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Independent Auditor’s Report on Internal Control

Inspector General
U.S. International Trade Commission

We have audited the financial statements of the U.S. International Trade Commission (ITC) as of
and for the year ended September 30, 2010, and have issued our report thereon dated November 8,
2010. The report states except for undelivered orders and other related accounts discussed therein,
we expressed an opinion on the balance sheet as of September 30, 2010, and the related statements
of net cost, changes in net position, and budgetary resources for the fiscal year then ended.

In planning and performing our work, we considered ITC's internal control over financial reporting
by obtaining an understanding of the design effectiveness of ITC's internal control, determining
whether controls had been placed in operation, assessing control risk, and performing tests of ITC's
controls as a basis for designing our auditing procedures for the purpose of expressing our opinion
on the financial statements, but not to express an opinion on the effectiveness of ITC's internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
ITC's internal control over financial reporting. We limited our internal control testing to those
controls necessary to achieve the objectives described in the Office of Management and Budget
(OMB) Bulletin No. 07-04, Audit Requirements for Federal Financial Statements, as amended. We
did not test all internal controls relevant to operating objectives as broadly defined by the Federal
Managers' Financial Integrity Act of 1982 (FMFIA), such as those controls relevant to ensuring
efficient operations.

Our consideration of internal control over financial reporting was for the limited purposes described
in the preceding paragraphs and would not necessarily identify all deficiencies in internal control
over financial reporting that might be significant deficiencies or material weaknesses. However, as
discussed below, we identified certain deficiencies in internal control over financial reporting that
we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a deficiency in internal control, or a
combination of deficiencies, that adversely affects the entity's ability to initiate, authorize, record,
process, or report financial data reliably in accordance with U.S. generally accepted accounting
principles (GAAP) such that there is more than a remote likelihood that a misstatement of the
entity's financial statements that is more than inconsequential will not be prevented or detected.

A material weakness is a significant deficiency, or combination of significant deficiencies, that result
in a more than remote likelihood that a material misstatement of the financial statements will not be
prevented or detected.
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Our consideration of the internal control over financial reporting was for the limited purpose
described above and would not necessarily identify all deficiencies in the internal control that might
be significant deficiencies and, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, we also consider the first
four deficiencies described below to be material weaknesses.

We also noted less significant matters involving internal control and its operations which we have
reported to ITC management in a separate letter dated November 8, 2010.

This report is intended solely for the information and use of the management and the Office of
Inspector General of ITC, OMB, Government Accountability Office and Congress and is not
intended to be and should not be used by anyone other than these specified parties.

Qm—xbo XW, LLL

November 8, 2010
Alexandria, VA
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MATERIAL WEAKNESSES

L. Inadequate Internal Controls over Financial Reporting (Repeat Condition)

The Accountability of Tax Dollars Act of 2002 (ATDA) extends to ITC the requirement to submit to
Congress and the Director of OMB audited financial statements. OMB Circular No. A-136,
Financial Reporting Requirements, defines the form and content of financial statements to be
prepared by the Commission. To accomplish the objective of complying with the ATDA, the agency
is required to develop a system to prepare a complete set of financial statements on a timely basis in
accordance with U.S. generally accepted accounting principles. The statements are to result from an
accounting system that is an integral part of an integrated financial management system containing
sufficient structure, effective internal control and reliable data. Financial reporting also consists of
policies and procedures related to the processing and summarizing of accounting entries, and the
preparation of financial statements.

During testing of ITC’s financial statements preparation, we noted that improvement is needed to
ensure that ITC can accurately produce its quarterly financial statements and perform related
analyses. The errors we noted related to incorrect accumulation of account balances, incorrect
identification of general ledger accounts, and incorrect postings to the financial reporting system. As
a result, management provided several versions of the September 30, 2010 trial balance, along with
seven different versions of financial statements and related notes, with the latest version provided on
November 2, 2010. Each version provided consistently reflected significant errors. These errors
occurred because of ineffective management reviews and approvals to ensure that transactions and
adjustments were accurate and properly supported. However, ITC made the necessary corrections to
the final issued financial statements.

A major objective of internal control is to ensure the integrity of the underlying accounting data
supporting the financial statements. A key control is performing reconciliations of significant
account balances. An adequate reconciliation provides assurances that transactions are properly
processed and recorded in the accounting records in a timely manner. Management indicated that
reconciliations of material financial statement line items were not performed on a routine basis.

During our review of ITC's financial statement preparation process, we identified certain issues, as
summarized below, impacting ITC's ability to effectively accumulate, assemble, and analyze
information presented in its financial statements in accordance with applicable guidance.
Specifically, we noted the following:

e A significant number of transactions were processed through the use of manual journal
vouchers, which were not adequately reviewed or did not contain sufficient detail to support
the reason for the manual journal voucher. Although manual journal vouchers in and of
themselves are not considered an issue, they do increase the risk for errors.

e The financial statements included accounts that should not have been reported on the face of
the financial statements (e.g., Fiduciary Assets) as outlined by the accounting standards.



