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THE DEPARTMENT AT A GLANCE

HISTORY AND ENABLING LEGISLATION

STRATEGIC GOALS

The Department of Commerce was originally established by
Congressional Act on February 14, 1903 as the Department
of Commerce and Labor (32 Stat. 826; 5 U.S.C. 591) and was
subsequently renamed the U.S. Department of Commerce by
President William H. Taft on March 4, 1913 (15 U.S.C. 1512).
The defined role of the new Department was “to foster, promote,
and develop the foreign and domestic commerce, the mining,
manufacturing, and fishery industries of the United States.”

MISSION

The Department of Commerce creates the conditions for economic
growth and opportunity by promoting innovation, entrepreneurship,
competitiveness, and stewardship.

The Department is composed of 12 bureaus, the Emergency Steel
Loan Guarantee Program, and Departmental Management.

Bureau of Industry and Security (BIS)

Economic Development Administration (EDA)
Economics and Statistics Administration (ESA)

® Bureau of Economic Analysis (BEA)

® Census Bureau

International Trade Administration (ITA)

Minority Business Development Agency (MBDA)
National Institute of Standards and Technology (NIST)
e National Technical Information Service (NTIS)
National Oceanic and Atmospheric Administration (NOAA)
National Telecommunications and Information
Administration (NTIA)

U.S. Patent and Trademark Office (USPTO)
Emergency Steel Loan Guarantee Program (ELGP)
Departmental Management (DM)

Strategic Goal 1: Trade and Investment
Strategic Goal 2: Innovation

Strategic Goal 3: Data

Strategic Goal 4: Environment
Strategic Goal b: Operational Excellence

LOCATION

The Department is headquartered in Washington, D.C., at the
Herbert Clark Hoover Building, which is located on eight acres
of land covering three city blocks. The Department also has field
offices in all states and territories and maintains offices in more
than 86 countries worldwide.

EMPLOYEES

As of September 30, 2014, the Department had approximately
46 thousand employees.

BUDGET AUTHORITY

The Department’s FY 2014 net budget authority was approximately
$10.21 billion.

INTERNET

The Department'’s Internet address is www.commerce.gov.


http://www.commerce.gov
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MESSAGE FROM SECRETARY PRITZKER

am pleased to present the Department of Commerce's Agency

Financial Report (AFR) for fiscal year (FY) 2014. The AFR is an

opportunity for us to highlight the Department’s accomplishments
and challenges in FY 2014. This report also provides information on
our financial management and performance.

Since | joined the Department as Secretary, | have met with over 1,200
business leaders and one-third of Fortune 500 CEOs; | have traveled
to more than 20 countries; and everywhere | go, the message is clear:
America is Open for Business. And it is the Department’s mission
to keep our country moving in the right direction, to help create the
conditions for economic growth, and to expand opportunity for all of

our businesses and entrepreneurs.

In FY 2014, the Department continued to help American businesses grow, compete, and thrive. We launched our
strategic plan, focused on the priority areas of trade and investment, innovation, data, and environment. This plan
provides a broad foundation for spurring greater prosperity for businesses large and small, supporting a resilient
private sector that has created more than 10 million jobs over 55 straight months of growth.

Our 46,000 employees continue to play a crucial role. They are dedicated public servants who are committed to the
important work of serving American businesses, communities, and our citizens. Their work truly epitomizes the
idea of "mission first, people always.”

The Commerce Department also remains committed to operational excellence—another part of our strategic plan—
as we continue to focus on being accountable to the public in everything we do. This report provides an important
window of transparency for our key stakeholders and the American public to assess our financial information and
performance for this past year.

Our financial management systems have been found to be in substantial compliance with the Federal Financial
Management Improvement Act (FFMIA) of 1996. In accordance with Office of Management and Budget (OMB)
Circulars A-136 and A-11, the financial and performance data published in this report are substantially complete
and reliable.
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MESSAGE FROM SECRETARY PRITZKER

These data provide an accurate and transparent accounting of the Department'’s financial situation and high-level
performance results. For the 16th year in arow, the independent auditors tasked with reviewing our financial statements
have provided an unmodified opinion. However, the Department received significant deficiencies relating to needed
improvement in two areas: (1) accounting for the Economic Development Administration (EDA) accrued grants needs
improvement, and (2) Department-wide information technology, relating to segregation of duties, access controls, and
configuration management. In FY 2015, the Department will continue making improvements to strengthen controls to
our accrued grants and information technology areas.

The Federal Managers' Financial Integrity Act of 1982 (FMFIA) and OMB Circular A-123 provide the framework within
which Departmental and operating unit managers may determine whether adequate internal controls are in place and
operating as they should. We rely on a wide range of studies conducted by programmatic and administrative managers,
the Office of Inspector General, the Government Accountability Office, and others to assist in this effort. Based on
activities undertaken during FY 2014, the Department is able to provide an unqualified statement of assurance that its
internal controls and financial management systems meet the objectives of FMFIA.

More detailed performance information and results will be released in the 2016 Congressional Budget Submission in
February 2015.

I am proud of the work we do and the progress we have made. | hope you find this report useful.

N

Penny Pritzker
Secretary of Commerce
November 14, 2014
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HOW T0 USE THIS REPORT

September 30 (FY) 2014 provides the Department of Commerce’s
financial and summary performance information in accordance with
OMB Circular A-136, Financial Reporting Requirements.

This Agency Financial Report (AFR) for the fiscal year ended

LS. DEPARTMENT OF COMMERCE

The Department has chosen to produce an AFR. The Department will
provide performance results in the FY 2016 Congressional Budget in
conjunction with performance plan information as the “FY 2016 Annual
Performance Report” for each bureau and will post it on the Department'’s
website at http://www.osec.doc.gov/bmi/budget/.

The Department’s annual AFR is available on the Department’s website at
http://www.osec.doc.gov/ofm/OFM_Publications.html. The Department
welcomes feedback on the form and content of this report.

This report is organized into the following major components:

STATEMENT FROM THE SECRETARY OF COMMERCE

The Secretary’s statement includes an assessment of the reliability and completeness of the financial and summary
performance information presented in the report and a statement of assurance on the Department’s management
controls as required by the Federal Managers’ Financial Integrity Act (FMFIA).

MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A)

This section provides an overview of the financial and summary-level performance information contained in
the Performance Summary, Financial Section, and Other Information. The MD&A includes an overview of the
summary of the performance process and current status of systems, internal control weaknesses, information on
the Department’s financial management, and analysis of FY 2014 financial condition and results.

FINANCIAL SECTION

This section contains details of the Department’s finances in FY 2014. A message from the Department’s Chief
Financial Officer (CFO) is followed by the independent auditors’ report, audited financial statements and notes,
and required supplementary information.

OTHER INFORMATION

This section provides an overview of spending, a discussion of management challenges, improper payments
information, a federal real property “Freeze the Footprint” report, and a glossary of acronyms.



http://www.osec.doc.gov/bmi/budget/
http://www.osec.doc.gov/ofm/OFM_Publications.html
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MANAGEMENT'S DISCUSSION AND ANALYSIS

MISSION AND ORGANIZATION

TO CREATE THE CONDITIONS FOR ECONOMIC GROWTH AND OPPORTUNITY.

MISSION

THE DEPARTMENT WORKS WITH BUSINESSES, UNIVERSITIES, COMMUNITIES, AND THE
NATION’S WORKERS TO PROMOTE JOB CREATION, ECONOMIC GROWTH, SUSTAINABLE

DEVELOPMENT, AND IMPROVED STANDARDS OF LIVING FOR AMERICANS.

U.S. DEPARTMENT OF COMMERCE

Office of Public Affairs

Office of Business Liaison —

Executive Secretariat

Office of
White House Liaison

Office of Policy
and Strategic Planning

SECRETARY

Deputy Secretary

Chief of Staff

General Counsel

Inspector General

Chief Financial Officer and
—  Assistant Secretary for
Administration

Assistant Secretary for
Legislative and
Intergovernmental Affairs

L Chief Information Officer

Under Secretary Under Secretary for Under Secretary for
v Under Secretary for Under Secretary for p l
and Administrator International Trade Industry and Security Economic Affairs S%%ﬂ?’lflsogcd
National Oceanic and . Economics and National Institute for
1 International Trade Bureau of s
Atmospheric e e e Industry and Security Statistics Standards and
Administration Administration Technology
[ —1 [ —1 [ —1 :
Assistant Assistant e
Secretary for Secretary for ssistant . . . Director
Conservation Environmental Secretary for Assistant Assistant Chief Director National
i Ol Enforcement Secretary for || Secretary for Economist Bureau of e
Management/ and Prediction/ and Industry and Export the Census Information
Deputy Deputy Compliance Analysis Administration S
Administrator Administrator
Assistant Secretary for Assistant Director
Chief Trade Promotion and || Secretary for Bureau of
Scientist Director General of the Export Economic Analysis
U.S. Foreign and Enforcement
Commercial Service

Assistant Secretary for
Economic Development

Economic Development
Administration

National Director

Minority Business
Development Agency

Assistant Secretary for
Communications and Information

National Telecommunications
and Information Administration
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MANAGEMENT'S DISCUSSION AND ANALYSIS

THE DEPARTMENT OF COMMERCE PROCESS FOR STRATEGIC
PLANNING AND PERFORMANCE REPORTING

BACKGROUND ON THE FY 2014 — FY 2018 STRATEGIC PLAN

The Department of Commerce FY 2014 — FY 2018 strategic planning process was re-engineered in the summer of FY 2013.
Newly confirmed, Secretary Penny Pritzker began her tenure with a national listening tour of businesses, Departmental
leadership, and staff. The tour produced the outline of a new vision for the Department. The vision is a major departure
from the previous strategic plan and has five goal areas: Trade and Investment, Innovation, Environment, Data, and
Operational Excellence.

The outline the Office of the Secretary produced was refined and expanded upon by multi-bureau executive teams.
The final product, published in March of FY 2014, requires an unprecedented level of bureau collaboration. All but three of
18 strategic objectives involve more than one bureau; 12 involve three or more.

The bureau leadership development/writing teams became multi-bureau implementation teams that wrote action plans
for each objective. The action plans included initiatives, initiative owners, milestones, and due dates. The action plans
are on an online Executive Dashboard. The dashboard has been supplemented by a “Tracker” which lists actions that the
Office of the Secretary regularly monitors.

ROUTINE MONITORING OF THE STRATEGIC PLAN

The Department's Executive Management Team (EMT) monitors the strategic plan and refines strategies and tactics
on an ongoing basis. The EMT meets every other week and includes the administration-appointed bureau leaders, the
Secretary, her chief of staff, the Deputy Secretary, and principals of the Office of the Secretary. The Deputy Secretary
chairs the meeting. At every EMT meeting, one to three strategic objectives are reviewed. Progress, challenges, and
risks are discussed and benefit from the collective talents and resources of the group. Strategies and tactics may be
revised or enhanced to accelerate progress or reduce risks.

There are several mechanisms that are used to report and review strategic plan performance indicators and aligned
program specific indicators. EMT presentations on strategic objectives include data on leading and lagging performance
metrics. Data on those metrics are posted to the online Executive Dashboard available to the EMT, senior career leaders,
and their staff. Data on Agency Priority Goals (APG), initiatives singled out for emphasis, and Cross-Agency Priority Goals
(CAP), multi-agency priorities, are posted to a public website www.performance.gov. Before the data and explanations
are published to the site, the tracking information is reviewed by both bureau and Department leadership and the Office
of Management and Budget (OMB). Bureaus have internal bureau centric metric review processes and data on mission
support initiatives (Human Resources, Acquisition, Information Technology, etc.) are tracked on online dashboards and
reviewed at team meetings.

FY 2014 AGENCY FINANCIAL REPORT 3
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MANAGEMENT'S DISCUSSION AND ANALYSIS

ANNUAL STRATEGIC REVIEW PROCESS

Apart from the EMT review of strategic objectives, in FY 2014 the Department conducted an annual strategic review
as required by OMB Circular A-11.  FY 2014 was the first year federal agencies conducted these reviews following
new guidance from OMB and the Federal Performance Improvement Council. The approach will evolve as it is used.
The Department’s reviews were conducted in the following four steps:

e a survey of the appointed and career leaders to obtain their independent assessment of risks and challenges for
each objective;

® a management retreat to discuss key issues identified in the surveys;

e development of action plans based on recommendations from the retreat; and

e synthesis of analysis from the EMT presentations, surveys, retreat recommendations, and action plans into a
written assessment that categorized objectives as having: exceptional progress, progress as planned, or significant
challenges.

Action plans for the strategic objectives will continue to be refined using the analysis from the strategic reviews and
input at the EMT meetings. The strategic reviews and budget process will also generate a list of research and evaluation
subjects that will be used to develop an agenda for developing “evidence” that can be used in refining operations.

On the following page is a summary of the strategic goals and objectives established in the FY 2014 - FY 2018

Strategic Plan. The strategic plan can be found at http.//www.commerce.gov/sites/default/files/documents/2014/march/
doc_fy2014-2018_strategic_plan.pdf.

4 FY 2014 AGENCY FINANCIAL REPORT
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MANAGEMENT'S DISCUSSION AND ANALYSIS

SUMMARY OF STRATEGIC GOALS AND OBJECTIVES

TRADE AND INVESTMENT INNOVATION

Expand the U.S. economy through Foster a more innovative U.S. economy—one that is better at inventing,
increased exports and inward foreign improving, and commercializing products and technologies that lead to
investment that lead to more and higher productivity and competitiveness

better American jobs

1.1.  Increase opportunities for U.S. 2.1.  Grow a more productive, agile, and high-value manufacturing sector through
companies by opening markets globally partnerships and collaborations that accelerate technology development and
(ITA, NOAA, NTIA, USPTO) commercialization (NIST)

1.2. Increase U.S. exports by broadening 2.2. Increase the capacity of U.S. regional economies to accelerate the production
and deepening the U.S. exporter base of value-added goods and services by providing services to and investments
(BIS, EDA, ESA, ITA, MBDA, 0S) in businesses and communities (EDA, ESA, MBDA, NIST, USPTO)

1.3. Increase high-impact inward foreign 2.3. Strengthen the Nation’s digital economy by championing policies that will
direct investment into the United States maximize the potential of the Internet, expanding broadband capacity, and
(EDA, ESA, ITA) enhancing cybersecurity (NIST, NTIA, USPTO)

1.4. Strengthen fair competition in 2.4. Accelerate the development of industry-led skills strategies that result in
international trade for U.S. firms a productive workforce for employers and high-quality jobs for workers
and workers by addressing and (EDA, ESA, NIST)
resolving foreign unfair trade practices . L . . o
and enforcing international trade 2.5. Accl;a_leratg gr_ow:h of mn_c;v?thn-lnt(:n_snve econorzlc sectors _by;_bunldmg

public and private capacity to invent, improve, and commercialize new
el A products and services (EDA, NIST, USPTO)

ENVIRONMENT DATA

Ensure communities and businesses have the necessary Improve government, business, and

information, products, and services to prepare for and prosper community decisions and knowledge by
in a changing environment transforming Department data capabilities
and supporting a data-enabled economy

3.1.  Advance the understanding and prediction of changes in the 4.1. Transform the Department’s data capacity to
environment through world class science and observations (NIST, enhance the value, accessibility and usability
NOAA) of Commerce data for government, business

and the public (ESA, NIST, NOAA, NTIS)
3.2. Improve preparedness, response, and recovery from weather and water

events by building a Weather-Ready Nation (ESA, NOAA) 4.2. Improve data-based services, decision-
making, and data sharing within the

3.3. Strengthen the resiliency of communities and regions by delivering Department and with other parts of the

targeted services to build capacity (EDA, ESA, NIST, NOAA) federal government (BIS, ESA, ITA)
3.4. Foster healthy and sustainable marine resources, habitats, and 4.3. Collaborate with the business community to
ecosystems through improved management and partnerships (NOAA) provide more timely, accurate, and relevant
3.5. Enable U.S. businesses to adapt and prosper by developing data products and services for customers
environmental and climate-informed solutions (ESA, ITA, NIST, NOAA) (ESA, NOAA)

OPERATIONAL EXCELLENCE

Deliver better services, solutions, and outcomes that benefit the American people

5.1. Strengthen organizational capabilities to drive customer-focused, outcomes-driven mission performance (OS, All Bureaus)

Note: ESA includes the Bureau of Economic Analysis (BEA) and the Census Bureau. OS indicates the Office of the Secretary, which is reported in the financial
statements as Departmental Management (DM).

FY 2014 AGENCY FINANCIAL REPORT [9)



MANAGEMENT'S DISCUSSION AND ANALYSIS

FY 2014 PERFORMANCE SUMMARY

OVERVIEW OF PERFORMANCE

Because the Department’s new strategic plan is a significant departure from past plans; many of the supporting performance
indicators are also new. Therefore, trends are often not available. However, when they are, they are included in the tables on the
following pages, which serve as a compilation of data on the current Agency Priority Goals (APG) and other priority indicators.
These tables do not include all the measures used to track progress at the Department. Additional measures are included in
budget documents. Department budget submissions can be found at http.//www.osec.doc.gov/bmi/budget;.

1. TRADE AND INVESTMENT

The APG in the Trade and Investment goal area is “Percentage of Global Markets clients that achieved their export objectives.”
This is a new measure that reflects Global Markets emphasis on customer service. “As of FY 2014, the target of 69 percent
was met. Accomplishment will be pushed further as new service delivery processes are implemented in FY 2015 and when a
new Customer Relations Management System is implemented in FY 2016. The percentage of clients highly likely to recommend
Global Markets assistance compares favorably to the private sector and other federal agencies. The data on measures relating
to strengthening fair competition show an improving trend for removing/preventing trade barriers.

AGENCY PRIORITY GOAL: COMPANIES ASSISTED BY GLOBAL MARKETS THAT ACHIEVE EXPORT OBJECTIVES

PERFORMANCE MEASURE FY2009 FY2010 FY 2011 FY2012 FY2013 FY 2014
Percentage of Global Markets clients that achieved their N/A N/A 67% 68% 67% 73%
export objectives
Percentage of clients highly likely to recommend 75% 77% 79% 82% 78% 83%
Global Markets
Number of clients assisted by Global Markets N/A 18,784 20,143 18,945 18,126 17593

2. INNOVATION

An APG for the Innovation goal area is for increased miles of broadband to unserved or underserved areas; the number of
community anchor institutions connected is also measured. The targets for the measures were exceeded, thereby helping to
bridge the “digital divide." The National Institute of Standards and Technology (NIST) Hollings Manufacturing Extension Partnership
(MEP) program hit an all-time high of assisting over eight thousand businesses improve their competitiveness.

The U.S. Patent and Trademark Office (USPTO) continues to reduce the patent backlog (another APG) and the time required for a

patent determination. During FY 2015 - FY 2016, USPTO will produce major reductions as examiners gain experience with new
processes and enabling technology.

B8 FY 2014 AGENCY FINANCIAL REPORT
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MANAGEMENT'S DISCUSSION AND ANALYSIS

AGENCY PRIORITY GOAL: EXPAND U.S. BROADBAND INFRASTRUCTURE

PERFORMANCE MEASURE FY2009 FY2010 FY2011 FY2012 FY2013 FY 2014
Miles of broadband networks deployed (infrastructure projects) N/A 4,824 29,191 78,699 111,361 112,707
Number of community anchor institutions connected N/A N/A 4,163 11,246 20,325 25,2521
(infrastructure projects)

Number of new subscribers to broadband N/A N/A 210,213 522,981 629,175 735,497

T Numbers shown are as of third quarter FY 2014. Yearend data will not be available until after this publication.

AGENCY PRIORITY GOAL: IMPROVE PATENT PROCESSING TIME AND QUALITY

PERFORMANCE MEASURE FY2009 FY2010 FY 2011 FY2012 FY2013 FY 2014
Patent first action pendency (months) 25.8 25.7 28.0 21.9 18.2 18.4
Patent total action pendency (months) 34.6 35.3 33.7 32.4 29.1 274
Patent backlog 718,835 708,535 669,625 608,283 584,998 605,646

3. ENVIRONMENT

One APG in the Environment goal area will have delayed results. The National Oceanic and Atmospheric Administration's (NOAA)
National Weather Service aims to produce reliable weather forecasts nine days in advance. Problems procuring the server power
needed for the new improved forecasting model set the schedule back. The problem has been solved and nine-day forecasts
with good “skill” scores will be achieved in FY 2016.

The APG for enforcing monitoring fishing catch limits is right on target and the number of threatened species with improving
population levels has a positive trend. Human sustainability is doing well too, based on the positive trend in community
improvements in resiliency.

AGENCY PRIORITY GOAL: CONFIRM ELIMINATION OF OVERFISHING

PERFORMANCE MEASURE FY2009 FY2010 FY2011 FY2012 FY2013 FY 2014

Number of domestic stocks, as of June 30, 2013, listed as N/A N/A N/A N/A N/A n
subject to overfishing for which the annual catch does not
exceed the overfishing limit

AGENCY PRIORITY GOAL: IMPROVE FORECASTING ACCURACY AND LEAD TIMES FOR SEVERE WEATHER

PERFORMANCE MEASURE FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
GFS 500 hPa anomaly correlation of forecast 757 8.02 8.00 8.00 8.1 8.1
considered accurate
Hurricane forecasts track — 48 hour error 73 88 71 69 103 103

FY 2014 AGENCY FINANCIAL REPORT 7



MANAGEMENT'S DISCUSSION AND ANALYSIS

4. DATA

The Data goal area has a much different emphasis than in the past. The Department has viewed its statistical and environmental
data as a product. The new strategic plan presents data as a national asset that can increase competitiveness and save lives
(weather data). The milestones have been met for creating a framework for making federal data interoperable and therefore more
useful to both the private and public sector. The Census Bureau has met its milestones for progress toward the goal of a 2020
Census that cost no more than the 2010 Census.

In FY 2014, the new Chief Data Officer joined the Department to create a vision and a plan to put the Department ahead of the
breakneck speed of information technology (IT) advances.

PERFORMANCE MEASURE FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
Percentage of key activities for cyclical census programs Atleast  Atleast Atleast Atleast Atleast Atleast
completed on time to support effective decision-making 90% 90% 90% 90% 90% 90%
by policymakers, businesses, and the public
Percentage of key data products for Census Bureau ® 100% for @ 100% for ® 100% for ® 100% for ¢ 100% for  100% for
programs released on time to support effective decision- economic  economic  economic  economic  economic  economic
making of policymakers, businesses, and the public indicators indicators indicators indicators indicators indicators

®90% for ©90% for 90% for ©90% for ©90% for 90% for
other key otherkey otherkey otherkey otherkey otherkey
surrveys  sUITveys  surrveys  SUITveyS  SUrrveys  SUITveys

5. OPERATIONAL EXCELLENCE

There are many “granular” measures of the Operational Excellence goal area in mission support, i.e., customer satisfaction
with processes and services, cycle-times, error rates. The strategic measures are milestones for creating new frameworks
for: organizational development, common IT architecture, shared services, and results focus. Plans in these areas are on track
and in line with government-wide initiatives. There are significant positive trends in the quality and quantity of service provided
by www.Business.USA.gov. This is the Department’s one-stop shop website to access all federal services available to help
American business.

PERFORMANCE MEASURE FY2009 FY2010 FY 2011 FY2012 FY2013 FY 2014
Business USA (Business.USA.gov) ability to find information:
Content subscribers N/A N/A N/A 35,000 70,388 103,903
Website visits N/A N/A N/A 628,000 1,370,000 2,362,313

8 FY 2014 AGENCY FINANCIAL REPORT
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MANAGEMENT'S DISCUSSION AND ANALYSIS

MANAGEMENT CONTROLS

he Department’s management is responsible for establishing and maintaining effective internal control
and financial management systems that meet the objectives of the Federal Managers’ Financial Integrity
Act (FMFIA). During FY 2014, the Department assessed its internal control over the effectiveness and
efficiency of operations and compliance with applicable laws and regulations in accordance with Office of
Management and Budget (OMB) Circular A-123, Management's Responsibility for Internal Control. Based
on the results of this evaluation, the Department can provide reasonable assurance that its internal control
over the effectiveness and efficiency of operations and compliance with applicable laws and regulations as
of September 30, 2014 was operating effectively and no material weaknesses were found in the design or

operation of the internal controls.

In addition, the Department conducted its assessment of the effectiveness of internal control over financial
reporting, which includes safeguarding of assets and compliance with applicable laws and regulations,
in accordance with the requirements of Appendix A of OMB Circular A-123. Based on the results of this
evaluation, the Department can provide reasonable assurance that its internal control over financial reporting
as of June 30, 2014 was operating effectively and no material weaknesses were found in the design or
operation of the internal control over financial reporting. Furthermore, no material weaknesses related to

internal control over financial reporting were identified between July 1 and September 30.

Based on reviews conducted by the Department, it has been able to determine that its financial systems are

NI

Penny Pritzker

in conformance with government-wide requirements.

Secretary of Commerce
November 14, 2014

FY 2014 AGENCY FINANCIAL REPORT 9



MANAGEMENT'S DISCUSSION AND ANALYSIS

FEDERAL MANAGERS' FINANCIAL INTEGRITY ACT (FMFIA) OF 1982

The objective of the Department’s management control system is to provide reasonable assurance that:
e Obligations and costs are in compliance with applicable laws;
e Assets are safeguarded against waste, loss, and unauthorized use of appropriations;

e Revenues and expenditures applicable to the Department’s operations are properly recorded and accounted for,
permitting accurate accounts, reliable financial reports, and full accountability for assets; and

e Programs are efficiently and effectively carried out in accordance with applicable laws and management policy.

During FY 2014, the Department reviewed its management control system in accordance with the requirements of FMFIA,
and OMB and Departmental guidelines.

SECTION 2 OF FMFIA — INTERNAL MANAGEMENT CONTROLS

Section 2 of FMFIA requires that federal agencies report, on the basis of annual assessments, any material weaknesses
that have been identified in connection with their internal and administrative controls. The efficiency of the Department’s
operations is continually evaluated using information obtained from reviews conducted by the U.S. Government
Accountability Office (GAO) and the Office of Inspector General (OIG), evaluations conducted by other federal agencies
such as the U.S. Office of Personnel Management (OPM), and other specifically requested studies. The diverse reviews
that took place during FY 2014 relative to non-financial controls provide assurance that Departmental systems and
management controls comply with standards established under FMFIA.

Key Administrative and Management Internal Control Activities

In compliance with FMFIA, the following information regarding the adequacy of management and internal control systems
relative to management and internal controls in FY 2014 is detailed below.

HUMAN RESOURCE MANAGEMENT

Strategic Human Capital Management. The Department developed a strategic approach to accountability in human
capital management that proactively addresses the challenges of aligning human capital strategies with Department
strategies, and to improve leadership, knowledge management, acquisition of talent, and performance.

Oversight and Accountability Audits. In accordance with Title 5, U.S. Code § 1104(a)(2) and Executive Order 13197,
Government-wide Accountability for Merit Systems Principles; Workforce Information, dated January 18, 2001, the Office
of Human Resources Accountability coordinated, trained, and led the Department Human Capital Audit Team successfully
through eight Delegated Examining on-site audits at the servicing human resources office. In addition, the audit team
conducted two Human Capital Framework (HCF) assessments.

The Department Human Capital Audit Team monitors and audits/evaluates the results of its human capital management

policies, programs, and activities by analyzing compliance with merit system principles, federal regulations, OPM
standards, and Departmental policy. During FY 2015, eight Delegated Examining and two HCF audits will be conducted.
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Protecting Personally ldentifiable Information (PI). A quarterly analysis is conducted by an independent third-party
vendor of all Department employee identities to ensure no organized misuse by fraudsters is occurring. In relation to
specific breach or potential breach incidents, reports of “Harm"” or “No Harm" are provided by the vendor to indicate if
misuse of any employee identities is occurring as a result of the specific incident(s).

ACQUISITION MANAGEMENT

The Office of Acquisition Management's (OAM) internal control process is based on OMB-prescribed guidance on
acquisition assessment with the following cornerstones:

1. Organization Alignment and Leadership;
2. Policies and Processes;
3. Human Capital; and

4. Information Management and Leadership.

OAM's structure directly addresses major initiatives such as implementation of the scalable framework for acquisition
management, strategic sourcing initiatives and acquisition/administrative savings, risk management, and cost analysis
and oversight.

USASpending.gov. USAspending.gov, a single searchable website that is accessible to the public, receives and displays
data pertaining to amounts awarded for federally sponsored projects during a given budget period. One of the main
source systems which provides information to the USAspending.gov website is the Federal Procurement Data System
(FPDS). The Department annually reviews and certifies its procurement data captured in FPDS in accordance with Office
of Federal Procurement Policy guidance. This activity certifies the completeness, quality, accuracy, and timeliness of the
Department’s data in FPDS. Accuracy is measured by reviewing a random sample of records for data elements prescribed
by OMB. The Department has consistently maintained an accuracy rating of 95 percent or above.

In addition, OAM conducts a quarterly FPDS verification and validation process. The quarterly reviews are used to evaluate
the accuracy of the Department data in FPDS throughout the year. Data elements with accuracy rates that fall below 95
percent are identified and targeted for improvement. The quarterly review process has helped to improve the accuracy of
procurement data in FPDS.

The Department’s grant-making bureaus have engaged in considerable effort to improve the reliability and accuracy
of USAspending.gov financial assistance award data. Each bureau has developed and implemented a comprehensive
process to validate USAspending.gov prime federal award financial assistance data through a comparison against Federal
Award |dentification Numbers in their respective financial systems prior to uploading the data to USAspending.gov.

Purchase Card Program. OAM continuously monitors and updates internal control measures and processes to manage
the Department's Purchase Card Program, certifies that the appropriate policies and controls are in place, and corrective
actions have been taken to mitigate the risk of fraud and inappropriate charge card practices.

In FY 2014, the Department continued its implementation efforts to enhance policy requirements and implement

structured procedures. Enhancements to the purchase card program included development of customized virtual online
training courses to highlight Department-specific policies and procedures of the program and enhance user training by
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providing realistic scenario-based examples, updating the Commerce Acquisition Management (CAM) Chapter to address
audit findings, a bureau management review to assess strengths and weaknesses of bureau programs, and development
of a cardholder community newsletter to improve policy communication to the cardholder community.

American Reinvestment and Recovery Act (ARRA) Funds Management:

Federally Awarded Contracts — Recipient reporting for ARRA awards was repealed by Congress as of February 1, 2014.
Therefore, the January 2014 reporting cycle was the last required reporting submission for ARRA awards and all input into
FederalReporting.gov ceased on March 19, 2014. As part of the transparency and accountability initiative, the Department
regularly provided summaries of reporting compliance results and issues to the Department Senior Accountable Official
for ARRA and to OMB. Beginning in FY 2013, the Department implemented a reconciliation process on awards that
were marked as having a Final Report submission which involved validating that the data reported and reflected on
USASpending.gov were accurate and complete. By the sunset of the ARRA reporting era, OAM completed reconciliation
on 84 percent of the Department Final Report submissions.

Financial Assistance — As of March 19, 2014, ARRA reporting was officially terminated. Since 2009, OAM's Grants
Management Division provided oversight for 483 grants valued at nearly $5 billion and coordinated the accurate and
timely reporting of those dollars obligated and spent under ARRA. Additionally, the OAM Grants Management Division
conducted weekly teleconferences with key bureau ARRA reporting personnel and provided them feedback on reporting
issues and any new ARRA policies that had been issued.

Hurricane Sandy Funds Management:

Disaster Relief Act (Hurricane Sandy) Supplemental Funding — Supplemental funding received under the Disaster Relief
Act (Hurricane Sandy) received comprehensive programmatic and administrative attention throughout the Department
in order to achieve the legislative goals attributable to it. All Hurricane Sandy funds received by the Department were
awarded or otherwise expended solely for authorized purposes, in as prompt and efficient manner as possible while
safeguarding against fraud, waste, and abuse. Reporting associated with this funding is being performed transparently
and comprehensively. Monitoring has been and will continue to be conducted to ensure the recipient is meeting goals
as stated in its application and as incorporated into award documents, and will also focus on the effects Hurricane Sandy
funding has had and will prospectively have on economic indicators.

FACILITIES MANAGEMENT

GAO has designated federal real property management as a high risk issue since 2003 due to long standing challenges,
including unreliable data reported in the Federal Real Property Profile (FRPP).

In July 2014, GAO issued a report which concluded that data problems related to federal real property continue to be an
issue. While OMB or the U.S. General Services Administration has not issued specific guidance regarding data quality
improvements in 2014, the FRPP Guidance was released in July 2014.

The 2014 FRPP guidance includes several changes intended to improve the consistency of reporting among agencies.
These changes include revised definitions, modified data elements, and standardized processes and procedures for
collecting and reporting data. The Office of Real Property Programs (ORPP) is currently reviewing all asset records in the
Department’s Federal Real Property Management System (FRPMS) and has requested each bureau to individually certify
and validate its data for accuracy and completeness.
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Also in an effort to improve data quality, personal identity verification cards will be required to gain access to Department
networks and allow it to more accurately count the number of contractor and federal employees in its facilities. As a result,
ORPP will have more accurate data necessary to calculate Department facility utilization rates that are reported in its OMB
performance measures. Finally, in an effort to report more accurate data, ORPP directed the Department to improve its
facility annual operating cost reporting by extracting data available in the Department's financial system.

INFORMATION TECHNOLOGY (IT) SECURITY RECEIVES CONTINUED FOCUS

The Office of the Chief Information Officer (OCIO) conducts reviews of its IT investments to ensure their efficiency
and effectiveness in support of the Department's missions. The Department, following OMB policies and guidelines,
and complying with Federal Information Security Management Act (FISMA) requirements, oversees and manages IT
resources by establishing and implementing policies and controls to mitigate IT risks. In FY 2014, the Department made
improvements to elevate the IT security program and address deficiencies in continuous monitoring, configuration, and
vulnerability management and IT security general awareness and role-based training.

Accomplishments resulting from the Department’s efforts to address the deficiencies include developing a Cyber Strategic
Plan in support of the Department’s missions and goals through FY 2018; and adopting a revised IT Security Program
Policy and additional policies and guidance on safeguarding information on foreign travel, access and use, and telework.
The Department continued to implement an Enterprise Cybersecurity Monitoring and Operations (ECMO) tool to monitor
and track continuous monitoring of IT security-related events throughout the Department.

The Department launched an Enterprise Security Oversight Center (ESOC) and continued making improvements to the
Department's Computer Incident Response Team (CIRT), and also worked with personnel with significant IT security roles
and responsibilities through the CIOs’ Council, the IT Security Coordinating Committee, and the IT Audit Working Group to
devise enterprise-wide solutions to deficiencies.

While these enhancements will allow the Department to elevate its IT security posture, more work remains to be
accomplished. Despite these improvements, the OIG found that critical security controls remain unimplemented,
including remote access control, flaw remediation, and secure configuration settings in the FY 2014 FISMA Audits. The
OIG acknowledges progress the Department has made implementing ECMO and ESOC and improving the CIRT, which are
critical to maintaining general network hygiene, implementing continuous monitoring, providing timely cyber situational
awareness, and addressing cyber incidents across the Department. However, the OIG encourages the Department to
make a concerted effort to expedite ECMO deployment and maintain a fully operational and stable IT infrastructure at its
headquarters.

IT ACCOMPLISHMENTS TOWARD FMFIA
To ensure that the Department effectively manages the ongoing IT security concerns, the OCIO has been developing
a Cyber Security Strategic Plan to strengthen its IT security posture and operations. Additionally, the OCIO security

office continues to conduct rigorous IT security compliance reviews based on FISMA requirements, OMB policy, National
Institute of Standards and Technology (NIST) standards and guidelines, and previous OIG recommendations.
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Other Internal Control Enhancement Activities Continue

During FY 2014, the Department’s OMB Circular A-123 Appendix A review and assessment included the following:

e Utilized the Senior Management Council to implement, direct and oversee the assessment process; and the Senior
Assessment Team to develop OMB Circular A-123 planning documentation, administer internal control test plans,
and monitor and review the test work;

e Conducted risk assessment to include additional testing cycles;

e Updated Departmental sampling plan and Department-wide testing templates for selected key processes/sub-
processes;

e Had each of the Department’s bureaus complete an entity-level controls assessment as required by OMB Circular
A-123, Appendix A;

e Utilized contractor assistance in implementing the requirements of OMB Memorandum M-13-21 and evaluating
internal controls over travel card management;

e Utilized contractor assistance to perform an analysis of the internal control over NIST's grants and accounts payable
accrual sub-processes. The final analysis will include a summary of the revised grants and accounts payable accrual
sub-processes, enhanced reconciliations, and the process for future evaluations;

e Analyzed the results of the overall effort to assess and document the adequacy of the Department's internal controls
in order to develop the annual statement of assurance issued by the Secretary and published in the Agency Financial
Report;

e Consolidated and analyzed the OMB Circular A-123 Appendix A review lead sheet at each of the applicable
Department bureaus, including assessing and documenting the findings and recommendations for corrective
actions (if applicable) at the Department level;

e Performed reviews of working papers for select processes/cycles at the Census Bureau and the National Oceanic and
Atmospheric Administration for completeness, accuracy, reliability, adequacy, and adherence to the Department's
Implementation Plan, Sampling Plan, and Work Paper Guide; and

e Furthered the initiative to establish an Office of Forensic Accounting. Through contractor support, the Department
has focused on developing and solidifying an end-to-end monitoring process involving the analyses of Purchase
Card, Travel Card, and Payroll processes within the Department.

SECTION 4 OF FMFIA — INTERNAL CONTROLS OVER FINANCIAL MANAGEMENT SYSTEMS

The Department has reported no material weaknesses under FMFIA Section 4 in recent years. Based on reviews
conducted by the Department and its bureaus for FY 2014, the financial systems in the Department are compliant with
GAO principles and standards, the requirements of the Chief Financial Officers Act, and OMB requirements.
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FEDERAL FINANCIAL MANAGEMENT IMPROVEMENT ACT (FFMIA) OF 1996

Under FFMIA, the Department is required to have financial management systems that comply with federal financial
management system requirements, federal accounting standards, and the U.S. Government Standard General Ledger at
the transaction level. In FY 2014, the Department remained in compliance with FFMIA.

REPORT ON AUDIT FOLLOW-UP

The Inspector General Act, as amended, requires that the Secretary report to Congress on the final action taken for
Inspector General audits. This report covers Commerce Department audit follow-up activities for the period June 1, 2013,
through May 31, 2014.

SUMMARY OF ACTIVITY ON AUDIT REPORTS
JUNE 1, 2013 THROUGH MAY 31, 2014

FUNDS TO BE PUT TO NONMONETARY
DISALLOWED COSTS' BETTER USE? REPORTS? TOTAL
NUMBER OF NUMBER OF NUMBER OF
REPORTS DOLLARS REPORTS DOLLARS REPORTS REPORTS

Beginning Balance* 32 $46,668,970 8 $65,605,120 25 65
New Reports 16 4,336,874 4 163,515,149 13 33
Total Reports 48 51,005,844 12 229,120,269 37 98
Reports Closed (17) (10,303,653) (4) (5,495,642) (18) (39)
Ending Balance 31 $40,702,191 8 $223,624,627 20 59

1. Disallowed costs are questioned costs that management has sustained or agreed should not be charged to the government.
2. "Funds to be Put to Better Use"” are funds that could be used more efficiently if management took action to implement and
complete the recommendation. Audits with “Funds to be Put to Better Use"” may be non-federal audits of individual grant
awards or performance audits of grant programs or other programs. Thus, the amount of “Funds to be Put to Better Use”

among audits can vary widely.
3. Includes management, contract, grant, loan, and financial statement audits with nonmonetary recommendations.
4. The beginning balances reflect correction of user entry errors since the last reporting period. Corrective actions are
planned to prevent similar errors in the future.

BIENNIAL REVIEW OF FEES

OMB Circular A-25 Revised, User Charges, requires the biennial review of agency programs to determine whether
fees should be charged for government goods or services, and to ascertain that existing charges are adjusted to reflect
unanticipated changes in costs or market values.

The Department’s bureaus conduct reviews of its programs at least biennially, with some bureaus conducting annual reviews.

The Department is in compliance with the requirement to adjust its fees to meet the Circular A-25 Revised requirement
of full-cost recovery for user charges.
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FINANCIAL MANAGEMENT AND ANALYSIS

nder the Secretary's leadership, the Department is continuing to give the highest priority to providing accurate

financial data to its internal and external customers, and to its accountability for all assets. Ensuring that there

are strong internal controls throughout the Department remains a priority. The Department has created a financial
management environment that complies with federal laws and regulations and that provides its executives with timely,
accurate financial and performance information. This is evidenced with the Department continuing to receive unqualified
audit opinions, maintaining a single integrated financial system, and continuing its compliance with the Federal Financial
Management Improvement Act (FFMIA).

Highlights of accomplishments for FY 2014 and future initiatives are discussed further below.

FINANCIAL MANAGEMENT SYSTEMS

The Department maintains an FFMIA-compliant financial management system, the Commerce Business Systems
(CBS). CBS provides reliable, timely information within a sophisticated security infrastructure. The system is capable of
producing both financial and budget reports from information generated within the financial management system. CBS
consists of a Core Financial System, including the Commerce Purchase Card System and the Budget and Execution Data
Warehouse. CBS is interfaced with the Commerce Standard Acquisition and Reporting System, the U.S. Department of
Agriculture's National Finance Center Payroll System, and the U.S. Department of the Treasury's (Treasury) Automated
Standard Application for Payments (ASAP).

The financial information from CBS is integrated in the Corporate Database for consolidated financial reporting, resulting in
a single integrated financial management system. The Corporate Database is a commercial, off-the-shelf software package
for consolidating financial data and producing financial reports. The Corporate Database is an integrated solution that
provides financial statements and Adjusted Trial Balances reported at the Department, bureau, and Treasury Appropriation/
Fund Group level. It also provides the ability to perform data analysis and produce the Department’s footnotes, financial
analysis reports, and other additional information required for the government-wide financial statements.

During FY 2014, the Department accomplished the following initiatives:
e |Initiated Planning phase for the Business Application Solutions (BAS) project that will modernize the Department's

financial and business systems;

e Completed the design, development, and testing of the Six-Digit Standard General Ledger, Accelerated Payments to
Small Businesses, Summary Level Transfer, and ASAP modifications to CBS and deployed into production;

e Completed several technical CBS upgrades, including Fusion Middleware/Weblogic and Single Sign On to Oracle
Access Manager upgrade; completed the Oracle Database Migration to 11g and the upgrade of production
environment hardware and operating system for the National Oceanic and Atmospheric Administration (NOAA),
National Institute of Standards and Technology (NIST), and Census Bureau;
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e Deployed online dashboards, tools, processes, and standardized templates improving the efficiency, effectiveness,
governance, management, and delivery of the Chief Financial Officer and Assistant Secretary for Administration
(CFO/ASA) capabilities and services; and

e Conducted design and development activities for the Department'’s Executive Dashboard application. The Executive
Dashboard provides a Department-wide, executive-level overview of the Department’s highest priority and highest
risk mission and administrative initiatives.

In FY 2015 and beyond, the Department will continue its efforts to enhance its financial systems. The Department plans
to accomplish the following:

e Complete Planning phase and begin Phase | implementation for BAS; and
e Complete the design, development, and testing of the Governmentwide Treasury Account Symbol Adjusted Trial

Balance System (GTAS), Payment Application Modernization, ASAP Phase 2, and Shared Accounting Module
modifications to CBS and deploy into production.

FINANCIAL REPORTING AND POLICY

The Department accomplished the following initiatives:

e Implemented early, effective FY 2014, Federal Accounting Standard Advisory Board (FASAB) Statement of Federal
Financial Accounting Standards (SFFAS) 42, Deferred Maintenance and Repairs, Amending Statements of Federal
Financial Accounting Standards 6, 14, 29 and 32, to improve the measurement and reporting of deferred maintenance
and repairs;

e Implemented early, effective FY 2014, FASAB SFFAS 44, Accounting for Impairment of General Property, Plant, and
Equipment Remaining in Use, which establishes accounting and financial reporting standards for impairment of
General Property, Plant, and Equipment (PP&E) remaining in use, except for internal use software;

o Quarterly financial metrics were compiled, analyzed, and reported to individual bureaus, which also included a
status report comparing bureau results with Departmental goals. The results of bureaus’ metrics and any corrective
actions needed were discussed at the bureau CFQO's individual monthly meetings;

e Completed and issued a significant revision of Chapter 7. Administrative Control of Funds, of the Department'’s
Accounting Principles and Standards Handbook;

e Each of the Department’s bureaus/reporting entities updated their scheduled improper payment risk assessments
covering all programs/activities as required by the Office of Management and Budget (OMB) Circular A-123,
Management’'s Responsibility for Internal Control, Appendix C, Requirements for Effective Measurement and
Remediation of Improper Payments. These improper payment risk assessments of the entity's programs/activities
also include assessments of the control, procurement, and grants management environments, and are now in the
continuous process stage of being updated every three years, unless significant changes occur, in which case an
assessment will be updated quicker;
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e A contractor prepared a Statistical Sampling and Estimation Plan for NOAA Disaster Relief Appropriations Act
FY 2013 disbursements in order to yield a statistically valid improper payments estimate, and performed FY 2013
disbursements testing in accordance with the plan, which did not identify any improper payments; and

e Applicable bureaus prepared Credit Management and Debt Collection Plans which set forth their plans for effectively
managing credit extension, account servicing, portfolio management, and delinquent debt collection—these plans
will be updated at least every five years.

In FY 2015 and beyond, the Department plans to accomplish the following:

e Complete an analysis of the Department’s capitalization thresholds for General Property, Plant, and Equipment, to
determine if existing capitalization thresholds are appropriate or should be revised;

e Continue to work with Treasury to ensure proper implementation of GTAS effective FY 2015;

e Complete bureaus' implementations of reporting Treasury Appropriation Symbols and Business Event Type Codes
for each individual transaction for intragovernmental payments, collections, and disbursements; and

e Prepare biennial Credit Program Reviews for active credit programs.

GRANT MANAGEMENT

Under the CFO/ASA, the Office of Acquisition Management (OAM) is responsible for the Department'’s enterprise-wide
grants management policy, projects, and oversight. The Department's focus is to standardize policy and procedures
for its grant and cooperative agreement programs in order to strengthen compliance, work toward a single automated
grants management system, and enhance/formalize workforce education. Targeted efforts continue to transform the
decentralized Department grants management community into an effective and efficient partnership.

In FY 2014, the Department started migrating the Economic Development Administration (EDA) and NIST to NOAAs
Grants Online. Grants Online is designed to facilitate efficiencies through standardized business processes and provide a
direct interface to other Departmental systems and with grant recipients. It continues to demonstrate significant success
in reducing paperwork, increasing accountability, and simplifying the post award process.

The Department’s Grants Overview revealed the significant backlog of expired and unexpired financial assistance awards
that are pending closeout but the recipient organization is no longer in existence or is unresponsive to bureau notifications
and requests for information and documentation relative to the closeout of the award. As a result of this team'’s efforts,
the Policy for the Unilateral Termination and/or Administrative Closeout of Certain Financial Assistance Awards when
a Recipient is No longer in Existence or is Unresponsive to Bureau Notifications and Requests for Information was
implemented in August 2013. As of July 31, 2014, the implantation of this notice has resulted in 79 of these types of
grants being administratively closed and/or terminated.

OAM/Grants Management Division (GMD) is coordinating Department implementation of the requirements of the

Omni-circular issued by OMB on December 26, 2013. The Omni-circular requires agencies to modify grant business
processes to achieve the President’s goals of streamlining federal programs to establish more efficient and user friendly

18 FY 2014 AGENCY FINANCIAL REPORT



MANAGEMENT'S DISCUSSION AND ANALYSIS

requirements for Department customers. Pursuant to the requirements of the Omni-circular, OAM/GMD has collaborated
with partners in the Department grants community to create an implementation plan that was submitted to OMB in June
2014. Additionally, OAM/GMD is working with General Counsel and grant-making agencies of the Department to make
modifications required to align Department financial assistance guidance with the requirements of the Omni-circular.

HUMAN CAPITAL

Both the President and Congress recognize that the federal workforce is central to the delivery of services to the U.S.
public. Acknowledging that people are the key to mission accomplishment, Departmental leadership continues to
implement and evaluate programs to ensure that there is succession planning in the area of financial management.
Internships, leadership development programs, technical training opportunities, telework, and succession plans are used
as vehicles for making progress in the recruitment, development, and retention of a highly-skilled and diverse workforce.

In FY 2014, the Department hosted 18 Pathway Program interns as accountants and budget analysts, including three new
hires and seven who were converted to permanent positions. Trainees were located within finance and accounting offices
in the Bureau of Economic Analysis (BEA), Census Bureau, EDA, the International Trade Administration (ITA), and NIST.

To maintain a highly-skilled financial management workforce, the Department’s retention and succession strategies
include the increased use of telework and development of succession plans. In FY 2014, approximately 46 percent of
accounting and budgeting employees engaged in telework, which increased from 32 percent in FY 2013. Telework is used
by the Department to position itself as an “employer of choice” in attracting qualified employees, facilitating employee
work/life balance, increasing employee satisfaction and engagement, and potentially increasing employee productivity.
Additionally, the Office of the Secretary’s Office of Financial Management fulfilled its planned action that was incorporated
into the FY 2014 CFO/ASAs Succession Plan.

RECEIVABLES WITH THE PUBLIC AND DEBT COLLECTION MANAGEMENT

The Department provides policies and procedures for the management and collection of non-tax debts owed to
Departmental entities in its debt collection regulations, Commerce Debt Collection. This adopts and incorporates all
provisions of the Federal Claims Collections Standards (FCCS), which were jointly published by Treasury and the U.S.
Department of Justice. The Department's debt collection regulations supplement FCCS by prescribing procedures,
consistent with FCCS, as necessary and appropriate for Departmental debt collection management operations. FCCS
clarifies and simplifies federal debt collection procedures and reflects changes under the Debt Collection Improvement
Act of 1996 and the General Accounting Office Act of 1996. The Department also provides guidance for debt collection
management inits Credit and Debt Management Operating Standards and Procedures Handbook, to ensure that consistent
debt collection management practices are established and followed throughout the Department, and to establish and
enhance Departmental debt collection management practices.

Applicable bureaus prepared, in 2014, Credit Management and Debt Collection Plans, which set forth their plans for

effectively managing credit extension, account servicing, and debt collection management. These plans are updated at
least every five years.
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GROSS RECEIVABLES WITH THE PUBLIC AS OF SEPTEMBER 30 (in Millions)

$682
$593 $620
- - = - LR s I EREY I
FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
[ Over 180 Days Delinquent Il Total Delinquencies [ Total Gross Receivables

The Department's total gross receivables with the public decreased $19 million or 3.8 percent, from $528 million as of
September 30, 2013 to $509 million as of September 30, 2014, as reported on the Department's Treasury Report on
Receivables, which is the primary means for the Department to provide comprehensive information to Treasury on its
receivables with the public. Total delinquencies with the public, as a percentage of total gross receivables with the public,
increased from 2.5 percent as of September 30, 2013 to 2.8 percent as of September 30, 2014. Receivables with the public
over 180 days delinquent, as a percentage of total gross receivables with the public, increased from 1.1 percent as of
September 30, 2013 to 1.6 percent as of September 30, 2014.

Prescreening procedures, account-servicing standards, TOTAL DELINQUENCIES WITH THE PUBLIC AS A
determined collection of delinquent debt, and extensive PERCENTAGE OF TOTAL GROSS RECEIVABLES
referrals of delinquent debt to Treasury for cross-servic- AS OF SEPTEMBER 30

ing, which includes Treasury referrals to the Treasury Off-
set Program and credit bureau reporting when deemed
appropriate by Treasury, have all contributed to effective
Departmental debt collection management. The Debt
Collection Improvement Act of 1996 established Treasury
as the debt collection agency for eligible federal agency
debts that are more than 180 days delinquent. FY 2010 FY 2011 FY 2012 FY 2013 FY 2014
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The Department closely monitors its prompt payment  98.0% 98.0% 98.0% 98.0% \97.4%
performance, and the bureaus submit quarterly reports
of prompt payment performance to the Deputy CFO. FY2010  FY2011  FY2012  FY2013  FY2014
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The Department’s prompt payment performance decreased from 98.8 percent in FY 2013 to 974 percent in FY 2014. The
number of invoices with late-payment interest penalties increased from 1,994 in FY 2013 to 4,865 in FY 2014. The decrease
in prompt payment performance was primarily due to delays in invoice processing caused by the October 2013 furlough of
financial management staff. The Department continues to focus on improving its prompt payment percentage by working
closely with its bureaus to identify opportunities for new or improved business processes. The Department is currently
exploring options to transition off its primary financial management system used by most of the bureaus and adopt a
commercial off-the-shelf (COTS) product for those bureaus. As such, the Department would in large part adopt the COTS
product’s solution for an electronic invoice processing system, if available. The U.S. Patent and Trademark Office (USPTO)
will not be transitioning to a new financial management system, and will instead maintain its own financial management
system. USPTO is planning to kick off a series of projects starting in 2015 with the purpose of implementing an Internet-
based invoice processing system.

The Department implemented in July 2012 a temporary payment policy whereby agencies shall make payments to all
prime contractors as soon as practicable, with a goal of paying all prime contractors within 15 days of receiving proper
documentation. A July 2014 OMB memorandum, Extension of Policy to Provide Accelerated Payment to Small Business
Subcontractors, extends this temporary policy to December 31, 2016. The Department monitors bureaus’ monthly
accelerated payments performance.

BANKCARDS

The Department remains committed to the use of bankcards (purchase cards) as a means to improve mission support by
streamlining the procurement and payment processes, and reducing administrative costs. The Department continues to carry
out initiatives implemented in the last few fiscal years, including more effective training, oversight, and risk management
reviews in order to enhance the purchase card program. Purchase card usage is closely monitored, and those accounts that
are no longer needed are promptly closed. In addition, purchase card accounts without any activity within the preceding
18-month period are considered inactive and are closed unless there are extenuating circumstances. This has contributed to
a steady decrease in the number of purchase cards issued and in use by the Department.

Based on the results of prior year testing of purchase card processes under OMB Circular A-123, Appendix A, Internal
Control Over Financial Reporting, the Department conducted testing of purchase card processes in FY 2014. The testing
results showed purchase card sub-processes continued to present a significant deficiency for the Department in FY 2014.
The Department will continue to work with bureaus in implementing corrective actions and monitoring the internal controls
surrounding the purchase card program and perform necessary testing to ensure proper controls are in place during FY 2015.

LIMITATIONS OF THE FINANCIAL STATEMENTS

The principle financial statements in the financial section have been prepared to report the overall financial position and
results of operations of the Department, pursuant to the requirements of 31 U.S.C. 3515(b). While the statements have
been prepared from the books and records of the Department in accordance with the generally accepted accounting
principles (GAAP) for federal entities and the formats prescribed in OMB Circular A-136, Financial Reporting Requirements,
the statements are in addition to the financial reports used to monitor and control budgetary resources that are prepared
from the same books and records.

These financial statements should be read with the realization that they are for a component of the U.S. government,

a sovereign entity. One implication of this is that liabilities cannot be liquidated without legislation that provides the
resources to do so.
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ANALYSIS OF FY 2014 HINANCIAL CONDITION AND RESULTS

FINANCIAL HIGHLIGHTS

Percentage

(Dollars In Thousands) Change FY 2014 FY 2013

Condensed Balance Sheets:

As of September 30, 2014 and 2013

ASSETS:

Fund Balance with Treasury 14% $ 20,440,730 $ 18,002,497 TOTAL ASSETS
General Property, Plant, and Equipment, Net 9% 12,107,752 11,103,844 $33,418 $30,038
Direct Loans and Loan Guarantees, Net -4% 512,588 533,692

Other -10% 356,634 398,278 .
TOTAL ASSETS 1% $ 33,417,704 $ 30,038,311 FY 2014  FY 2013
LIABILITIES:

Unearned Revenue 12% $ 1,641,577 $ 1,461,122

Federal Employee Benefits 0% 898,771 897,191

Accounts Payable 15% 592,999 513,815 TOTAL LIABILITIES
Accrued Grants -11% 475,714 536,711 (In Millions)

Debt to Treasury 128% 1,311,671 575,603 85700 ¢ 566
Accrued Payroll and Annual Leave 7% 500,082 467,706

Other 1% 279,110 314,082 .
TOTAL LIABILITIES 20% $ 5699924 $ 4,766,230 FY 2014  FY 2013
NET POSITION:

Unexpended Appropriations -1% $ 5263441 $ 5,340,879 TOTAL(/’:%};’&?"ION
Cumulative Results of Operations 13% 22,454,339 19,931,202 $27.718 $25.272
TOTAL NET POSITION 10% $ 27,717,780 $ 25,272,081

TOTAL LIABILITIES AND NET POSITION 11% $ 33,417,704 $ 30,038,311 .

FY 2014  FY 2013

Condensed Financing Sources:

For the Years Ended September 30, 2014 and 2013

Appropriations Received, Net of Reductions 7% $ 8250441 $ 7,733,541

Transfer In of Auction Proceeds from Federal TOTAL FINANCING SOURCES

Communications Commission N/A 1,221,000 - (In Millions)

Imputed Financing Sources from Cost Absorbed by Others 21% 357,022 295,288 $10118 $8,212
Other 58% 289,260 183,372

TOTAL FINANCING SOURCES 23% $ 10,117,723 $ 8212201 .

FY2014  FY2013

(continued on next page)
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(continued from previous page)

Percentage
(Dollars In Thousands) Change FY 2014 FY 2013
Condensed Statements of Net Cost:
For the Years Ended September 30, 2014 and 2013
NET COST OF OPERATIONS
Total Gross Departmental Costs -5% $ 11,468,898 $ 12,056,144 (In Miions)
Less: Earned Revenue 6% (3,796,874)  (3,569,109) $7,672 $8,487
NET COST OF OPERATIONS -10% $ 7672024 $ 8481035 .
FY2014  FY 2013
Selected Budgetary Information:
For the Years Ended September 30, 2014 and 2013
Obligations Incurred
(In Millions)
$13364  $12,355
Obligations Incurred 8% $ 13,363,956 $ 12,354,766 FY 2014  FY 2013
Outlays, Gross
(In Millions)
$12915  $13,778
Outlays, Gross -6% $ 12914541 § 13,778,017 FY2014  FY 2013

COMPOSITION OF ASSETS AND ASSETS BY RESPONSIBILITY SEGMENT

The composition (by percentage) and distribution (by responsibility segment) of the Department's assets remained
consistent from September 30, 2013 to September 30, 2014.

Total Departmental assets amounted to $33.42 billion as of September 30, 2014. Fund Balance withTreasury of $20.44 billion
is the aggregate amount of funds available to make authorized expenditures and pay liabilities. General Property, Plant,
and Equipment (General PP&E), Net of Accumulated Depreciation of $12.11 billion includes $7.68 billion of Construction-
in-progress, primarily of satellites and weather measuring and monitoring systems; $1.97 billion of Satellites/WWeather
Systems Personal Property; $1.46 billion of Structures, Facilities, and Leasehold Improvements; and $1.00 billion of other
General PP&E. Direct Loans and Loan Guarantees, Net of Allowances for Subsidy Cost (Present Value) and Loan Losses
of $513 million primarily relates to the National Oceanic and Atmospheric Administration's (NOAA) direct loan programs.
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Other Assets of $357 million primarily includes Accounts Receivable, Net of Allowance for Uncollectible Accounts of
$128 million, Advances and Prepayments of $113 million, and Inventory, Materials, and Supplies, Net of Allowance for
Excess, Obsolete, and Unserviceable Items of $100 million.

COMPOSITION OF THE DEPARTMENT'S ASSETS ASSETS BY RESPONSIBILITY SEGMENT
AS OF SEPTEMBER 30, 2014 AS OF SEPTEMBER 30, 2014

2%

2% 1% 3o, % L 1%
Direct Loans and Other EDAO 57 —e Others
Loan Guarantees, Net (o]

NIST?
I—C
9%
R B‘I % USPTO
Fund Balance
34%

with Treasury
NTIA

o
36%

General Property,
Plant, and

Equipment, Net

—46%

NOAA

Economics and Statistics Administration (ESA) includes ESA,
the Bureau of Economic Analysis (BEA), and the Census Bureau.

National Institute of Standards and Technology (NIST) includes
NIST and the National Technical Information Service (NTIS).

TRENDS IN ASSETS

Total Departmental assets increased $3.38 billion or 11 percent, from $30.04 billion as of September 30, 2013 to
$33.42 billion as of September 30, 2014. Fund Balance withTreasury increased $2.44 billion or 14 percent, from $18.00 billion
to $20.44 billion, primarily due to an increase in the National Telecommunications and Information Administration's (NTIA)
Public Safety Trust Fund's Fund Balance with Treasury of $1.93 billion as a result of a FY 2014 transfer in of $1.22 billion
of auction proceeds from the Federal Communications Commission (FCC) and FY 2014 net borrowings from the U.S.
Department of the Treasury (Treasury) of $740 million. The Public Safety Trust Fund provides funding to the First Responder
Network Authority, an independent authority within NTIA created to provide emergency responders with the first high-
speed nationwide network dedicated to public safety. Fund Balance with Treasury also increased due to the U.S. Patent
and Trade Office's (USPTO) increase of $508 million mainly as a result of increased fee rates implemented as a result of
the Leahy-Smith America Invents Act of 2011. General PP&E, Net increased $1.00 billion or 9 percent, from $11.10 billion
to $12.11 billion, mainly due to increases of $860 million in NOAAs Construction-in-progress and $382 million in NOAAs
Satellites/Weather Systems Personal Property. Other Assets decreased $42 million or 10 percent, from $398 million to
$357 million, primarily due to a $17 million decrease in advances and prepayments with other federal entities in NTIAs
Digital Television Transition and Public Safety Fund, as programs under this budget account are winding down. Other Assets
also decreased due to a $16 million decrease in NOAAs accounts receivable with other federal entities primarily related to
the National Weather Service's Automated Surface Observing System and NOAAs Deepwater Horizon oil spill response.
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TRENDS IN TOTAL ASSETS AS OF SEPTEMBER 30 (/n Miliions)

$33,717 $33,957 $34,433 $33,418

= $31,399 $30,420 $30,038 B

$12,730 $13,360 $14,201

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014

NOTE: The significant fluctuation between FY 2007 and FY 2008 total assets is primarily due to NTIA proceeds of $18.96 billion from the
Federal Communications Commission auction of licenses for recovered analog spectrum in FY 2008.

COMPOSITION OF LIABILITIES AND LIABILITIES BY RESPONSIBILITY SEGMENT

The composition (by percentage) and distribution (by responsibility segment) of the Department’s liabilities changed
somewhat from September 30, 2013 to September 30, 2014. Debt toTreasury increased from 12 percent of total liabilities to
23 percent of total liabilities, primarily due to an increase in NTIAs Public Safety Trust Fund's Debt to Treasury of $740 million,
from $39 million as of September 30, 2013 to $779 million as of September 30, 2014. As a result, NTIASs liabilities increased
from 3 percent of total liabilities as of September 30, 2013 to 15 percent of total liabilities as of September 30, 2014.

Total liabilities of the Department amounted to $5.70 billion as of September 30, 2014. Unearned Revenue of $1.64 billion
represents the portion of monies received from customers for which goods and services have not been provided or rendered
by the Department. Debt to Treasury of $1.31 billion includes $779 million borrowed for NTIAs Public Safety Trust Fund,
$511 million borrowed for NOAASs direct loan programs, and $22 million borrowed for NTIAs State and Local Implementation
Fund. Federal Employee Benefits Liability of $899 million is comprised of the actuarial present value of projected benefits
for the NOAA Corps Retirement System of $633 million and the NOAA Corps Post-retirement Health Benefits of $40 million,
and the Department's Actuarial Federal Employees Compensation Act (FECA) Liability of $226 million, which represents the
actuarial liability for future workers’ compensation benefits. Accounts Payable of $593 million consists primarily of amounts
owed for goods, services, or capitalized assets received, progress on contract performance by others, and other expenses
due. Accrued Payroll and Annual Leave of $500 million includes salaries and wages earned by employees, but not disbursed
as of September 30, 2014. Accrued Grants of $476 million, which relates to a diverse array of financial assistance programs
and projects, includes the Economic Development Administration's (EDA) Accrued Grants of $348 million for its grant
investments that help communities generate jobs, retain existing jobs, and stimulate industrial and commercial growth.
Other Liabilities of $279 million primarily includes Environmental and Disposal Liabilities of $158 million, Accrued Benefits
of $40 million, Accrued FECA Liability of $34 million, Downward Subsidy Reestimates Payable to Treasury of $12 million,
the International Trade Administration’s (ITA) Foreign Service Nationals' Voluntary Separation Pay Liability of $11 million, and
Resources Payable to Treasury of $9 million.
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COMPOSITION OF THE DEPARTMENT’S LIABILITIES LIABILITIES BY RESPONSIBILITY SEGMENT
AS OF SEPTEMBER 30, 2014 AS OF SEPTEMBER 30, 2014
8% o BO/ o
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Grants
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%
o 21%
Federal USPTO
Employee
Benefits T ESAincludes ESA, BEA, and the Census Bureau.

2 NIST includes NIST and NTIS.

TRENDS IN LIABILITIES

Total liabilities of the Department increased $934 million or 20 percent, from $4.77 billion as of September 30, 2013
to $5.70 billion as of September 30, 2014. Unearned Revenue increased $180 million or 12 percent, from $1.46 billion
to $1.64 billion, primarily due to an increase in USPTO's unearned revenue of $173 million, in large part resulting from
an increase in fee rates implemented as the result of the Leahy-Smith America Invents Act of 2011. Accounts Payable
increased $79 million or 15 percent, from $514 million to $593 million, primarily due to the Census Bureau's increase of
$32 million resulting from accrual methodology improvements and NOAAS increase of $29 million in Accounts Payable with
the public primarily for its Operations, Research, and Facilities activities and Procurement, Acquisition, and Construction
activities. Debt toTreasury increased $736 million or 128%, from $576 million to $1.31 billion, primarily due to NTIAs Public
Safety Trust Fund's FY 2014 net borrowings of $740 million. The increases described above for Total Liabilities are offset by
a decrease in Accrued Grants, which decreased $61 million or 11 percent, from $537 million to $476 million, mainly due to
EDAs $58 million decrease resulting from accrual methodology improvements.

TRENDS IN TOTAL LIABILITIES AS OF SEPTEMBER 30 (/n Millions)

$21,501
$5,700
$3,762 $3,891 $4,680 $4,591 $4.703 $4,766
- 0 O
$4,228 $4,621
FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014

NOTE: The significant fluctuation between FY 2007 and FY 2008 total liabilities is primarily due to NTIA's Spectrum Auction Proceeds Liability to the Federal
Communications Commission (FCC) for auction proceeds for which licenses have not yet been granted by FCC as of September 30, 2008. During FY 2009,
this liability was significantly reduced as a significant amount of licenses were granted by FCC.
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COMPOSITION OF AND TRENDS IN FINANCING SOURCES

The Department'’s financing sources, shown on the Consolidated COMPOSITION OF THE DEPARTMENT’S

Statements of Changes in Net Position, are traditionally obtained FY 2014 FINANCING SOURCES
rimarily from Appropriations Received, Net of Reductions. o o

p Yy pprop 3 A 3 A

g

Additional financing sources typically include imputed financing  mnuted Financing
sources from costs attributable to the Department that are  Sources from Cost
o Absorbed by Others
absorbed by other federal entities, non-exchange revenue,
transferstoandfrom other federal entities without reimbursement,

Other

. . o, h—
and donations and forfeitures. 1 2 A) o
Transfer In 82 /O
The composition by percentage of the Department's financing of Auction Appropriations
Proceeds from Received, Net
sources changed somewhat from FY 2013 to FY 2014, due to the Federal of Reductions

Communications

first transfer in of auction proceeds from FCC of $1.22 billion being Commission

received in FY 2014 by NTIAs Public Safety Trust Fund. FCC carries

out auctions in accordance with the Middle Class Tax Relief and Job Creation Act of 2012, of which certain earned net
auction proceeds (earned auction proceeds less any FCC administrative fees) are transferred from FCC to the Public Safety
Trust Fund. As a result, Appropriations Received, Net of Reductions decreased from 94 percent of the Department'’s
financing sources in FY 2013 to 82 percent of the Department’s financing sources in FY 2014.

Total financing sources increased $1.91 billion or 23 percent, from $8.21 billion in FY 2013 to $10.12 billion in FY 2014.
Appropriations Received, Net of Reductions increased $517 million or 7 percent, from $7.73 billion in FY 2013 to $8.25 billion
in FY 2014, mainly due to a decrease in Rescissions/Sequestrations of Appropriations of $550 million, from $560 million
in FY 2013 to $11 million in FY 2014. Imputed Financing Sources from Cost Absorbed by Others increased $62 million
or 21 percent, from $295 million to $357 million, primarily due to increased legal judgments against the Department paid
from the Judgment Fund maintained by Treasury. Other financing sources of the Department increased $106 million or
58 percent, from $183 million to $289 million, primarily due to an increase of $78 million in NOAAs non-exchange revenue,
which includes an increase of $53 million in non-exchange revenue in its Damage Assessment and Restoration Revolving
Fund mainly caused by increased monies received for costs related to the Deepwater Horizon oil spill response.

COMPOSITION OF FY 2014 NET COST OF OPERATIONS AND NET COST OF OPERATIONS
BY RESPONSIBILITY SEGMENT

: FY 2014 NET COST OF OPERATIONS
In FY 2014, the Department’s Net Cost of Operations amounted BY RESPONSIBILITY SEGMENT

to $767 billion, which consists of Gross Costs of $11.47 billion
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Program (BTOP) — American Recovery and Reinvestment Act ],\9343 o
of 2009 (ARRA), from $945 million in FY 2013 to $269 million BN‘!)A%)

in FY 2014, as the program’s costs to grantees have been ]5% *
decreasing in the last few years due to the grantees’ periods of ESA'

! ESAincludes ESA, BEA, and the Census Bureau.
2 NIST includes NIST and NTIS.
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performance being in the later stages. As a result, NTIAs Net Cost of Operations decreased from 12 percent of total Net
Cost of Operations in FY 2013 to 5 percent of total Net Cost of Operations in FY 2014.

Note: The Gross Costs and Earned Revenue amounts presented in the following paragraphs include transactions with
other Departmental entities (intra-Departmental transactions).

NOAAs FY 2014 Net Cost of Operations was $4.67 billion (Gross Costs of $4.91 billion less Earned Revenue of $234 million).
NOAA's mission relates to science, service, and stewardship—to understand and predict changes in climate, weather,
oceans, and coasts; to share that knowledge and information with others; and to conserve and manage coastal and
marine ecosystems and resources. NOAAs Gross Costs include costs related to improving weather, water quality, and
climate reporting and forecasting; and enabling informed decision-making through an expanded understanding of the U.S.
economy, society, and environment by providing data, standards, and services. NOAA also develops and procures satellite
systems, aircraft, and ships to provide information to determine weather patterns and predict weather forecasts. Gross
Costs also support NOAAs efforts to promote economically-sound environmental stewardship and science, including
developing sustainable and resilient fisheries, habitats, and species; supporting climate adaption and mitigation; and
supporting coastal communities that are environmentally and economically sustainable.

USPTO's FY 2014 Net Cost of Operations of $(286) million (Gross Costs of $2.73 billion less Earned Revenue of
$3.02 hillion) relates to its patents and trademark programs. USPTO is the federal agency for granting U.S. patents
and registering trademarks. The strength and vitality of the U.S. economy depends directly on effective mechanisms
that protect new ideas and investments in innovation and creativity. USPTO advises the President, the Secretary of
Commerce, and U.S. government agencies on intellectual property (IP) policy, protection, and enforcement; and promotes
the stronger and more effective IP protection around the world. USPTO furthers effective IP protection for U.S. innovators
and entrepreneurs worldwide by working with other federal agencies to secure strong IP provisions in free trade and other
international agreements. It also provides training, education, and capacity building programs designed to foster respect
for IP and encourage the development of strong IP enforcement regimes by U.S. trading partners.

The Economics and Statistics Administration's (ESA) FY 2014 Net Cost of Operations was $1.14 billion (Gross Costs of
$1.41 billion less Earned Revenue of $268 million), which includes ESA, the Bureau of Economic Analysis (BEA), and
Census Bureau. ESA plays three key roles within the Department. ESA provides timely economic analysis, disseminates
national economic indicators, and oversees BEA and the Census Bureau. BEA promotes a better understanding of
the U.S. economy by providing timely, relevant, and accurate economic accounts data in an objective and cost-effective
manner. The Census Bureau's FY 2014 Net Cost of Operations was $1.04 billion (Gross Costs of $1.30 billion less Earned
Revenue of $264 million). The Census Bureau serves as the leading source of quality data about the Nation's people and
economy. Data the Census Bureau collects includes the Population and Housing Census (every 10 years), Economic
Census (every b years), Census of Governments (every 5 years), American Community Survey (annually), demographic
and economic surveys provided to survey sponsors, and economic indicators.

The National Institute of Standards and Technology’s (NIST) FY 2014 Net Cost of Operations was $775 million (Gross Costs
of $1.04 billion less Earned Revenue of $263 million), which includes NIST and the National Technical Information Service
(NTIS). NIST's FY 2014 Net Cost of Operations was $777 million (Gross Costs of $926 million less Earned Revenue of
$148 million). NIST promotes U.S. innovation and industrial competitiveness by advancing measurement science, standards,
and technology in ways that enhance economic security and improve the Nation's quality of life. NIST's Gross Costs include
costs for its NIST Laboratories program. The NIST Laboratories conducts world-class research, often in close collaboration
with industry, which advances the Nation’s technology infrastructure and helps U.S. companies continually improve products
and services. NTIS serves as the largest central resource for government-funded scientific, technical, engineering, and
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business related information available today. For more than 60 years, NTIS has assured businesses, universities, and the
public timely access to approximately 3 million publications covering over 350 subject areas. NTIS promotes the Nation's
economic growth by providing access to information that stimulates innovation and discovery.

ITAs FY 2014 Net Cost of Operations was $459 million (Gross Costs of $481 million less Earned Revenue of $21 million).
ITA strengthens the competitiveness of U.S. industry, promotes trade and investment, and ensures fair trade through the
rigorous enforcement of the Nation's trade laws and agreements. ITA works to improve the global business environment
and helps U.S. organizations compete at home and abroad. ITA supports the President’s recovery agenda and the National
Export Initiative to sustain economic growth and support American jobs.

NTIAs FY 2014 Net Cost of Operations was $371 million (Gross Costs of $410 million less Earned Revenue of $39 million).
NTIA is the federal agency that is principally responsible for advising the President on telecommunications and information
policy issues. NTIAs programs and policymaking focus largely on expanding broadband Internet access and adoption in
America, expanding the use of spectrum by all users, and ensuring that the Internet remains an engine for continued
innovation and economic growth. NTIASs activities include managing the federal use of spectrum and identifying additional
spectrum for commercial use, and administering grant programs that further the deployment and use of broadband and
other technologies in America.

EDAs FY 2014 Net Cost of Operations was $296 million (Gross Costs of $298 million less Earned Revenue of $3 million).
EDA leads the federal economic development agenda by promoting innovation and competitiveness, preparing American
regions for growth and success in the worldwide economy. EDA plays a critical role in fostering regional economic
development efforts in communities across the nation. Through strategic investments that foster job creation and attract
private investment, EDA supports development in economically distressed areas of the U.S. EDA works directly with
local economic development officials to make grant investments that are well-defined, timely, and linked to a long-term,
sustainable economic development strategy.

FY 2014 Net Cost of Operations for Departmental Management (DM) was $110 million (Gross Costs of $344 million less
Earned Revenue of $234 million), which includes Gifts and Bequests, Herbert C. Hoover Building Renovation Project, Office
of Inspector General, Salaries and Expenses, and Working Capital Fund. DM's objective is to develop and provide policies
and procedures for administrative planning, oversight, coordination, direction, and guidance to ensure implementation of
the Department’s mission.

FY 2014 Net Cost of Operations for the other Departmental bureaus was $132 million (Gross Costs of $134 million less
Earned Revenue of $2 million), which is comprised of the Bureau of Industry and Security (BIS) and the Minority Business
Development Agency (MBDA). BIS advances U.S. national security, foreign policy, and economic objectives by ensuring
an effective export control and treaty compliance system and promoting continued U.S. strategic technology leadership.
MBDA helps to create and sustain U.S. jobs by promoting the growth and global competitiveness of businesses owned
and operated by minority entrepeneurs.

TRENDS IN NET COST OF OPERATIONS

The Department’'s Net Cost of Operations decreased by $815 million or 10 percent, from $8.49 billion in FY 2013 to
$7.67 billion in FY 2014. Total Gross Departmental Costs decreased by $587 million or 5 percent, from $12.06 billion in
FY 2013 to $11.47 billion in FY 2014. The decrease in Gross Costs was mainly due to a significant decrease in Gross Costs
of $676 million in NTIAs BTOP — ARRA as previously described in the Composition of FY 2014 Net Cost of Operations
and Net Cost of Operations by Responsibility Segment section above. The Department’s Earned Revenue increased by
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$228 million or 6 percent, from $3.57 billion in FY 2013 to $3.80 billion in FY 2014. The increase in Earned Revenue is largely
due to an increase in USPTO's Earned Revenue of $298 million, from $2.72 billion in FY 2013 to $3.02 billion in FY 2014,
primarily due to increased fee rates implemented as a result of the Leahy-Smith America Invents Act of 2011 that were in
effect for the entire FY 2014 versus for only a portion of FY 2013. There was also an offsetting decrease in Census Bureau’s
Earned Revenue of $65 million, from $329 million in FY 2013 to $265 million in FY 2014, mainly as a result of decreased
reimbursable revenue with several federal entities due to the completion or winding down of projects.

SELECTED BUDGETARY INFORMATION BY RESPONSIBILITY SEGMENT

The distribution (by responsibility segment) of the Department’s Obligations Incurred remained consistent from FY 2013
to FY 2014, while the distribution (by responsibility segment) of the Department’s Outlays, Gross changed somewhat from
FY 2013 to FY 2014. NTIAs Outlays, Gross decreased from 8 percent of the Departmental total in FY 2013 to 3 percent
in FY 2014 due to a significant decrease in NTIAs Outlays, Gross as explained in the Trends in Selected Budgetary
Information section below.

FY 2014 OBLIGATIONS INCURRED FY 2014 OUTLAYS, GROSS
BY RESPONSIBILITY SEGMENT BY RESPONSIBILITY SEGMENT
2% 1% 3% 3%
4% EDA —l NTIA o oy NTA EDA o
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14% 13%
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2% 2%

USPTO

T ESAincludes ESA, BEA, and the Census Bureau.
2 NIST includes NIST and NTIS.

TRENDS IN SELECTED BUDGETARY INFORMATION

The Department’s Obligations Incurred increased by $1.01 billion or 8 percent, from $12.35 billion in FY 2013 to $13.36 billion
in FY 2014. The increase in Obligations Incurred is primarily due to increases in NOAAs and USPTO's Obligations Incurred.
NOAAs Obligations Incurred increased $563 million, from $5.48 billion in FY 2013 to $6.04 billion in FY 2014, largely
due to increased Obligations Incurred in its Operations, Research, and Facilities budget account of $205 million, and in
its Procurement, Acquisition, and Construction budget account of $250 million, as these budget accounts have received
increased Appropriations and Unobligated Balance Brought Forward, including increased Obligations Incurred for funds
received by NOAA under the Disaster Relief Appropriations Act. USPTO's Obligations Incurred increased $508 million, from
$2.49 billionin FY 2013 to $3.00 billion in FY 2014, due to increased Obligations Incurred in several areas, including information
technology operations, maintenance, and support services; acquisitions of General PP&E; increased compensation to
employees and federal benefits due to an increase in the average number of employees; patent operations; and patent
printing. The Department's Outlays, Gross decreased by $863 million or 6 percent, from $13.78 billion in FY 2013 to
$12.91 billion in FY 2014, primarily due to a significant decrease of $682 million in Outlays, Gross in NTIAs BTOP — ARRA,
from $962 million in FY 2013 to $280 million in FY 2014, mainly due to a continued decrease in payments to grantees for
prior years' unpaid obligations, due to the grantees’ periods of performance being in the later stages.
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SUMMARY OF STEWARDSHIP INFORMATION

STEWARDSHIP ASSETS

The physical properties of Stewardship Assets resemble those of the General Property, Plant, and Equipment that

is capitalized traditionally in the financial statements of federal entities. Given the nature of these assets, federal
standard-setting bodies have determined that valuation is unduly burdensome and matching costs with specific periods
is not meaningful. Therefore, federal accounting standards require the disclosure of the nature and quantity of these
assets. The National Oceanic and Atmospheric Administration (NOAA) is the primary bureau within the Department that
maintains Stewardship Assets, while the National Institute of Standards and Technology (NIST) and the Census Bureau
also maintains Stewardship Assets.

The Department has certain resources entrusted to it and certain stewardship responsibilities it assumes.

NOAA maintains the following Stewardship Assets: Heritage Assets (Galveston Laboratory; National Marine Fisheries
Service (NMFS) St. George Sealing Plant; NMFS Cottage M, St. George; NMFS St. Paul Old Clinic/Hospital; NMFS Aquarium;
and Great Lakes Environmental Research Laboratory, Lake Michigan Field Station); 13 National Marine Sanctuaries;
4 Marine National Monuments (Marianas Trench, Pacific Remote Islands, Rose Atoll, and Papahanaumokuakea); Aleutian
Islands Habitat Conservation Area; NOAA Habitat Blueprint (7 Habitat Focus Areas); and Collection-type Heritage Assets,
primarily included in the NOAA Central Library (mainly books, journals, publications, photographs, and motion pictures) and
Thunder Bay Sanctuary Research Collection (data cards, photograph negatives, document copies, photographs, books,
and other items).

NIST maintains Collection-type Heritage Assets under its Museum and History Program, which collects, preserves, and
exhibits artifacts, such as scientific instruments, equipment, objects, and records of significance to NIST and predecessor
agencies. The Census Bureau maintains Collection-type Heritage Assets that help illustrate the social, educational, and
cultural heritage of the Census Bureau, including artifacts, artwork, books, films, instruments, records, publications,
manuscripts, photographs, and maps.

STEWARDSHIP INVESTMENTS

Stewardship investments are substantial investments made by the federal government for the benefit of the Nation, but
are not physical assets owned by the federal government. Though treated as expenses when incurred to determine the
Department's Net Cost of Operations, these items merit special treatment, so that users of federal financial reports know
the extent of investments that are made for the long-term benefit of the Nation.

Investments in Non-federal Physical Property: These investments are for the purchase, construction, or major
renovation of physical property owned by state and local governments. The Economic Development Administration (EDA)
and NOAA have significant investments in non-federal physical property. EDAs investments in FY 2014 totaled $266 million
and included its Public Works program ($114 million), Disaster Recovery ($99 million), Economic Adjustment Assistance
program ($42 million), and Global Climate Change Mitigation Incentive Fund ($11 million). NOAAS investments in FY 2014
totaled $2 million and included the National Estuarine Research Reserves ($1 million) and the Coastal and Estuarine Land
Conservation Program ($1 million).
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Investments in Human Capital: These investments are for education and training programs that are intended to
increase or maintain national economic productive capacity and produce outputs and outcomes that provide evidence
of the constant or increasing national productive capacity. These investments exclude education and training expenses
for federal civilian and military personnel. The most significant investments in human capital are by NOAA, whose
investments in FY 2014 totaled $23 million and included the Educational Partnership Program ($14 million), the Ernest
F Hollings Undergraduate Scholarship Program ($6 million), the National Sea Grant College Program ($1 million), the
National Estuarine Research Reserve Program ($1 million), and the Southeast Fisheries Science Center’s Recruiting
Training Research Program ($1 million).

Investments in Research and Development (R&D): These investments include investments in basic research,
applied research, and development, which are made with the expectation of maintaining or increasing national economic
productive capacity, or yielding other future economic or societal benefits. The only significant investments in R&D are by
NIST and NOAA. NIST's investments in FY 2014 totaled $665 million, and included $658 million for its NIST Laboratories
Program and $7 million for its Technology Innovation Program. NOAASs investments in FY 2014 totaled $460 million,
which included Environmental and Climate ($294 million), Fisheries ($43 million), Marine Operations and Maintenance and
Aircraft Services ($30 million), Weather Service ($29 million), and Other ($64 million).
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MESSAGE FROM THE CHIEF FINANCIAL OFFICER

his FY 2014 Agency Financial Report provides financial and high-level program performance information to enable the

Department'’s stakeholders to understand and evaluate the Department's achievements relative to its mission and

resources. The Department is committed to operational excellence, with a focus on providing outstanding service to
our customers. This includes providing the public with highlights of our performance, and detailed financial information. This
report also fulfills several statutory requirements, including the Reports Consolidation Act of 2000, the Chief Financial Officers
Act, the Federal Managers’ Financial Integrity Act (FMFIA), and the Government Management Reform Act.

For FY 2014, the Department achieved an unmodified audit opinion for the sixteenth consecutive year. The Department was
able to eliminate the significant deficiency related to the accounting for property at the National Oceanic and Atmospheric
Administration. However, while making progress towards its elimination, the Department continues to have a significant
deficiency relating to needed improvement in Department-wide information technology (IT), relating to segregation of
duties, access controls, and configuration management. The Department also received a significant deficiency related to
improvements needed in the accounting for the Economic Development Administration’s accrued grants. We will continue
to take corrective actions to strengthen controls to our accrued grants and IT areas in FY 2015.

The Department will continue enhancing financial and non-financial controls under FMFIA and Office of Management and
Budget (OMB) Circular A-123. The Department has provided an unqualified statement of assurance that its internal controls
and financial management systems meet the objectives of FMFIA, and that internal controls operated effectively.

The Department'’s leadership continues its commitment to improving the capacity to deliver our mission with customer
focused outcomes. This starts with our most important assets—our people. The Department’s employees are committed to
the Commerce mission and public service, and leadership is committed to engaging and empowering them to maximize their
talents through continuous learning, collaboration, and innovation.

This includes providing an up-to-date work environment and IT services that support collaboration amongst our employees
in order to unleash their potential and creativity to solve common challenges. The Department’s headquarters, the Herbert
C. Hoover Building, is undergoing a critical renovation that will support this environment. Our Office of the Chief Information
Officer is modernizing our tools to enable best-in-class service through enterprise solutions, while also safeguarding against
cyber threats.

The Department's management is also committed to looking at more efficient and effective ways to manage our processes
as an enterprise for our key services. This includes using data to better manage for results and exploring opportunities for
increased collaboration. This will not only allow for improved service delivery, but also smarter and more efficient, effective

use of taxpayer resources.

Ellen Herbst

Chief Financial Officer

and Assistant Secretary for Administration
November 14, 2014
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UNITED STATES DEPARTMENT OF COMMERCE
The Inspector General
Washington, D.C. 20230

November 14, 2014

INFORMATION MEMORANDUM FOR THE SECRETARY

P

FROM: Todd J. Zinser
SUBJECT: Department of Commerce FY 2014 Consolidated Financial

Statements—Final Report No. OIG-15-008-A

I am pleased to provide you with the attached audit report, which presents an
unmodified opinion on the Department of Commerce’s FY 2014 consolidated
financial statements. KPMG LLP, an independent public accounting firm,
performed the audit in accordance with U.S. generally accepted government
auditing standards and Office of Management and Budget Bulletin 14-02, Audit
Requirements for Federal Financial Statements.

In its audit of the Department, KPMG

e determined that the financial statements were fairly presented in all material
respects and in conformity with U.S. generally accepted accounting
principles;

e identified two significant deficiencies in internal control over financial
reporting related to the Department’s information technology controls and
accounting for Economic Development Administration’s accrued grants,
which were not considered to be material weaknesses;

e identified a reportable instance of noncompliance with the Antideficiency
Act, at the Census Bureau, and three potential Antideficiency Act
compliance matters currently under review; and

e found no instances in which the Department’s financial management systems
did not substantially comply with the requirements of the Federal Financial
Management Improvement Act of 1996.
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My office oversaw the audit performance. We reviewed KPMG’s report and
related documentation and made inquiries of its representatives. Our review
disclosed no instances where KPMG did not comply, in all material respects, with
U.S. generally accepted government auditing standards. However, our review— as
differentiated from an audit in accordance with these standards—was not intended
to enable us to express, and we do not express, any opinion on the Department’s
consolidated financial statements, conclusions about the effectiveness of internal
control, or conclusions on compliance with laws, regulations, contracts, and grant
agreements. KPMG is solely responsible for the attached audit report, dated
November 14, 2014, and the conclusions expressed in it.

We appreciate the cooperation and courtesies extended to KPMG during the audit.

Attachment
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Suite 12000
1801 K Street, NW
Washington, DC 20006

Independent Auditors’ Report

Inspector General, U.S. Department of Commerce and
Secretary, U.S. Department of Commerce:

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of the U.S. Department of Commerce
(Department), which comprise the consolidated balance sheets as of September 30, 2014 and 2013, and the
related consolidated statements of net cost and changes in net position, and combined statements of
budgetary resources for the years then ended, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of
consolidated financial statements that are free from material misstatement, whether d