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IndependentIndependent Auditor'sAuditor's ReportReport

ToTo thethe UnitedUnited StatesStates Commissioner,Commissioner, InternationalInternational BoundaryBoundary andand WaterWater Commission,Commission, UnitedUnited
StatesStates andand Mexico,Mexico, UnitedUnited StatesStates Section:Section:

WeWe havehave auditedaudited thethe InternationalInternational BoundaryBoundary andand WaterWater Commission,Commission, UnitedUnited StatesStates andand
Mexico,Mexico, U.S.U.S . Section'sSection's (USIBWC)(USIBWC) ConsolidatedConsolidated BalanceBalance Sheet,Sheet, ConsolidatedConsolidated StatementStatement ofof NetNet
Cost,Cost, ConsolidatedConsolidated StatementStatement ofof ChangesChanges inin NetNet Position,Position, CombinedCombined StatementStatement ofof BudgetaryBudgetary
Resources,Resources, andand ConsolidatedConsolidated StatementStatement ofof FinancingFinancing (hereinafter(hereinafter referredreferred toto asas "Principal"Principal
FinancialFinancial Statements")Statements") asas of,of, andand forfor thethe yearsyears ended,ended, SeptemberSeptember 30,200430,2004 andand 2003.2003. WeWe havehave
examinedexamined internalinternal controlcontrol overover financialfinancial reportingreporting inin placeplace asas ofof SeptemberSeptember 30,30, 2004,2004, andand wewe
havehave examinedexamined compliancecompliance withwith lawslaws andand regulations.regulations.

InIn ourour opinion,opinion, USIBWC'sUSIBWC's FYFY 20042004 andand FYFY 20032003 PrincipalPrincipal FinancialFinancial StatementsStatements areare
presentedpresented fairlyfairly inin allall materialmaterial respects.respects.

WeWe found:found :

•• nono materialmaterial weaknessesweaknesses inin thethe internalinternal controlcontrol overover financialfinancial reporting,reporting, andand

•• nono materialmaterial instancesinstances ofof noncompliancenoncompliance withwith selectedselected provisionsprovisions ofof applicableapplicable lawslaws
andand regulations.regulations.

EachEach ofof thesethese conclusionsconclusions isis discusseddiscussed inin moremore detaildetail below.below. ThisThis reportreport alsoalso discussesdiscusses thethe scopescope
ofof ourour work.work.

PrincipalPrincipal FinancialFinancial StatementsStatements

InIn ourour opinion,opinion, USIBWC'sUSIBWC's FYFY 20042004 andand FYFY 20032003 PrincipalPrincipal FinancialFinancial Statements,Statements,
includingincluding thethe notesnotes thereto,thereto, presentpresent fairly,fairly, inin allall materialmaterial respects,respects, USIBWC'susmwC's financialfinancial positionposition
asas ofof SeptemberSeptember 30,30, 20042004 andand 2003,2003, andand thethe netnet costcost ofof operations,operations, thethe changeschanges inin netnet position,position,
thethe useuse ofof budgetarybudgetary resources,resources, andand thethe useuse ofof financingfinancing resourcesresources forfor thethe yearsyears thenthen ended,ended, inin
conformityconformity withwith accountingaccounting principlesprinciples generallygenerally acceptedaccepted inin thethe UnitedUnited StatesStates ofof America.America.

USIBWCUSIBWC implementedimplemented revisedrevised financialfinancial statementstatement reportingreporting requirementsrequirements effectiveeffective forfor
FYFY 2003.2003. TheThe detailsdetails ofof thesethese changeschanges areare presentedpresented inin NoteNote 11 toto thethe PrincipalPrincipal FinancialFinancial
Statements.Statements.
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InternalInternal ControlControl

WeWe consideredconsidered USIBWC'sUSIBWC's internalintemal controlcontrol overover financialfinancial reportingreporting inin orderorder toto determinedetermine ourour
auditingauditing proceduresprocedures forfor thethe purposepurpose ofof expressingexpressing ourour opinionopinion onon thethe PrincipalPrincipal FinancialFinancial
Statements.Statements. WeWe limitedlimited ourour internalintemal controlcontrol testingtesting toto thosethose controlscontrols necessarynecessary toto achieveachieve thethe
objectivesobjectives describeddescribed inin thethe OfficeOffice ofof ManagementManagement andand Budget'sBudget's (OMB)(OMB) BulletinBulletin 01-02,01-02, AuditAudit
RequirementsRequirements forfor FFederalederal FinancialFinancial Statements.Statements. WeWe diddid notnot testtest allall internalintemal controlscontrols relevantrelevant toto
operatingoperating objectivesobjectives asas broadlybroadly defineddefined byby thethe FederalFederal ManagersManagers FinancialFinancial IntegrityIntegrity ActAct ofof 1982,1982,
suchsuch asas thosethose controlscontrols relevantrelevant toto ensuringensuring efficientefficient operations.operations. TheThe objectiveobjective ofof ourour auditaudit waswas
notnot toto provideprovide assuranceassurance onon internalintemal control.control. Consequently,Consequently, wewe dodo notnot provideprovide anan opinionopinion onon
internalintemal control.control.

TheThe objectivesobjectives ofof intemalinternal controlcontrol areare toto provideprovide managementmanagement withwith reasonablereasonable,, butbut notnot
absolute,absolute, assuranceassurance thatthat thethe followingfollowing objectivesobjectives areare met.met.

•• TransactionsTransactions areare properlyproperly recordedrecorded andand accountedaccounted forfor toto permitpermit thethe preparationpreparation ofof
reliablereliable financialfinancial reportsreports andand toto maintainmaintain accountabilityaccountability overover assets.assets.

•• Funds,Funds, property,property, andand otherother assetsassets areare safeguardedsafeguarded againstagainst lossloss fromfrom unauthorizedunauthorized
acquisition,acquisition, use,use, oror disposition.disposition.

•• Transactions,Transactions, includingincluding thosethose relatedrelated toto obligationsobligations andand costs,costs, areare executedexecuted inin
compliancecompliance withwith lawslaws andand regulationsregulations thatthat couldcould havehave aa directdirect andand materialmaterial effecteffect onon
thethe financialfinancial statementsstatements andand otherother lawslaws andand regulationsregulations thatthat OMB,OMB, USIBWCUSIBWC
management,management, oror thethe InspectorInspector GeneralGeneral hashas identifiedidentified asas beingbeing significantsignificant andand forfor
whichwhich compliancecompliance cancan bebe objectivelyobjectively measuredmeasured andand evaluated.evaluated.

•• DataData thatthat supportsupport reportedreported performanceperformance measuresmeasures areare properlyproperly recordedrecorded andand
accountedaccounted forfor toto permitpermit preparationpreparation ofof reliablereliable andand completecomplete performanceperformance
information.information.

OurOur considerationconsideration ofof internalintemal controlcontrol wouldwould notnot necessarilynecessarily disclosedisclose allall mattersmatters ofof internalintemal
controlcontrol overover financialfinancial reportingreporting thatthat mightmight bebe reportablereportable conditions.conditions. UnderUnder standardsstandards issuedissued byby
thethe AmericanAmerican InstituteInstitute ofof CertifiedCertified PublicPublic Accountants,Accountants, reportablereportable conditionsconditions areare mattersmatters comingcoming
toto ourour attentionattention relatingrelating toto signisignificantficant deficienciesdeficiencies inin thethe designdesign oror operationoperation ofof internalintemal controlcontrol
that,that, inin ourour judgment,judgment, couldcould adverselyadversely affectaffect USIBWC'sUSIBWC's abilityability toto record,record, processprocess,, summarizesummarize,,
andand reportreport financialfinancial datadata consistentconsistent withwith thethe assertionsassertions ofof managementmanagement inin thethe financialfinancial
statements.statements. MaterialMaterial weaknessesweaknesses areare reportablereportable conditionsconditions inin whichwhich thethe designdesign oror operationoperation ofof
oneone oror moremore ofof thethe intemalinternal controlcontrol componentscomponents doesdoes notnot reducereduce toto aa relativelyrelatively lowlow levellevel thethe riskrisk
thatthat errorserrors oror irregularitiesirregularities inin amounts,amounts, whichwhich wouldwould bebe materialmaterial inin relationrelation toto thethe financialfinancial
statementsstatements beingbeing audited,audited, maymay occuroccur andand notnot bebe detecteddetected withinwithin aa timelytimely periodperiod byby employeesemployees inin
thethe normalnormal coursecourse ofof performingperforming theirtheir assignedassigned functions.functions. OurOur auditaudit diddid notnot disclosedisclose anyany
materialmaterial weaknessesweaknesses asas describeddescribed above.above.
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WeWe notednoted certaincertain otherother internalinternal controlcontrol issuesissues thatthat wewe havehave reportedreported toto USIBWC'sUSIBWC's
managementmanagement inin aa separateseparate letterletter dateddated MarchMarch 4,4, 2005.2005.

ComplianceCompliance WithWith LawsLaws andand RegulationsRegulations

USIBWC'sUSIBWC's managementmanagement isis responsibleresponsible forfor complyingcomplying withwith lawslaws andand regulationsregulations applicableapplicable
toto USIBWC.USIBWC. AsAs partpart ofof obtainingobtaining reasonablereasonable assuranceassurance aboutabout whetherwhether thethe PrincipalPrincipal FinancialFinancial
StatementsStatements areare freefree ofof materialmaterial misstatement,misstatement, wewe performedperformed teststests ofUSIBWC'sofUSIBWC's compliancecompliance withwith
certaincertain provisionsprovisions ofof lawslaws andand regulations,regulations, noncompliancenoncompliance withwith whichwhich couldcould havehave aa directdirect andand
materialmaterial effecteffect onon thethe determinationdetermination ofof PrincipalPrincipal FinancialFinancial StatementStatement amountsamounts andand certaincertain otherother
lawslaws andand regulationsregulations specifiedspecified inin OMBOMB BulletinBulletin 01-02.01-02. WeWe limitedlimited ourour teststests ofof compliancecompliance toto
thesethese provisions,provisions, andand wewe diddid notnot testtest compliancecompliance withwith allall lawslaws andand regulationsregulations applicableapplicable toto thethe
USIBWC.USIBWC.

MaterialMaterial instancesinstances ofof noncompliancenoncompliance areare failuresfailures toto followfollow requirementsrequirements oror violationsviolations ofof
prohibitionsprohibitions inin statutesstatutes andand regulationsregulations thatthat causecause usus toto concludeconclude thatthat thethe aggregationaggregation ofof thethe
misstatementsmisstatements resultingresulting fromfrom thosethose failuresfailures oror violationsviolations isis materialmaterial toto thethe financialfinancial statementsstatements oror
thatthat sensitivitysensitivity warrantswarrants disclosuredisclosure thereof.thereof.

TheThe resultsresults ofof ourour teststests ofof compliancecompliance withwith thethe lawslaws andand regulationsregulations describeddescribed inin thethe
precedingpreceding paragraphparagraph diddid notnot disclosedisclose instancesinstances ofof noncompliancenoncompliance withwith thethe lawslaws andand regulationsregulations
thatthat areare requiredrequired toto bebe reportedreported underunder GovernmentGovernment AuditingAuditing StandardsStandards andand OMBOMB BulletinBulletin 01-02.01-02.

TheThe objectiveobjective ofof ourour auditaudit ofof thethe PrincipalPrincipal FinancialFinancial Statements,Statements, includingincluding ourour teststests ofof
compliancecompliance withwith selectedselected provisionsprovisions ofof applicableapplicable lawslaws andand regulations,regulations, waswas notnot toto provideprovide anan
opinionopinion onon overalloverall compliancecompliance withwith suchsuch provisions.provisions. Accordingly,Accordingly, wewe dodo notnot expressexpress suchsuch anan
opinion.opinion. WeWe notednoted certaincertain otherother instancesinstances ofof noncompliancenoncompliance thatthat wewe havehave reportedreported toto
USIBWC'sUSIBWC's managementmanagement inin aa separateseparate letterletter dateddated MarchMarch 4,2005.4,2005.

ResponsibilitiesResponsibilities andand MethodologyMethodology

USIBWCUSIBWC managementmanagement hashas thethe responsibilityresponsibility for:for:

•• preparingpreparing thethe PrincipalPrincipal FinancialFinancial Statements,Statements, requiredrequired supplementarysupplementary information,information,
andand otherother accompanyingaccompanying informationinformation inin conformityconformity withwith accountingaccounting principlesprinciples
generallygenerally acceptedaccepted inin thethe UnitedUnited StatesStates ofof America;America;

•• establishingestablishing andand maintainingmaintaining effectiveeffective internalinternal control;control; andand

•• complyingcomplying withwith applicableapplicable lawslaws andand regulations.regulations.

OurOur responsibilityresponsibility isis toto expressexpress anan opinionopinion onon thethe PrincipalPrincipal FinancialFinancial StatementsStatements basedbased onon ourour
audit.audit. AuditingAuditing standardsstandards generallygenerally acceptedaccepted inin thethe UnitedUnited StatesStates ofof AmericaAmerica requirerequire thatthat wewe
planplan andand performperform thethe auditaudit toto obtainobtain reasonablereasonable assuranceassurance aboutabout whetherwhether thethe PrincipalPrincipal FinancialFinancial
StatementsStatements areare freefree ofof materialmaterial misrepresentationmisrepresentation andand presentedpresented fairlyfairly inin accordanceaccordance withwith
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accountingaccounting principlesprinciples generallygenerally acceptedaccepted inin thethe UnitedUnited StatesStates ofof America.America. WeWe consideredconsidered
USIBWC'sUSIBWC' s internalinternal controlcontrol forfor thethe purposepurpose ofof expressingexpressing anan opinionopinion onon thethe PrincipalPrincipal FinancialFinancial
StatementsStatements,, andand notnot toto provideprovide anan opinionopinion onon internalinternal control.control. WeWe areare alsoalso responsibleresponsible forfor testingtesting
compliancecompliance withwith selectedselected provisionsprovisions ofof applicableapplicable lawslaws andand regulationsregulations thatthat maymay materiallymaterially affectaffect
ththee financialfinancial statements.statements.

InIn orderorder toto fulfillfulfill thesethese responsibilities,responsibilities, we:we:

•• examined,examined, onon aa testtest basis,basis, evidenceevidence supportingsupporting thethe amountsamounts andand disclosuresdisclosures inin thethe
financialfinancial statements;statements;

•• assessedassessed thethe accountingaccounting principlesprinciples usedused andand significantsignificant estimatesestimates mademade byby
management;management;

•• evaluatedevaluated thethe overalloverall presentationpresentation ofof thethe PrincipalPrincipal FinancialFinancial StatementsStatements;;

•• obtainedobtained anan understandingunderstanding ofof thethe internalinternal controlscontrols overover financialfinancial reportingreporting byby
obtainingobtaining anan understandingunderstanding ofUSmWC'sofUSIBWC's internalinternal control,control, determineddetermined whetherwhether
internalinternal controlscontrols hadhad beenbeen placedplaced inin operation,operation, assessedassessed controlcontrol risk,risk, andand performedperformed
teststests ofof controls;controls;

•• obtainedobtained anan understandingunderstanding ofof internalinternal controlcontrol overover performanceperformance measuresmeasures includedincluded inin
Management'sManagement's DiscussionDiscussion andand Analysis,Analysis, includingincluding obtainingobtaining anan understandingunderstanding ofof thethe
designdesign ofof internalinternal controlscontrols relatingrelating toto thethe existenceexistence andand completenesscompleteness assertions,assertions, andand
determineddetermined whetherwhether theythey hadhad beenbeen placedplaced inin operation;operation;

•• testedtested compliancecompliance withwith selectedselected provisionsprovisions ofof lawslaws andand regulationsregulations thatthat maymay havehave aa
directdirect andand materialmaterial effecteffect onon thethe financialfinancial statement;statement;

•• obtainedobtained writtenwritten representationrepresentation fromfrom management;management; andand

•• performedperfonned otherother proceduresprocedures asas wewe consideredconsidered necessarynecessary inin thethe circumstances.circumstances.

OurOur auditsaudits werewere conductedconducted inin accordanceaccordance withwith auditingauditing standardsstandards generallygenerally acceptedaccepted inin thethe
UnitedUnited StatesStates ofof America,America, thethe standardsstandards applicableapplicable toto financialfinancial auditsaudits containedcontained inin GovernmentGovernment
AuditingAuditing Standards,Standards, andand OMBOMB BulletinBulletin 01-02.01-02 . WeWe believebelieve thatthat ourour auditaudit providesprovides aa reasonablereasonable
basisbasis forfor ourour opinionopinion..

TheThe Management'sManagement's DiscussionDiscussion andand Analysis,Analysis, RequiredRequired SupplementarySupplementary Information,Information, andand
AdditionalAdditional SupplementarySupplementary FinancialFinancial andand ManagementManagement InformationInformation areare notnot requiredrequired partsparts ofof thethe
PrincipalPrincipal FinancialFinancial StatementsStatements butbut areare supplementarysupplementary informationinformation requiredrequired byby OMBOMB BulletinBulletin 0101
0909,, FormForm andand ContentContent ofofAgencyAgency FinancialFinancial Statements,Statements , andand thethe FederalFederal AccountingAccounting StandardsStandards
AdvisoryAdvisory Board.Board. WeWe havehave applappliedied limitedlimited procedures,procedures, whichwhich consistedconsisted principallyprincipally ofof inquiriesinquiries
ofof managementmanagement regardingregarding thethe methodsmethods ofof measurementmeasurement andand presentationpresentation ofof thethe supplementarysupplementary
information.information. However,However, wewe diddid notnot auditaudit thethe informationinformation andand expressexpress nono commentcomment onon it.it.
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ThisThis reportreport isis intendedintended forfor thethe infonnationinformation ofof thethe InspectorInspector GeneralGeneral ofof thethe U.S.U.S. DepartmentDepartment ofof
StateStat e andand thethe U.S.U.S. CommissionerCommissioner andand managementmanagement ofof thethe USIBWC.USIBWC. ThisThis restrictionrestriction isis notnot
intendedintended toto limitlimit thethe distributiondistribution ofof thisthis report,report, whichwhich isis aa mattermatter ofof publicpublic record.record.

UUSIBWCSIBWC agreedagreed withwith thethe findingsfindings inin thisthis reportreport andand itsits commentscomments onon thethe draftdraft areare includedincluded inin
theirtheir entiretyentirety asas AppendixAppendix A.A.

-~ S
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~.JI ~~ J\... S~"--"-

LeonardLeonard G.G. BirnbaumBirnbaum && Company,Company,L~L~

Alexandria,Alexandria, VirginiaVirginia
MarchMarch 44,, 20052005
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MEMORANDUMMEMORANDUM FORFOR INFORMATIONINFORMATION
JulyJuly 20,20, 20052005

TOTO OIGOIG -~ MI.Ms. GayleGayle VosbellVosbell
DIrectorDirector ofof FinancialFinancial ManagementManagement DivisionDivision

FROMFROM RicbardRichard A.A. Porras,Porras. Esa/"IJJ)Es~A /"/"
DeputyDeputy Commissloner'-JCommissioner '-...J I'' (./"V""

SUBJEcr:SUBJEcr: ResponsesResponses toto DraftDraft Audlt·ReportAudit Report onon thethe InternationalInternational BoundaryBoundary andand
WaterWater Commisllon's.Commission's. U.S.U.S. SectionSection FinancialFinancial StatementsStatements

ThisThis isis inin responseresponse toto youryour requestrequest forfor commentscomments onon thethe draftdraft auditaudit reportreport entitledentitled thethe UnitedUnited
StatesStates InternationalInternational BoundaryBoundaryandand WaterWater Commission'sCommission'sFinancialFinancialStatementStatement auditaudit forfor FiscalFiscal
YearsYears20032003 andand 2004.2004. InIn relationrelation toto internalinternalcontrolscontrols thethe auditor'sauditor's teststests assessedassessed thatthat thethe internalinternal
controlscontrols werewere adequateadequate toto assessassess aa lowlow levellevel ofof controlcontrol riskrisk.. Although,Although, therethere werewere nono reportablereportable
materialmaterial weaknesses,weaknesses, therethere werewere conditionsconditions thatthat needneedtoto bebe addressed.addressed.

TheThe followingfollowingconditionsconditionswerewere reportedreportedbyby thethe auditorsauditors andand concurredconcurred toto byby usmwc'sUSIBWC's
management:management: improvementimprovementofof thethe internalinternal evaluationevaluation andand compliancecompliance process,process, properproper inventoryinventory
andand accountingaccounting inin agencyagency recordsrecordsofofpropenypropertyandand equipment,equipment, compliancecompliance withwith GovernmentGovernment
PurchasePurchasecardcard proceduresprocedures forfor thethe NogalesNogales fieldfield office,office, addressingaddressing ofof informationinformationtechnologytechnology
concernsconcerns identifiedidentified byby thethe NationalNational InstituteInstitute ofof StandardsStandards andand Technology,Technology, modificationmodification ofof thethe
usmwcusmwc annualannual StatementStatementofof AssuranceAssurance toto complycomplywithwithOMBOMB CircularCircular A-123,A-123, compliancecompliancewithwith
thethe GovernmentGovernmentPerfonnancePerformanceandand ResultsResults Act,Act, compliancecompliance withwith StatementStatement ofof FederalFederal FinancialFinancial
AccountingAccounting Standards,Standards, (SFFAS(SFFAS33 && 15i5 ManagementManagement DiscussionDiscussion andand Analysis),Analysis). institutioninstitution ofof
controlscontrols toto assureassure thethe accuracyaccuracy ofof PromptPromptPaymentPayment ActAct SystemSystem information,information, developmentdevelopment andand
implementationimplementation ofof suspensesuspense accountaccount procedures,procedures, compliancecompliance withwith governmentgovernment standardsstandards forfor
deferreddeferredmaintenancemaintenance information,information, properproper documentationdocumentation andand verificationverification ofofEPAEPA projectproject
advancesadvances toto thethe USIBWC,usmwc, consistentconsistentpreparationpreparation ofof timetimesheets,sheets, andand maintainingmaintaining 8a listlist ofof
primaryprimaryandand alternatealternatesupervisorssupervisors forfor certificationcertification ofof timetime sheets,sheets, developmentdevelopment andand
implementationimplementation ofof proceduresproceduresforfor reviewingreviewingthethe accuracyaccuracy ofof accountaccount receivablereceivablebillings,billings, timelytimely
reportingreporting andand accrualaccrual ofof contractcontract information,information, timelytimely submissionsubmission ofof financialfinancial reportsreports toto thethe U.S.U.S.
DepartmentDepartmentofof TreasuryTreasury andand thethe addressingaddressing ofof aa lacklack ofof aa fmancialfinancial softwaresoftwarepackagepackage toto assistassist inin
thethe preparationpreparationofof financialfinancial statements.statements.

TheThe usmwcusmwc hashas completedcompletedactionaction oror isis takingtaking thethe necessarynecessary stepssteps toto correctcorrect thethe notednoted
deficiencies.deficiencies. IfIfyouyou havehave furtherfurther questionsquestions pleaseplease contactcontact thethe ComplianceCompliance Officer,Officer, Mr.Mr. TonyTony R.R.
Chavez,Chavez, atat 915-832-4111.915-832-4111.

TheThe Commons,Commons, BuildingBuilding C,C, SuiteSuitCi 310·4171310 • 4171 NN., MesaMesa StreetStreet •• EIE1 Paso.Paso, TexasTelt8ll 7990279902
(915)(915) 832-4100832-4100 •• (FAX)(FAX) (915)(915) 832·4190832·4190 •• http;//www.ibwc.state.govhttp;!lwww.ibwc.state.gov
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