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EXECUTIVE SUMMARY
Commerce in Firearms Report

The first annual report on Commerce in Firgatms in the United States, issued by the Bureau of
Alcohol, Tobacco and Firearms (ATF) in February 2000, contained significant findings
concerning the regulated firearms industry, Specifically, the Commerce in Firearms (CIF)
Report revealed that 1.2 percent of federally Licensed firearms dealers, or 1,020 dealers, had
accounted for 57 percent of crime guns successfully traced to active retail dealers during 1998.
The CIF report further revealed that each of these dealers had had 10 or more crime guns traced
in 1998 and that many of these dealers, also during 1998, had been associated with 10 or more
traces involving firearms that had moved from retail sale to use in crime in 3 vears or less.
Additionally, the CIF report noted that ATF's tracing and other enforcement activities are
hindered by some dealers® lack of cooperation in responding to trace requests as well s by the
Bureau’s lack of access to data on secondhand or “used” firearms sold by Federal firearms
licensees (FFLs).

To address the problems highlighted by the CIF report, ATF undertook two initiatives beginning
in February 2000: (1) = focused inspection initiative and (2) a “demand letter” initiative, In
undertaking the focused inspection and demand letter injtiatives, ATF hoped to improve its
ability to successfully complete fircarms traces. ATF also hoped to shed light upon the question
of why a relatively small portion of the FFL population accounts for 2 disproportionately large
share of crime gun traces. Further, ATF wanted to hone its criteria for focusing inspections and,
in this regard, 1o determine the extent to which factors such 23 raw number of firearms traces,
short "time-to-crime," and lack of cooperation on the part of dealers are indicators of possible
firearms trafficking or of other violations of the Gun Control Act of 1968 (GCA).

Focused Inspection Initiative

The focused inspection initiative entailed ATF s conduct of comprehensive comphance
inspections of dealers who had been uncooperative in response to trace requests and of FFLs
who bad 10 or more crime guns (irrespective of time-to-crime) traced to them in 1999. The
goals of the initiative were to reconcile the dealers' firearms inventories with their required
records, complete traces that could not be completed previously, inspect required transaction
records, check compliance with the Brady Act's ba::kgrotmd check requirements, and educate
dealers a5 to the requirements of Federal law.

We found that. although more than half of the inspected FFLs were in substantial compliance
with Federal Iaw, many had violations, including failure to file “multiple sales™ reports, failure to
maintain an adeguate record of acquisitions and dispositions, and failure to properly execute
firearms transaction records (ATF Forms 4473). The inspections disclosed violations in
approximately 75 percent of the 1,012 dealers we inspected, While some of these violations
were minor and were addressed during the course of the inspection, others warranted
administrative action against the dealer or referral for further investigation.

SAAMI 003770



The Appendix is a table summarizing the results of the focused inspection initiative, The most
sipnificant findings from the inspections are set forth below.

Large number of missing guns. Nearly half (47 percent) of the dealers had at jeast one
inventory discrepancy. While the majority of discrepancies were resolved through the
inspection process, approximately 13,271 missing guns could not be accounted for by
202 licensees. Further, 16 licensees each had more than 200 missing guns. ATF will
compare information about each of these missing firearms to data in the Firearms Tracing
Sysiem to see if we can develop any investigatory leads.

Significant problems in complying with recordkeeping requirements, More than

57 percent of the inspected dealers had at least one viclation relating to a failure to
properly execute the required ATF Form 4473, and 54 percent of the dealers failed to
maintain a complets and accurate acquisition and disposition record. In addition,

© 22 percent of the dealers had violations of the multiple handgun sales reporting

requirement and 15 percent of the dealers had recordkeeping violations relating to the
required background check under the Brady Act.

Sules to potential traffickers and potentially prohibited persons. Inspections identified
sales to more than 400 potential firearms traffickers and nearly 300 potentially prohibited
individusls, resulting in 691 referrals being sent to ATF specizl agents for further
investigation. The overall ratio of trafficking referrals to licensees was more than 3 times
higher in the group of licensees with 10 or more firearms traces with a short time-to-
crime than in the group of licensees who did not have at Jeast 10 traces with a short time-
to-crme.

Completion of previously unsuccessful crime gun traces. Inspectors were able to resolve
76 percent of the previous yesr's unsuccessful fraces associated with the inspected
dealers, for a iota] of 1,336 completed traces.

Adverse administrative proceedings. As a result of the focused inspzctions, 45 percent of
the inspected dealers were recommended for follow-up administrative action, including

2 percent for license revocation. It should be noted that 60 percent of the uncooperative
dealers were recommended for follow-up action, including 17 pereent for whom license
revocation was recommended. By comparison, 47 percent of the dealers with 10 or more
short time-to-crime traces and 43 percent of the remaining dealers with 10 or more traces
were recommended for some sort of follow-up administrative sction, with less than

2 percent of the dealers in these two groups recommended for revocation.

Demand Letter Initiative

The demand letter initiative entailed the issuance, to FFLs who had been uncooperative in
respanse fo trace requests, of letters requiring the submission of all their fircarms transaction
records for the previous 3 years, with monthly reports to be made thereafter, -Additionally,
demand letters requiring the submission of records concerning the acquisition of used guns were

-1 -
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sent to FFLs who, in 1999, had traced to thems 10 or more guns that were found to have had a
time-to-ctime of 3 years or less. The results of this initiative are summarized below.

. Increased cooperation by dealers in response 1o trace reguests. The issuance of demand
letters was found to have dramatically improved the level of dealers’ cooperation in
responding to trace requests. This improvement has occurred both among the dealers
who received demand lettets because of their earlier lack of cooperation (none of these
dealers has been uncooperative since the demand letters were issued in February) and
among the general population of dealers (only one other dealer has been uncooperative
with a trace request since February),

. Completion of crime gun traces. Since February, demand letter recipients have submitted
records on more than 350,000 fireanns, the majority of which were nsed guns. These
records have enabled ATF to suecessfully complete 745 crime gun traces, involving at
least 523 used guns and 147 trace requests that had been received prior to the demand >
Ietter initiative.

. Providing leads on lost, stolen, and suspect guns. The demand letter records matched
519 firearms that had been reported to ATF as lost or stolen and 430 fireavms that were
suspected of being associated with criminel activity. The successful traces and the
matches resulting from the demand letter information have provided ATF and other law
enforcement agencies with valuable investigative leads,

Significant Findings

The results of the focused inspection and demand letter inftiatives have yielded the foliowing
significant findings: :

. A small group of dealers accounts for a disproportionately large number of crime
gun traces, Although the 1,012 dealers inspecied during the focused inspection
initiative represent only 1.2 percent of the 81,325 licensed dealers in 1999, and
accounted for less than 20 percent of the firearms soid by retuil dealers in 1999,
they accounted for more than 50 percent of the crime guns successflly traced to
active dealers in 1999, These dealers were responsible for more than 28,000 of
the 35,967 crime gun traces to active retail dealers in 1999, Accordingly, sales
volume alone cannot be said fo account for the disproportionately large number of
traces associated with these firearms dealers.

. The licensees subject 1o the focused inspections had significantly higher rates of GCA
violations than a random sample of licensees inspected in 1998. In the 1998 sample,
approximately 37 percent of the licensed dealers were found to have viclations during
inspection. By contrast, 75 percent of the dealers inspected during the focused inspection
had one or more viclation.

-ii -~
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Certain groups of inspected licensees were disproportionately represented in
administrative follow-up actions and investigative refervals. These included
uncooperative dealers, dealers having 10 or more crime guns with a time-to-crime of
3 years or less traced to them in 1999, dealers with a significant number of unresolved
inventory discrepancies, and dealers with a significant number of wnreported multiple
handgun sales.

Focus on the Future

ATF has acquired much useful information from the demand letter and focused inspection
initiatives; including information that will help us refine such efforts in the fumre Based on the
results of these initiatives, ATF is taking the following steps.

Refine the focused inspection initiative. The broad focused inspection initiative we
completed in 2000 provided us with valuable data. Nonetheless, given our limited
tesources, it would not be feasible to condnct such a broad inspection initiative again in
2001. Accordingly, next year's inspection initiative wili focus on the following groups of
licensees that, based on the focused inspection results, are most likely to have compliance
problems: newly identified dealers with 10 or more short time-to-crime traces in a year,
ubconperative dealers, licensees with significant inventory discrepancies, dealers who
have a significant number of msuccessful traces, and dealers who were the subject of
administrative action during the current inspection initiative.

Continue the demand letter initiative for uncooperative dealers and refine the demand
letter initiative for other dealers. The demand letter for uncooperative dealers has proven
extremely successful and will be continued. We will also continue to place at least some
derlers who have traced 1o them 19 or more crime guns with a short time-to-crime under
demand letters.

Continue to take steps to improve licensee inventory practices. We have issued a
proposed rule requiring licensees to conduct at ieast one physical inventory of their
firearms each year. We have reqguired inspected dealers having one or more missing guns
to report the missing guns to ATF as a theft or loss. Where appropriste, we are taking
administrative agtion against dealers with unresolved inventory discrepancies.

Better data collection. We have reviscd the Federal firearms license renewal application
form to require applicants to report the mumber of firearms they have purchased and
disposed of during the past 3 years. We are also studying the impact of focused
inspections upon the future compliance record of inspected licensees.

Our findings also will help us better focus our inspection resousces in the fiiture, As set
forth further in the report, we have been and will be engaging in numerous actions as a
result of these initiatives, We are confident that these regulatory programs will help us to
work with the licensed cammunity to improve dealer compliance, reduce firearms
trafficking, and strengthen our capability to trace ctime guns.

-iv -
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L. BACKGROUND
A. Gun Control Act of 1968

In enacting the Gun Control Act of 1968 {(GCA), Congress declared that its purpose was
to keep firearms out of the hands of those not legally entitled to possess them and to
assist Federal, State, and local law enforcement officials in their efforts to reduce crime
and violence. Congress sought to achieve this goal without placing any unnecessary
burden on law-abiding citizens acquiring, possessing or using firearms for lawful activity.

Congress authorized the Secretary of the Treasury to enforce the laws regulating the
manufacture, importation, distribution and sale of firearms, and the laws prohibiting the
criminal possession and misuse of firearms. Among other things, the GCA requires a
person who engages in the business of dealing in firearma to obtain a Federal firearms
license and to maintain detailed firearms transaction records. Pursuant to the Brady
Handgun Violence Prevention Act (Brady Act), licensed dealers are generally required to
initiate a criminal history background check through the National Instant Criminal
Backpround Check System (NICS) prior to transferring a firearm to an unticensed
purchaser. The GCA also authorizes the Secretary 1o conduct warrantless inspections of
the records and inventory of Federal firearms licensees (FFLs) not more than once every
12 months to ensure compliance with the Federal firearms laws. These authorities have
been delegated to the Bureau of Alcohol, Tobacce and Firearms (ATF).

B. Crime Gun Tracing

One of ATF's most important responsibilities is the tracing of crime guns. Crime gun
tracing is the systematic tracking of the movement of a firearm recovered by law
enforcement officials from its first sale by the manufacturer or importer through the
distribution chain (wholesaler/retailer) to the first retail purchaser, Crime gun trace
information is used for three purposes: (1) to link a suspect to a firearm in a cximinal
investigation; (2) to identify potential firearms traffickers; and (3) to detect intrastate and
interstate patterns in the sources and kinds of gums used in crime, when sufficiently
comprehensive tracing is undertaken by a community,

. A crime gun trace begins when a law enforcement official recovers a fircarn, usually
from a crime scene er from the possession of a suspect, felon, or other prohibited person,
and the law enforcement agency having jurisdiction over the case submits a trace request
to ATF’s Nationa! Tracing Center (NTC). Although the NTC traces recovered crime
guns for local, State, Federal, and international law enforcement agencies, most traces are
performed for local law enforcement agencies. The trace request typically identifies the
firearm by serial number, type, manufacturer or importer, and caliber. Additional
information is given about the individual possessing or associated with the firearm, if
known, recovery location, and, in some cases, the offense that brought the crime gun to
the attention of law enforcement authorities.
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The first step the NTC takes when it traces a firearm is to enter the firearm’s serial
number into the Firearms Tracing System (FTS). The FTS is a database that contains
information relating to all firearms traced by the NTC since 1589. It also includes several
subsystems containing information on multiple handgun sales reports, suspect guns
{firearms suspected of having been illegelly trafficked or diverted, but which have not yet
been recovered), and lost and stolen firearms reported by FFLs and common carriers.

The NTC also has an auxiliary indexing system of firearm serial numbers from licensees’
out-of-business records.

The NTC compares the serial number of the gun being traced against serial number
information already in the FTS database. If these steps do not identify the first retail
transaction, the NTC contacts the manufacturer or importer and tracks the recovered
crime gun through the distribution chain (wholesaler and retailer) to the retail dealer. The
NTC then asks the dealer to examine his or her records to determine the identity of the
first retail purchaser.

Resuits are sent back to the trace requester and entered into the FTS, where they are
accessible by NTC personnel. Moreover, data from the FTS is now accessible to ATF
special agents and inspectors in the field through a program called Online Lead. This
program provides field investigators with imporiant leads regarding firearms trafficking
patterns.

The firearms tracing system depends entirely on the accuracy and completeness of
licensee records. The GCA requires licensees to respond immediately to, and in no event
mote than 24 hours after the receipt of, a trace request from ATF. If a licensee is
uncooperative, ATF inspectors must spend extra time seeking the information.
Moreover, if a licensee does not keep proper records, even an inspector may be unable to
resolve the trace. If ATF cannot complete a trace, it cannot provide the requesting
agency with an investigative lead. Furthermore, as noted above, ATF uses trace
mformation to detect patterns of firearms trafficking through the Online Lead program.
When ATF is unable to trace guns, this important investigative tool is weakened,

There are limitations to the current crime gun tracing system. One is the difficulty in
tracing secondhand or *“used” guns through the FTS. For the purposes of this report, a
used gun is a firearm that a licensee obtains from an vnlicensed person. Used guns make
up a significant portion of many dealers’ sales. However, these firearms are difficult to
trace because they have passed through the hands of one or more nonlicensed purchasers
before the licensee obtains them. Indeed, once the first retail purchaser of a nsed gun
disposes of it (to a licensee or otherwise), ATF loses the ability to trace the gun's chain of
custody through the firearms tracing system. To trace a pun beyond the first retail
purchaser, law enforcement authorities must conduct an “investigative trace,” using
traditional investigative methods such as interviews and use of informants. Investigative
traces are extremely resource intensive and, because of the absence of records, often
unsuccessful. For these reasons, ATF does not conduct investigative traces on a routine
basis.
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C. Commerce in Firearms Report

On February 4, 2000, ATF published its first annual report on Commeree in Flrcmms in
the United States (CIF report). The CIF report was intended to help the public better
understand the repulated firearms industry and ATF’s enforcement of the firsarms laws.
The report also provided ATF with important data about the firearms industry,
particularly regarding the sources of guns used in crime and licensed dealers® cooperation
with crime gun tracing requests. Among other findings, the report established the
following:

s Only 1.2 percent of Federal firearms dealers (1,020 of approximately 83,200 licensed
deale:rs) accouutc:d for over 57 percent of the crime guns successfully traced to dealers
active in 1998, !

. 'I‘hcse 1,020 dealers each had 10 or more crime guns traced to them in 1998.

—

s Just aver 430 dealers had 10 ur more crime guns with a time-to-crime of three years
or less traced to them in 1998.2

s In1999 a i jve wi
thereby hindering ATF’s abﬂ:ty to support Federal, State, and local law enforcement
in the fight against gun crime and violence. .

e ATF's difficulty with tracing used firearms soid by FFLs and unlicensed sellers
preseated a major enforcement problem.

These findings were significant because they demonstrated that a small percentage of the
firearms industry is the source of a large percentage of crime guns and an even smaller

- percentage of the industry is uncooperative with ATF’s tracing efforts. Because ATF has
limited regulatory resources, we must focus these resources to have the greatest impact
on ensuring licensee compliance and preventing firearms trafficking * The findings of
the CIF report provided a starting point for such initiatives.

To begin to address the problems highlighted by the CIF report, ATF initiated several
firearms regulatory programs. On February 4, 2000, ATF sent the Secretary a

1 In this report, references to licensed dealers include licensed pawnbrokera.

2 Time-to-crime is the time betwesn the initia] retail sale of a firearm and its recovery as a crime gun. The
average time-to-crime for fireartns is 6 years, Therefore, a time-to-crime of 3 years or less is considered a
short time-to-crime. A short time-to-crime #s an important trafficking indicator because it suggests that a
ﬁrcarm was rzpidly diveried from its first retail sale to the illegal market,

? For the purposes of this report, an uncooperative dealer means a dealer who in 1999 either: (1) did not
respond to en ATF trace request on at Jeast one occasion, (2) did not respond within 24 hours as required
by law on three or more occasions, or {3) provided incorrect information in response to & trace request on
at least one occasion.

*The Administration has requested funding for 200 additional ATF inspectors as part of the FY 2001
budget,
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memorandum outlining these programs. The present report is intended to update you on
the progress of certain of these initietives, specifically the "focused inspection” and
"Jemnand letter” initiatives.®

II. FOCUSED INSPECTION INITIATIVE
A. Actions Taken by ATF

ATF has limited inspector resources. Thercfore, if ATF is to successfully curb firearms
trafficking and assist licensees in complying with the law, it is imperative that we usc
these resources where they will have the greatest impact.

1. Focusing Inspections on Cerfain Denlers

As a result of the findings of the CIF report, ATF focused its inspection efforts on the
following two categories of licensed dealers:

(1} dealers who had been uncooperative with ATF trace requests in 1999; and

{2) dealers who had 10 or more crime guns traced to them in 1999, irrespective of -~
time-to-crime,

ATF selected the uncooperative dealers to be part of this program because we believed
that uncooperative dealers likely often fail to maintain accurate records or fulfill other
responsibilities under the GCA. ATF sclected the second group of dealers to be part of
the inspection initiative 1o try to determine why a large percentage of crime guns were
traced to them. ATF intended to take appropriate action against the inspected dealers if
violetions were found. ATF also sought to identify & improvements that could be made in
the dealers’ business practices to make them less suscoptible iozu-uwpmchnsers" or other
traffickers, This initiative resulted in ATF conducting

2. More Intensive Inspection Efforts

In addition to focusing ATF s inspection resources on specific groups of dealers, a farge
past of the initiative was to conduct inspections of 2 more comprehensive nature.
Accordingly, the focused inspections included:

» Thorough efforts to reconcile a dealer 's physical firearms inveniory with the required
acquisition and disposition (A&D) records. Inspectors verified a licensee’s inventory

* In our Februery 4® memorandum, we stated that we would provide the Secretary with a list of dealers
who were uncoaperative with trace requests in 1999, and a description of actions taken by ATF to enforce
comphance. This listing will be forwarded under separate cover.

¢ A straw purchase occurs when the sctual buyer of a firearm (ofien an individual prohibited under
Federa) law from possessing a firearm) uses another parson, the straw purchaser, to execute the
paperwark necessary to purchase a firearm from an FFL. The straw purchaser viclates the GCA by
making a false statement with respect to information required to be kept in the FFL's records.
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and A&D records in a variety of ways, Inventory was checked against the A&D
record to verify the record’s accuracy. The A&D record also was compared to the
physical inventory to document that all firearms on the licensed premises were
properly accounted for and recorded in the record. Further, the A&D record was
checked against other documents, such as ATF Forms 4473 (Firearms Transaction
Records, completed when sales are made to nonlicensees) and commercial invoices,
to determine whether the A&D record was complete and accurate.’

¢ Completing prior fraces. 'As part of this process, inspectors also undertook to find the
records necessary to resolve any previously incoroplete firearms traces involving the
dealer.

» Inspecting required transaction records. Inspectors conducted a detailed examination
of a dealer’s Forms 4473 to verify whether they were completé and to determine
whether ATF could identify possible prohibited gpurchascrs, potential traffickers,® and
unreported multiple handgun sates transactions.

o Checking compliance with the Brady Act’s background check requirements. ATF
reviewed dealers' Forms 4473 to ensure that dealers conducted NICS checks in
accordence with the requirernents of the Brady Act. ATF also provided the Federal
Bureau of Investigation with information on the dealers' usage of NICS so that it
could be determined whether dealers were misusing the system.

o Educating dealers as 1o the requirements of Federal law. At the conclusion of each
inspection, inspectors reviswed the Federal firearms regulations with the deaters,
including the recordkeeping requirements and the requirement to report & missing
firearm to ATF and local law enforcement within 48 hours of discovering the gon is
missing. The inspectors also discussed any problems noted during inspection and
educated the licensees on issues such as ways to identify straw purchasers, theft and
loss prevention strategies, and the need to conduct periodic firearms inventories, '

B. Resulits

More than half of the licensees inspected under this initiative were in substantizl
compliance with the Gun Control Act. However, numerous viclations and problems were

7 Inspectors werertequired to audit at least 250 firearmy in a licensee’s inventory and an edditional
250 firearmy if discrepancies were found. For dealers with 250 or fewer firearms in inventory, inspectors
were to audit the entire inventory.
* Potential traffickers include purchasers who buy large numbers of firearms at one time, suspected staw
, and individuals who travel sipnificant distances to purchase firearms,

The GCA requires FFLs who sell or dispose of two or more handguns to one person within five business
days to report such “multiple sales” to ATF and the eppropriate State or local law enforcement agency.
¥ Although periodic inventories are not yet required by the regulations, inspectors recommended them as
a good business practice, As discussed in Part V, ATF has jssued » proposed rule that would require
imporiers, manufacturers, and dealers to conduct at least one annual physical fireanms inventory.
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uncovered, some particularly egregious. Where appropriate, ATF took action against
dealers with violations.

The Appendix is a table summarizing the inspection results. The significant findings
from the inspections are set forth below.

1. Qverall GCA Violations

o The vast majority of inspections disclosed one or more violations of the GCA or its
implementing regulations. The focused inspections disclosed violations of the GCA
or its irnplementing regulativns by 761 licensees (75 percent of the 1,012 FFLs
inspected). Many of the violations were deemed to be minor and were addressed
during the course of inspection. As s¢t forth below, others warranted administrative
action of some type.

2. Significant Problems with Inventory Discrepancies

o The dealers inspected in the focused inspection initiatives had significamt problems
with discrepancies in inventory. Of the 484,122 firearms the inspected dealers had in«
ioventory, ATF identified 37,372 discrepancies between the dealers’ physical
inventories and firearmns listed in their A&D records. Nearly half of the dealers
{47 percent) had at least one discrepancy, )

s Many of the inventory discrepancies were resolved by taking physical inventories of
guns. Inspectors were able to resolve 24,101 of these discrepancies (nearly
65 percent), with the majority of problems resulting from faiture fo record the
acquisition and/or disposition of firearms in the A&D book. . For example, an
inspector would find a firearm in inventory which had never been listed as an
acquisition in the A&D book. Similarly, although there may have been no disposition
recorded in the A&D book for a gun which was not in inventory, the inspector may
have been able to find a Form 4473 in the dealer’s records which showed the
recipient of the fircarm. Because these discrepancies have been resclved, the dealer
now wili be able to :eslpond accurately and in a timely manmer to trace requests
involving these guns.!

s The inspection process could not account for 13,271 missing guns. Inspectors were
not able to resolve all the inventory discrepancies through the physical inventory
process. The inspection process conid not account for 13,271 missing puns. These
missing firearms were associated with 202 licensees (20 percent of those inspected).
Sixteen licensees each had more than 200 missing guns, a disturbingly high number.
Some possible causes include past or current careless recordkeeping procedures,
undetected firearm thefts, and dealers intentionally selling firearms off their books.

11 pforeaver, when a dealer’s inventory is in order, he will notice if a firearm is stolen. Thus, dealers with
accurate inventory may be less valnerable to firearms theft,
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ATF will compare information about each of these missing firearms to data contained
in the FTS to see if we can develop any investigatory leads.

3. A Significant Number of Recordkeeping Vielations

Inspectors reviewed over 500,000 Forms 4473 and found more than 3,300 violations of
the Gun Control Act and its implementing regulations. Seventy-five percent of inspected
dealers had at least one violation. These violations ranged from minor infractions to
serious recordkeeping violations that conld, whether intentional or not, facilitate firearms
trafficking. For example, the failure to submit multiple handgun sales reports deprives
ATF, as well as State and local law enforcement agencies, of vseful leads on handgun
traffickers. The following breakdown reveals the types of recordkeeping violations found
through the focused inspection process.

Failure to properly execute ATF Form 4473. The focused inspections umcovered
more than 1,400 violations involving at least 581 licensees (57 percent of the
inspected dealers) relating to a failure to properly execute the required ATF Form
4473. The Form 4473 includes important information about the identity of the
firearm purchaser and the firearm itself. It also includes questions designed to ensure
that the purchaser is not prohibited from possessing firearms. Accordingly, a
licensee’s failure to ensure that the Form 4473 is accurately completed may adversely
affect the Government's ability to prosecute a prohibited purchaser.

Failure to maintain a complete and accurate A&D record The focused inspections
uncovered more then 850 violations involving 549 licensees (54 percent of the
inspected dealers) relating to failure to maintain complete and accurate acquisition
and disposition records. These recordkeeping violations lead o inventory
discrepancies and make it more difficult to trace crime guns.

Failure to submit nultiple havdgun sales reports. There were nearly 225 violations
(involving 222 FFLs, or 22 percent of the inspected dealers) of the multiple sales
report requirements. These included 1,187 unreported multiple sales involving

195 FFLs, or 19 percent of the FFLs inspected. These violations meke it mare
difficult for ATF to detect illegal traffickers in handguns and they may sometimes
indicate dealer cooperation with traffickers.

NICS recordkeeping violations. The inspectors found 193 NICS recordkeeping
violations involving 147 FFLs (15 percent of the inspected dealers). These generally
did not rise to the level of a failure to conduct a Brady background check; however, a
dealer's fajlure to keep accurate records of NICS checks reduces the effectiveness of
the required background checks.

Sales to Potential Traffickers and Potentially Prohibited Persons.

Inspections identified sales to more than 400 potential firearms iraffickers and nearly
300 potentially prokibited individuals, resulting in 691 referrals being sent to ATF
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special agents for further investigation. The potentially prohibited persons may
include persons who obtained fircarms as a result of “delayed” denials from NICS
(i.e., the FFL received a "denied” response after 3 business days had elapsed and the
gun had already been sold) and may include guns sold before November 30, 1998, the
implementation date for NICS.

5. Completion of Previously Unsuccessful Traces

s Inspeciors were able to complete most of last year’s previously unsuccessful traces.
In 1999, more than 28,000 firearms were traced to the inspected dealers. In 1,750 of
these traces, the dealers were not able to provide the NTC with the retail purchaser of
the firearm, and therefore the trace was unsuccessful.'? Inspectors were able to-
resolve 1,336 (76 percent) of the unsuccessful traces associated with these licensees.
That information was then provided to the NTC. The NTC entered the information
into the FTS and Online Lead, thereby-providing an important trafficking
investigation tool, The NTC also forwarded the information to the agencies that had
made the trace requests, providing investigatory leads.

C. Adverse Administrative Proceedings

ATF can take several administrative actions, short of initiating a criminal investigation, if
it finds that a licensee has viclated Federal firearms laws or implementing regulations. In
order of incrensing severity, these include: (1) conducting a follow-up compliance
inspection;'? (2) issuing a waming letter; (3) holding a warning conference; and ‘
(4) revoking the license.' In order to revoke a license, ATF must establish that the
Ticensee willfully violated the GCA or its implementing regulations. The use of waming.
letters and conferences has been developed as a means of establishing that subsequent
violations by a licensee ave willful as opposed to negligent or inadvertent.

o Overall, approximately 45 percent of the inspected dealers were recommended for
some sort of follow-up action, including 2 percent for license revocation. B The
unceoperative dealers were disproportionately represented in this group; 60 percent
were recommended for follow-up action. By contrast, 47 percent of the dealers with

-10 or more short time-to-crime traces in 1999 and 43 percent of the remaining dealers
inspected for having 10 or more crime gun traces in 1999 were recommended for
follow-up administrative action. .

2 Unsuccessful traces do not make dealers uncooperative for the purposes of the demand letter and
inspection initiatives; so Jong as the dealers respond in a timely manner and do not provide incorrect
information to the NTC, they will not be found to be uncooperative,

1 The GCA generally limits ATF to one warrantless compliance inspection every 12 months.

M Existing law enables ATF o impose a fine or suspend a license only in one fimited situation involving
misuse of the NICR system. : -

15 Approximately 4 percént of the licensees seiected for inspection went out of business and surrendered
their firearms licenses to ATF. Another 1 percent surrendered their licenses in leu of adverse action.
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® Reinspections. For 144 licensces (epproximately 14 percent of those inspected), the
only follow-up action recommended was reinspection. This allows ATF to determine
whether the licensees are continuing to have compliance problems, in which case
further administrative action may be appropriate.

*» Warning letters or warning conferences. ATF issued waming letters or held waming
conferences with 289 licensees, or 29 percent of those inspected. Of the
uncooperative dealers, 20 percent received waming letters or attended waming
conferences. In comparison, 33 percent of the dealers with 10 or more short-time-to-
crime traces and 27 percent of the remaining dealers inspected for having 10 or more
crime gun traces were subjected to these sanctions.

» Revocation proceedings. ATF field offices have recomnmended the initiation of
license revocation proceedings on 20 licensees, or approximately 2 percent of those
inspeeted.  Again, the uncooperative dealers were overrepresented in this group;

17 percent of these dealers were recommended for revocation. Less than 2 percent of
the remaining dealers inspected were recommended for revocation.

III. DEMAND LETTER INITIATIVE
A. Actions Taken by ATF

While the GCA requires licensees to maintain detailed records of firearms transactions at
their premises, licensees generally are not required to report this information to ATF.
However, the GCA authorizes the Secretary to send letters to icensees, demanding the
submission of all record information required to be kept by law. ¥ In February 2000,
ATF issued two seis of “demand letters” to licensess, which this repart will refer to as
“demand letter 1” and “demand letter 2.

1. Jssuance of Demand Letters to Uncovperative Dealers

Demend letter 1 required uncooperative dealers to submit to ATF all fircarms
transactions records for the last 3 years and to continue to submit these reporis ona
monthly basis ttil further notice: ATF sought this information so that we could quickly
trace firearms sold by these dealers if they continued to be uncooperative and could
verify responses they did provide. Demand letters were sent to 41 such deaters. 7
Presently 31 uncooperative dealers remain under demand. '8

'6 See 18 USC § 923(g)(5) and 27 CFR § 178.126.

17 A dealer jn Maryland sued ATF efier receiving demand letter 1, afleging, in part, that the demand Jetter
violates the prohibition in 18 USC § 926(4) against rules or regulations enacted after May 19, 1986 that
require firearm records be “recorded at or transferred to a facility owned, managed, or controlled by the
United States.” On April 13, 20600, the Federal District Court in Baltimore held that the demand Jetter
was contrary to section 926(a) and enjoined ATF- from enforcing the demand letter against the dealer.
The Government iz eppealing this decision and ATF continees fo believe it has the legal authority to
demand the specified firesems records from federaily licensed dealers. The decision has not prevented
ATF from receiving records from any licensees other than the dealer invoived in this case.
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2. Issuance of Demand Letters to Dealers Whe Had Traced to Them 10 or More
Crime Guns with a Time-to-Crime of 3 Years or Leas

Demand letter 2 was issued 1o licensed dealers who, in 1999, had 10 or more crime guns
with & time-to-crime of 3 years or iess traced to them. The letter reguired these dealers to
provide ATF with the following information about the used guns they had acquired in the
past year: the memufacturer or importer, the serial number, the model, and the caliber or
gauge.'® The deslers were also notified that, following the initial report, they would be
required to submit this infornmation on a guarterly basis.

Because the dealers who received demand letter 2 had been associated with a significant
number of traces of new guns with a short time-to-crime, ATF believed there was a
substantial }ikelihood that the used guns they sell also are being used in crime. The
information acquired through these letters wonld enable ATF to trace the used guns sold

- by these dealers when they are recovered in crime. It also would enable ATF to resolve
crime gun trace requests that previously could not be completed without resort o
investigative tracing methods because they involved used guns.

ATF initially identified 430 licensees who met the requirements of demand letter 2.
Presently 394 licensees remain under demand 2

3. Entry of Demand Letter Records into the FTS

When the NTC receives the demand etter records, the records are entered into the FTS.
More specifically, the information is entered into an FTS demand letter subsystem that
was created as part of this project.? As of September 25, 2000, ATF had received *
information on nearly 76,000 firearms in response to demand letter 1 and information on
more then 274,000 firearms in response to demand letter 2., :

B. Results
The resuits of the demand Jetter initiative have been significant. ATF has scen increased

cooperation from all licensed dealers with respect to trace requests. The data that we
received from the demand letters has enabled us to complete traces on used guns that we

% Of the original 41 dealers placed on demand, 4 dealers have gone out of business and 6 others have
had their demand letters rescinded. '

15 These licensoes wore not required to submit any identifying information on the individuals who had
transferred the guns to them or on individuals subsequently purchasing the firearms.

 Erom the original 430 licensees, 14 have gone out of business, 17 have advised ATF that they do not
deal in secondhand fircarms, and 5 were released from the demand requirements based upon
recommendations from ATF field division offices or as a result of further review of ATF National
Tracing Center records. :

2 fnformation on firearm purchasers contained in demand letter 1 records is not placed in the FTS. When
licensees are released from-the demand letter requirements, the NTC will maintain the firearms
information which has been entered into the FTS.
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would otherwise never have been ab]e to complete through the FTS. The results are set
forth in more detail below.

1.

Increased Cooperation by Dealers in Response to Trace Requests

Since we issued dzmand letier 1, we have seen dramatic improvement in the
cooperation of previously uncooperative dealers. We have made 805 trace requests
to previously uncooperative dealers since the issuance of demand letter 1; not a single
dealer has failed to cooperate with these requests. This increass in comphance levels
suggests that the demand letter requirement helped educate previously uncooperative
dealers regarding their statutory responsibilities 1o respond to trace requests. We will
reevaluate the level of cooperation by these dealers after 1 year, and we expect that
most of 1hese licensees will be removed from the requirements of demand letter 1 at
that time >

We have also seen an increase in the cooperation of all dealers. ATF's NTC records
reflect that only one other dealer in the country has been uncoaperative with a trace
request since the demand letters were issued. This suggests that the demand letier
initiative is an incentive to all dealers to comply with the Jegal requirement to respond
to ATF trace requests in a timely manmer.

Completing Crime Gun Trace Requests _

The demand letters have enabled ATF to complete a significant number of crime gun
traces. The demand letter records have been used to complete 598 crime gun trace
requests that have been received since the demand letters were issued. These trace
results provided the requesting law enforcement agencies with important investipative
leads, Although ATF often does not learn of the ultimate impact of the trace
information we provide to a requesting agency (e.g., whether such information is
integral to securing a homicide conviction), we do know that 3 percent of the
successful traces from the demand letter information involved honuc1des, R percent
involved assaults, and 12 percent involved drug-related investigations.”

Additionally, it bears noting that we were zble to enter these successful trace results
into the Online Lead program, thereby providing ATF special agents with important
investipative data concerning fircarms trafficking.

The demand letters have enabled ATF to complete traces of used guns that would not
otherwise have been possible. Of the 598 successful crime gun traces, 523 involved
demand letter2 firearms and were therefore traces of used guns. The remaining

# In addition, licensees will be removed from the requirements of demand letter 2 if they do not

meet the criteria for receiving that demand letter next year.

2 Because law enforcement egencies requestmg traces do not always provide ATF with data concern ing
the nature of particular grin-related crimes, these figures may not represent fully the percentages of
homicides, assauits, and drug-related incidents that were comnected to the 598 snecessful traces.
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75 traces involved demand letter 1 firearms and so were traces of either new or vsed
guns. ATF would not have been zble to resolve the traces involving used puns
through the FTS if we had not had the demand letter information.

e The demand letter records enabled ATF to complete old crime gun trace requests.
The demand letter records have been used to complete 147 crime gun trace requests
received prior to the issuance of the demand letters,

3. Providing Leads on Lost, Stolen, and Suspect Guns

In sddition to complcting slandard firearm traces, the demand letter information has
provided ATF with leads on lost, stolen, and suspect guns. .

o  Wejfound that 519 demand letter firearms maiched firearms in ATF's lost/stolen
firearms database. Of these, 22 firearms matched firearms in ATF’s database of
firearms common carricrs had reported as lost or stolen. Information on all firearms
matched to the lost/stolen firearms database has been sent to ATF field oiﬁces for
investigation.

s An additional 430 demand letter firearms matched firearms in ATF's suspect gun ;
database. “Suspect guns” are firearms that are suspected of having been involved in
criminal activity, but that have not yet been recovered by law enforcement. As with
the stolen firearms matches, this mfcnnanon has been forwarded to ATF field offices
for investigation.

4. New Information About Used Guns

As part of this project, ATF sought to determine whether licensees with a large number of
" shor time-to-crime traces for new guns also would have a sigrificant number of traces
for used guns they sell. Through the used gun records we received from these licensees,
we leamed that these dealers had sold a significant number of used gums that |
subsequently were traced as crime guns,

» While more new guns than used guns were traced to the dealers who received
demand letter 2, these declers did sell at least 523 used guns that were traced as
¢crime guns. This is a significant number of used gun traces, given the fact that these
traces were made based on only 19 months’ worth of used gun information from these
dealers. Accordingly, thg results of this initiative suggest that there is & connection
between samwam:mmberofnewcnme gunsvnth a short time-to-crime and
selling a significant number of used crime guns.2*

2 Without having access to used gun information from dealers who did not have 10 or more short time-
to-crime traces (other than from the small group of uncooperative dealers), we cannot tell if those dealers
would also have a significant number of used gun traces. Accordingly, our analysis of the connection
between new gun traces with a short time-to-crime and used gun traces is incomplete. Additionally,
because recipients of demand letter 2 provided information not only on used guns they had disposed of
but also on used guns they merely had acquired, it is possible that for some of the trace hits on used guns
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»  The used firearms that have been successfully traced since the inception of the
demand letter initiative have generally had a very short time-to-crime, as measured
Jrom their most recent sale by an FFL. As previously noted, a gun that is traced
within 3 yesrs of its initial retail sale is considered a short time-to-crime gun. Since
the demand letters gave us access to information regarding the second (or subsequent)
retail sale of certain used guns, we were able to look at the time that had elapsed
between the most recent sale by an FFL and the tracing of the crime gun. The used
gun records that have been obtained under the demand letter initiative are no more
than 19 months old. This means that all of the used crime guns we traced through
demand letter 2 records were either traced as crime guns within 19 months of their
most recent sale by an FFL or were acquired by an FFL after being used as crime
guns.

IV. SIGNIFICANT FINDINGS BASED ON ANALYSIS OF RESULTS

A. A Small Group of Dealers Accounts for a Disproportionately Large
Number of Crime Gun Traces

As noted in the CIF report, only 1.2 percent of Federal firearms dealers (1,020 of
approximately 83,200 licensed dealers) accounted for over 57 percent of the crime guns-
successfully traced to dealers active in 1998. One of the purposes of the focused
inspections was to gain insight into why a relatively small group of dealers has a large
number of crime guns traced to them. Although we hoped the inspection initiative would
help us answer this question, from the ontset we were aware that there wonld not be a
single explanatios.

In some cases, a dealer may fall within this category for reasons that do not reflect GCA
violations. For example, some dealers might fall into this group simply because they sell
a high volumne of gung. Some may have been in business for a jong pericd of time and.
the firearms they sold have changed hands many times, eventually falling into o
criminal’s hands.” Others might heve experienced a single large theft of inventory that
resuited in firearms being s0ld on the street to prohibited persons. However, there are
other reasons that may reflect violations of the law and implementing regulations. For
example, some dealers may have poor inventory controls and recordkeeping practices,
making thersspaceptible to firearms being taken from them without detection, - Other
deslers may agitt Inrge mnnbers of siraw purchasers; apd still others may intentionaliy
be supplying.@sietss to prohibited individuals,

‘When we began the inspection initiative, we were aware that the sipnificance of the .
number of firearms traced to.a licensee is limited when it is not analyzad in conjunction
with the volume of firearms sold by that licenses. For example, the fact that a licensee
has 10 or more crime guns traced to him in a year is more significant if he sells only 20

for previously submitted traces, the guns may only have been acquired by these dealers, and not sold by
them.- To the extent this mjght bear upon the correlation between traces of new guns haviag a short time-
to-crime and traces of used guns, it must be studied.
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guns per year and has been in business for 2 years than if he sells 5,000 guns per year and *
has been in business for 20 years. Similarly, if the set of dealers accounting for

57 percent of traces also accounts for 57 percent of all fireapns sales, then the namber of -
traces alone is not as significant.

‘When the CIF report was issued, we did not have any data regarding the total sales
vojume of the 1.2 percent of retail dealers who were responsible for 57 percent of the
successful crime gun traces 0 active retail dealers in 1998. Accordingly, one of the goals
of the focused inspections was to obtain data regarding the sales volume of the dealers
who were the subject of the focused inspections.

The 1,012 licensees who were inspected during the focused inspection initiative |
constituted approXimately 1.2 percent of the approximately 81,325 dealers in 1999, From

the focused inspections, %WW&L
million, or less than 20 percent, of e approximately 6. on guns that were soid in
WMMMMN.IW” As a group, however, these .
ealers accounted for more than 28,000 crime gun traces 1n 1999, which amounts to more -
sicressful criffie Fun fraces to active retail dealers for tha:i"

year. Accordingly, itis apparent that sales volume alone docs not accownt for the
“disproportionately large number of traces associated with these firearms deall:m_ﬂ_

B. The Licensees Subject to the Focnsed Inspectiony Had Significantly Higher Rates
of GCA Violations than the Random Sample of Licensees Inspected in 1998

Because sales volume alone did not explain why the inspected licensees accounted for a
disproportionate number of crime gun traces, we Jooked at prior inspection results fora *
randomly selected grovp of licensees to sce how they differed from the results of these ¢
"focused" inspections in which Heensees were selected on the basis of mumber of crime
gun traces and Jack of cooperation with crime gun trace requests,

In. 1998, ATF selected a randoim sample of 752 dealers to ingpect, nsing a uniform -
workplan and guestionnaire to ensurc that the mfv:nt:mmcmgatl:‘.sredwasmn.s:sxinen:t.26
These dealers were not selected on the basis of crime gun trace numbers. While the
methodology used for the 1998 inspections was not identical to that used in the FY 2000
focused inspections, a comparison of the results is nonetheless instructive and reveals that
the licensee¥ impaiaieF dtring the focused inspections had z significantly higherrate of
GCAmeemd during the 1998 random inspections. *

In the 199&mmple approximatsly 37 percent of the inspected dealers were found to have *
violations during inspettioh. By contrast, in the focused inspections that are the subject

~

25 Sow Commerce in Firearms in the United States, Department of the Treasury, Bureau of Alcobol, -
Tobacco and Fircarms, Febraary 2000, p. 1 {estimating that cach year approximately 4.5 million new
firearms and 2 miilion secondhand firearms are sold by retail censeegk ,

¥ See Operation Snapshots . An Analysis of the Retail Regulated Firearms Industry, Department of the
Treasury, Burean of Alcohol, Tobacco and Firearms, 2000,
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of this report, 75 pc'mcnt of the inspected dealers were found to have at least one GCA-
violation.

These results support ATF's conclusion that uncoo ive dealers and licensed dealers
with 10 or more crimc gtn tracks in a year are more likely, as a group, to have GCA
violations than the dealer population as a whole This does not, of course, mean that that
Or Even Most O cens mmitting willful violations of the -

GCA. However, this result does validate ATF‘s use of number of crime gun Yraces and.
lack of cooperation with crime gun trace requests as factors in focusing inspaction
Tesources o cerfain dealers, AS will be discassed further in Part V of this report, we will
‘continue to refine our criteria for focusing inspection resources.

C. Certain Groups of Inspected Licensees Were Disproportionately Reprae;nted
in Administrative Follow-up Actions and Investigative Referrals

Even within the category of licensees who were inspected as part of the focused
inspection initiative, the following snbgroups of licensees made up & dispropottionataly =
large number of the licensees who were the subjects of recommendsations for adverse -
administrative proceedings or whose records provided the basis for investigative referrala
of potential traffickers.

»  Uncooperative dealers. Uncooperative dealers represent a disproportionate numbers
of the proposnd revocations. While only 30 of the 1,012 inspections wereof «
um:ooperanve dealers, 5 of the 20 proposed revocations were for these uncooperative
dealers.Z’ Moreover, 17 percent of the uncooperative dealers were recommended for »
revocation, versus less than 2 percent for each of the other categories of dealers
inspected.

» Dealers with 1{} or more crime guns traced to them with a time-to-crime of three

years or less. The 331 inspections conducted on FFLs with 10 .or more short time-tne.
crim fireaoms traces in 1999 yislded 252 potentinl firemrms waffickess. The
651 imspections conducted on FFL#» who bad 10 or mors traces in 1999 but did not*
have at least 10 traces with a short time-to-crime yielded 154 potential traffickers.s
The overall tatio of trafficking referrals to licensces was more than 3 times higher in

_ the group of Yitensees with 10 or more firearms with a short time-to-crime traced to *

* them in 198gEtHetin the group of FFLs who did not have at least 10 or more traces
with a short time-to-crime.

SEmt number of unresolved hwventory discrepancles.
Adlmnmtmtnon was recommended for 96 of the 100 dealers with the highest.
number of unresolved inventory discrepancies. These dealers were found generally to
have many GCA violations in addition to their inventory discrepancies This suggests
that inventory discrepancy is a significant predictor of other GCA violations. ¢

2 The Jicensee who sued the Govenment over the issuance of the demand letter was pot inspected.
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» Dealers with a significant number of unreported multiple handgun sales.
Administrative action was recommended for 82 of the 100 dealers who had the most
violations for unreporied multiple handgun sales.

V. FOCUS ON THE FUTURE

ATF has acquired much usefiil information from the focused inspection and demand
Ietter initiatives, including information that will belp us refine such efforts in the future,
In this section, we will discuss the actions ATF will take in response to these findings.

A. Refining the Inspection Initiative

The focused inspection initiative we completed in 2000 was a broad one. Our focus on
uncooperative dealers and all dealers who had 10 or more crime guns traced to them in
1999 provided us with valuable data. Nonetheless, given our limited resources, it will not
be feasible to conduct such a broad inspection injtiative again in 2001,

After analyzing the data received from the focused inspections, ATF has determined that
next year's inspection initiative should focus on the groups of licensees that are mosts
likely to have compliance problems. Accordingly, we will focns our inspections on thes
following categories of dealers.

» Newly identified dealers with 10 or more short time-to-crime fraces in ayeax. ATF
will continue to conduct focused inspections of newly identified dealers with 10 or
more short time-to-crime traces in a year, As previously noted, the overall ratio of
trafficking referrals to licensees was more than 3 timas higher in the group of «
licensees with 10 or more firearms with a short time-to-crime traced to them in 1999+

. than in the group of FFLs who did not have at least 10 or more traces with & short «
time-to-crime, We believe that newly identified dealers with 10 or more short
time-to-crime traces in a year merit continued heightened oversight by ATE.

> Uncooperative dealers. ATF will continue to focus inspection resources on these
dealers and, when appropriate, revoke their licenses. We will take steps to ensure that
when the NTC betomes aware of an umcooperative dealer, it immediately notifies the
appropriate ATF field division to schedule 2 compliance inspection of that FFL. «

> LicensedliERignificant inventory discrepancies. ATF will begin to conduct

" focused inygeetiensof Beensees with significant inventory discrepancics. In
conjuncticerwisvtifé proposed rule requiring licensees to take an annual physical »
inventory of firesrras, ATE will amend the Federal Firearms Licensee Theft/Loss*
Report form to require licensees 1o acknowledge if & theft or loss was uncovered in <
the course of an inventosy. When the NTC becomes aware of significant inventory
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discrepancies, it will immediately notify the apzpropriate ATF field division to
schedule a compliance inspection of that FFL. 8

Dealers who-have a significant number of unsuccessfil traces. We will inspect all
dealers found to kave a significant number of unsuccessful traces, A high number of
unsuccessful traces may indicate that these dealers are not complying with their
recordkecping obligations.

Dealers who were the subject of administrative action during the current inspection
initiative,. We will reinspect all dealers against whom we took any administrative
action pursuant to the focused inspection program, assuming the dealers remain in
business, ' .

B. Demand Letters

Our demand letter initiative helped us trace crime guns and increased the level of
cooperation given by dealers in response to trace requests. Accordingly, ATF plans to
continue the initiative, with some modifications.

»  We will continue to place uncooperative dealers under the requirements of demand

letter 1. The issuance of demand Ietier 1 1o uncooperative dealers has resulted in a
dramatic increase in the compliance rates of previously uncooperative dealers - not
one of these dealers has failed to cooperate with a trace request since the issuance of
the dernand letters. The focus on this issue also appears to provide an incentive for
all dealers to comply with their legal obligation to respond to ATF trace requests in a
timely manner.

We will continue to issue demand letter 2 to at least some dealers with 10 or more
crime guns with a time-ta-crime of three years or less traced to their businesses in
2000, ATF will also atternpt to identify additional criteria that might be helpful in
honing our ability to target those dealers to whoim demand letter 2 should be issued.
We learned that many dealers who have 10 or more crime guns with a short fime-to-
crime traced to their businesses in a year are likely also to have used guns traced to
their businesses. Having access fo information about used guns enables ATF to
complete trace requests that it could not otherwise complete through the FTS, It also
improves ATF’s ability to provide leads in cases involving lost or stolen firearms and
suspect guns.

ATF qgenisdmiit-cominue to investigate the leads on lost, stolen, and suspeet firearms
provided by the demand letter records. The demand letter records have provided
many useful jnvestigative leads. :

8 Unfortunately, ATF generally does not know that 2 dealer has failed to comply with the
multiple handgun sales reporting requirement until we have inspected the dealer, Accordingly,
this factor cannot be used in selecting licensees for inspection.
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€. Improving Licensee Compliance with Inventory-Related Recordkeeping Requirements

ATF found a large number of discrepancies between licensees’ A&D books and physical
inventories. This is serious problem. Licensess often canmot accurately respond to trace
requests in a timely manner because of discrepancies, and licensees with poor inventory
conirol are more susceptible 1o having firearms stolen from them without detection. The
discrepancies may reflect violations on the part of the licensee, ranging from negligence
in complying with recordkeeping requnirements fo intentional fircarms trafficking. We are
taking the following steps to address this problem:

» ATF has published a proposed rule that wowld require licensed importers,
manufacturers, and dealers to conduct at least one physical inventory of their -
firearms each year.?® The focused inspection initiative demonstrated the need for
improved inventory controls, Licensees can fulfill their legal requirement to report
thefts and losses of firearms from inventory only if they follow good business
practices and conduct at feast one physical inventory per year,

> ATF is taking steps 1o address the 13,271 missing guns disclosed during the focused
inspections. ATF has required inspected dealers having one or more unresolved
discrepancies to report the missing gun(s) to ATF as a theft or loss. ATF will run
inforrnation about each of these firearms through the FTS in an attempt to develop
investigatory leads.

» Where appropriate, ATF is taking administrative action against dealers with
unresolved inveniory discrepancies. Where inventory discrepancies evidence a
dealer’s failure to comply with the recordkeeping requirements of the GCA, ATF will
take appropriate administrative action against the dealer.

D. Betier Data Collection

One of ATF’s goalg in conducting focused inspections was fo educate licensses asto |
good business practices and required compliance with the GCA and its implementing
regulations. We hope that these efforts will result in improvements in the future
compliance of these licensees. However, in order to judge the effectiveness of these
programs, we nged better data regarding the licensee population,.

» ATF hasrivpedihe-Federal firearms licensee renewal application form to require
applicanis kgraport the number of firearms they have purchased and disposed of
during the paee:3 yearsa, Although the purpose of this initiative is to ensure that only
licensees who are actively engaged in the business of dealing in firearms may renew
their licenses, it has the additional benefit of providing ATF with valuable sales
volume information. This new information will help ATF better focus its limited
inspection resources. -

» The proposed rule was published for notice and comment in the Federal Register on August 28, 2000,
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> We will study the impact of focused inspections upon the future compliance record of
the inspected licensees. We will be able to obtain data to further analyze the impact
of focused inspections npon future compliance when we reinspect dealers next year
who were inspected as part of the current initiative. We also will study the impact of
focused inspections on the number of crime guns subsequently traced to a licenses.

CONCLUSION

The focused inspection and demand letter initiatives have proven extremely effective.
Through our inspection program we were able to educate a segment of the licensee
population which, for a variety of reasons, has a high number of crime gun traces

_conmected to them. ‘We were able to uncover violations among many in this group and
take adverse administrative action where appropriate. We were able to complete
previously open traces, thereby aiding law enforcement and improving our FTS database.
In addition, we opened investigations into sales to potential traffickers and prohibited
persons as a result of the inspections. ,

 The demand letter initiative appears to have virtually eliminated the problem of
uncooperative dealers. The demand letter records have enabled us to complete traces
involving used guns, thereby providing investigative leads to numerous iaw enforcement
agencies and enhancing our intelligence on firearms trafficking. The records also have
been valuable for investigations of lost, stolen and suspect fircarms. The demand letter
project also supported our belicf that dealers who sell a large number of new crime guns
with a short time-to-crime likely also sell a significant number of used crime guns. -

Our findings also will help us better focus our inspection resources in the future.- The
inspection initiative revealed some predictors of licensees who should be inspected in the
future, such as licensees with significant inventory discrepancies. As set forth in this
report, we will be engaging in numerous actions as a result of these initiatives. We are
confident these actions will help us to work with the licensed community o improve
dealer compliance, reduce firearmas trafficking, and strengihen our capability to trace
crime guns.
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- Results of Focused Inspections

Uneogpecative 15+ Traces * 30+ Traces Tatals

<or=3 Yerrs CY.1993

Time to Crime

CY-19%3
Inspections Completed: 30 33 651 = LOI2 T (Sez Endonte I)
Volume of Salrg: 31,693 486,561 721,602 1,240,862
Traces{199%)
Number of Traces these FFLs were involved with: 28428
Number of Unsuczessful Traces anributed to these FFLy: 42 608 1,080 1,750 {27% or 274 FFLs)
Number of Unsuceesstul Traces resolved by Inspectors: M S8 97 1335 .
“umber of Traces that remain Unsuccessful; 23 143 243 414 (74% or 144 FFLs)
Number of AT¥F Forms 4473 Examined: 6,514 213,470 288,665 + SO8,749 *#* {See Endnote 2}

Type of Vielations

Licensing violations: (2% or 25 FFLa)

i 16 13 -30
Number of {1 7£.95) Prohibitzd Person Safes violation: Li] L >3 80 122 (9% or 87 FFLs)
~Number of (172.100} Gun Show Sales violations: z. 3 17 b 1) (3% or 17 FFLs)
Number of (178.102) NICS yiolations: 5 69 e in (15% or 147 FFL1}
Number of (§78.126n) Multiple Sales Repastviolatione: 5 T3 147 25 (2% or 222 FFL3)
Number of {178,124/ Item 9) Fotrn 4473 vielations: q- 51 % 135 (I1% or 119 FFLy)
Number of {178.1247 [iems 1-8) Form 4473 viclstions: is 126 (] b4 {8% or &3 FFL3)
~Number of Gther (178.124) Form 4473 violations: 39 as? i 1,119 {57% or 581 FFLx)
Number of (178.£25(c}) A & D Bound Book violadons: 25 268 559 ’m2 {54% or 549 FFL3)
“umber of Other Part 178 violstions: 16 150 258 424 [25% or 250 FFLs)
Tuoisf Number of Ail YViclations: 116 1,160 21,062 3,338 (15% or 761 FFLa)
Inventory
Firearms ia Invertory for Target FFLE 7,857 177,000 300,065 484,122
Nomber of Fircarm Inventory Biscrepancies: 2,150 . 9,234 28,988 31372 (47% of FFLs)
- A (See Endnote 3)
Vumber of Firearm Inventury Discrepagcies Remtved: 1490 618 16993 24,10t
Numher of Unresolved Discrépancies (Missing Fircarme): 658 1,617 10,995 13371 0% or 202 FFLs)
Miultinle Sales/Referrats:
Vumther of Unieported Mattipie Sales: 4 an 74 1,187 {13% ar 195 FFLY)
Number of Guns involved In Uneported Multiple Sales: 91 347 1,524 1,462 {19% or 185 FFL3)
Number of Potentlal TrafMlekers identilled: [} 352 154 406 (10% or 37 FFLy)
Yumber of Referrals o ATF Special Agent 2 429 260 il 1 § (RA% or 120 FFLs)
: *+ (Ser Endnote 4)
Hecommene 2
No Further Action 10 157 327 454 (49% of FFLs)
teinspect in 2 Yeurs L] 0 2 2 {0.2% of FFLs}
Leinspectin 1 Year T 41 4 142 {14% of FFL3)
Warning Letter [ | 0 97 17 (17% af FFLs}
¥arning Confereace 2 40 76 113 {12% ol FFia)
tevocatiun 5 % 11 i {2% of FFLs)
wrrendered (in lien of adverse action} ] 3 3 11 {1% of FFLs)
'FL voluntarily went Out of Business 1 14 30 45 {4% of FFL3)
Jther Actlons {e-g., rescind s varisnce) 1 4 [ 9 - {0.5% of F¥FLx}
Endnotes

Colamn 3 jncludes Hicensees with 10 or more erime puns traced, 5o more than 9 of which had & time-to-crime of thiee years or less,
These Keensces did nod receive a Demand Letter.

This number reflets the total number of inmections completed during this initiative.
Thiz rumber is the {otal pumber of ATF Forns 4473 examined during this project, The number of

ATE Forms 4473 and the period of exsmination vaties due to size of dealer and valume of sales; thermfore,
this mumber docs not reflect the total number of ATF Forms 4473 executed by the FFLs for catendar yeas 1999,

b, This number reflects tha total number of di found during ali inspsctions, This includey when the
physical inverkory was greater than the bound book record or when the bound brook was grenter than the physical inventory.

Referrals include potential traffickers and prohibited persons.
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