133-year history. We have been
conducting criminal investigations since our inception in 1865 and
have provided protection to the Presidents and others for nearly a
century.

During the past 8 months that I have served as Director, I have
become stronger in my long-held belief that the strength of the U.S.
Secret Service lies in its people.

The Secret Service personnel are career civil servants. They
carry out their duties with commitment, dedication, professional-
ism, and competence, day in and day out, in the United States and
throughout the world. They take great pride in their agency’s his-
tory and mission. For that, I am proud of them.

I again wish to thank this committee for its support and, as the
Director, pledge my continued commitment and cooperation.

PREPARED STATEMENT

Mr. Chairman, with your permission, I am submitting a more de-
tailed statement for the record and would be glad to answer your
questions.

Senator CAMPBELL. Your complete statement will be included in
the record.

[The statement follows:]

PREPARED STATEMENT OF LEWIS C. MERLETTI

Mr. Chairman and members of the Subcommittee, I am pleased to be here today.
This is my first appearance before this Subcommittee as Director of the Secret Serv-
ice and I want to let you know that my colleagues and I pledge to continue the
forthright, effective, and cooperative working relationship that exists between the
Subcommittee and the Service.

With me today, Mr. Chairman, are Bruce J. Bowen, Deputy Director; Jane E.
Vezeris, Assistant Director for Administration; Brian L. Stafford, Assistant Director
for Protective Operations; Stephen M. Sergek, Assistant Director for Protective Re-
search; Kevin T. Foley, Assistant Director for Investigations; Stephen V. Iannucci,
Deputy Assistant Director for Inspection; Charles N. DeVita, Assistant Director for
Training; Terrence Samway, Assistant Director for Government Liaison and Public
Affairs; and John Kelleher, Chief Counsel.

FISCAL YEAR 1999 APPROPRIATION REQUEST

The Service’s fiscal year 1999 funding request totals $612.8 million and 5,042
FTE’s, and is comprised of three separate appropriation accounts: the Salaries and
Expenses account; the Acquisition, Construction, Improvement and Related Ex-
penses account; and the Violent Crime Reduction Trust Fund account. In addition,
funding is to be made available from the Department’s Asset Forfeiture Fund. To-
gether, the total funding requested is $23.3 million, or 4.0 percent, above the level
of funding the Service received this fiscal year.

With this funding, the Service expects to further advance the attainment of its
two mission goals, which are: to maintain the highest level of physical protection
possible through the effective use of human resources, protective intelligence, risk
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assessment, and technology; and to protect the integrity of the nation’s financial sys-
tems through aggressive criminal investigations and assessing trends and patterns
to identify preventive measures to counter systemic weaknesses.

SALARIES AND EXPENSES (S&E)

The Service’s Salaries and Expenses appropriation request for fiscal year 1999 to-
tals $606,357,000 and 5,042 FTE positions, of which $11,700,000 shall be derived
from the Violent Crime Reduction Trust Fund (VCRTF). This is an increase of
$25,676,000 and 42 FTE’s over the fiscal year 1998 appropriated level of
$580,681,000 and 5,000 FTE’s. This request includes: $6,973,000 and 35 FTE’s in
program increases; $19,552,000 in upward adjustments necessary to maintain cur-
rent program performance levels; a net increase of $323,000 transferred from the
Acquisition, Construction, Improvement and Related Expenses (ACIRE) account;
$7,732,000 in mandatory workload changes; 27 FTE’s and $7,864,000 for initiative
annualization; and $3,427,000 for a base program initiative. These increases are
partially offset by $20,195,000 and 20 FTE’s in non-recurring costs.

S&E PROGRAM CHANGES

The Service is requesting $5,049,000 and a total of 25 special agents for assign-
ment to the Presidential, Vice Presidential, and Former Presidential Protective Divi-
sions, and the Special Services Division. The threat of terrorist activity directed at
the United States and its interests continue to be a significant concern to the Secret
Service. As a result, the Service’s security measures are continually reviewed and
enhanced as necessary.

The Service is also requesting $1,924,000 and 10 FTE’s for critical support in pro-
viding Protective Intelligence (PI) Advances required for protection of the President
when he travels; the Foreign/Domestic Counterterrorism Program; and the Excep-
tional Case Study Project in direct support of the risk assessment strategy. These
additional positions will enable the Intelligence Division to achieve its goal of con-
ducting all Presidential PI advances, domestic and abroad.

ACQUISITION, CONSTRUCTION, IMPROVEMENT, AND RELATED EXPENSES (ACIRE)

The Service’s fiscal year 1999 request for the Acquisition, Construction, Improve-
ment, and Related Expenses (ACIRE) account is $6,445,000; a reduction of
$2,354,000 from the fiscal year 1998 appropriation of $8,799,000.

Of this amount, $3,145,000 is required for technical support services, dual oper-
ations, moving services, Computer Aided Drawing and Design-Computer Aided Fa-
cility Management, building operations contractor support, health and fitness serv-
ices, and lease-to-own copiers relative to the Service’s headquarters relocation.
Funding for these fiscal year 1999 requirements is the responsibility of the Service,
and is not covered with the construction of the building through the GSA’s Federal
Buildings Fund.

Also budgeted under this account is $3,300,000 required for operations and main-
tenance of the physical plant of the Service’s James J. Rowley Training Center.

RESULTS ACT

The Performance Report for fiscal year 1997 is included in the fiscal year 1999
budget request. This report presents actual fiscal year 1997 performance results.

Fiscal year 1997 was an extremely productive and demanding year for the Secret
Service. The total number of trips for all protectees was higher than the number
estimated. Although permanent protectee travel was slightly under that which was
estimated, protection of foreign dignitaries was significantly higher. In addition to
the normal demands of protection, other significant protection activities during the
past fiscal year included the Presidential Inauguration, the Environmental Summit
in New York City, the Denver Economic Summit, and the United Nations General
Assembly.

With resources being redirected from last fiscal year’s Presidential Campaign pro-
tective activities back to investigative areas, the Secret Service closed nearly 5,000
more criminal cases during fiscal year 1997 than in fiscal year 1996 for a total of
32,430 criminal cases closed. Continued emphasis on significant cases resulted in
13,649 arrests, an all-time high for the Secret Service. Further, the Secret Service
Uniformed Division reported an additional 1,019 arrests.

In accordance with overall Treasury Department goals, the Secret Service contin-
ues to place an emphasis on the investigation of financial crime. These cases have
a significant impact upon the public and financial institutions. During fiscal year



42

1997, a total of 2,462 financial institution fraud cases and 2,497 access device fraud
cases were closed.

For fiscal year 1996, the dollar value of counterfeit money passed per million dol-
lars of genuine currency was $88. For fiscal year 1997, the volume of counterfeit
money passed dropped to $77 per million dollars of genuine currency. This drop
means a substantial savings in dollars lost to counterfeiting for the American public.

We continue to focus our efforts to curb the counterfeiting of U.S. currency in for-
eign countries. A total of $2,938,170 in counterfeit currency was passed and
$61,130,551 was seized in foreign countries during fiscal year 1997. This level of
counterfeit currency passed is 52 percent below the level of last year.

PROTECTIVE PROGRAM

The Secret Service protective operations program provides security for the Presi-
dent, the Vice President and other dignitaries and designated individuals, as well
as the protection of the White House complex and foreign missions within the Wash-
ington, D.C. area.

The President and Mrs. Clinton, and Vice President Gore, continued their exten-
sive domestic travel schedules. The President’s international travel included visits
to 13 countries and Mrs. Clinton visited 10. The Vice President visited five countries
last year. In addition, there were 87 foreign trips completed by the former Presi-
dents and their spouses.

With the tremendous support and outstanding work performed by all of the staff
within the Service, the Office of Protective Operations successfully coordinated a
number of major protective events. The Presidential Inauguration in January 1997
is an excellent example of how the strong working relationships developed by the
Service with other federal and local agencies ensured a safe and memorable day for
the entire country. The Secret Service also provided security for 168 protectees at
a number of major events such as the Caribbean Conference, Volunteer Summit,
America’s Summit, Economic Summit, Environmental Summit, and the 52nd annual
United Nations General Assembly. These events take significant planning, deploy-
ment of resources, and coordination with local law enforcement to be successful.

To address the threats of international and domestic terrorism, each of these
events required that the Service develop a comprehensive security plan. This placed
a tremendous burden on the Service’s resources. The Service’s preparatory efforts
contributed to the success of each and every event. Nevertheless, technological ad-
vances throughout the world only enhance the opportunities for terrorists activity.
To meet these challenges, the Secret Service must continue its aggressive approach
to integrating the latest developments in technology. The compromise of Presi-
dential security is not an option for this agency or the nation.

The Secret Service was faced with a unique situation this past year when First
Daughter Chelsea Clinton began her freshman year at Stanford University in Cali-
fornia. The effort to provide appropriate and necessary security for Ms. Clinton
under these circumstances is an ongoing challenge for the Service.

Progress was made on several projects that are underway for the White House
complex, including the new White House Access Control system, construction of
booths and barriers along Pennsylvania Avenue, and the installation of additional
ballistic windows. At the Main Treasury Building and Annex, additional security
cameras were installed to assist with alarm assessment. New perimeter alarms
were installed at the New Executive Office Building. Additional security lighting
was installed at the Vice President’s residence at the Naval Observatory. Addition-
ally, a new Service command post with enhanced security has been constructed at
Vice President Gore’s Carthage, Tennessee, residence. Currently, a new middle pe-
rimeter fence, a guard booth, and an upgraded alarm system are also being installed
at this residence.

The Office of Protective Operations is also continuing a process to obtain state-
of-the-art primary armored vehicles in support of the protective mission. A contrac-
tor has been selected to work with the Service on this effort.

During fiscal year 1999, the Service will commence planning for the 2000 Presi-
dential Campaign and subsequent Inauguration which will take place in January
2001.

PROTECTIVE RESEARCH PROGRAM

The Office of Protective Research has oversight of the Service’s protective intel-
ligence, technical security, communications, and information technology resource
management support for both the protective and investigative missions.

Protective intelligence serves a critical role in the Secret Service’s protective mis-
sion. The Intelligence Division develops threat assessments in support of protectee
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visits to domestic and foreign settings; provides warning indicators for specific and
generalized threat environments; maintains liaison with the mental health, law en-
forcement, and intelligence communities; and conducts operational studies that are
needed to stay at the forefront in the effort to predict the likelihood of danger.

The recently-completed Exceptional Case Study Project (ECSP) will enhance the
Secret Service’s ability to identify, assess, and manage persons who might pose a
risk of violence toward its protectees. The ECSP also developed information relevant
to the Service’s risk assessment procedures, physical protection techniques and
training methodologies. The study analyzed the thinking and behavior of persons
known to have attacked, or approached with a weapon, a prominent public official
or figure in the United States since 1949.

The Service continued to upgrade its Protective Intelligence Information Systems.
This will enhance our capability to search text and report protective intelligence ac-
tivity. Completion of the upgrade is scheduled for this fiscal year.

The technical security program was instrumental in completing the construction
of the U.S. Secret Service Joint Operations Center and the Emergency Operations
Center. The facility provides a centralized command, control, and communications
center of all physical and electronic security for protection of the White House com-
plex. The Emergency Operations Center provides a single coordination site for mul-
tiple-agency response during catastrophic or other emergency situations. This center
includes a computerized radio communications system, emergency notification sys-
tem, multiple-site monitoring of perimeter security systems, video teleconferencing,
electronic event recording system, and event data collection and dissemination.

The Service has made significant progress in converting its information tech-
nology systems to ensure Year 2000 compliance. A major effort was completed with
the conversion of the Financial Management and Accounting System. Also, conver-
sion of 85 percent of all other major mainframe applications was completed. A Year
2000 compliant version of the Service’s mainframe operating system is on target for
completion by March 1998. The Service will soon establish a Year 2000 compliant
mainframe test environment, and begin final certification of all mainframe systems.
The Year 2000 compliance issue is the highest priority for the Service’s Chief Infor-
mation Officer (CIO).

The Service is in the final phase of transferring its wide area communications net-
work to the Treasury Communications System (TCS) network. The TCS network ar-
chitecture is designed to support the Service’s planned future information tech-
nology architecture. All domestic field offices have been transitioned to TCS. Head-
quarters and overseas offices are scheduled to be completed by May 1998.

INVESTIGATIVE PROGRAM

The Secret Service’s primary investigative mission is the safeguarding of the pay-
ment and financial systems of the United States. Historically, this has been accom-
plished through the enforcement of counterfeiting statutes to preserve the integrity
of the United States’ currency, coin, and financial obligations, and subsequently in
enforcement efforts directed at ensuring the integrity of alternative payment and fi-
nancial devices supplanting currency.

In modern day society, electronic and computer technologies facilitate many essen-
tial activities of everyday life. Their importance to the United States and global fi-
nancial infrastructures is an illustration of just how dependent society has become
on these innovations.

The world’s economies continue to merge into one borderless and seamless web,
powered by the development of impressive technologies like electronic banking and
commerce, electronic payment systems, smart cards and digital currencies. Con-
sequently, all facets of this nation’s economy will become inextricably linked.

The Secret Service believes that its primary enforcement jurisdictions will con-
tinue to be crucially important in the 21st century. Thus, it has adopted a proactive
approach to monitoring the development of powerful new technologies, and has con-
tinued to develop partnerships with industry to identify potential vulnerabilities to
financial systems.

The Secret Service routinely encounters a number of “non-traditional” organized
criminal groups operating on a transnational basis. These diversified criminal
groups emanate from the West African, Asian, Middle Eastern, Central/South Amer-
ican, and Eastern European populations. The use of the computer has given these
criminals a means to expand globally, coordinating their illicit activities and gener-
ating counterfeit and fictitious financial obligations such as Federal Reserve Notes,
commercial checks, traveler’s checks and credit cards. In his National Security
Strategy for a New Century, President Clinton, recognized international organized
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crime as a threat to vital national economic interests and pledged that the U.S.
would use whatever means are necessary to secure its vital interests.

With the emerging technology and popularity of the Internet, the Secret Service
has seen an alarming increase in identity fraud. Accordingly, the Internet will con-
tinue to have vulnerabilities which can allow confidential business information and
sensitive personal information to be compromised. It is well known that the major
Internet Service Providers (ISP’s) are constantly updating security measures and
have been receptive in establishing liaison with law enforcement in an effort to pre-
serve the integrity of the Internet. Discussions are currently underway between the
law enforcement and ISP communities to establish an association designed to share
concerns and discuss security issues.

According to the President’s Commission on Critical Infrastructure Protection, the
U.S. financial system is central not only to domestic and global commerce but also
to 10 million jobs and the daily lives of virtually all Americans. That system proc-
esses $3 trillion in daily payment transactions, represents $4.5 trillion of bank hold-
ings and $8 trillion in capital and investments. It is increasingly dependent upon
various telecommunication systems. Private industry is interested in utilizing the
Internet to conduct electronic commerce. This may revolutionize the way business
is conducted and continue to promote a more global economy. By the year 2000,
there could be one billion users on the Internet. This equates to one billion potential
customers. A number of banks are utilizing the Internet to offer on-line banking
services. In addition, many retailers are using the Internet to allow customers ac-
cess to goods and services in exchange for payment by credit card. Such transactions
result in the electronic transfer not only of credit card numbers, but also of the sub-
scriber’s personal information.

Unfortunately, “hackers” have demonstrated an ability to access and download
this information for account takeover schemes and other similar fraud. A criminal
can literally take over someone’s credit card or bank account, without the victim’s
knowledge. A criminal’s fraudulent use of an individual’s personal information to
perpetrate a separate fraud can ruin the victims’s credit history as well as thwart
law enforcement’s ability to investigate such activities. As a result, banks and credit
card associations have been developing methods of encrypting credit card numbers
and customer personal identification information to facilitate secure Internet pay-
ments. These precautionary measures notwithstanding, identify fraud remains a
problem to the degree that persons with unauthorized knowledge of Internet access
codes can still penetrate computer infrastructures.

The Secret Service, through its partnership with private industry, is examining
new vulnerabilities associated with “smart cards.” In Europe, smart cards used for
pay telephones have already been counterfeited. A laptop computer was used to re-
program phone card chips to allow unlimited free calls. This type of chip manipula-
tion is of serious concern to the Secret Service as we move closer to global imple-
mentation of this technology in the international financial arena.

Nigerian Advance Fee Fraud has arguably become the most lucrative financial
crime committed by Nigerian criminals worldwide. Conservative estimates place the
annual financial loss associated with these frauds in the hundreds of millions.

The Secret Service hosts an annual International Nigerian Crime Conference. The
most recent conference held in Atlanta, Georgia, was attended by more than 700
representatives of law enforcement (including police officials from more than 20
countries) and the private sector. This typifies the “success through partnerships”
philosophy adopted by law enforcement agencies to combat Nigerian and other orga-
nized criminal groups. The Secret Service operates under the belief that investiga-
tion, interdiction, public education, and partnerships are the building blocks for sup-
pressing criminal activity.

As I mentioned earlier, United States currency is the currency of choice through-
out the world. Maintaining confidence in the integrity of the U.S. Federal Reserve
Note is of paramount importance to the nation.

Today, thanks in part to the Service’s efforts, U.S. currency enjoys worldwide con-
fidence and acceptance. The Federal Reserve estimates that of the $380 billion of
U.S. currency circulating, about two-thirds ($250 billion) circulates abroad. GAO tes-
tified, before the House, that the willingness of foreigners to hold U.S. currency rep-
resents an interest free loan of over $10 billion annually to America’s taxpayers. I
am very proud of the key role the women and men of the Secret Service play in
upholding that confidence and generating that savings.

Counterfeiting production methods have evolved over the years, from the tradi-
tional method of offset printing to color copiers and, more recently, to scanners, com-
puters and inkjet printers. Today’s counterfeiter with little training, skill or experi-
ence, can produce counterfeit currency with computer skills obtained through trial



45

and error and public information. Counterfeiters using computers could transmit
quality images of U.S. currency anywhere, via the internet.

Of the domestic counterfeit currency printing operations suppressed during fiscal
year 1997, 73 percent were inkjet in nature, as compared to 19 percent in fiscal year
1995. Currency counterfeiting through the use of computers is likely to increase,
since these instruments of production are readily available and continue to improve.

The Secret Service’s strategy in combating this counterfeiting trend is threefold.
The first concerns legislative proposals. Secretary Rubin has asked the Justice De-
partment to join Treasury in working with the United States Sentencing Commis-
sion to review the guideline ranges of imprisonment for counterfeiting cases. The
Department will also address the issue of providing the Secret Service administra-
tive forfeiture authority related to instrumentalities of counterfeiting.

The second part of the strategy involves cooperation with computer-related indus-
tries to suppress computer-generated counterfeiting of U.S. currency. A meeting
with industry representatives is planned to discuss this issue to develop a working
plan to identify technological solutions. The Secret Service sees this meeting as the
first step in maintaining a continuing dialogue with computer hardware and soft-
ware manufacturers.

The third part of the strategy involves a public education campaign highlighting
the security features in the new currency. In addition, the importance of the public’s
scrutiny of the currency they receive, as well as the detection of counterfeit cur-
rency, will be stressed. We expect to undertake this campaign in conjunction with
the introduction of the new $20 Bill.

ROWLEY TRAINING CENTER

The Service’s Office of Training has consolidated the construction of the Adminis-
tration and Classroom Buildings at the Rowley Training Center into a single, cost-
effective project that will be presented for competitive bids this March. The antici-
pated construction start date is this summer, with completion expected next fall.

A state-of-the art close quarters tactical range building (shoot house) has been
planned, designed, and approved. It will be offered for competitive construction bids
early this spring.

The Service continues to utilize state-of-the-art modeling software for the Security
and Incident Modeling Laboratory (SIMLAB) necessary for the development of real-
istic protective scenarios for training purposes. The Service has begun the SIMLAB
pilot training programs for the Presidential Protective Division and the Vice Presi-
dential Protective Division. A major benefit of the SIMLAB program is its utility
in the risk assessment process. SIMLAB will ultimately enable the Service to tailor
protective manpower to protective threats and to equip detail personnel with protec-
tive equipment that matches the expected threat.

The Secret Service has entered into a formal partnership with Johns Hopkins
University to pursue cooperative projects that will enhance and validate the effi-
ciency and effectiveness of the Service’s law enforcement training. Faculty from
Johns Hopkins will participate with the staff of the Rowley Training Center to pro-
vide comprehensive instruction in the most innovative police management principles
and techniques. This partnership will have a direct impact on curriculum review
and will result in modifications to the basic agent training course.

The Office of Training, in cooperation with the American Bankers Association, has
designed and developed a pilot financial crimes training course for special agent per-
sonnel. In addition, two financial crimes seminars were presented exclusively to
U.S. Attorneys from around the nation. Also, six Dignitary Protection Seminars
were presented to command level police personnel from various agencies. All of
these classes served to enhance investigative and protective cooperation throughout
the law enforcement community. In addition, in cooperation with the U.S. Customs
Service, the Secret Service has expanded its Counter Assault Team training pro-
gram to include air interdiction training to accomplish our protective mission.

SECRET SERVICE HEADQUARTERS CONSOLIDATION

Work on the Service’s new headquarters building is proceeding on schedule, with
construction expected to be complete in the summer of 1999; occupancy is expected
to begin shortly thereafter. Concrete slab and column construction is complete to the
7th floor, with the building expected to reach its full height of 110’ this spring. Once
the concrete structure is in place, the addition of glass window panels and exterior
brick will commence. Interior systems and drywall work will immediately follow the
completion of the building’s exterior. We are very much looking forward to having
our own facility.
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Mr. Chairman, this concludes my statement. I would be pleased to answer any
questions that you or other members of the subcommittee may have.

STATEMENT OF SAMUEL H. BANKS

Senator CAMPBELL. And, last, Mr. Banks, if you would continue.

Mr. BANKS. Thank you, Mr. Chairman.

It is a pleasure to be here today before this subcommittee with
Under Secretary Kelly and my colleagues.

The fiscal year 1999 budget request for the Customs Service to-
tals $1.8 billion and 16,766 FTE’s. This is an increase of about
$125 million and 111 FTE’s over the current year. About one-half
of that increase is dedicated primarily to maintaining current lev-
els of operation. The other one-half, $68 million and 31 FTE’s, is
going to be focused in the areas of narcotics, money laundering, in-
tegrity enhancement, child labor enforcement, and narcotics detec-
tion technology.

Customs’ foremost priority continues to be narcotics interdiction.
This agency is the first line of defense against drug smuggling into
the United States, and the opportunities for smuggling are
daunting.

Each and every day, Customs processes 1.2 million people at our
ports. That is almost twice the population of the District of Colum-
bia. Each year, we check 18 million commercial shipments and 4.5
million sea containers.

A truck crosses the Southwest border into the United States
every 5 seconds. We enforce a myriad of trade laws on those people
and goods coming into the country, and, incidentally, we collect
over $22 billion in revenue, a 15-to-1 return on our S&E budget.
We will also match our enforcement record against anyone, seizing
982,000 pounds of narcotics, $240 million in currency and nego-
tiable instruments, and over 20,000 arrests last year.

How do we face such an enormous workload without a doubling
in size? Basically by trying to make careful investment decisions.

With our proposed budget for 1999, $54 million will enable us to
continue implementing our 5-year technology plan. That will deploy
narcotics enforcement technology at high-risk sea and land border
ports. We are going to expand our automated targeting system, a
computerized system to help us focus in on those high-risk ship-
ments, and to install large-scale mobile x rays and gamma ray
equipment to help sort through and inspect the 129 million convey-
gncgs and the 850 billion dollars’ worth of trade that crosses our

order.

In fiscal year 1999, we will add 54 agents, intelligence analysts,
and marine enforcement officers to target and interdict drug smug-
gling cells and enhance money laundering operations. This modest
increase in resources will be focused only on the most high risk and
high impact areas.

The sum of $6 million will be dedicated to implement the Integ-
rity Assurance Program, which includes revamping our recruitment
screening process, conducting polygraphs, running more undercover
operations, and, last, $3 million is to initiate a child labor enforce-
ment program. Mr. Chairman, we believe this is a modest, reason-
able, responsible budget, and it will help us to ensure that the Na-
tion’s borders are protected.
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If you talk to our officers in the field, I think you will find them
to be incredibly dedicated and committed to the mission. We need
to support them with the right tools, the automation, and the tech-
nology to sort through the massive cargo and humanity, to find
those violators without impeding legitimate traffic. It is a big job,
but not an impossible one.

We will do our best to ensure the money appropriated to us is
well spent and that we give you and the American taxpayer the
highest return on your investment.

Thank you very much.

PREPARED STATEMENT

Senator CAMPBELL. I thank you for your testimony, Mr. Banks.
We will insert your complete statement in the record.
[The statement follows:]

PREPARED STATEMENT OF SAMUEL H. BANKS

Good afternoon, Mr. Chairman and Members of the Subcommittee. I am pleased
to be here today and present to you Customs successes from the past year, the cur-
rent strategies we are undertaking to accomplish our multi-faceted mission, and our
fiscal year 1999 budget request. It is our goal over the next year to continue to build
upon the excellent working relationship we have with this Committee. Your strong
support of the Customs Service has been vital to our success as one of the Nation’s
primary border interdiction agencies.

While much of our past year’s success is the direct result of the ingenuity, dedica-
tion and hard work of Customs employees, we have also enjoyed many successes
working cooperatively with other Federal, state, and local law enforcement agencies,
the trade community, and foreign governments. We will look to strengthen these im-
portant partnerships further in the future.

NARCOTICS ENFORCEMENT

Similar to past years, Customs remains in the forefront of our Nation’s narcotics
interdiction and investigative efforts. Our foremost priority continues to be narcotics
interdiction. In fiscal year 1997, Customs nearly matched its all time high seizure
record set in fiscal year 1996, by seizing 982,815 pounds of narcotics.

In order to meet the challenge of policing the Nation’s borders against drugs, Cus-
toms has continued to develop and wed new technologies with conventional
inspectional and investigative techniques. Last fiscal year, over 118 million auto-
mobiles, 9.3 million trucks, 321,000 railcars, and 4.5 million sea containers entered
the United States creating an enormous window of opportunity for drug smugglers
and a massive drug enforcement dilemma for Customs. Each year, drug smugglers
probe for and exploit weaknesses in Customs enforcement shield in, around, over
and under our air, land, and sea ports of entry. Drug Smuggling Organizations con-
tinue to diversify their smuggling routes and have increased the sophistication of
their smuggling techniques. They have established elaborate front companies, both
foreign and domestic, to facilitate the movement of illicit drugs; conspired with dock
workers and baggage handlers to form internal conspiracies to circumvent the Cus-
toms inspection process; deployed stealth boats and sophisticated air drop proce-
dures to go around established ports of entry; and established sizable spotter net-
works in and around our ports of entry to “pick and choose” smuggling times and
routes.

In fiscal year 1997, Customs continued its efforts to fight smuggling along the
Southern Tier of the U.S., including Puerto Rico and the Virgin Islands. Through
Operations HARD LINE and GATEWAY, which were made possible with this Com-
mittee’s support, we have hired, trained, and placed 677 new employees along the
Southern border and Caribbean Basin.

In fiscal year 1997, Southwest border seizures under Operation HARD LINE were
33,106 pounds of cocaine, 602,549 pounds of marijuana, and 197 pounds of heroin.
Operation GATEWAY, the multi-staged operation designed to address the air and
maritime threat in Puerto Rico, the Virgin Islands, and their surrounding waters,
also continued to show positive results. Since the start of the second year of oper-
ation, March 1, 1997, through January 31, 1998, GATEWAY has resulted in the sei-
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zure of $3.4 million in currency, 16,693 pounds of cocaine, 376 pounds of marijuana,
and 92 pounds of heroin.

Customs has developed an investigative strategy that focuses activity and re-
sources in those areas where it is estimated the majority of the illegal drugs enter
the U.S. The strategy also targets those areas where our intelligence indicates Drug
Smuggling Organizations’ “command and control” structures are centered. The ap-
proach is designed to enhance both internal and external cooperation and intel-
ligence sharing, while maximizing the unique investigative and interdiction capabili-
ties of Customs.

Industry partnerships

To assist in deterring narcotics smuggling, Customs developed and deployed a
number of innovative programs and detection technologies that act as force multi-
pliers to meet our enforcement goals. Customs continues to expand its Carrier Ini-
tiative Program (CIP) with the truck industry and with Southwest border railroads
as well. This program is a joint effort by Customs and the transportation industry
to reduce smuggling in commercial conveyances. Presently, 3,900 carriers (875 land,
110 air, and 2,915 sea) have signed agreements with Customs. Building on the CIP,
Customs established the Business Anti-Smuggling Coalition (BASC) with Southwest
border importers. In fiscal year 1997, information from these two programs resulted
in 74 seizures totaling 12,700 pounds of narcotics. We believe these partnerships
play an important role in combating narcotics smuggling. Last year alone, 43 per-
cent of the cocaine seizures that were made by Customs as a result of prior intel-
ligence, came from information that was provided to Customs by the trade commu-
nity.

Building on the success of these programs, Customs has developed the Americas
Counter Smuggling Initiative (ACSI), which will expand our anti-narcotics security
programs with industry and government throughout Central and South America.
This initiative is designed to: strengthen cooperative efforts with legitimate busi-
nesses involved in international trade; increase actionable intelligence on narcotics
and contraband interdiction; increase participation in CIP and BASC; prevent nar-
cotics from entering the U.S. via commercial cargo and conveyances; increase nar-
cotics seizures throughout the region; disrupt smuggling by an aggressive attack on
internal conspiracies; and force smugglers to use riskier methods such as air drops
and speed boats. Beginning in January 1998, the Offices of Field Operations, Inves-
tigations, International Affairs, and Intelligence began detailing Customs officers to
South America to assist exporters, carriers, manufacturers, and other businesses.
These employees will perform security site surveys, develop and implement security
programs, conduct post-seizure analyses, foster information exchange and follow up
activities, and provide guidance on technology deployment and application to safe-
guard legitimate trade from being used to smuggle narcotics. Target countries in-
clude Venezuela, Colombia, Peru, Ecuador, Panama, Costa Rica, and Mexico.

Operation BRASS RING

Although Customs seized nearly 1 million pounds of illegal drugs in fiscal year
1997, more than all other Federal agencies combined, the quantity of cocaine seized
nationwide dropped 12 percent and the amount of cocaine seized in Southwest bor-
der cargo dropped significantly last year. To address this, Customs is undertaking
a tough, new approach in fiscal year 1998 to combat narcotics smuggling called Op-
eration BRASS RING.

BRASS RING builds upon the enforcement momentum Customs has generated
through the use of technology, information systems, and trained personnel. Forty-
two high risk ports of entry along the Southern Tier and high threat airports and
seaports have developed and begun implementing 180-day action plans which incor-
porate innovative approaches such as mobile blitz teams, cargo movement from
small to larger locations which have x-ray technology, railroad inspections, and anti-
smuggling spotter initiatives. BRASS RING is also innovative in that it was devel-
oped by field personnel and in partnership with the National Treasury Employees
Union.

Technology

Technology plays an important role in all Customs counterdrug activities. It pro-
vides new capabilities to allow inspections to keep up with changing smuggling tech-
niques, acts as a force multiplier, increases enforcement effectiveness and efficiency
and allows us to cope with growing trade and traffic.

With the support of the Administration, Customs has developed a comprehensive
and structured 5-year plan to deploy counterdrug technology to the ports of entry,
subject to budget resources, to significantly increase the smugglers’ risk of detection
along the entire Southern Tier of the U.S. This technology includes: non-intrusive
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technologies (e.g., fixed and mobile truck x-ray systems, gamma-ray inspection sys-
tems for trucks and railcars, and higher energy heavy pallet x-ray systems) to
counter the entry of narcotics along the Southern Tier; technology for outbound cur-
rency and weapons at ports along the Southern tier; dedicated commuter lanes
which depend on technologies such as voice recognition, biometric identification,
“smart cards” (a chip on a credit card-sized card which stores information about the
individual), and vehicle movement control technologies along the Southwest border;
investigative, intelligence, and encrypted, digital, voice communications technology;
and automated targeting systems. In addition, over the next five years, we intend
to deploy similar non-intrusive inspection technology to high-risk airports and sea-
ports which are not located along the Southern Tier, such as John F. Kennedy Inter-
national Airport in New York and the Newark Seaport. Recent accomplishments in
the development of new and larger-scale non-intrusive inspection systems will pro-
vide Customs with the opportunity for unprecedented improvement in the intensity
and quantity of inbound inspections of cargo and conveyances.

Customs currently operates four truck x-ray systems in El Paso and Pharr, Texas
and Otay Mesa and Calexico, California. In addition, one prototype mobile truck x-
ray system and one prototype gamma-ray system are in place at Laredo and El
Paso, Texas, respectively. The prototype gamma-ray system uses gamma-ray radi-
ation to penetrate the structure of heavier-bodied trucks, such as propane tankers,
to allow Customs to examine both the conveyance and some cargoes for the presence
of contraband. Since the first truck x-ray system became operational in August
1995, this system, and the three others that have become operational since March
1997, have been involved in 150 drug seizures totaling over 38,000 pounds of narcot-
ics. By December of 1998, Customs will have four additional fixed site truck x-ray
systems operational in El Paso, Laredo, and Brownsville, Texas; and Nogales, Ari-
zona.

We believe this type of technology is invaluable in enhancing Customs narcotics
enforcement capabilities without impeding the flow of legitimate commercial traffic.
The fixed site truck x-ray and mobile truck x-ray systems can inspect approximately
eight full size tractor-trailer trucks per hour. The gamma-ray system can inspect
12-15 tractor-trailer trucks per hour. Both of these systems can inspect any vehicle
that is legal for operation on public roadways.

Air and Marine Programs

In fiscal year 1997, the Customs Air Program contributed to the seizure of 51,908
pounds of cocaine, 64,595 pounds of marijuana and 50 pounds of heroin. It also con-
tinued assistance to Mexico in the air transit zone and to South American countries
in the narcotics source zone.

Since the implementation of HARD LINE and the strengthening of the ports of
entry, the marine threat has risen dramatically from its previous levels. Over the
past few years, the Marine Program has been scaled back to focus Customs efforts
on other methods of deterring narcotics smuggling. In fiscal year 1997, the Customs
Marine Program contributed to the seizure of 31,538 pounds of cocaine, 25,040
pounds of marijuana, and 39 pounds of heroin. It is imperative to sustain this suc-
cessful program.

The Customs National Marine Strategy places an emphasis on intelligence-driven
interdiction operations and investigations. Smuggling methods have changed from
the very simplistic (boats with bulk marijuana thrown on the decks or in cabins)
to the very sophisticated (cleverly engineered hidden compartments, as well as air
drops). The contraband has also changed from large, easily detectable cargoes of
marijuana to smaller loads of cocaine. Customs future air and marine interdiction
successes will be based on a flexible response in meeting new external challenges
like those mentioned above.

Railroad inspections

In fiscal year 1997, Customs processed more than 320,000 rail cars at eight major
crossings along the Southwest border—Laredo, Brownsville, Eagle Pass, Presidio
and El Paso, Texas; Nogales, Arizona; and Calexico and San Ysidro, California. Ap-
proximately half this volume crossed at Laredo, Texas. In response to the emerging
threat of narcotics smuggling via rail, Customs is increasing its intensive inspec-
tions of railroad equipment and is testing non-intrusive technology on railcars. Cus-
toms recently completed successful tests of the Vessel and Container Inspection Sys-
tem (VACIS), a gamma-ray imaging system that has been modified for use in the
rail environment. Customs also plans to deploy 47 positions to increase rail inspec-
tions by Contraband Enforcement Teams, add rail inspection training to its existing
Southern Border Interdiction Training course, and perform joint operations with
other agencies.
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Recently, Customs and Border Patrol officials met to coordinate joint inspection
operations on Southwest border railcars. Since the summer of 1997, joint operations
have been held at each of the eight major rail crossings with successful results. To
date, these efforts have produced several marijuana seizures totaling more than 700
pounds as well as the discovery of 17 railcars with false compartments. Custom is
also an active participant in a multi-agency working group formed by Attorney Gen-
eral Reno to address the threat of narcotics smuggling via rail.

MONEY LAUNDERING

Fiscal year 1997 was one of dynamic change in the investigative approach taken
in the area of money laundering investigations and initiatives. As a result of the
programs implemented in fiscal year 1997, Customs money laundering strategy is
now more focused on the disruption and incapacitation of the two key business func-
tions that are the lifeblood of most sophisticated international criminal organiza-
tions: laundering and investing the proceeds and profits of their criminal activity.
Asset Removal Teams, undercover operations, training foreign counterparts, and the
establishment of the Money Laundering Coordination Center, discussed below, have
all contributed to improving our money laundering strategy.

In fiscal year 1997, our money laundering efforts resulted in seizures of $257 mil-
lion in monetary instruments, most of which were related to narcotics trafficking.
The Customs-led El Dorado Task Force in New York met with tremendous results
in disrupting money laundering in the wire remitter industry. Using a combination
of undercover operations and regulatory interventions, such as Geographic Target-
ing Orders (GTO’s), the task force targeted 12 remitters that sent over $1.2 billion
a year to South America—$800 million of it to Colombia. Their efforts have reduced
the amounts remitted to Colombia by over 30 percent, driving the drug proceeds out
of this system and contributing to the overall rise in the cost of laundering drug
money.

On legislative and regulatory matters, Customs worked closely with the Depart-
ment of Treasury and the Financial Crimes Enforcement Network, which resulted
in several notices of proposed rule making for enhanced reporting for money services
businesses, wire transfer record keeping requirements, and currency and monetary
instruments reporting on foreign bank drafts.

For fiscal year 1998, our money laundering strategy will build upon the successes
from the previous year. Our Money Laundering Coordination Center will become
operational in fiscal year 1998 and will coordinate Customs nationwide undercover
money laundering operations and follow-up investigations. Customs also plans to ex-
pand the use of covert undercover money laundering operations and continue to in-
crease the use of non-traditional law enforcement methods, such as GTO’s, in coordi-
nation with the Internal Revenue Service, the Department of Justice, the Financial
Crimes Enforcement Network, and state and local law enforcement.

INTEGRITY

While there is no systemic problem of corruption at Customs, it is necessary to
develop a strong integrity assurance program to counter perceived and potential
threats of corruption. In fiscal year 1997, Customs began an enhanced integrity pro-
gram to address these issues and redirected resources to strengthen the Office of
Internal Affairs (IA). Of the 45 positions identified for this critical program, 35 have
been filled or selections made. These employees will be devoted to the new Com-
puter Analysi