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Indian Affairs
U.S. Department of the Inferior

Iarn pleased to present our Performance and Accountability Report for Fiscal Year FY2006. It

is designed to inform the Administration, the Congress, and the public of the actions Indian
Affairs has taken in response to its fiscal stewardship and government-to-government commitment for
improving the lives of American Indians and Alaska Natives.

During FY2006, we continued this Administration’s firm commitment to the American Indians
and Alaska Natives by working on a government-to-government basis with tribal leaders to promote
self-determination and self-governance and by focusing our mutual efforts toward promoting eco-
nomic growth and prosperity within Indian country.

We also remained committed to trust reform by protecting trust assets and fulfilling our trust
responsibilities to individual and tribal trust beneficiaries. During FY2006, 1A, in collaboration with
the Office of the Special Trustee for American Indians, continued efforts to improve the effectiveness
of the internal controls over Indian trust funds. We implemented a “lock box” business process to
segregate realty and land management activities from accounting activities, while simultaneously fa-
cilitating timely deposits. In addition, we expanded the use of the Trust Asset Accounting Management
System to cover over 80 percent of the trust fund dollars. Furthermore, we made significant progress in
reducing the probate backlog, which resulted in a more timely distribution of income to the appropri-
ate account holders of Indian trust assets.

In FY2006, we began restructuring Indian education programs by creating the new Bureau of
Indian Education. This is expected to improve Indian education by promoting quality education
opportunities for all American Indians and Alaska Natives. This also includes hiring highly qualified
program administrators and leaders at the Senior Executive Level. The BIE is focused programmati-
cally on assisting schools to attain adequate yearly progress goals by decreasing the learning gap for
students attending BIE schools. This is in conjunction with an increased emphasis on accountability
for those schools needing assistance to turn around their low-performance. As in previous years, we
continue to invest in the successful FACE and Reading First programs to promote early child literacy
to establish the foundation for life-long learning. As part of the BIE's school replacement program two
new replacement schools opened their doors to Indian children in FY2006.

The Bureau of Indian Affairs Public Safety and Justice Services programs worked extensively to
build positive relationships with the local Indian communities. We continued to uphold the constitu-
tional sovereignty and customs of the Indian tribes, while simultaneously protecting the rights, lives
and property of all American Indians and Alaska Natives. During FY2006 three new state of the art de-
tention facilities were opened while we continued to work hard to increase detention staffing, provide
training for staff, improve facility conditions, and improve management at Indian Country detention
facilities. We supported various successful and ongoing programs, such as Operation Dream Catcher,
which provides training for BIA law enforcement officials to combat methamphetamine and provides
methamphetamine awareness training to Indian country; the nationally recognized Drug Abuse Re-
sistance Education (DARE) program; the Gang Resistance Education and Training (GREAT) program;
and the BIA Traffic Safety Initiative program. In FY2006, we issued the Child Protection Handbook
to assist human service workers and law enforcement officials in protecting Indian children at risk of
child abuse and neglect.
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In FY2006, we established the Office of Indian Energy and Economic Development to develop
modern innovative and collaborative approaches for improving economic development opportunities.
This new office is using its energy, economic development, workforce development, and guaranteed
loan programs to help tribes confront unemployment and under-employment issues on reservations
and take the next steps toward economic sovereignty.

This report also presents the status of IA’s compliance with certain legal and regulatory require-
ments. Taken as a whole, I am convinced that IA’s financial data is reliable and complete and that our
systems of management, administrative, and financial controls are operating effectively.

I am very proud of the vast improvements we achieved during FY2006. The accomplishments
could not have been achieved without the dedicated and concerted efforts of our IA personnel.
Although several challenges remain, I am confident our IA personnel will continue to build a positive
and promising environment of opportunities so that every American Indian and Alaska Native youth
can continue to strive for and attain their hopes, dreams, and aspirations with the deepest pride in
their culture, language, and traditions as America’s first people.

Carl J. Artman

Assistant Secretary — Indian Affairs
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Purpose of This Report

The Indian Affairs’ Performance and Account-
ability Report (PAR) for Fiscal Year (FY) 2006
provides financial and performance information
that enables the Congress, the President, and the
general public to assess the performance of the
Indian Affairs’ organization relative to its mission
and stewardship of entrusted resources.

The term “Indian Affairs” will be used in this
report to mean the Office of the Assistant Secre-
tary - Indian Affairs (AS-IA), the Bureau of Indian
Affairs (BIA), and the Bureau of Indian Education
(BIE).

Headgate Rock Dam, Colorado River.

How the Report is Organized
Section I: Management's Discussion and Analysis

The Management'’s Discussion and Analy-
sis (MD&A) section is a concise overview of
the entire report. It is similar to an executive
summary that is included in a private sector
company’s annual report. This section provides
a clear and concise description of Indian Affairs’
key performance indicators, analysis of financial
statements, systems and controls, compliance
with laws and regulations, and actions taken or
planned to address management issues. It focuses
on the most important matters and provides a
balanced analytical assessment of program and

INDIAN AFFAIRS

financial performance that includes both posi-
tive and negative information. This section is
also the medium for communicating insights
about Indian Affairs and an understanding of the
organization’s financial status.

Section Il: Performance

The Performance section contains an assess-
ment of Indian Affairs’ effectiveness in its pro-
grams and the results of performance measures,
as well as Indian Affairs’ progress in achieving
“Green Status” under the President’s Management
Agenda (PMA). Program evaluation tables are
presented by mission area that assess key data at
a glance. Program Assessment Rating Tool (PART)
results are also included.

Section lll: Financial

The Financial section contains the Chief Fi-
nancial Officer's message describing the progress
and challenges pertaining to Indian Affairs’ finan-
cial stewardship and performance management.
The message includes compliance information
regarding Indian Affairs’ internal management
controls under the Federal Managers’ Financial
Integrity Act (FMFIA) and financial management
systems under the Federal Financial Management
Improvement Act (FFMIA).

This section also includes the Inspector
General’s transmittal letter, the Independent
Auditors’ Report, management’s response to the
Independent Auditors’ Report, Indian Affairs’
financial statements and other Bureau-specific
Required Supplementary Information (RSI) and
Required Supplementary Stewardship Informa-
tion (RSSI).

Section IV: Appendices

This section contains a glossary of acronyms
and a list of Federally recognized Indian tribes.
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History

The Bureau of Indian Affairs (BIA) is the old-
est bureau of the U.S. Department of the Interior
(DOI). Established in 1824, the BIA currently
provides services (directly or through contracts,
grants or compacts) to 1.9 million American
Indians and Alaska Natives who are members of
the 561 federally recognized Tribes.

Today, the Office of the Assistant Secretary
- Indian Affairs (AS-IA), the BIA, and the Bureau
of Indian Education (BIE) comprise the Indian
Affairs’ (IA) organization:

e AS-IA provides primary policy setting and
management oversight for the IA organiza-
tion, and administers support functions to
BIA and BIF;

e BIA performs direct program work, in
support of all TA functions, in Regional and
Agency offices; and

e BIE is responsible for directing education

programs at BIE operated and grant schools.

Mission

The Bureau of Indian Affairs’ mission is to
enhance the quality of life, to promote economic
opportunity, and to carry out the responsibility to
protect and improve the trust assets of American
Indians, Indian tribes and Alaska Natives. This
mission is accomplished through the delivery of
quality services and maintenance of government-
to-government relationships within the spirit of
Indian self-determination.

Strategic Goals
Mission Area: Serving Communities

e Improve Protection of Lives, Resources, and
Property

e Fulfill Indian Fiduciary Trust Responsibili-
ties

e Advance Quality Communities for Tribes
and Alaska Natives

INDIAN AFFAIRS

Mission Area: Resource Protection

e Protect Cultural and Natural Heritage
Resources

[NOTE: Under the FY2007 budget restructuring,
the Resource Protection Mission Area is added,
however, associated performance measures are
reported for FY2006. The current FY2006 State-
ment of Net Costs does not reflect this mid-2006
realignment, but it will be reflected in the FY2007
Statement. |

Organization

As previously mentioned, IA is comprised of
the AS-TA, BIA, and BIE, with the Central Office
being located in Washington, DC, and satellite
offices in Herndon and Reston, VA; Boise, ID;
Denver, CO; and Albuquerque, NM.

The BIA is comprised of the following 12
Regional Offices:

Alaska (Juneau, AK)

Northwest (Portland, OR)
Eastern (Nashville, TN)

Pacific (Sacramento, CA)
Eastern Oklahoma (Muskogee, OK)
Rocky Mountain (Billings, MT)
Great Plains (Aberdeen, SD)
Southern Plains (Anadarko, OK)
Midwest (Fort Snelling, MN)
Southwest (Albuquerque, NM)
Navajo (Gallup, NM)

Western (Phoenix, AZ)

Major Programs

The BIE is comprised of 23 Education Line
Offices supporting 61 BIE operated and 123 grant
schools on 65 reservations, across 23 states.
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Employees

Indian Affairs has over 10,000 employees,
approximately 85 percent of whom are American
Indians or Alaska Natives. The Indian Affairs’
workforce is almost evenly divided between the
BIA and the BIE, with AS-IA being only about 2
percent. The workforce operates from 266 duty
stations throughout the continental United States
and Alaska, and is made up of 191 occupational
series to provide services to American Indians and
Alaska Natives in 29 states. The work performed
by Indian Affairs’ employees is extensive and
covers virtually the entire range of government

Major Programs

AS-IA
e Cultural Resource Activities

® Economic Development

e Environmental Management

® Facilities Management and Construction
e Federal Acknowledgment

¢ Indian Gaming Management

* Self-Governance

BIA

* Agriculture and Range Management
¢ Cadastal Surveys

* Division of Corrections

® Forestry

® Homeland Security

® Housing

® Indian Land Consolidation

® Indian Police Academy

® Irrigation and Power

e Land Titles and Records
o Law Enforcement
® Natural Resources

e Parks, Wildlife and Fisheries

program services including education, social
services, law enforcement and justice, economic
and workforce development, trust asset manage-
ment, realty, land and heirship records, tribal
government support, forestry, agriculture and
range lands development, water resources, fish
and wildlife management, roads, housing, and
irrigation and power systems.

Internet Address

Indian Affairs is currently under a court order
which precludes access to the Internet.

BIA (continued)

® Probates Real Estate Services

® Resolution of Land Claims

® Roads Construction and Maintenance
e Safety of Dams

¢ Self-Determination

® Social Services

e Surface and Subsurface Leasing and Permitting
o Tribal Courts

* Water Resources

¢ Wildland Fire Management

BIE
® Community Development/Outreach
* Counseling Services

* Elementary Education

e Family and Child Education

® Post Secondary Education

® Secondary Education

® Special Education Program

e Student Financial Aid
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Budget in Brief

Indian Affairs’ FY2006 funding, including appropriations, transfers, and reimbursables, was $2,718

million. This amount excludes carryover, recoveries, and allocation transfers where Indian Affairs is the
child.

Indian Affairs Fiscal Year 2006 Funding
($ in millions)

M Collections from
Liquidating Loans ~ $2
M Reimbursables Related
to OIP Programs $27
M Reimbursables Related
to Construction $18
Reimbursables from
Dept. of Education  $293
M Appropriations and
Direct Transfers  $2,378

Total: $2,718 million. (Excludes prior year carryover and recoveries.)
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What We Do

During the last two centuries, the Congress
ratified numerous treaties and enacted dozens of
laws that dealt directly with the lives and property
of American Indians and Alaska Natives. While
Federal trust obligations lie at the heart of the
Federal-Indian relationship, the scope of the
United States’ responsibilities to Indian people
extends beyond basic trust obligations to include
a wide range of services delivered in concert with
the principle of Indian self-determination.

Testing fish population, Nez Perce Fisheries.

Although the role of Indian Affairs has
changed significantly over the last three decades
in response to a greater emphasis on Indian
self-determination, the tribes still look to Indian
Affairs for a broad spectrum of services. The
extensive span of Indian Affairs’ programs covers
virtually the entire range of state and local govern-
ment services.

Employees within Indian Affairs work with
tribal governments and their representatives to:

e Protect tribal lands and natural resources;

o Fulfill Federal trust responsibilities and
mandates of Federal laws, Presidential
Executive Orders, and Federal policies; and

e Create the necessary infrastructure and
educational opportunities to help build
stronger tribal communities.

SECTION |. MANAGEMENT’S
DISCUSSION AND ANALYSIS
OVERVIEW OF THE ORGANIZATION

e S = e B - - S

Wildland firefighter works to dig a fireline.

The Federal trust responsibility is not only
a legal and political relationship between the
Federally recognized tribes and the United States
government, it is a unique relationship between
“trustee” and “beneficiary.” Early United States
Supreme Court decisions described the Federal-
Indian relationship as a guardian-ward relation-
ship which has evolved into the trust relationship
doctrine.

Construction crew pouring concrete sidewalk.

Self-determination and self-governance are
Federal policies which recognize the right of tribes
to manage their own affairs, while keeping intact
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their trust relationship with the Federal govern-
ment. The basis for this relationship is the tribal
governments’ sovereign authority and inherent
right to self-determination and self-governance.
They provide the foundation for tribes to exert an
increasing control over their own governmental
operations.

BIA
Architect.

Furthermore, the 561 Federally recognized
American Indian tribes and Alaska Native villages
each possess inherent governmental authority
derived from their tribal sovereignty. Today, their
responsibilities include providing education, job
training, and employment programs for their
members while identifying and promoting long-
term economic growth and social development,
and managing their portions of the 56 million
acres that are held in trust for Indian Tribes and
individuals.

INDIAN AFFAIRS

Our Accomplishments

The Office of the Assistant Secretary -
Indian Affairs (AS-1A)

The Office of the AS-IA is the primary policy
setting and management oversight organization
for Indian Affairs’ functions. As such, it has ulti-
mate responsibility for accomplishing the Indian
Affairs’ mission:

“...to fulfill its trust responsibilities and
promote self-determination on behalf of
Tribal governments, American Indians and
Alaska Natives.”

The Office of the AS-IA is composed of the
Assistant Secretary, who is assisted by the Princi-
pal Deputy Assistant Secretary (DAS), two Deputy
Assistant Secretaries, and the Chief Information
Officer.

e The DAS - Policy and Economic Develop-
ment manages the Energy and Economic
Development, Indian Gaming, and Self-
Governance programs, as well as other
issues, such as international issues.

e The DAS - Management oversees the bud-
get; finance; acquisition; property; policy;
performance management; human capital
management, including equal opportunity;
construction; facilities operations and
maintenance; environmental, cultural, and
safety programs; and internal evaluation
and audit.

e The Chief Information Officer is respon-
sible for managing the Indian Affairs’
information management and technology
program.
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Office of Federal

Acknowledgement

Deputy Assistant Secrefary
Policy and Economic

Office of External Affairs

Deputy Assistant Secrefary Chief Information Officer

Development Management
|
| | | |
Office of Office of Office of
Office of Indian Office of the Chiof Office of Facilities, | Information
Gaming . o Planning and || Environmental Policy
Human Capital Financial . .
: Policy Analysis || and Cultural
Officer R
esources
Office of
Office of —  Information
Self-Governance Office of Planning
| Financial
Management Office of
.| Information
Office of Indian Architecture and
Energy and | Office of Engineering
Economic Budget
Development Management Office of
Information
Office of | Security and
Division of | Acauisition and Privacy
— Workforce qProperty
Development Management Office of
| Information
Division of Office of Development
| Energy and Mineral Audit and
Development — Evaluation
Office of
o | Information
Division _°F Operations (BIA)
— Economic
Development
Division of
| Capital Investment
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SECTION I. MANAGEMENT’S DISCUSSION AND ANALYSIS

OVERVIEW OF THE ORGANIZATION

Deputy Assistant Secretary — Policy
and Economic Development

Office of Indian Energy and Economic
Development

The Office of Indian Energy and Economic
Development (IEED) fosters strong Indian com-
munities with sustainable economic development
by promoting and supporting the creation of
Indian owned businesses and the development of
Indian energy and mineral resources. The Office
of IEED also implements P.L.102-477 (job place-
ment and training), as amended, as well as the
Indian Financing Act of 1974.

The Office of IEED administered Economic
Development programs with FY2006 appropri-
ated funds of $51.8 million and the Guaranteed
Loan program with appropriated funds, not to
exceed $87.4 million.

The Office of IEED bolstered tribal business
infrastructures by facilitating adoption and imple-
mentation of commercial law codes and by In-
dian Initiative training of personnel to administer
the businesses. The Office of IEED’s promotion
of the Buy-Indian program has helped to increase
total dollar value of government charge card pur-
chases from Indian vendors. Indian Affairs will
undertake an education initiative in FY2007 - FY
2008 for charge card users to ensure a better un-
derstanding of the impact of increased purchases
on Indian owned businesses to stimulate Indian
economies. The Office of IEED will monitor the
implementation of the charge card initiative by
review and analysis of monthly reports on charge
card activity in the market segments.

Deputy Assistant Secretary - Management

The Deputy Assistant Secretary - Management
(DAS-M) oversees four major program offices:
Office of Human Capital; Office of the Chief
Financial Officer; Office of Planning and Policy
Analysis; and Office of Facilities, Environmental,
and Cultural Resources for total funding of
$232.1 million.

INDIAN AFFAIRS

Accomplishments during FY2006 included:

e Established, in conjunction with the Office
of the Special Trustee for American Indians
(OST) and DOI University, the BIA-1 and
BIA-2 complex situated on Indian Trust
land in Albuquerque, NM. Construction
of this complex allowed for the consolida-
tion of six offices in the Albuquerque area,
including the Southwest Regional Office,
Southern Pueblo Agency, Facilities Manage-
ment, Law Enforcement, Indian Education
and the DOI Environmental and Regulatory
offices. Additionally, a secure data center
was established to be used as a backup and
disaster recovery site. This consolidation is
expected to result in significant cost savings.
A significant component of this complex is
the establishment of the National Indian
Programs Training Center (NIPTC) through
a joint venture between Indian Affairs,

OST, and DOI University. The NIPTC is a
state-of-the-art educational facility housed
in BIA-2 that includes training rooms, a
distance learning center, and the ability to
hold conferences of various sizes.

Two employees at the National Indian
Programs Training Center in Albuquerque,
NM.
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e Established a new office dedicated to inter-
nal evaluations of financial and program
operations, and implementation of revised
OMB Circular A-123.

¢ Developed a restructured budget, to be
implemented in FY2007, which will more
accurately support the Indian Affairs’ mis-
sion.

e Created the Indian Excellence/Honors
Program whereby managers can “direct
hire” graduates of colleges/universities and
high schools who meet defined academic
achievement. The program eliminates 25
of 34 steps in the staffing process; provides
incentives for management to establish
connections with Indian schools that are
managed by [A; and provides incentives for
student achievement. The college and high
school Honors Programs are first-of-a-kind
in the Federal government. The program
is in full compliance with 25 CFR Part 5
(Indian Hiring Preference).

e Implemented an automated activity-based
time reporting system to interface with
existing Activity-Based Costing/Manage-
ment System.

o Established at least one efficiency measure
for each program throughout Indian Affairs
to track progress of program performance.

Chief Information Officer

The Office of the Chief Information Officer
(OCIO) was funded at $57.4 million in FY2006,
and is responsible for information resources
and technology management for Indian Affairs.
During FY2006, substantial steps were taken to

INDIAN AFFAIRS

improve the technical infrastructure needed to
successfully carry out Indian Affairs’ programs,
including:

¢ Completed a migration to a highly secure
Information Technology (IT) Enterprise
computing platform on February 28, 2006.
There are now 5,745 computers success-
fully migrated into the “IndianAffairs.gov”
domain within the secure Trust network.

e Facilitated, coordinated, and assisted Indian
Affairs’ IT system managers in preparing
10 major and over 25 non-major invest-
ments, all of which passed DOI and Office
of Management and Budget (OMB) review
and scoring.

e Established a secure data center in the new
BIA complex in Albuquerque, NM, which
will be used as a backup data center/disaster
recovery site.

The Bureau of Indian Affairs (BIA)

The BIA mission is:

“to enhance the quality of life, to promote
economic opportunity, and to carry out the
responsibility to protect and improve the
trust assets of American Indians, Indian tribes
and Alaska Natives ... .”

All direct program work is accomplished by
Indian Affairs’ functions in the BIA’s Regional and
Agency offices. The Director of the BIA is respon-
sible for policy, implementation, and oversight
of Justice Services, Indian Services, Trust Services,
and Field Operations - the Regional and Agency
Offices that administer Indian programs at the
tribal level.
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Assistant Secretary-Indian Affairs

Principal Deputy

Assistant Secretary

Director Bureau of Indian Affairs

Land Consolidation

Center

Deputy Director
Justice Services

Deputy Director
Indian Services

Indian Police
Academy

Division
of Corrections

Division of Law
Enforcement
Services

Division of
Professional

Standards

Division of Tribal
Justice Support

Deputy Director
Field Operations

Deputy Director
Trust Services

Division
of Human
Services

Regional
Directors

Division of Real
Estate Services

Division of Tribal
Government
Services

Agency
Superintendents

Division of
Land Titles and
Records

Division of
Transportation

Division of Self-
Determination
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Office of Justice Services

The Office of Justice Services received $212.1
million in FY2006 to support the Federally
recognized Tribes; protect individual rights, lives,
and property; and promote and preserve peace
within Indian Country. Funding included $55.6
million for Detention/Corrections. Currently, 1 in
10 American Indians and Alaska Natives over the
age of 12 is the victim of violent crime. Factors
of crime in Indian Country include: high unem-
ployment, geographic barriers, lack of municipal
infrastructure, and infiltration of drug use in
reservation and off-reservation tribal communi-
ties. Indian Affairs actively outsources 78 percent
of its law enforcement program to the Tribes.

During FY2006, 1A resolved 16 out of 25
Office of Inspector General (OIG) audit deficien-
cies found at detention centers. Improvements
included: increased oversight, clear staffing
models, enhanced training capacity/standards,
protocols for serious incidents, and coordina-
tion with the Department of Health and Human
Services’ (DHHS) Indian Health Service (IHS). In
FY2006, Indian Affairs also worked directly with
OMB and Tribes to close the gap in implementing
voluntary standards to improve the performance
reporting of tribal courts.

Office of Indian Services

In FY2006, Indian Services received $374.7
million to support Tribal government and $150.4
million to support Tribal individuals. These funds
were used to promote safe and quality living en-
vironments, strong communities, self-sufficiency
and individual rights while enhancing protection
of the lives, property and well-being of American
Indians and Alaska Natives. Additionally, Indian
Services received $275.6 million in FY2006 from
the Federal Highway Administration (FHWA)
for new road construction and maintenance in
Indian Country.

Indian Services also provides counseling
and protective services for victims of child abuse
and neglect, and social and financial fiduciary

INDIAN AFFAIRS

services for minors with Individual Indian Money
(IIM) accounts. The Office of Indian Services has
focused on implementing child abuse prevention
and developing a long-term strategy for dealing
with methamphetamine abuse from an Indian
Affairs’ perspective. Substandard housing and
homelessness in Indian communities were also
reduced through funding for needed repairs to
existing structures and the construction of new
homes.

Office of Trust Services

The Office of Trust Services (OTS) executes
Indian Affairs’ trust responsibilities (funded at
$294.6 million in FY2006) to Indian tribes and
individuals including protection and use of prop-
erty, natural resources, water, fish and wildlife,
gathering and other rights; and to promote and
maintain tribal self-determination and self-gover-
nance. Indian Affairs’ management responsibili-
ties cover more than 56 million acres of land held
in trust by the Federal government on behalf of
Indian tribes and individuals.

Fisheries-Biologists conducting stream study.

In FY2006, Real Estate Services reduced
the probate case inventory by 20 percent. Data
collection, management and control are major
issues due to the volume of transactions that OTS
processes. To help fulfill Indian Affairs’ fiduciary
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OVERVIEW OF THE ORGANIZATION

responsibility, it has partnered with the Office of of carrying capacities for livestock and wildlife on
the Special Trustee for American Indians (OST) to 3 million trust acres. In FY2006, the Indian Water
establish a lockbox process for centralizing Trust Rights Litigation/Negotiation Program supported
receipt and deposit processing. The Indian Affairs’ 31 active litigation actions brought by the United
Trust Asset and Accounting Management System States to protect Indian trust assets (water).

(TAAMS) is also improving information manage-

ment of trust-related data through the implemen- . .
tation of standardized business processes and the The Bureau of Indian Education (BIE)

maintenance of accurate, consistent data. The newly created Bureau of Indian Educa-
Indian Affairs’ Natural Resources manage- tion is responsible for directing education
ment was funded at $152.8 million for FY2006. programs at BIE-operated and tribally operated
Natural Resources management responsibilities contract and grant schools to meet their mission:
include: operation and management of dams and “... to provide quality education opportuni-
irrigation systems; protection against invasive ties from early childhood through life in
species; treaty guaranteed natural resource access accordance with the tribes’ needs for cultural
and management rights; agriculture and range and economic well-being in keeping with
management; and fish, wildlife and parks on the wide diversity of Indian Tribes and
Federal Indian Trust lands. Alaska Native villages as distinct cultural and

governmental entities. The Bureau considers
the whole person (spiritual, mental, physical
and cultural aspects).”

The BIE designed its school system to meet
the Federal government’s commitment to educate
American Indian children in a manner that will
enhance their cultural and economic well-being.
BIE operates two post-secondary institutions,
and manages operational grants to another 24
tribal colleges and universities. The BIE funds 184
elementary, secondary day and boarding schools
on 65 Indian reservations in 23 states. Most are
located in economically underdeveloped rural
areas that suffer from poor literacy rates, low
incomes, and high unemployment.

Installing a spring box at Walker River
Reservation.

The Forestry program supports large areas
of forested trust lands, with approximately 85
percent in active production. The Indian Affairs’
Fish, Wildlife and Parks Program relies heavily
upon collaboration with Tribes, other Federal
agencies, and states and localities to accomplish
its objectives. The Agriculture and Range Manage-
ment Program completed a vegetation inventory

Adult Basic
Education Class
being taught
with funds from
the Zuni Tribe’s
477 Program.
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OVERVIEW OF THE ORGANIZATION

FY2006 funding for Education included
$646.4 million to operate Indian Education pro-
grams, $206.8 million for Education Construc-
tion (funded and administered under BIA) and
$228 million provided by the U.S. Department of
Education.

Newly constructed Baca High School, Baca, NM.

To address improvements in school manage-
ment and operations, the BIE created the Program
Improvement and Accountability Plan (PIAP)
which initiated a number of organizational
changes. Bureau results are posted in more detail
on BIE's website (http://www.oiep.bia.edu) in the
form of an Annual Report accessible to the gen-
eral public. Additionally, the BIE is exploring new
programs, such as distance education, to bring
qualified teachers into the classroom. A FY2005
study found that Indian student proficiency
lagged behind other non-Indian students from
the same states. With a slight increase in the BIE
budget from FY2005 to FY2006, Adequate Yearly
Progress (AYP) increased from 28 percent to 32
percent, respectively. AYP is an annual indicator
of reading and math proficiency, attendance rates,
and graduation rates.

Labs provide tribal children opportunities to develop
their computer skills.
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Indian Affairs’ Key Performance Indicators Overview

This section identifies seven key performance indicators (KPIs) for programs under the purview of the
Assistant Secretary - Indian Affairs. These measures were identified by the Program Offices as the most rep-
resentative measures which gauge the effectiveness of Indian Affairs’ programs. The seven KPIs were selected
from among many performance indicators because they best fulfilled the criteria of best practices related to
performance measures:

e Qutcome-oriented: Directly measure impacts that are important to citizens in Indian Country, and/or
key outputs that are linked to the key end-outcome goals

e Measurable: Data are available to determine progress toward goal achievement

e Realistic: Improvement in these goals can be reasonably expected in cooperation with efforts of key
stakeholders - e.g., states, local government, and Tribal governments

e Aligned: Directly support the mission and goals outlined in the DOI Strategic Plan

¢ Tied to incentives: Evaluation of Indian Affairs’ leadership and workforce individual performance is
directly linked with their contribution to achieving key performance goals measured by the KPIs

Small log thinning operation for
overall timber stand improvements
and wildland fire protection.

Key Performance Indicator #1 ¢ Forestry

This KPI supports the program commitment
made to OMB to develop a long-term goal of
ensuring 100 percent of forested reservations
have forest management plans. This is not only
a requirement in the Forest statutory author-
ity, but management planning is necessary
for there to be active forest management on Forestry 40 41.25 Target Exceeded
forested Indian reservations. This KPI is also a percent | percent

leading indicator that forests will be preserved

to achieve the objectives that best serve the interest of the Indian community.
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Key Performance Indicator #2 ¢ Probate

This KPI measures progress toward eliminating

the defined backlog in probate caseload. The
case preparation backlog is scheduled to be
eliminated by September 30, 2007. Elimina-
tion of the probate backlog is important
because it allows the program to dedicate

its efforts to meet the ongoing demand for
probate services, and foster more efficient
utilization of Indian Affairs’ resources. A case
is considered part of the backlog if: (1) the cas

End Outcome Goal: Fulfill Indian Fiduciary Trust Responsibilities

Probate 55 82.5 Target Exceeded
percent | percent

e was part of the managed probate inventory as of October

1, 2005, and (2) the date of death, as evidenced by the Secretary’s records on October 2, 2005, was either

unknown or prior to January 21, 2000.

Key Performance Indicator #3

This KPI measures Indian Affairs’ ability to
become and remain current with the ongoing
demand for probate services. Probate cases are
monitored from the date the Department is

notified of the death of a beneficiary. The aver-

age age of pre-adjudication cases measures the

elapsed time between the notification of death

and the submission of a case for adjudication.

End Outcome Goal: Fulfill Indian Fiduciary Trust Responsibilities

Probate 7 1.9 Target Exceeded

(For this measure, the smaller number represents a positive metric.)

Key Performance Indicator #4 ¢ J

This KPI directly measures Title I crimes.
Indian Affairs strives to reduce the rate of
violent crime in Indian Country through the
hiring and development of well trained law
enforcement personnel, establishment of
communications systems that allow police to
respond rapidly to incidents, and widespread
implementation of community-oriented
policing.

Key Performance Indicator #5

This KPI is significant because rapid clearance
of criminal cases is a leading indicator of fu-
ture crime prevention. Indian Affairs is in the
process of implementing innovative programs
to ensure that cases are processed and closed
in a timely fashion to avoid dismissal for
failure to provide a speedy trial.

ustice Services

End Outcome Goal: Fulfill Indian Fiduciary Trust Responsibilities

Public Safety &

. TBD | 491.85 Establish baseline
Justice

End Outcome Goal: Advance Quality Communities
for Tribes and Alaska Natives

Public Safety & | Establish 43
Justice baseline | percent

Establish baseline
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Key Performance Indicator #6

In 2004, the Department’s OIG issued a

report summarizing findings concerning the | End Outcome Goal: Advance Quality Communities
status of Indian Affairs’ owned and operated | for Tribes and Alaska Natives

correctional facilities. The report contained

25 recommendations for improving the
conditions in these facilities - including Public Safety &

100
improved training for prison guards, more Justice percent

TBD Target Not Met

effective oversight and monitoring, and

increased cooperation with DHHS' Indian Health Service. Indian Affairs developed a Corrective Action Plan
to satisfy the 25 recommendations made by the OIG, and this KPI addresses the percentage of recommen-
dations that will be implemented.

Key Performance Indicator #7 ¢ Tribal Courts

This KPI supports the strategic goal of reduc-
ing crime in Indian Country by ensuring that
cases are reviewed in a fair and impartial
manner. Indian Affairs worked with the tribal

courts to develop standards for independent | End Outcome Goal: Advance Quality Communities
for Tribes and Alaska Natives

Tribal Court reviews. A process has been
established through an independent associa-
tion of judges to evaluate several Tribal Courts
annually. Standards were prepared based upon Tribal Courts Establish | 100 Target Met
a study of states that identified key areas of baseline | percent

court operation. This measurement is intend-

ed to reflect annual performance. Of the 24 scheduled court reviews, 24 received an acceptable rating.
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SECTION I. MANAGEMENT’S DISCUSSION AND ANALYSIS

ANALYSIS OF OUR FINANCIAL STATEMENTS

he Indian Affairs’ financial statements,

Section III of this report, received an
unqualified audit opinion issued by the indepen-
dent accounting firm of KPMG LLP. It is Indian
Affairs’ responsibility to prepare these statements
to provide reliable information that is useful for
assessing performance and allocating resources.

The financial data presented in this report
has been prepared from the Indian Affairs’ books
and records in accordance with accounting
principles generally accepted in the United States
of America. These principles for Federal entities
are the standards prescribed by the U.S. generally
accepted accounting principles (GAAP).

Assets - What We Own

Indian Affairs had total assets of $3.07 billion
at the end of FY2006, less than 1 percent decrease
from the previous year’s total assets of $3.09 bil-
lion. Approximately 50 percent of Indian Affairs’
assets are contained within Fund Balances with

New fire engine for Navajo Region.

Treasury (FBWT). The $19 million increase in
FBWT from FY2005 primarily results from a slight
increase ($5 million) in appropriations received
and a slight decrease ($8 million) in net outlays
incurred.

Property, plant and equipment (PP&E)
comprised Indian Affairs’ second largest asset
total at 44 percent. Overall, PP&E decreased by
$33 million, a slight decrease of 2 percent from
the FY2005 level.

Receivables consisted of $7 million in ac-
counts receivables owed from other Federal agen-
cies, $32 million in accounts receivables from
the public, and $17 million in loans receivables.
Receivables decreased in FY2006 by $6 million
(9.6 percent) primarily because of repayments
collected for the loans receivables as well as the
change in net present value of credit reform loans
receivable due to subsidy re-estimate calculation.

Liabilities - What We Owe

Indian Affairs had total liabilities of $735
million at the end of FY2006, a 12 percent
decrease over the previous year’s total liabilities
of $838 million. This decrease was due to pay-
ment of legal cases settled and/or dismissed and
liquidation of advances received from the Depart-
ment of Education.

Approximately one-third (32 percent) of
Indian Affairs’ FY2006 liabilities were for the
Judgment Fund ($120 million), contingent
liabilities ($58 million), and environmental
clean-up liabilities ($55 million). Another 27 per-
cent of the Indian Affairs’ total liabilities ($195
million) were employment related liabilities.
These included $30 million in employee benefits,
$23 million in accrued payroll and benefits, $116
million of Federal Employment Compensation
Act (FECA) actuarial liability, and $26 million in
annual leave. The employment related liabilities
showed a slight decrease of 2 percent from the
FY2005 level.

Credit reform related liabilities of $122
million consisted of $92 million (75 percent) in
loan guarantee and $30 million (25 percent) in
Treasury borrowings to finance the loan pro-
grams. The 10 percent increase from the FY2005
level was due to an upward subsidy re-estimate in
the Loan Guarantees program.
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ederal agencies, by law, cannot disburse

money unless the Congress has appropri-
ated funds. Funded liabilities are expected to be
paid from funds currently available to Indian
Affairs, whereas unfunded liabilities will be paid
from funds made available to Indian Affairs in
future years. Of the total liabilities, $449 million
(61 percent) were unfunded and largely com-
prised of environmental and legal contingent li-
abilities, FECA actuarial liabilities, and unfunded
annual leave.

Tables 1-1 and 1-2 summarize Indian Affairs’
assets and liabilities as of FY2005 and FY2006.

($255 million), Loans ($25 million), and related
programs ($138 million). The remaining 31
percent of budgetary resources were from unob-
ligated balances carried forward, recoveries of
$734 million and offsetting collections of $340
million.

Indian Affairs classifies revenue as either
exchange or non-exchange revenue. Exchange
revenue is derived from transactions in which
both parties, Indian Affairs and the public or
other governmental entity, receive value. They
include fees collected for utilities, the Indian
Affairs’” education and school lunch programs,
construction operations,
and the rental of equipment.

Type

Percent
Change

Judgment Fund and Contingent Liabilities

+ 0.9 percent

Employment Related Liabilities

- 2.0 percent

Credit Reform Related Liabilities

+ 9.9 percent

Accounts Payable

- 70.3 percent

Other Liabilities

- 6.6 percent

Total Liabilities

- 12.3 percent

Percent FY2006 FY2005 Reimbursable agreements

Type Change ($ millions) | ($ millions) with the Department of Edu-

Fund Balance with Treasury + 1.3 percent $ 1,527 $ 1,508 |  cation, which offset the cost
Property, Plant & Equipment, Net - 2.4 percent $1,339 $1,372| of Tribal and BIE operated
Advances to Others & Prepayments - 6.9 percent $80 $ 86| primary schools, are recog-
Investments, Net +2.9 percent $70 $ 68 Eizcid as exchange re}\llenue.

. Xcnange revenue, snown on
Receivobles, Net 9.8 percent $ 56 $ 62 the Indigan Affairs” Consoli-

Total Assets | - 0.8 percent $ 3,072 $ 3,096 dated Statement of Net Cost,

reduces the reported cost of
operations.

FY2006 FY2005 Non-exchange rev-
£ i) || (b ol enue is derived from the
$ 233 $ 231 government’s sovereign right
$195 $199|  to demand payment, includ-
$122 $1 ing fines for late payment
$ 43 $145| ofloans. Non-exchange
$ 142 $152| revenue is recognized when
a specifically identifiable,
07 S legally enforceable claim to

Results of Operations

What Indian Affairs Received

For FY2006, Indian Affairs had total budget-

resources arises, and to the

extent that collection is probable and the amount
can be reasonably estimated. These revenues
are not considered in reducing Indian Affairs’

operating costs and are, therefore, reported on
the Consolidated Statements of Changes in Net

ary resources of $3.45 billion -- no change from
the FY2005 level. Approximately 69 percent of the
resources consisted of Appropriations Received
and Direct Transfers, totaling $2.38 billion. The
appropriations were for the Operations of Indian
Programs (OIP) ($1.96 billion), Construction

Position.

During FY2006, Indian Affairs earned ap-
proximately $138 million in revenues from the
public and $269 million in revenue from other
Federal entities, for a total of $407 million. This
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represents a decrease of $42 million from FY2005
($449 million), which is from the revenues
earned from the Department of Education.

What Indian Affairs Spent

Net cost of operations decreased by $297
million or 11 percent from $2.8 billion in FY2005
to $2.5 billion in FY2006. The decrease is largely
due to the early implementation of the OMB Cir-
cular A-136 Parent/Child reporting requirement
for the Department of Transportation Highway
Trust Fund. The FY2006 net cost associated with
this allocation transfer is reported on the parent’s
(Federal Highway Administration) financial
statements.

Road construction crew at work
repairing street.

The majority of the budgetary resources were
spent during the current year to support three
major end outcome goals: Improve Protection of
Lives, Resources, and Property; Fulfill Indian Fidu-
ciary Trust Responsibilities; and Advance Quality
Communities for Tribes and Alaska Natives. Of
the $2.5 billion in total net cost, Advance Quality
Communities for Tribes and Alaska Natives ac-
counted for 76 percent ($1.9 billion) of the total.

Under the FY2007 budget restructuring, end

outcome goal - Protect Cultural and
Natural Hertage Resources - will be [0 able 1:3, Wihere Funds Come From " " ]

added. The current FY2006 Statement FY2006 FY2005
of Net Costs does not reflect this Type Percent Change | ($ millions) [ ($ millions)
mid-2006 realignment, but it will be | Appropriations and Direct Transfers - 0.2 percent $2,378 $2,383
reflected in the FY2007 Statement. ; .

N Ungllaglgcted.Bclonces Carry-forward - 6.0 percent $734 $781

As of fiscal year-end, $2.8 billion | nd Recoveries

of budgetary resources had been Offsetting Collections +10.0 percent $ 340 $ 309
obligated, representing no change Total Budgetary Resources - 0.6 percent $ 3,452 $ 3,473

from FY2005. Gross outlays, which
reflect the actual cash disbursed

totaled $2.6 billion. Percent 2006 2005
Tables 1-3 and 1-4 reflect the Type Change ($ millions) | ($ millions)
funds provided to Indian Affairs and | Improve protection of Lives, Resources, and | - 4.7 percent $182 $ 191
how these funds were used. Property
Fulfill Indian Fiduciary Trust Responsibilities | - 19.2 percent $ 424 $ 525
Advance Quality Communities for Tribes - 8.9 percent $1,882 $2,068
and Alaska Natives
Net Cost | - 10.6 percent $ 2,488 $2,784
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Financial Performance Metrics -
What We Measure

The Debt Collection Improvement Act
(DCIA) of 1996 requires timely referral to the
Department of Treasury for collection of delin-
quent receivables. During FY2006, Indian Affairs
referred $7.4 million to Treasury for collection.
Of the current and past debts referred to Treasury,
$830 thousand was collected in FY2006. Overall,
Indian Affairs improved its performance in this
category by 13 points from a referral rate of 86
percent in FY2005 to 99 percent this fiscal year.

Indian Affairs also strived to increase the per-
centage of all payments (travel and vendor) made
via electronic funds transfer (EFT). In FY2006, we
exceeded the DOI goal for electronic travel pay-

ments by 3 percent from a baseline of 96 percent.
The percent of vendor payments made electroni-
cally, however, were slightly below (2 percent)
the DOI target because of the remote locations of
many of the Indian Affairs’ vendors.

The Prompt Payment Act requires that Federal
agencies pay their bills on time or an interest
penalty must be paid to vendors. During FY2006,
9 percent of invoices required interest penalties
compared to 14 percent for FY2005; however, we
recognize continued improvement is still needed
in this area.

Table 1-5 presents a fiscal year-end summary
of Indian Affairs’ performance relative to the
DOI’s performance goals.

FY2006 | Target Met,
FY2006 Performance | Not Met, or
Type Why It Is Important Actual Goal Exceeded
Percent of Accounts Receivable from Public Actively collecting debt improves manage-
delinquent over 180 days referred to Treasury | ment accountability and reduces Treasury 99 percent | 95 percent | Exceeded
borrowing.
Percent of Vendor Payments made Use of electronic funds transfer saves money,
electronically reduces paperwork, and improves cash 94 percent | 96 percent | Not Met
management.
Percent of Travel Payments made electronically | Use of electronic funds transfer saves money,
reduces paperwork, and improves cash 99 percent | 96 percent | Exceeded
management.
Percent of Vendor Payments made on time Timely payment reduces interest charges and
reflects a high degree of accountability and 91 percent | 98 percent | Not Met
integrity.
5mp|oyee Travel Cards delinquent over 60 Eeizluc‘lng outstanglng travel carle balances 27 percent | 2 percent Not Met
ays elps increase rebates to agencies.
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SECTION I. MANAGEMENT’S DISCUSSION AND ANALYSIS

ANALYSIS OF OUR FINANCIAL STATEMENTS

Stewardship Information

The stewardship resources for which Indian
Affairs is accountable have been categorized into
two groups: “Stewardship Assets” and “Stew-
ardship Investments.” Stewardship Assets are
property entrusted to or owned by the Federal
government for the long-term benefit of the
Nation (such as public land). The government
is charged with safeguarding and maintaining
these assets. Indian Affairs’ Stewardship Assets
consist of: Heritage Assets - Museum Property
Collections, Heritage Assets - Non-Collectables,
and Stewardship Land. Stewardship Investments
represent expenses charged to current operations
that are expected to benefit the Nation over time.
Indian Affairs” Stewardship Investments consist
of: Human Capital - Indian Education and Non-
Federal Physical Property.

The Indian Affairs’ museum property collec-
tion includes art work, archeological materials,
historical objects, and associated records. Indian
Affairs’ non-collectible assets consist of one site
(Haskell Indian Nations University in Lawrence,
Kansas) designated by the Secretary of Interior
as a National Historic Landmark. Indian Affairs’
Stewardship land encompasses a wide range of
activities, including recreation, conservation, and
functions vital to the culture and livelihood of the
American Indians and Alaska Natives.

Indian Affairs” investment in human capital
includes Indian educational programs and Indian
employment, training and related services. The
goal of the Indian Affairs education program
is to provide quality education opportunities
in Indian communities from early childhood
throughout life, with consideration given to the
mental, physical, emotional, spiritual and cultural
aspects of the individual being served. The Indian
Employment, Training and Related Services Act
allows Federally recognized Tribes to use Federal
funding to provide employment, education, train-
ing, child care, welfare reform and related services
in Indian communities.

Indian Affairs’ investment in Non-Federal
Physical Property includes schools, dormitories
and other infrastructures; the Indian Reservation
Roads Program; and the Indian Reservation Roads
Bridge Program.

Costs of stewardship-type resources are
treated as expenses in the financial statements in
the year the costs are incurred. These costs and
the resultant resources are intended, however, to
provide long-term benefits to the public and are
included as RST and RSSI reporting to highlight
their long-term benefit nature and to demonstrate
accountability over them. Depending on the
nature of the resources, stewardship reporting
may consist of financial and non-financial data.
Stewardship Assets are not required to be includ-
ed in the Balance Sheet section of Indian Affairs’
financial statements.

See the RSI and RSSI portion of Section III
for complete disclosures regarding stewardship
information.

BIA road crew grading dirt road for local access
to homes.
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Limitations of the Financial
Statements

The principal financial statements have been
prepared to report the financial position and
results of operations of Indian Affairs, pursuant to
the requirements of 31 USC 3515 (b).

While the statements have been prepared
from the books and records of Indian Affairs in
accordance with generally accepted accounting

principles for Federal entities and the formats
prescribed by the OMB, the statements are in
addition to the financial reports used to monitor
and control the budgetary resources which are
prepared from the same books and records.

The statements should be read with the
realization that they are for a component of the
U.S. Government, a sovereign entity.
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SECTION |. MANAGEMENT’S DISCUSSION AND ANALYSIS
COMPLIANCE WITH LEGAL AND REGULATORY REQUIREMENTS

Improper Payments Information Act

The Improper Payments Information Act of
2002 (P.L. 107-300) requires Federal agencies to
carry out a cost-effective program for identifying
payment errors and recovering any amounts
overpaid.

Improper payment means any payment that
should not have been made or that was made in
an incorrect amount under statutory, contractual,
administrative, or other legally applicable re-
quirement. These include: overpayments, under
payments (including inappropriate denial of pay-
ment of service), any payment that was made to
an ineligible recipient or for an ineligible service,
duplicate payments, payments for services not
received, late payment interest not earned, and
payments that do not take credit for appropriate
discounts. The term “improper payment” and
“erroneous payment” have the same meaning for
these purposes.

In accordance with the Improper Payments
Information Act of 2002 and Department guid-
ance, Indian Affairs reviewed their programs’
internal controls to gain reasonable assurance
that controls were in place to limit the chance
of making improper payments. Although IA did
not have any programs meeting the $100 million
threshold, sufficient controls were in place to
minimize the risk of making improper payments.

Management Assurances

The following management assurances are
provided as they relate to the following two
statutes:

Federal Managers’ Financial Integrity Act

The FMFIA of 1982 requires agencies to
establish management control and financial
systems that provide reasonable assurance that
the integrity of Federal programs and operations
is protected. It also requires that the head of the
agency provide an annual assurance statement
on whether the agency met this requirement and
whether any material weaknesses exist.

INDIAN AFFAIRS

The FMFIA assurance statement also requires
a management’s assessment of the effectiveness of
the internal controls to support effective and ef-
ficient programmatic operations; reliable financial
reporting and compliance with applicable laws
and regulations; and whether the financial man-
agement systems conform to financial systems
requirements.

In FY2006, Indian Affairs conducted an
assessment of their systems of management,
accounting, and administrative controls in ac-
cordance with the requirements and guidelines
prescribed by the FMFIA and OMB Circular
A-123, “Management’s Responsibility for Internal
Control” dated December 21, 2004.

Assessment of Internal Controls

In response to FMFIA and the Department’s
FY2006 Internal Control and Audit Follow-up
Program guidance, Indian Affairs conducted
several program and financial Management
Control Reviews (MCR), evaluations, assessments
and audits during FY2006.

In assessing the internal management
controls, Indian Affairs relied on management'’s
knowledge and experience of daily operations
of its programs and systems of accounting and
administrative controls, coupled with the infor-
mation obtained from various internal control
assessments; OIG and Government Accountability
Office (GAO) audits; internal program evalua-
tions and studies; and other performance plans
and reports.

The assessment did not identify any new
material weaknesses or non-conformances.
Consequently, the existence of prior year mate-
rial weaknesses, Wireless Communication and
Detention Centers, did not prevent the Associate
Deputy Secretary from providing reasonable
assurance as to the effectiveness of its internal
control taken as a whole.
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SECTION |. MANAGEMENT’S DISCUSSION AND ANALYSIS
COMPLIANCE WITH LEGAL AND REGULATORY REQUIREMENTS

Controls over Financial Reporting

During FY2006, Indian Affairs conducted an
assessment of their effectiveness of internal con-
trols over financial reporting, which included the
safeguarding of assets and compliance with ap-
plicable laws and regulations in accordance with
the requirements of Appendix A of OMB Circular
A-123 and the Chief Financial Officers’ Council
Implementation Guide dated July 31, 2005, as
implemented by the Department. The Indian
Affairs’ assessment focused on specific financial
reports and related financial statement line items
identified by the Department as material to the
Department’s consolidated financial reports.

Based on the results of this assessment,
Indian Affairs provided reasonable assurance to
the Department that its internal control over the
effectiveness and efficiency of operations and
compliance with applicable laws and regulations
as of September 30, 2006 was operating effective-
ly and no material weaknesses were found in the
design and operation of their internal controls.

During FY2006, Indian Affairs also assessed
its information technology systems to determine
whether they generally complied with the re-
quirements of the Federal Information Security
Management Act (FISMA), and Appendix III of
OMB Circular A-130, “Management of Federal
Information Resources.”

Federal Financial Management
Improvement Act

The FFMIA of 1996 requires that agencies’
financial management systems provide reliable
financial data in accordance with generally
accepted accounting principles and standards.
Under FFMIA, financial management systems
must substantially comply with the following
three requirements:

o Federal financial management system
requirements

e Applicable Federal accounting standards

e U.S. Government Standard General Ledger
(USSGL) at the transaction level.

The Act also requires that the independent

auditors’ report relating to the financial state-
ments must state whether the Indian Affairs’
financial management system complies with the
above requirements.

In light of the above, Indian Affairs evalu-
ated their financial management system dur-
ing FY2006 and concluded that it conformed
substantially with the above Federal financial
system requirements. In fact, IA maintains that
its internal management controls and financial
management system programs are in substantial
compliance with FEMIA. It is within this overall
acceptable framework that IA continues to:

e Integrate the appropriate internal manage-
ment controls into the appropriate business
processes and the financial management
system at the pertinent organizational level

e Review internal management controls and
financial management system controls on a
recurring basis

e Develop and implement corrective action
plans on management control weaknesses

e Monitor the corrective action plans until
the identified weaknesses were corrected.

Although TA continues to maintain the above
position on FFMIA compliance, the independent
auditors’ report has asserted over the past few
years that the Bureau’s financial management
system (i.e., the Department’s Federal Financial
System) does not substantially comply with the
FFMIA accounting and system requirements
concerning selected federal accounting standards
and the USSGL at the transaction level. Each of
these auditors’ reports, however, did not specifi-
cally identify any instance in which IA’s financial
management system did not substantially comply
with the FFMIA requirements.

Resolution of Internal Control
Weaknesses and Non-Compliance
with Laws and Regulations

The following table summarizes actions taken
to resolve the material weaknesses and instances
of noncompliance with laws and regulations cited
in the FY2005 Independent Auditors’ Report.
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Material Weakness

Corrective Actions

Target
Correction
Date

Controls Over Indian Trust Fund

In conjunction with the Office of the Special Trustee for American Indians, Indian Affairs
validated the business processes for: processing probate cases, conducting leasing
activities for minerals and mining, and surface uses; managing forests, negotiating tim-
ber contracts and managing the timber sale process; managing acquisitions and sales
of Indian lands; and handling the processing of land transactions. Additionally, Indian
Affairs performed tests of controls over selected functions to provide assurance that the
business processes are being followed. In October 2006, the Department downgraded
the Department's FY2005 Financial Statement Material Weakness to a bureau-level
reportable condition.

FY2007

Controls Over Property, Plant,
and Equipment

Revised various policies and procedures to strengthen the controls over property, plant
and equipment. Specifically, the Construction-In-Progress (CIP) Accounting Management
Handbook was revised to reflect new business processes. Further, staff was trained on
these new business processes. The Office of the Chief Financial Officer (OCFO) also
instituted periodic testing of CIP transactions to ensure accuracy of the data and to
provide assurance that the business processes are being followed.

FY2006

Controls Over Accounts Receiv-
able and Deferred Revenue

The OCFO instituted significant actions to strengthen the internal controls for Unbilled
Accounts Receivable and Advances to Others (Education Agreements). These included
implementing procedures for establishing contracts/agreements in the Federal Financial
System (FFS), completing a full reconciliation of the agreements to FFS, and develop-
ing an OCFO tracking system in conjunction with the BIE fo ensure all agreements are
accurately reflected in FFS.

FY2006

OMB Circular A-133 Audits of
States, Local Governments, and
Non-profit Organizations

Indian Affairs revised its manual and training materials to clarify the roles and responsi-
bilities of the awarding agency in the Single Audit process and developed performance
standards and Government Performance and Results Act performance measurements to
ensure the timely issuance of management decisions and receipt of Single Audit reports.
Monthly reporting to management was enhanced. As of September 30, 2006, Indian
Affairs had no outstanding management decisions which were more than 6 months
after the date of receipt.

FY2006

Debt Collection Improvement Act
of 1996

Developed comprehensive policies and procedures to include application of the proper
collection tools and due process, use of the proper interest rate for delinquent debts,
timely referral to the U.S. Treasury, and proper management review.

Implemented quarterly certifications from regional managers, Education Line

Officers, and the National Business Center (NBC) on accounts receivable balances
review and timely debt referral.

Revised FY2007 Service Level Agreement with the NBC fo institute additional reporting
requirements that would facilitate IA monitoring of NBC's debt collection and referral
process.

FY2006

OMB Circular A-25, User
Charges

Issued Indian Affairs’ Burden Rate Implementation policy which addresses the roles
and responsibilities for establishing and administering burden rates, the methodology
and frequency for establishing a burden rate, and the criteria for determining which
reimbursable agreements warrant the application of the burden rate. Policy is effective
October 1, 2006.

FY2007

Federal Financial Management
Improvement Act of 1996

The FFMIA noncompliance finding summarizes the identified audit deficiencies which
resulted in Indian Affairs’ financial management systems not substantially complying
with applicable Federal accounting standards and the U.S. Government Standard
General Ledger (USSGL). Indian Affairs has addressed deficiencies in its Construction-
in-Progress, accounts receivables and deferred revenue, contingent liabilities and direct
and guaranteed loan processes to ensure proper reporting in accordance with the
Federal accounting standards. In addition, Indian Affairs has implemented new posting
models to ensure that transactions recording the donation of a capitalized asset are in
accordance with the USSGL.

FY2006

INDIAN AFFAIRS @ PERFORMANCE & ACCOUNTABILITY REPORT




INDIAN AFFAIRS PERFORMANCE & ACCOUNTABILITY REPORT



SECTION I. MANAGEMENT’S DISCUSSION AND ANALYSIS

LOOKING FORWARD

With accountability becoming an ever
increasing demand of American

citizens, government must continue to improve
its delivery of public services and stewardship of
public resources. Responding to these demands
will require government decision-makers to
adopt new ways of thinking, to consider different
ways of achieving goals, and to use new types of
information to guide decisions. Indian Affairs is
no different. In fact, Indian Affairs is adopting the
principles of performance-based management in
its effort to address these demands.

Indian Affairs’ performance-based manage-
ment seeks to shift the focus away from its
preoccupation with activities, such as “student
loans” and “probates”, to a focus on the “results”
and “outcomes” of those activities. For instance,
we need to focus our energy on the “real gains
attained” as a result of the student graduations
and probate closures. In other words, the Indian
Affairs’ performance-based management ap-
proach systematically integrates into our decisions
the “results it intends to achieve” when thinking
about organizational structures, program and
service delivery strategies, use of technology, and
human capital practices.

The following summaries, as well as the sum-
mary of Cobell v. Kempthorne at the end of this
section, present the most serious management
challenges facing Indian Affairs. For the most part,
the challenges are not amenable to simple, near-
term resolution and can only be addressed by a
concerted, persistent effort resulting in progress
over a long period of time. Although these issues
tend to guide our oversight efforts, we continually
re-assess the Indian Affairs’ goals and objectives
to ensure that our focus remains relevant, timely,
and responsive to changing priorities.

Information Technology

Indian Affairs is continuously reviewing
new technologies to better manage and provide
services for our internal and external customers.

INDIAN AFFAIRS

Improved security and management controls
have resolved over 20 previous audit findings.
Although still under a Court Order that keeps
Indian Affairs’ offices disconnected from the
Internet, plans have been put in place to securely
implement e-Government systems at such time as
connectivity is approved.

To meet the challenges that new technologies
bring, Indian Affairs is also preparing the neces-
sary acquisition and implementation plans that
protect information assets while simultaneously
providing the highest quality of service and access
to needed information. These new technologies
will also require updated policies and procedures
to maintain a high level of operational effective-
ness and management controls. Close monitoring
will be paramount to ensuring that the promised
benefits of these technologies are achieved.

Human Capital Management

Like several other Federal, State and Local
government agencies, Indian Affairs faces the
challenge of attracting and retaining a highly
skil