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CBP submits that it is KFMG's position that appears contrary to the
relevant accounting standards. In essence, KPMG's position is that a federal
agency must recognize a cleanup liability for sites such as CBP's firing ranges
simply because the agency has determined that contamination exists at a site
and that it is "government-related.” See NFR, at p. 2. Yet, the NFR and the
relevant accounting standards confirm that three factors must be satisfied before
a “probable” liability exists, not just two. See NFR atp. 1. The factor seemingly
missing from KPMG's analysis of the firing range liability is that the relevant
agency must be “legally liable,” which is not met until, at a minimum, CBP
receives an enforcement order, notice of an NPL listing, or some similar event
that may require the assessment or cleanup at a given firing range site.

As discussed above, the term “legally liable" is defined, in part, by the
relevant accounting standards to mean: "any duty, obligation or responsibility
established by statute, regulation, or court decision . . . ." See Technical Release
No. 2 at p. 4, footnote 5. As with the LBP issue, CBP is unaware of any legal
mandate that would affirmatively require it to assess and/or cleanup its firing
ranges in the absence of an enforcement order or NPL listing."® CBP is not
presently aware of any ﬁring range site where it has been ordered to assess
and/or cleanup the facility."® As such, recognition of a cleanup liability for these
sites would not be consistent with the federal financial accounting standards.

As a result, CBP respectfully responds that its position regarding firing
ranges is not a weakness in its accounting system. In fact, to follow KPMG's
recommendation would appear to present a potential overstatement of CBP’s
financial liability. While CBP recognizes the potential for liability from its firing
ranges, the presently known circumstances surrounding those ranges do not
meet the federal financial accounting standards for recognition in the financial
statement because a "probable” liability does not exist, based upon reasonably

' CBP cannot even concede that hazardous waste contamination exists at any given firing range
site, and that It is government-related, without more information. However, to simplify the issues
herein, even assuming for the sake of argument that contamination is present at each firing range
that is CEP-related, no "probable” liability exists until the third factor is met (i.e., that the
Government is “legally liable").

'® At the recent meeting, KPMG's consultant claimed that RCRA guidance documents considered
soil contamination at closed facilities to be a "waste.” Even if that were true, it does not change
tha conclusion that an enforcement action is needed to require CBP lo assess and cleanup any
given firing range site. CBP explained at the meeting that the CERCLA program and parts of the
RCRA program rely upon a discretionary enforcement system to determine which sites present
sufficient risk to require assessment/cieanup. In contrast, certain parts of the RCRA program rely
on a permit system, which require closure (including assessment and remediation) at the end of
the facilities use as a RCRA facility. RCRA treatment, storage and disposal ("TSD") facilities and
underground storage tank ("UST") facilities are examples of the latter permitting scenario. The
firing ranges at Issue are not RCRA permitted facilities and do not have closure obligations similar
to the permitiad facilities.

' As noted at the mesting, despite this fact, CBP takes environmental stewardship seriously and
has voluntarily assumed responsibility for cleanup at same firing range sites when appropriate.

22



Appendix C
U.S. Customs and Border Protection
Management Response to the Draft Management Letter
September 30, 2008

7

available information."”” Should new information become available to CBP to
change this position for any given firing range, CBP's accounting system and
procedures recognize the need to re-categorize a given firing range site and/or
identify an amount of liability when it is appropriate to do so.

C. Summary of CBP's response to the NFR

CBP has complied with the federal financial accounting standards in
establishing its policies and procedures for recognizing environmental liabilities
tied to LBP and firing ranges and does not believe that it has improperly
understated liabilities on said items by $15.1 million, as asserted in the NFR.
CBP submits that no known or anticipated legal obligation exists to abate LBP in
non-residential buildings. CBP also submits that the likelihood of incurring
hazardous waste characterization and disposal costs for LBP in non-residential
buildings is too remote and immaterial at this time to require any further
consideration. Lastly, CBP has no legal responsibility to recognize a cleanup
liability for its firing ranges until, at a minimum, it receives a cleanup order, NPL
listing, or some similar enforcement event.

' In fact, CBP can certainly argue that the likelihood of incurring assessment and cleanup costs
js remote at these firing range sites and that thay do not have to be accounted for on CBP's
financial statement at all.
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DATE: October 31, 2008

MEMORANDUM FOR:  Connie Reynolds-Shine
Director
Office of Finance, Audit Oversight Branch

FROM: Douglas K. Koupash_Gué @féwg
Executive Director, Aoaiglr

CBP Air and Marine, Mission Suppaort
SUBJECT: Responses to Notice of Finding and Recommendation CBP-08-27

CBP Air and Marine {A&M) do not concur with the weaknesses identified in
KPMG Notice of Finding and Recommendation number CBP-08-27. A&M
responses o the weaknesses are as follows:

1. At both locations observed, we noted that the inventory counters did not mark
items as counted during the inventory.

Response: The CBP approved Material Contrel and Property Control
(MCPC) Procedures MCPC 3800 entitied Annual, Special, and Periadic
Inventories used by the aircrafl maintenance contractor nor the CBP Personal
Property Handbook HB-5200-138 which governs all CBP properiy
management policies require inventory be marked as counted during the
inventory counting process. The inventory taker counts the material at each
bin location, records the data on the count sheer, then signs and date the
count sheel. The count sheets are the given to the supply supervisor who
verifies all bins have been counted by the inventory taker. If an exira item is
found or if the bin has a shortage the supervisor must reconcile the inventory
to determine where the discrepancy occurred and correct the inventory
record.

2. At one location observed, we noted that the “closed warehouse” concept was
(as cited above) was not followed. It appeared that normal receipt and issue
transactions were being performed during the physical inventory observation
period. Accordingly, inventory parts were being moved and used during the
physical inventory. Although it is reasonable that certain parts may be needed
during the physical inventory (missions), this process was not done ina
controlled and methodical manner,

Response: The formal inventory start date was August 11, 2008 witha
completion date of August 22, 2008. On August 11, 2008 all Computerized
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Aircraft Reporting and Material Contral System (CARMAC) supply
transactions that affect the inventory were blocked. If parts were required to
support flight operations, they were ordered, issued, turned-in, and shipped
according to CBP approved supply procedures. The auditor noted a “closed
warehouse " concept was not followed; this concept is impractical af the
locarion where the auditor observed the inventory. This is an aperational
location the actively engages in real-time missions which requires all aircrafi
be maintained and ready to fly when necded. Therefore, parts will be issued
to the mechanic when the mechanic needs them and parts will arrive from
vendors and the supply affice will receive them, These procedures have been
approved by CBF and are identified in MCPC 3800 and are being followed by
the contractor. The process used by A&M is to block CARMAC and limit part
issues to a minimum. CARMAC was blocked on August 11 and part issues
and receipls were not entered.

3. At one location observed, we noted that the layout of the AMO inventory did
not facilitate safeguarding of the aircraft parts. This was apparent as a portion
of the warchouse served as a common walkway where all personnel, include
those not related to the aircraft parts, were allowed to walk through
unescorted. KPMG specifically observed personnel who did not have badges
access being allowed to walk through the aircraft parts storage area
unescorted.

Response: The warehouse is controlled by an electronic lock that only an
authorized security badge will open. Only authorized CBP, contractor
managers and supply technicians have access to the warehouse; personnel
without authorization must be escorted in. The area adfacent to the
warehouse serves as an office where other staff conducts business and on
occasion, someone may be allowed in without an escort, The contractor has
been informed of the access requirements and will ensure anyone without
proper authority will be escorted. This will be a follow-on issue during future
evaluations by CBP representatives.

4. At both locations observed, we noted that inventory counters did not evaluate
materials as excess, obsolete, and unserviceable as a part of the physical
inventory procedures. Further, per discussion with personnel, these
evaluations were not being conducted on a regular basis.

Response: MCPC-3800 does not require an evaluation of excess, obsolete,
and unserviceable material be accomplished during the physical inventory.
The inventory taker counts parts on their count sheets. If a part is
unserviceable it is tagged and placed in the unserviceable bin area for
disposition. The unserviceable part will be on the counr sheet and the
inventory taker will count the part; it is not the inventory taker's responsibility
to evaluate parts during the count. The evaluation of excess, obsolete, and
unserviceable material is described in the MCPC-3850, Excess Supply
Procedure and is accomplished monthly by a CBP representative, quality
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assurance, maintenance, and supply technicians. This evaluation determines
if a part can be repaired, used at another location, or disposed. This will be a
follow-on issue during future evaluations by CBP represeniatives.
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ADDITIONAL INFORMATION AND COPIES

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

OIG HOTLINE

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

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

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

* Email us at DHSOIGHOTLINE@dhs.gov; or

* Write to us at:
DHS Office of Inspector General/MAIL STOP 2600,
Attention: Office of Investigations - Hotline,

245 Murray Drive, SW, Building 410,
Washington, DC 20528.

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




