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EPA’s Fiscal Years 2021 and 2020 (Restated) 
Consolidated Financial Statements 
  EPA Receives an Unmodified Opinion for Fiscal Years 2021 and 
  2020 (Restated) 

We rendered an unmodified opinion on the 
EPA’s consolidated financial statements for 
fiscal years 2021 and 2020 (restated), meaning 
they were fairly presented and free of material 
misstatement. 

  Significant Deficiencies Noted 

We noted the following significant deficiencies: 

• The EPA did not reconcile cash differences with the U.S. Department 
of the Treasury. 

• The EPA did not recognize revenue for the Water Infrastructure 
Finance and Innovation Act of 2014 fee fund expenses. 

• Accounts receivable source documentation was not provided in a 
timely manner by EPA regions. 

• The Office of the Chief Financial Officer needs to conduct periodic 
reviews of users’ accounts within the EPA’s Contract Payment 
System. 

  Noncompliance with Laws, Regulations, Contracts, and Grant  
  Agreements Noted 

We noted the following instance of noncompliance with laws and regulations: 
the EPA did not comply with Office of Management and Budget Circular A-136 
form and content requirements for the balance sheet. 

  Recommendations and Planned Agency Corrective Actions 

The EPA generally agreed with our findings and recommendations but 
disagreed with some findings. The EPA has already completed corrective 
actions on several of our findings, and some corrective actions are ongoing. 

Why We Did This Audit 

We performed this audit in 
accordance with the Government 
Management Reform Act of 
1994, which requires the 
U.S. Environmental Protection 
Agency’s Office of Inspector 
General to audit the financial 
statements prepared by the 
Agency each year. Our primary 
objectives were to determine 
whether: 

• The EPA’s consolidated 
financial statements were 
fairly stated in all material 
respects. 

• The EPA’s internal controls 
over financial reporting were 
in place. 

• EPA management complied 
with applicable laws, 
regulations, contracts, and 
grant agreements. 

This requirement for audited 
financial statements was enacted 
to help bring about improvements 
in agencies’ financial 
management practices, systems, 
and control so that timely, 
reliable information is available 
for managing federal programs. 

 

 

This audit supports an EPA 
mission-related effort: 
• Operating efficiently and 

effectively. 

This audit addresses a top EPA 
management challenge:  
• Fulfilling mandated reporting 

requirements. 

Address inquiries to our public 
affairs office at (202) 566-2391 or 
OIG_WEBCOMMENTS@epa.gov.  
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Office of Inspector General 
U.S. Environmental Protection Agency 

We found the EPA’s 
financial statements to be 
fairly presented and free 
of material misstatement. 
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November 15, 2021 

MEMORANDUM 

SUBJECT: EPA’s Fiscal Years 2021 and 2020 (Restated) Consolidated Financial Statements 
Report No. 22-F-0007 

 
FROM: Paul C. Curtis, Director   

Financial Directorate 
Office of Audit 

 
TO: Faisal Amin, Chief Financial Officer 
 
 Lawrence Starfield, Acting Assistant Administrator 
 Office of Enforcement and Compliance Assurance 
  
This is our report on the subject audit conducted by the Office of Inspector General of the 
U.S. Environmental Protection Agency. The project number for this audit was OA-FY21-0170. This 
report contains findings that describe the problems the OIG has identified and the corrective actions the 
OIG recommends. Final determination on matters in this report will be made by EPA managers in 
accordance with established audit resolution procedures.  
 
The Office of the Chief Financial Officer and the Office of Enforcement and Compliance Assurance have 
primary responsibility for the issues discussed in the report.  
 
In accordance with EPA Manual 2750, your offices provided acceptable planned corrective actions and 
estimated milestone dates in response to the OIG’s recommendations. All recommendations are resolved, and 
no final response to this report is required. If you submit a response, however, it will be posted on the OIG’s 
website, along with our memorandum commenting on your response. Your response should be provided as an 
Adobe PDF file that complies with accessibility requirements of Section 508 of the Rehabilitation Act of 1973, 
as amended. The final response should not contain data that you do not want to be released to the public; if 
your response contains such data, you should identify the data for redaction or removal along with 
corresponding justification.  
 
We will post this report to our website at www.epa.gov/oig. 
 
Attachments: 

1. Significant Deficiencies. 
2. Compliance with Laws and Regulations. 
3. Status of Prior Audit Report Recommendations. 
4. Status of Recommendations. 

https://www.epa.gov/office-inspector-general/notification-epas-fiscal-year-2021-financial-statements
http://www.epa.gov/oig
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Inspector General’s Report on EPA’s 
Fiscal Years 2021 and 2020 (Restated) 

Consolidated Financial Statements  
 
The Administrator 
U.S. Environmental Protection Agency 

Report on the Financial Statements 

We have audited the accompanying consolidated financial statements of the U.S. Environmental 
Protection Agency, which comprise the consolidated balance sheets, as of September 30, 2021, and 
September 30, 2020 (restated), and the related consolidated statements of net cost, net cost by major 
program, changes in net position, and custodial activity; the combined statement of budgetary 
resources for the years then ended; and the related notes to the 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 accounting principles generally accepted in the United States of America. 
This includes the design, implementation, and maintenance of internal control relevant to the 
preparation and fair presentation of financial statements that are free from material misstatement, 
whether due to fraud or error.  

Auditor’s Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements based on our 
audit. We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America; the standards applicable to financial statements contained in Government Auditing 
Standards, issued by the comptroller general of the United States of America; and Office of 
Management and Budget Bulletin 21-04, Audit Requirements for Federal Financial Statements. These 
standards require that we plan and perform the audit to obtain reasonable assurance about whether 
the consolidated financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that 
are appropriate in the circumstances. An audit also includes evaluating the appropriateness of 
accounting policies used and the reasonableness of significant accounting estimates made by 
management, as well as evaluating the overall presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 
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The financial statements include expenses of grantees, contractors, and other federal agencies. Our 
audit work pertaining to these expenses included testing only within the EPA. The U.S. Department of 
the Treasury collects and accounts for excise taxes that are deposited into the Leaking Underground 
Storage Tank Trust Fund. Treasury is also responsible for investing amounts not needed for current 
disbursements and transferring funds to the EPA as authorized in legislation. Since Treasury, and not the 
EPA, is responsible for these activities, our audit work did not cover these activities.  

The Office of Inspector General is not independent with respect to amounts pertaining to OIG 
operations that are presented in the financial statements. The amounts included for OIG are not 
material to the EPA’s financial statements. The OIG is organizationally independent with respect to all 
other aspects of the Agency’s activities.  

Opinion 

In our opinion, the consolidated financial statements, including the accompanying notes, present fairly, 
in all material respects, the consolidated assets, liabilities, net position, net cost, net cost by major 
program, changes in net position, custodial activity, and combined budgetary resources of the EPA as of 
and for the years ended September 30, 2021 and 2020, in conformity with accounting principles 
generally accepted in the United States of America. 

Emphasis of Matter – Restatement of Fiscal Year 2020 

As described in Note 36 to the financial statements, the fiscal year 2020 financial statements have been 
restated to correct misstatements related to imputed costs for Pension, Health, and Life insurance and 
to eliminate intragovernmental receivables and payables. Our opinion is not modified with respect to 
this matter. 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the information in 
the Required Supplementary Information, Supplemental Information, and Management’s Discussion and 
Analysis sections be presented to supplement the EPA’s financial statements. Such information, 
although not a part of the basic consolidated financial statements, is required by the OMB and the 
Federal Accounting Standards Advisory Board, which consider it to be an essential part of the financial 
reporting that places the basic consolidated financial statements in an appropriate operational, 
economic, or historical context.  

We have applied certain limited procedures to the Required Supplementary Information, Supplemental 
Information, and Management’s Discussion and Analysis, in accordance with auditing standards 
generally accepted in the United States of America, which consisted of inquiries of management about 
the methods of preparing the information and comparing it for consistency with management’s 
responses to our inquiries, the basic consolidated financial statements, and other knowledge we 
obtained during the audit of the basic consolidated financial statements. We do not express an opinion 
or provide any assurance on the information because the limited procedures do not provide us with 
sufficient evidence to express an opinion or provide any assurance.  
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Report on Internal Control over Financial Reporting 

Opinion on Internal Control. In planning and performing our audit of the consolidated financial 
statements as of and for the year ended September 30, 2021, in accordance with auditing standards 
generally accepted in the United States of America, we considered the EPA’s internal control over 
financial reporting as a basis for designing our audit procedures that are appropriate in the 
circumstances for the purpose of expressing an opinion on the financial statements and to comply with 
the OMB’s audit guidance, but not to express an opinion on the effectiveness of the EPA’s internal 
control. Accordingly, we do not express an opinion on the effectiveness of the EPA’s internal control 
over financial reporting. 

Material Weakness and Significant Deficiencies. Our consideration of the internal control was for the 
limited purpose of expressing an opinion on the EPA’s financial statements and was not designed to 
identify all deficiencies in internal control that might be material weaknesses or significant deficiencies; 
therefore, such deficiencies in internal control may exist that were not identified during the course of 
our audit. A deficiency in internal control over financial reporting exists when the design or operation of 
a control does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent or detect and correct misstatements on a timely basis. A material weakness is a 
deficiency, or a combination of deficiencies, in internal control over financial reporting, such that there 
is a reasonable possibility that a material misstatement of the entity’s financial statements will not be 
prevented or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a 
combination of deficiencies, in internal control over financial reporting that is less severe than a material 
weakness yet important enough to merit attention by those charged with governance. 

Because of inherent limitations in internal control, misstatements, losses, or noncompliance may 
nevertheless occur and not be detected. We noted certain matters, which we discuss below, involving 
the internal control and its operation that we consider to be significant deficiencies. These issues are 
summarized below and detailed in Attachment 1. 

Significant Deficiencies 

EPA Did Not Reconcile Cash Differences with Treasury 

We found that the EPA did not reconcile $2,109,083.84 in cash differences between the EPA’s and 
Treasury’s cash balances. These differences remained unreconciled for nine months—from 
December 2020 through August 2021. Treasury requires agencies to perform timely reconciliations of 
their Fund Balance with Treasury’s accounts. The EPA adjusted these recurring cash differences to 
comply with Treasury’s monthly reporting requirements and agree with Treasury’s balances. The EPA 
reversed the adjustments the following month, restoring the unreconciled cash differences in the EPA’s 
balances. Not adequately reconciling all cash differences increases the risk of unrecorded transactions; 
fraud, waste, and mismanagement of funds; and misstatement of EPA financial statements. 

EPA Did Not Recognize Revenue for Water Infrastructure Finance and Innovation Act of 
2014 Fee Fund Expenses 

We found that the EPA did not recognize $4,513,689 and $2,057,300 in revenue for the WIFIA fee fund 
for fiscal years 2021 and 2020, respectively. Federal accounting standards require agencies to recognize 
revenue as expenses are incurred. This error occurred because the EPA did not establish the correct 
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accounting model for WIFIA fee fund expenses to reduce unearned revenue and recognize earned 
revenue. When the EPA does not properly recognize revenue, the financial statements could be 
materially misstated. 

Accounts Receivable Source Documentation Not Provided Timely by Regions 

EPA regions did not timely submit supporting source documents to the Cincinnati Finance Center for 
over $50.7 million in accounts receivable, which then delayed recording and processing those 
receivables. In one case, Region 2 submitted receivable documentation over six months after the 
consent decree for that case was effective. In another case, Region 9 did not timely submit 
documentation for three receivables totaling approximately $8.1 million. As a result, the CFC did not 
record these four receivables in the proper fiscal year. EPA policies state that responsible offices must 
forward to the CFC source documents supporting an accounts receivable for settlements or orders 
demonstrating a debt owed to the Agency within five business days as specified in the applicable EPA 
Resource Management directives. The regional program office, the office of regional counsel, and the 
regional legal enforcement office staff are responsible for providing these documents to the CFC. When 
the CFC is unable to create receivables timely, the debtor may not be billed appropriately, interest may 
not accrue, and the EPA may not collect all that it is owed. Furthermore, the EPA’s delayed recording of 
accounts receivable could result in a material misstatement of the financial statements. 

Office of the Chief Financial Officer Needs to Conduct Periodic Reviews of Users’ 
Accounts Within EPA’s Contract Payment System 

The OCFO has not conducted periodic reviews of user accounts within the EPA’s Contract Payment 
System. The system reports and tracks contract payments and uploads the accounting data associated 
with the payments into the EPA’s core financial system. EPA users, such as contract officers, project 
officers, and alternate project officers, have access rights in the Contract Payment System to enter, 
approve, and disapprove contract invoices. 

Attachment 3 contains the status of issues reported in prior years’ reports on the EPA’s consolidated 
financial statements. The issues included in Attachment 3 should be considered among the EPA’s 
significant deficiencies for fiscal year 2021. We reported less significant internal control matters to the 
Agency during the course of the audit. We will not issue a separate management letter. 

Comparison of EPA’s Federal Managers’ Financial Integrity Act Report with Our 
Evaluation of Internal Control 

OMB Bulletin 21-04 requires the OIG to compare material weaknesses disclosed during the audit with 
those material weaknesses reported in the Agency’s Federal Managers’ Financial Integrity Act report 
that relate to the financial statements. The OIG is also required to identify material weaknesses 
disclosed by the audit that were not reported in the Agency’s Federal Managers’ Financial Integrity Act 
report. 

For financial statement audit and financial reporting purposes, OMB Bulletin 21-04 defines material 
weaknesses in internal control as a deficiency or combination of deficiencies in internal control over 
financial reporting, such that there is a reasonable possibility that a material misstatement of the 
entity’s financial statements will not be prevented or detected and corrected on a timely basis. 

Details concerning our findings on significant deficiencies can be found in Attachment 1. 
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Report on Compliance with Laws, Regulations, Contracts, and Grant 
Agreements 

EPA management is responsible for complying with laws, regulations, contracts, and grant agreements 
applicable to the Agency. As part of obtaining reasonable assurance about whether the Agency’s 
financial statements are free of material misstatement, we performed tests of the Agency’s compliance 
with certain provisions of laws, including those governing the use of budgetary authority, regulations, 
contracts, and grant agreements that have a direct effect on the determination of material amounts and 
disclosures in the financial statements. We also performed certain other limited procedures as described 
in Codification of Statements on Auditing Standards, AU-C 250.14-16, “Consideration of Laws and 
Regulations in an Audit of Financial Statements.” OMB Bulletin 21-04 requires that we evaluate 
compliance with federal financial statement system requirements, including the requirements referred 
to in the Federal Financial Management Improvement Act of 1996, or FFMIA. We limited our tests of 
compliance to these provisions and did not test compliance with all laws and regulations applicable to 
the EPA. 

Opinion on Compliance with Laws, Regulations, Contracts, and Grant Agreements 

Providing an opinion on compliance with certain provisions of laws, regulations, contracts, and grant 
agreements was not an objective of our audit and, accordingly, we do not express such an opinion. 

We did not identify any instances of noncompliance that would result in a material misstatement to the 
audited financial statements. 

Federal Financial Management Improvement Act Noncompliance 

Under FFMIA, we are required to report whether the Agency’s financial management systems 
substantially comply with the federal financial management systems requirements, applicable federal 
accounting standards, and the United States Government Standard General Ledger at the transaction 
level. To meet the FFMIA requirement, we performed tests of compliance with FFMIA Section 803(a) 
requirements and used OMB Memorandum M-09-06, Implementation Guidance for the Federal 
Financial Management Improvement Act, dated January 9, 2009, to determine whether there was any 
substantial noncompliance with FFMIA.  

The results of our tests did not disclose any instances of noncompliance with FFMIA requirements, 
including where the Agency’s financial management systems did not substantially comply with the 
applicable federal accounting standard.  

We identified one significant matter involving compliance with laws and regulations that came to our 
attention during the course of the audit. We found that the EPA did not comply with OMB Circular A-136. 
Attachment 2 provides additional details, as well as our recommendations on actions that should be 
taken on this matter. We will not issue a separate management letter. 

EPA Did Not Comply with Office of Management and Budget Circular A-136 

We found that the EPA did not comply with the required form and content on its fiscal year 2021 
balance sheet. The OMB requires agencies to use line titles and the format detailed in its Circular A-136, 
Financial Reporting Requirements, dated August 10, 2021. The EPA did not revise the line titles and 
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format of its balance sheet to meet the requirements. As a result, the EPA did not comply with federal 
financial reporting requirements.  

Other Governmental Reporting Requirements 

Audit Work Required Under the Hazardous Substance Superfund Trust Fund 

We also performed audit work to meet the requirements found in 42 U.S.C. § 9611(k) with respect to 
the Hazardous Substance Superfund Trust Fund and the stipulation to conduct an annual audit of 
payments, obligations, reimbursements, or other uses of the fund. The significant deficiencies reported 
above also relate to Superfund.  

Prior Audit Coverage 

During previous financial statement audits, we reported weaknesses, as detailed in Attachment 3, that 
impacted our audit objectives. Those weaknesses include that: 

• The EPA did not capitalize lab renovation costs. 

• Originating offices did not forward accounts receivable source documents in a timely manner to 
the finance center. 

• The EPA should improve its efforts to resolve its long-standing cash differences with Treasury. 

• The EPA improperly recorded e-Manifest receivables and earned revenue. 

• The EPA needs to improve its financial statement preparation process. 

This report is intended solely for the information and use of the management of the EPA, the OMB, and 
Congress, and it is not intended to be and should not be used by anyone other than these specified 
parties. 

 

 
 
Paul C. Curtis 
Certified Public Accountant 
Director, Financial Directorate 
Office of Audit 
Office of Inspector General 
U.S. Environmental Protection Agency 
November 9, 2021 
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1 – EPA Did Not Reconcile Cash Differences 
with Treasury 

 
We found that the EPA did not reconcile $2,109,083.84 in cash differences between the EPA’s and 
Treasury’s cash balances. These differences remained unreconciled for nine months—from 
December 2020 through August 2021. Treasury requires agencies to perform timely reconciliations of 
their Fund Balance with Treasury’s accounts. The EPA adjusted these recurring cash differences to 
comply with Treasury’s monthly reporting requirements and agree with Treasury’s balances. The EPA 
reversed the adjustments the following month, restoring the unreconciled cash difference in the EPA’s 
balances. Not adequately reconciling all cash differences increases the risk of unrecorded transactions,  
fraud, waste, mismanagement of funds, and misstatement of EPA financial statements.  
 
The Treasury Financial Manual, Volume 1, Part 2, Chapter 5100, “Fund Balance with Treasury,” 
Section 5125, states that:  

Agency reconciliation of [Fund Balance with Treasury] accounts is a key internal 
control process and it ensures the accuracy of the government’s receipt and 
disbursement data. Therefore, agencies must perform timely reconciliations of their 
agency’s United States Standard General Ledger (USSGL) account 101000 to Fiscal 
Service [Central Accounting Reporting System Account] Statement and implement 
effective and efficient reconciliation processes.  

Section 5130.10 states that:  

Agencies must post account transactions to the [United States Standard General 
Ledger] and must prepare an adjusted trial balance at least monthly to verify that 
debit and credit postings are equal and to validate the data. They also must ensure 
that the balance in the [United States Standard General Ledger] account 101000 for 
each fund symbol agrees with their internal supporting documents.  

Additionally, Section 5130.20 states that federal agencies must compare their Fund Balance with 
Treasury transactions in their general ledgers with the Fiscal Service reports and must reconcile any 
differences. According to Section 5145, by not having a timely and effective reconciliation process, 
agencies could increase the risk of fraud, waste, and mismanagement of funds, as well as affect their 
ability to accurately measure the full cost of the government’s programs.  
 
The EPA’s Resource Management Directive 2540-03-P1, Fund Balance with Treasury Management 
Standard Form 224 Reconciliation, requires the Accounting and Cost Analysis Division to monthly review 
the EPA’s Fund Balance with Treasury in its financial system and report issues to the respective EPA 
finance center. Every month, the finance centers and the Fees and Collection Branch are required to 
reclassify the Budget Fiscal Service Fund Balance with Treasury to the EPA’s Fund Balance with Treasury 
in the accounting system of record for their respective agency location codes. Finance centers are also 
required to provide comments, as needed, to the Accounting and Cost Analysis Division in the monthly 
cash differences report.  
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We found that as of August 31, 2021, the EPA had not resolved $2,109,083.84 in cash differences 
between the EPA’s and Treasury’s cash balances. These differences were unreconciled for nine months. 
The differences are detailed in Table 1-1. 

Table 1-1: Unreconciled cash differences 
Treasury  
symbol 

Dollar amount 
(absolute value) 

6818/190108 $885,708.88 
6819/200108 356,297.29 
6820/210108 867,077.67 
Total $2,109,083.84 

Source: OIG analysis of EPA data. (EPA OIG table) 

 
The EPA records a monthly adjustment to clear cash differences with Treasury and reverses the 
adjustment the following month. The monthly adjustments allow the EPA to agree with Treasury’s 
balances at the time of reporting; however, the Treasury Financial Manual requires the EPA to reconcile 
the differences. Recurring cash differences in the monthly adjustments suggest that the EPA has not 
properly reconciled its balances.  
 
Upon our inquiries, the EPA stated that there are various reasons for the cash differences detailed in 
Table 1-1, such as timecard corrections or adjustments, and that the differences are being reviewed and 
efforts are underway to resolve the ongoing differences.  
 
By not adequately reconciling all cash differences, the EPA increases the risk of unrecorded transactions, 
fraud, waste, and mismanagement of funds. Unrecorded transactions could misstate the Agency’s Fund 
Balance with Treasury and EPA financial statements.  
 
We have reported findings regarding the need for the EPA to improve its efforts to resolve cash 
differences with Treasury in previous audits. While the EPA has made some progress in resolving its cash 
differences, we continue to find unreconciled recurring differences during our audits. 

Recommendation 

We recommend that the chief financial officer: 

1. Timely reconcile EPA cash differences with the U.S. Department of the Treasury. 

Agency Response and OIG Assessment 

The EPA concurred with our recommendation and provided acceptable planned corrective actions. The 
EPA’s estimated completion date for corrective actions is September 30, 2022. The Agency’s response 
can be found in Appendix II. 
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2 – EPA Did Not Recognize Revenue for Water 
Infrastructure Finance and Innovation Act of 2014 Fee 

Fund Expenses 
 

We found that the EPA did not recognize $4,513,689 and $2,057,300 in revenue for the WIFIA fee fund 
for fiscal years 2021 and 2020, respectively. Federal accounting standards require agencies to recognize 
revenue as expenses are incurred. This error occurred because the EPA did not establish the correct 
accounting model for WIFIA fee fund expenses to reduce unearned revenue and recognize earned 
revenue. When the EPA does not properly recognize revenue, the financial statements could be 
materially misstated. 
 
Statement of Federal Financial Accounting Standards Number 7, Accounting for Revenue and Other 
Financing Sources and Concepts for Reconciling Budgetary and Financial Accounting, states that:  

When advance fees or payments are received, … revenue should not be recognized 
until costs are incurred from providing the goods and services (regardless of whether 
the fee or payment is refundable). An increase in cash and an increase in liabilities, 
such as “unearned revenue,” should be recorded when the cash is received. 

WIFIA at 33 U.S.C. § 3909 authorizes the EPA to collect and spend fees to cover all or a portion of the 
costs of servicing WIFIA loans.  
 
The EPA recorded WIFIA fees collected as unearned revenue. When the EPA incurred $4,513,689 and 
$2,057,300 in expenses related to the unearned revenue in fiscal years 2021 and 2020, respectively, it 
did not properly recognize earned revenue. The EPA must recognize revenue from fees collected when 
WIFIA fee fund expenses are incurred. These errors occurred because the EPA did not establish the 
correct accounting model to properly decrease unearned revenue and increase earned revenue when 
expenses are made. When the EPA does not use the proper accounting model, such as for recognizing 
revenue when funds are expensed, the financial statements could be materially misstated. 

Recommendations 

We recommend that the chief financial officer: 
 

2. Update the Water Infrastructure Finance and Innovation Act accounting model to properly 
recognize earned revenue and unearned revenue as fee fund expenses are incurred. 
 

3. Reclassify unearned revenue to earned revenue for Water Infrastructure Finance and Innovation 
Act fee fund expenses incurred during fiscal years 2021 and 2020. 

Agency Response and OIG Assessment 

The Agency agreed with our findings and recommendations and has completed the corrective actions.  
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3 – Accounts Receivable Source Documentation Not 
Provided Timely by Regions 

 
 

EPA regions did not timely submit supporting source documents to the CFC for over $50.7 million in 
accounts receivable, which then delayed recording and processing those receivables. In one case, 
Region 2 submitted receivable documentation over six months after the consent decree for that case 
was effective. In another case, Region 9 did not timely submit documentation for three receivables 
totaling approximately $8.1 million. As a result, the CFC did not record these four receivables in the 
proper fiscal year. EPA policies state that responsible offices must forward to the CFC source documents 
supporting an accounts receivable for settlements or orders demonstrating a debt owed to the Agency 
within five business days as specified in the applicable EPA Resource Management directives. The 
regional program office, the office of regional counsel, and the regional legal enforcement office staff 
are responsible for providing these documents to the CFC. When the CFC is unable to create receivables 
timely, the debtor may not be billed appropriately, interest may not accrue, and the EPA may not collect 
all that it is owed. Furthermore, the EPA’s delayed recording of accounts receivable could result in a 
material misstatement of the financial statements. 
 
According to the U.S. Government Accountability Office’s Standards for Internal Control in the Federal 
Government, transactions should be “promptly recorded to maintain their relevance and value to 
management in controlling operations and making decisions.” Statement of Federal Financial 
Accounting Standards 1, Accounting for Selected Assets and Liabilities, requires that a receivable “be 
recognized when a federal entity establishes a claim to cash or other assets against other entities, either 
based on legal provisions, such as a payment due date, (e.g., taxes not received by the date they are 
due), or goods or services provided.” Statement of Federal Financial Accounting Standards 7, Accounting 
for Revenue and Other Financing Sources and Concepts for Reconciling Budgetary and Financial 
Accounting, requires that accounts receivable be recognized “when a collecting entity establishes a 
specifically identifiable, legally enforceable claim to cash or other assets through its established 
assessment processes to the extent the amount is measurable.” 
 
The EPA’s Resource Management Directive System 2550D-14-P1, Financial Management of the 
Superfund Program, Superfund Accounts Receivable and Billings, requires the office of regional counsel, 
the legal enforcement office, or the regional program office, as applicable, to forward copies of all 
signed administrative settlement agreements and EPA documents that formally assess stipulated 
penalties within five business days of the effective date of the document. The office of regional counsel 
or the legal enforcement office must forward copies of entered civil judgements, including consent 
decrees, to the CFC within five business days of receipt of notice. The office of regional counsel or the 
legal enforcement office must ensure that other source documents, such as Superfund State Contracts 
or other official notices requiring payment, are forwarded to the CFC within five business days of final 
signature. 
 
Resource Management Directive System 2540-9-P3, Financial and Accounting Management, 
Administrative and Civil Judicial Penalties, specifically addresses “the process for recognizing civil 
penalties owed to the Agency resulting from administrative and civil judicial enforcement actions.” The 
directive requires that the originating office ensure documentation of administrative penalties and 
bankruptcy proceedings are provided to the CFC within five business days of receipt of the order or 
documentation. For regionally initiated administrative enforcement actions, the office of regional 
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counsel or regional equivalent are to ensure that penalties are entered in the EPA Case Tracking System, 
which automatically sends a request to the CFC to establish a billing document.  
 
We found that EPA regional enforcement staff did not timely submit legal source documentation, such 
as consent decrees and administrative orders, to the CFC for over $50.7 million in accounts receivable, 
which then delayed recording and processing those receivables. The CFC received associated source 
documents between one day and over six months after the due date. Table 3-1 provides a summary of 
the relevant exceptions found throughout our audit.  

Table 3-1: Summary of receivables support not recorded timely 

OIG analysis  
description 

Number of 
receivables 

Number of 
exceptions 

Number of 
business 
days late 

 
Amount 

U.S. Department of Justice 
report reconciliation 

46 8 1 to 32 days $28,287,715.00 

Integrated Compliance 
Information System report 
reconciliation  

71 1 69 days $116,445.00 

Superfund control 29 3 2 to 8 days $11,785,762.16 
Cut-off testing 4 4 4 to 138 

days 
$10,519,000.00 

Total 150 16  $50,708,922.16 
Source: OIG analysis of receivables tested. (EPA OIG table) 
 

In one case, Region 2 submitted documentation for a $2.4 million receivable over six months after the 
consent decree was effective. The regional enforcement staff sent the consent decree in October 2021, 
outside of the proper accounting period. That required the CFC to process a journal voucher, which is a 
manual adjustment created by the OCFO to adjust for financial statement purposes, to correct the 
understated accounts receivable in the fiscal year 2021 financial statements. In another case, Region 9 
did not timely submit documentation for three receivables totaling approximately $8.1 million. As a 
result, the CFC did not record these four receivables in the proper fiscal year. 
 
The regional enforcement staff are required to effectively communicate with the finance center 
regarding the status of settlement agreements to prevent untimely recording of accounts receivable. 
When the CFC is unable to create receivables timely, the debtor may not be billed appropriately, 
interest may not accrue, and the EPA may not collect all that it is owed. Furthermore, the EPA’s delayed 
recording of accounts receivable could result in a material misstatement of the financial statements. The 
EPA has policies and procedures in place to direct the regions to provide documents timely. The 
frequency of the delays indicates that the regions are not adhering to those policies and procedures. 
Therefore, we believe that regional offices should work with the CFC to resolve this control issue. 

Recommendations 

We recommend that the assistant administrator for Enforcement and Compliance Assurance: 
 

4. Enforce the existing policies and procedures, which includes forwarding accounts receivable 
source documents to the Cincinnati Finance Center, in accordance with the time frame provided 
in the applicable resource management directives. 
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5. Implement a system that tracks the dates when accounts receivable source documents need to 
be submitted and are submitted by the Office of Enforcement and Compliance Assurance to the 
Cincinnati Finance Center. 

 
We recommend that the chief financial officer: 
 

6. Record the three receivables totaling approximately $8.1 million in the fiscal year 2021 financial 
statements. 

Agency Response and OIG Assessment 

The Agency agreed with our recommendations and has proposed ongoing corrective actions.  



 

22-F-0007 14 

4 – Office of the Chief Financial Officer Needs to 
Conduct Periodic Reviews of Users’ Accounts Within 

EPA’s Contract Payment System 
 

The OCFO has not conducted periodic reviews of user accounts within the EPA’s Contract Payment 
System. The system reports and tracks contract payments and uploads the accounting data associated 
with the payments into the EPA’s core financial system. EPA users, such as contract officers, project 
officers, and alternate project officers, have access rights in the Contract Payment System to enter, 
approve, and disapprove contract invoices. 
 
The EPA’s information security procedure—CIO 2150-P-01.2, Information Security – Access Control 
Procedure—requires system owners of EPA-operated systems to conduct periodic reviews of user 
accounts and disable, remove, or terminate the accounts, as appropriate. However, the OCFO lacks a 
strategy to conduct these required reviews to verify users’ access and prevent unauthorized access to 
sensitive financial data.  
 
In addition, CIO 2150-P-04.2, Information Security – Security Assessment and Authorization Procedures, 
requires system owners of EPA-operated systems to ensure that service providers: 
 

• Document and manage discovered weaknesses and planned remedial actions by entering a Plan 
of Action and Milestones into the Agency Information Security Repository within: 
 

o 30 days of when the risk is determined to be “high,” and the weakness cannot be or is 
not remediated or mitigated within 30 days of discovery. 
 

o 60 days of when the risk is determined to be “medium,” and the weakness cannot be or 
is not corrected within 60 days of discovery. 
 

o 90 days of when the risk is determined to be “low,” and the weakness cannot be or is 
not corrected within 90 days of discovery. 

 
• Document a senior information official or risk executive’s decision to accept a weakness in a 

Plan of Action and Milestones.  
 

The OCFO commented that it has not conducted periodic reviews of user accounts within the Contract 
Payment System because of other priorities and limited resources.  
  
Not conducting these required reviews exposes the EPA to operational risks that could jeopardize the 
confidentiality, integrity, and availability of financial data and access to the system. Unauthorized 
personnel could expose the Contract Payment System to unidentified threats and vulnerabilities that 
could put the system and the information it processes, stores, or transmits at risk of being disclosed, 
modified, or destroyed. 
 
We issued a discussion document on September 8, 2021, with proposed recommendations to develop a 
strategy to conduct user account reviews and create a Plan of Action and Milestones to document the 
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decision to either mitigate or accept the risk of not conducting periodic reviews of user accounts. In the 
OCFO’s response dated September 29, 2021, it provided the OIG with its User Access Control 
Management Plan, which outlines activities to complete the required user account reviews within the 
Contract Payment System by December 31, 2021.  

Recommendation 

We recommend that the chief financial officer: 
 

7. Complete the review of user accounts within the Contract Payment System as outlined in the 
Office of the Chief Financial Officer User Access Control Management Plan by the planned 
milestone. If all the activities are not completed by that date, the Office of the Chief Financial 
Officer should create a Plan of Action and Milestones within the Agency Information Security 
Repository in accordance with the requirements described in CIO 2150-P-04.2, Information 
Security – Security Assessment and Authorization Procedures. 

Agency Response and OIG Assessment 

The Agency concurred with the recommendation and provided documentation that all corrective actions 
were completed on November 9, 2021. The OIG concurs with the actions taken and considers 
Recommendation 7 complete.



 

22-F-0007 16 

Attachment 2 
 

Compliance with Laws and Regulations 
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5 – EPA Did Not Comply with OMB Circular A-136 
 

We found that the EPA did not comply with the required form and content on its fiscal year 2021 
balance sheet. The OMB requires agencies to use line titles and the format detailed in its Circular A-136, 
Financial Reporting Requirements, dated August 10, 2021. The EPA did not revise the line titles and 
format of its balance sheet to meet the requirements. As a result, the EPA did not comply with federal 
financial reporting requirements.  
 
Circular A-136, which is updated annually, sets forth financial reporting requirements for federal 
agencies that must submit annual audited financial statements. Section II.3.2.2, “Balance Sheet 
Template,” states that entities must use the asset and liability line titles on the numbered lines shown in 
the balance sheet template provided in that section. It also states that the “commitments and 
contingencies” line should not contain balance amounts and should only be included as a heading to 
direct readers to the applicable financial statement footnote. Section II.3.2.3 states that under federal 
accounting standards, stewardship land information is classified as basic information, requiring the 
balance sheet to include a reference to a note disclosure.  
 
Based on our preliminary examination of the balance sheet, we found that the EPA did not use the 
required titles for certain asset and liability lines. The differences are detailed in Table 5-1. 

Table 5-1: Differences between EPA’s balance sheet and Circular A-136 balance sheet template 
Circular A-136 balance sheet line title EPA’s balance sheet line title 

Assets – Intragovernmental:  
6. Other Assets Other 
10. Loans receivable, net Direct Loans Receivable, Net 
Assets-With the Public:  
17. Other Assets Other 
Liabilities-Intragovernmental:   
22. Accounts payable Accounts Payable and Accrued Liabilities 
24. Debt Debt Associated With Loans 
Not in Circular A-136 Custodial Liability 
26. Other Liabilities Other 
Liabilities-With the Public:  
28. Accounts payable Accounts payable and Accrued Liabilities 
30. Federal employee [and veteran] benefits payable Pensions and Other Actuarial Liabilities 
31. Environmental and disposal liabilities Environmental Cleanup Costs 
Not in Circular A-136 Cashout Advances, Superfund 
32. Benefits due and payable Payroll and Benefits Payable 
37. Other Liabilities Other 

Source: OIG analysis of EPA data and OMB Circular A-136, section II.3.2.2, “Balance Sheet Template.”  
(EPA OIG table) 
 

We also found that the EPA erroneously included the commitments and contingencies line under the 
liabilities section. The line should have been included as a heading below the “Total liabilities” line. In 
addition, the EPA did not include in its balance sheet the “Stewardship PP&E” heading to direct the 
reader to the applicable financial statement footnote. The EPA did not follow the prescribed template 
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for the net position section of the balance sheet. Figures 5-1 and 5-2 demonstrate the differences 
between the EPA’s and Circular A-136’s net position section. 
 
Figure 5-1: Line titles for the net position section of the balance sheet according to  
Circular A-136’s template

  
Source: OMB Circular A-136, section II.3.2.2, “Balance Sheet Template.” (OMB image) 
 
Figure 5-2: Line titles on the net position section of EPA’s balance sheet 

 
Source: EPA’s fiscal year 2021 balance sheet. (EPA image) 

 
The EPA was aware that the circular included a new format required for the balance sheet. The circular 
was updated on August 27, 2020, to streamline reporting requirements and reflect current federal 
generally accepted accounting principles. This update introduced new form and content for the balance 
sheet for which early adoption was allowed. All entities are required to follow the new format in 
preparing their fiscal year 2021 financial statements. The EPA followed its prior-year balance sheet form 
and content without making the appropriate revisions to comply with Circular A-136’s new format 
requirements. By not complying with reporting requirements, the EPA undermines the trust and 
reliability of its financial statements. 

Recommendation 

We recommend that the chief financial officer: 
 

8. Update the fiscal year 2021 financial statements to comply with Office of Management and 
Budget’s Circular A-136, specifically, the balance sheet line items. 
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Agency Response and OIG Assessment 

The EPA concurred with our recommendation and completed most of the Circular A-136 form and 
content issues. However, we noted several uncorrected line items in the balance sheet, which consists 
mostly of account groupings. The amounts are not material to the overall financial statements. The 
Agency’s response can be found in Appendix II. 
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Attachment 3 
 

 

Status of Prior Audit Report Recommendations 
 
The EPA continues to strengthen its audit management practices and procedures to address audit 
findings in a timely manner and to complete corrective actions expeditiously and effectively. In fiscal 
year 2021, the EPA’s chief financial officer, as the agency follow-up official, continued to encourage 
managers to evaluate the OIG’s recommendations thoroughly, develop suitable and attainable 
corrective actions, and implement the corrective actions in the agreed upon time frame. The OCFO 
accomplished the following actions to strengthen its audit management procedures: 
 

• Worked closely with the agency audit follow-up coordinators during fiscal year 2021 to 
ensure that corrective action dates were being met and the required certification 
memorandums were being submitted.  
 

• Provided monthly reporting for the agencywide metric on the number of late audit 
corrective actions. The metric measures the completion of Agency-identified corrective 
actions that were not completed in a timely manner. The intended purpose of the monthly 
reporting is to facilitate the implementation of Agency corrective actions to OIG audit 
recommendations and decrease the number of late audit corrective actions.   
 

• Launched a new audit tracking tool—called the Enterprise Audit Management System—for 
tracking OIG and Government Accountability Office audits and evaluations. The Enterprise 
Audit Management System facilitates the tracking and reporting of the Agency’s corrective 
actions.  

 
• Prepared a monthly OIG and Government Accountability Office tracker intended to provide 

Agency senior leadership with visibility on OIG and Government Accountability Office 
audits and evaluations. The tracker includes the most recent audit and evaluation updates 
and is distributed monthly to Agency senior leaders.   
 

• Maintained the audit community intranet site, which serves as a one-stop-shop resource 
for the audit follow-up coordinators and liaisons. This collaborative site includes resources 
and reference materials, such as standard operating procedures, response templates, 
frequently asked questions, reporting links, deadlines, and other useful information. 
 

• Provided training during the OCFO technical training series on the Agency’s audit and 
evaluation processes. The training provided an overview of the audit follow-up 
coordinator’s roles and responsibilities and emphasized the importance of preparing 
effective corrective actions and completing them in a timely manner.  
 

• Held periodic meetings with audit follow-up coordinators and audit liaisons to discuss issues 
and concerns and to emphasize adherence to corrective action due dates and the need to keep 
the Enterprise Audit Management System current.  
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These and other efforts are a testament to the OCFO’s continued commitment to improving the Agency’s 
audit and evaluation management practices. In addition, the EPA maintained its commitment to engage 
early with the OIG on audit and evaluation findings and to develop effective corrective actions that 
address OIG recommendations. 
 
As noted in the table below, however, there are still recommendations from previous financial 
statement audits that remain either unresolved or unimplemented.  
 
Table 3-1: Significant deficiency issues not fully implemented 

 

EPA Did Not Capitalize Lab Renovation Costs  
 
During our fiscal year 2014 audit, we found that EPA did not capitalize approximately $8 million of Research 
Triangle Park lab renovations. As a result, the EPA did not properly classify the lab renovations as a capital 
improvement. The Agency capitalized and booked the Research Triangle Park lab renovation costs and related 
depreciation. We recommended that the chief financial officer capitalize and book the Research Triangle Park lab 
renovation costs and calculate depreciation; improve and maintain support for how EPA lab renovation projects are 
funded; review funding sources of all current and future lab renovations to ensure correct funding is utilized; 
develop policies and procedures for capital improvements/betterments to real property, and request the Office of 
General Counsel to determine whether the legal opinion represents a legally acceptable position regarding the 
definition of “construction” and to provide adequate examples to guide determinations of when renovation work 
should be funded out of Agency programs. 
 
One corrective action was partially completed: the EPA’s Office of General Counsel indicated continued agreement 
with its 1999 legal opinion regarding EPA construction accounting but did not provide examples to guide the 
Agency’s determinations of when renovation work should be funded from Agency program appropriations or 
building and facilities funds.  
 
Corrective actions for other recommendations related to this finding were initially due in September 2017; however, 
the Agency revised the estimated milestone date to February 28, 2018. On July 18, 2018, the Office of General 
Counsel stated that determining whether renovation work should be funded out of program Agency dollars or 
buildings and facilities funds is very fact-specific; therefore, providing global examples was not feasible. The Office 
of General Counsel has no further information to provide and believes its review is complete. The OIG will continue 
to report the issue as not fully resolved.   
Originating Offices Did Not Timely Forward Accounts Receivable Source Documents to the 
Finance Center  
 
During our fiscal year 2014, we found that the EPA and the U.S. Department of Justice did not forward accounts 
receivable source documents to the CFC in a timely manner. We recommended that the assistant administrator for 
Enforcement and Compliance Assurance require enforcement officers to include the CFC on the stipulated penalty 
letters mailing list; remind personnel to timely forward legal documents, and work with the Department of Justice to 
ensure timely document submission.  
 
We also recommended that the chief financial officer work with the Office of Enforcement and Compliance 
Assurance to update EPA Superfund guidance to ensure timely submission of Superfund accounts receivable 
control forms to the finance center. Finally, we recommended that the deputy assistant administrator for 
Administration and Resources Management, under the Office of Mission Support, require the Office of Grants and 
Debarment to instruct personnel to forward source documents for grant disallowed costs timely to the finance 
center.  
 
During fiscal year 2015, the EPA's Office of Enforcement and Compliance Assurance issued a memorandum 
reminding the regions to provide accounts receivable enforcement documentation to the finance center in a timely 
manner. While we have noted some improvements in the CFC’s timely receipt of legal documents, we still identified 
instances of untimely receipt during fiscal years 2015 through 2021. Therefore, the Agency's corrective actions are 
not completely effective, and we will continue to evaluate whether the Agency timely receives legal source 
documents in fiscal year 2022.   
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EPA Should Improve Its Efforts to Resolve Long-Standing Cash Differences with Treasury 
 
During our fiscal year 2018 audit, we found that the EPA had not resolved $2.2 million in long-standing cash 
differences between the EPA’s and Treasury’s balances. Based on our finding, we recommended that the chief 
financial officer require the Accounting and Cost Analysis Division and the Las Vegas and Cincinnati Finance 
Centers to research and resolve cash differences. The Agency agreed with our finding and recommendation. 
According to the Agency, corrective action was completed on September 13, 2019. We continued to find recurring 
differences in fiscal years 2020 and 2021. Therefore, we do not consider the corrective actions complete. 
EPA Improperly Recorded e-Manifest Receivables and Earned Revenue  
 
During our fiscal year 2019 audit, the EPA did not properly record $15,682,808 of e-Manifest receivables. Federal 
accounting standards require federal entities to recognize accounts receivable when a legal claim exists, as well as 
to recognize exchange revenue when goods or services are provided to the public or another government entity at 
a price. The EPA did not establish proper accounting models to record account receivables for e-Manifest fees, 
interest, and penalties, or to recognize earned revenue from federal versus nonfederal sources at the transaction 
level. As a result, the EPA is noncompliant with accounting standards because account receivables and earned 
revenue are understated during the year. Consequently, interest, penalties, and federal revenue are misstated in 
the financial statements.  
 
We recommended that the chief financial officer update the accounting models to properly record collections and 
not reduce an account receivable account; establish accounting models to properly record e-Manifest account 
receivables and recognize earned revenue at the transaction level; establish accounting models to properly classify 
and record interest, fines, penalties, and fees; and establish accounting models to properly record receivables, 
collections, and earned revenue from federal versus nonfederal vendors. The corrective actions have not been 
completed as of our fiscal year 2021 audit. The EPA’s estimated completion date for corrective actions was 
originally September 30, 2021; subsequently, the EPA revised the estimated completion date to March 31, 2022. 
EPA Needs to Improve Its Financial Statement Preparation Process  
 
During our fiscal year 2019 audit, we found multiple instances whereby the Agency had major misstatements of its 
financial transactions and financial statements. We recommended that the chief financial officer evaluate and 
improve the EPA’s process for preparing financial statements and provide accurate and reliable supporting 
documentation for adjustments and corrections to the financial statements. The EPA agreed with our findings and 
recommendations. The Agency’s estimated completion date for corrective actions was originally July 31, 2020, for 
Recommendation 1; subsequently, the EPA revised its estimated completion date to September 30, 2021. The 
EPA’s estimated completion date for Recommendation 2 was February 29, 2020. During fiscal year 2020, we 
continued to find misstatements and adjustment errors in the EPA’s financial statement preparation process. We 
recommended that the chief financial officer develop a plan to strengthen and improve the preparation and 
management review of the financial statements and adjustments entered into the accounting system so that errors 
and misstatements are detected and corrected in a timely manner. The EPA’s estimated planned completion date 
for our fiscal year 2020 recommendation is December 31, 2021.  

Source: OIG analysis of prior year recommendations and the Agency’s corrective actions. (EPA OIG table)
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Attachment 4 
 

Status of Recommendations 

RECOMMENDATIONS  

Rec. 
No. 

Page 
No. Subject Status1 Action Official Planned Completion Date  

Potential 
Monetary 
Benefits 

(in $000s) 

1 9 Timely reconcile EPA cash differences with the U.S. 
Department of the Treasury. 

R Chief Financial Officer 9/30/22   

2 10 Update the Water Infrastructure Finance and 
Innovation Act accounting model to properly 
recognize earned revenue and unearned revenue as 
fee fund expenses are incurred. 

C Chief Financial Officer 10/27/21   

3 10 Reclassify unearned revenue to earned revenue for 
Water Infrastructure Finance and Innovation Act fee 
fund expenses incurred during fiscal years 2021 and 
2020. 

C Chief Financial Officer 10/15/21   

4 12 Enforce the existing policies and procedures, which 
includes forwarding accounts receivable source 
documents to the Cincinnati Finance Center, in 
accordance with the time frame provided in the 
applicable resource management directives. 

U Assistant Administrator 
for Enforcement and 

Compliance Assurance 

   

5 13 Implement a system that tracks the dates when 
accounts receivable source documents need to be 
submitted and are submitted by the Office of 
Enforcement and Compliance Assurance to the 
Cincinnati Finance Center. 

U Assistant Administrator 
for Enforcement and 

Compliance Assurance 

   

6 13 Record the three receivables totaling approximately 
$8.1 million in the fiscal year 2021 financial 
statements. 

C Chief Financial Officer 11/4/21  $8,100 

7 15 Complete the review of user accounts within the 
Contract Payment System as outlined in the Office of 
the Chief Financial Officer User Access Control 
Management Plan by the planned milestone. If all 
the activities are not completed by that date, the 
Office of the Chief Financial Officer should create a 
Plan of Action and Milestones within the Agency 
Information Security Repository in accordance with 
the requirements described in CIO 2150-P-04.2, 
Information Security – Security Assessment and 
Authorization Procedures. 

C Chief Financial Officer 11/9/21   

8 18 Update the fiscal year 2021 financial statements to 
comply with Office of Management and Budget’s 
Circular A-136, specifically, the balance sheet line 
items. 
 

C Chief Financial Officer 11/4/21   

 

 

 

 

 

 

1 C = Corrective action completed.  
R = Recommendation resolved with corrective action pending.  
U = Recommendation unresolved with resolution efforts in progress. 
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Appendix I 
 

EPA’s FYs 2021 and 2020 (Restated) Consolidated 
Financial Statements 
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Appendix II 
 

Agency Response to Draft Report 
 

 
 

Thank you for the opportunity to respond to the issues and recommendations in the subject draft 
report. The following is a summary of the U.S. Environmental Protection Agency’s overall 
position, along with its position on the report’s recommendations.  
 
AGENCY’S OVERALL POSITION 
 
The draft report contains six recommendations for the Office of the Chief Financial Officer and 
two recommendations for the Office of Enforcement and Compliance Assurance. The OCFO and 
the OECA agree with the Office of Inspector General’s recommendations; however, the OCFO 
has provided clarification below on some of the OIG’s positions. Additionally, the OECA has 
identified areas within the report where information may have been misrepresented or misstated 
(see Attachment A – “OECA’s Review and Comment of the OIG’s Position Paper No. 1 
Accounts Receivable Source Documentation Not Provided Timely by Regions”). 
 
OCFO RESPONSE 
 
OIG Statement: We found that the EPA did not reconcile $2,109,083.84 in cash differences 
between the EPA’s and the Treasury’s cash balances. 
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Response: 
The agency concurs with the OIG’s recommendation but notes that although the absolute 
value of the differences is $2,109,083.84, the net value of the differences is $337,666.08. 

 
Unreconciled cash differences 

 
Treasury symbol 

 
Dollar amount 

6818/190108 $885,708.88 
6819/200108 (356,297.29) 
6820/210108 (867,077.67) 
Total $337,666.08 

 
OIG Statement: We found that the EPA did not recognize $4,513,689 and $2,057,300 in 
revenue for the WIFIA fee fund for fiscal years 2021 and 2020, respectively. Federal accounting 
standards require agencies to recognize revenue as expenses are incurred. This error occurred 
because the EPA did not establish the correct accounting model for WIFIA fee fund expenses to 
reduce unearned revenue and recognize earned revenue. When the EPA does not properly 
recognize revenue, the financial statements could be materially misstated. 

 
Response: 
Although the agency concurs with the OIG’s recommendations, the accounting models 
lacked only the transaction to recognize earned revenue and reduce unearned revenue; all the 
incurred expenses for the Water Infrastructure Finance and Innovation Act Fee Fund were 
properly recorded as expenses in Compass. 

 
OIG Statement: We found that the EPA did not comply with the required form and content on 
its fiscal year 2021 balance sheet. The Office of Management and Budget requires agencies to 
use line titles and the format detailed in its Circular A-136, Financial Reporting Requirements, 
dated August 10, 2021. The EPA did not revise the line titles and format of its balance sheet to 
meet the requirements. As a result, the EPA did not comply with federal financial reporting 
requirements. By not complying with reporting requirements, the EPA undermines the trust and 
reliability of its financial statements. 
 

Response: 
The EPA agrees it did not update the titles for certain asset and liability lines in the balance 
sheet as noted in Table 5-1 of the report. The EPA realizes federal guidelines are a critical 
component to maintain trust and reliability in the EPA’s financial statements. However, 
although some line titles need to be updated, the financial statements are accurate and reflect 
reliable data. 

 
The differences stated in Table 5-1, Differences between EPA’s balance sheet and Circular 
A-136 balance sheet template, labeled as “Not in Circular A-136” for the EPA’s balance 
sheet line title “Custodial Liability” and “Cashout Advances, Superfund” are not instances of 
noncompliance. These two EPA balance sheet line titles are in agreement with the A-136 as 
per Section II.3.2.2, “Balance Sheet Template,” where it states “An entity may disaggregate 
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a required line title into two or more entity-specific line titles. The detail must sum to the 
total that would otherwise be required for the numbered line item.” These two-line titles are 
unique to the EPA and they do properly sum to the total that would otherwise be required for 
the numbered line item. 
 
The agency agrees that Circular A-136 Section II.3.2.2, “Balance Sheet Template,” states 
that entities must use the asset and liability line titles on the numbered lines shown in the 
balance sheet template provided in that section. However, the OMB’s Circular A-136 does 
not state that agencies “must” use the line titles in the net position section.   

 
The agency agrees that the balance sheet presentation needs to be updated, yet these needed 
revisions do not “undermine the trust and reliability of its financial statements.” The asset 
and liability line titles not being verbatim with the OMB’s Circular A-136 on the balance 
sheet has no negative impact on the accuracy and reliability of the financial statements.   

 
For full compliance with the new OMB Circular A-136 balance sheet format, the agency has: 

• Updated the balance sheet presentation to be verbatim for the line titles.  
• Added the Stewardship PP&E line item to the balance sheet.  
• Added the Commitments and Contingencies line item to the balance sheet.   
• Updated the Net Position section for line titles. 

 
As stated above, these revisions are simply changes in form and not changes in substance to the 
displayed balance sheet, which accurately presents the agency’s financial position as of 
September 30, 2021. 
 
OECA RESPONSE:  
The OECA agrees with the OIG that it is important for the EPA’s enforcement offices to submit 
timely supporting enforcement documentation to the Cincinnati Finance Center. However, the 
timeliness figures in the OIG’s draft report are unclear and do not accurately reflect the EPA’s 
timeliness performance in FY 2021. We request that the OIG correct several factual errors noted 
below. Further, we request that the OIG disaggregate its review of this measure to show where 
the EPA needs improvement and where the EPA has met or exceeded the timeliness goal, 
according to the EPA’s policy. 
  
The OIG’s accounts receivable timeliness table states that the EPA and the Department of Justice 
had 150 receivables, 16 of which were late in FY 2021. According to this table, the OIG obtained 
this data from a DOJ report, an Integrated Compliance Information System (ICIS) report, 
“Superfund Control,” and “Cut-Off testing.” While we appreciate the emails the OIG provided to 
the OECA on November 1, 2021, we do not fully understand what “Superfund Control” and 
“Cut-Off testing” mean, where the associated numbers come from, how they align with the 
applicable Resource Management Directives, or why the OIG reviewed samples of accounts 
receivable and not the entire universe of accounts receivable data. We suggest the best place to 
obtain accounts receivable timeliness information is from EPA’s Compass system, which houses 
the EPA’s financial data and is the system the agency uses to track its obligations under the 
applicable directives. The data in the quarterly reports that the OECA sends to regional managers 
on the EPA’s timeliness performance are taken from Compass. Please see the data in Appendices 
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A and B of the attached OECA’s Review and Comment of the OIG’s Position Paper No. 1 
Accounts Receivable Source Documentation Not Provided Timely by Regions (October 28, 
2021). Only when the OECA and the OIG are reviewing the same data can we meaningfully 
understand and discuss the EPA’s timeliness performance. We would like to meet with you to 
discuss the appropriate data sources for review of enforcement documentation. 
  
The OIG’s draft report highlights two examples of specific late accounts receivable related to 
consent decrees–one from Region 2 and another from Region 9. The CFC sends quarterly reports 
to the DOJ and manages the timeliness measure for civil judicial consent decrees on behalf of the 
EPA. The Region 2 document was sent late to the CFC, but the $2.4 million receivable amount is 
misleading. Because only 25 percent of the debt could be collected, the true value of this debt 
was approximately $600,000, not $2.4 million. For the $8 million in receivables from Region 9, 
representing three related consent decrees, the DOJ was late sending the consent decree to 
Region 9. There was little the EPA could have done to achieve timeliness in this instance. In 
addition, the OIG’s draft report states that these receivables were not recorded in the proper 
fiscal year as a result of the documentation not being timely provided. However, the court 
entered the consent decrees on September 28, 2021, and the receivables would have likely been 
recorded after the fiscal year ended even if the documentation had been provided within the 
allowed five days. This is a relatively common occurrence when settlements are completed at the 
end of the fiscal year. We request that the OIG correct the information with regard to the Region 
2 and Region 9 examples. 
  
The OECA is responsible for managing the timeliness of sending the CFC administrative penalty 
orders and final EPA stipulated penalty demand letters. For administrative penalty orders, the 
EPA has been meeting the five-business day submittal standard set forth in the Resource 
Management Directive System 2540-9-P3 at least 95 percent of the time for the past four years, 
including FY 2021. In FY 2018, the EPA was timely 95 percent of the time (1,014 of 1,070 
instances); in FY 2019, the EPA was timely 96 percent of the time (881 of 920 instances); in FY 
2020, the EPA was timely 95 percent of the time (874 of 920 instances); and in FY 2021, the 
EPA was timely 98 percent of the time (897 of 918 instances). Please see Appendix A of the 
attached OECA letter for more detailed information. The EPA has been meeting or exceeding the 
95 percent goal for several years, and the OECA will continue our focus on this measure. 
Accordingly, we do not believe that this task warrants continued OIG annual review, and we 
request that the scope of the OIG’s review of accounts receivable for FY 2021 and in the future 
exclude administrative penalty orders. 
  
The second type of enforcement document timeliness measure that the OECA manages is final 
EPA stipulated penalty demand letters. When a party enters into a settlement with the EPA, the 
settlement may require the party to perform certain actions. If the party fails to perform those 
actions, the party is subject to stipulated penalties. The EPA may issue a stipulated penalty 
demand letter to the party stating the party violated a provision of the settlement and request the 
party pay a stipulated penalty. After the EPA issues the final stipulated penalty demand letter, the 
EPA must send the letter to the CFC within five business days. While the EPA had a timeliness 
rate of 19 percent in FY 2017 (timely in 7 out of 37 instances), since then the OECA has taken 
aggressive measures to increase that percentage to 90 percent in FY 2021 (timely in 18 out of 20 
instances). See Appendix B in the attached OECA letter for more detailed information. 
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 Stipulated penalty demand letters may also come from other sources besides the EPA, such as 
the DOJ or a co-plaintiff (e.g., state). Additionally, a defendant may self-report the violation and 
submit a stipulated penalty payment to the EPA without a government entity issuing a demand 
letter. The EPA has been working with and implementing protocols with the DOJ, co-plaintiffs, 
and defendants to send demand letters and self-reporting letters to the CFC within five business 
days of the debt being triggered (as a result of an action that triggers the penalty obligation); 
however, these instances are outside of what the OCFO’s RMDS policies require of the EPA, 
outside the control of the EPA, and thus outside the scope of this measure. As such, we 
respectfully request the OIG’s review of accounts receivable focus on final EPA-issued 
stipulated demand letters and not stipulated penalty demand letters from other sources and self-
reporting stipulated penalties by defendants for which the EPA has no control. 
  
The analysis in the OIG’s draft report is also misleading because it fails to recognize significant 
results achieved as a result of changes the OECA has implemented to improve the timeliness of 
the EPA’s submissions to the CFC of final EPA stipulated penalty demand letters. As noted 
above, we request that the OIG’s report show where the EPA needs improvement and where the 
EPA has met or exceeded the timeliness goal, according to the EPA’s policy. We look forward to 
discussing with you the corrective actions taken in FY 2021 and planned for FY 2022 to continue 
to improve the EPA’s timeliness. 
 
AGENCY RESPONSE TO DRAFT REPORT RECOMMENDATIONS 
 
No. Recommendation  Office High-Level Corrective 

Action(s) 
Estimated 
Completion Date 

1 Timely reconcile EPA cash 
differences with the U.S. 
Department of the Treasury. 

OCFO/
OC 

Concur. The OCFO has 
established a workgroup 
that will resolve the cash 
differences and enhance the 
standard operating 
procedures to ensure timely 
cash reconciliation. 

September 30, 
2022 

2 Update the Water Infrastructure 
Finance and Innovation Act 
accounting model to properly 
recognize earned revenue and 
unearned revenue as fee fund 
expenses are incurred. 

OCFO/
OC 

Concur. The posting models 
have been updated. 

Completed 
October 27, 2021 

3 Reclassify unearned revenue to 
earned revenue for Water 
Infrastructure Finance and 
Innovation Act fee fund expenses 
incurred during fiscal years 2021 
and 2020. 

OCFO/
OC 

Concur. The unearned 
revenue for those expenses 
has been reclassified to 
earned revenue. 

Completed 
October 15, 2021 
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No. Recommendation  Office High-Level Corrective 
Action(s) 

Estimated 
Completion Date 

4 Enforce the existing policies and 
procedures, which includes 
forwarding accounts receivable 
source documents to the Cincinnati 
Finance Center, in accordance with 
the time frame provided in the 
applicable resource management 
directives. 

OECA Concur. The OECA agrees 
that existing EPA policies, 
particularly the OCFO’s 
Resource Management 
Directives, should be 
followed. The OECA has 
been sending quarterly 
reports on the EPA’s 
timeliness performance to 
regional managers for years, 
including in FY 2021, and 
follows up with regional 
managers to identify 
systemic problems causing 
untimely submissions. The 
OECA will continue this 
practice in FY 2022 and 
beyond. 

Completed and 
Ongoing 
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No. Recommendation  Office High-Level Corrective 
Action(s) 

Estimated 
Completion Date 

5 Implement a system that tracks the 
dates when accounts receivable 
source documents need to be 
submitted and are submitted by the 
Office of Enforcement and 
Compliance Assurance to the 
Cincinnati Finance Center. 

OECA Concur. The OECA concurs 
with the substance/intent of 
the recommendation. The 
OECA believes there are 
benefits to having such a 
system and is working with 
several EPA offices to 
develop an electronic case 
management system that has 
these capabilities (i.e., 
regions will automatically 
transmit accounts receivable 
documentation to the 
Cincinnati Finance Center). 
Currently, there is an 
agency effort to develop and 
implement this new system, 
and while the OECA serves 
as a partner, it is being led 
by another agency office. 
Accordingly, we will 
continue to support the 
agency on the development 
of this new system; 
however, due to our limited 
role in the development of 
this system, we cannot 
commit to when 
implementation will be 
completed.   

Ongoing 

6 Record the three receivables 
totaling approximately $8.1 million 
in the fiscal year 2021 financial 
statements. 

OCFO/
OC 

Concur. The three 
receivables have been 
recorded in the FY 2021 
financial statements. 

Completed 
November 4, 
2021 
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No. Recommendation  Office High-Level Corrective 
Action(s) 

Estimated 
Completion Date 

7 Complete the review of user 
accounts within the Contract 
Payment System as outlined in the 
Office of the Chief Financial 
Officer’s User Access Control 
Management Plan by the planned 
milestone. If all the activities are 
not completed by that date, the 
Office of the Chief Financial 
Officer should create a Plan of 
Action and Milestones within the 
Agency Information Security 
Repository in accordance with the 
requirements described in CIO 
2150-P-04.2, Information Security 
– Security Assessment and 
Authorization Procedures. 

OCFO/
OTS 

Concur. The OCFO’s Office 
of Technology Solutions 
completed the annual 
review of CPS user 
accounts before the planned 
milestone. PTS POA&M 
#19 was created in the 
Agency Information 
Security Repository, 
XACTA. Supporting 
artifacts were attached to 
the POA&M and the status 
updated to “Complete.” 
Only OISP can change the 
status to “Closed.” Artifacts 
uploaded include the CPS 
User Access Plan (with 
scheduled milestones) and 
spreadsheet containing 
recertification information 
for CPS Users.   

Completed 
November 9, 
2021 

8 Update the fiscal year 2021 
financial statements to comply with 
Office of Management and 
Budget’s Circular A-136, 
specifically, the balance sheet line 
items. 

OCFO/
OC 

Concur. The FY 2021 
financial statements have 
been updated to comply 
with the OMB’s Circular A-
136. 

Completed 
November 4, 
2021 

 
CONTACT INFORMATION 
 
If you have any questions regarding this response, please contact the OCFO’s Audit Follow-up 
Coordinator, Andrew LeBlanc, at leblanc.andrew@epa.gov or (202) 564-1761. 
 
 
cc:  Lawrence Starfield 
       David Bloom 
       Carol Terris 
       Lek Kadeli 
       Jeanne Conklin 
       Michael Clanton 
       Charles Sheehan 
       Edward Shields 
       Katherine Trimble 
       Meshell Jones-Peeler 

mailto:leblanc.andrew@epa.gov
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       Richard Gray 
       Derek David  
       Mark Badalamente  
       Laura Nicolosi 
       James Hatfield 
       Damon Jackson 
       OCFO-OC-MANAGERS 

 David Devere  
 Kimberly Jackson 

       Wanda Arrington  
       Mairim Lopez 

 Claire McWilliams 
 Demetrios Papakonstantinou 
 Gwendolyn Spriggs 
 Alana Maye  
 Andrew LeBlanc 

       José Kercadó       
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Appendix III 
 

Distribution 
 

The Administrator  
Deputy Administrator  
Chief of Staff, Office of the Administrator 
Deputy Chief of Staff, Office of the Administrator 
Chief Financial Officer 
Agency Follow-Up Coordinator 
General Counsel 
Assistant Administrator for Enforcement and Compliance Assurance  
Associate Administrator for Congressional and Intergovernmental Relations  
Associate Administrator for Public Affairs 
Deputy Chief Financial Officer  
Associate Chief Financial Officer  
Associate Chief Financial Officer for Policy  
Principal Deputy Assistant Administrator for Enforcement and Compliance Assurance 
Controller  
Deputy Controller  
Associate Deputy Controller 
Director, Office of Continuous Improvement, Office of the Chief Financial Officer 
Director, Office of Budget, Office of the Chief Financial Officer  
Director, Office of Planning, Analysis and Accountability, Office of the Chief Financial Officer  
Director, Office of Resource and Information Management, Office of the Chief Financial Officer  
Director, Office of Technology Solutions, Office of the Chief Financial Officer  
Director, Accounting and Cost Analysis Division, Office of the Controller  
Director, Policy, Training, and Accountability Division, Office of the Controller  
Branch Chief, Management, Integrity, and Accountability Branch; Policy, Training, and Accountability 
 Division, Office of the Controller  
Director, Research Triangle Park Finance Center, Office of the Chief Financial Officer  
Director, Cincinnati Finance Center, Office of the Chief Financial Officer  
Audit Follow-Up Coordinator, Office of the Administrator  
Audit Follow-Up Coordinator, Office of the Chief Financial Officer  
Audit Liaison, Office of Budget, Office of the Chief Financial Officer  
Audit Liaison, Office of the Controller 
Audit Liaison, Office of Technology Solutions, Office of the Chief Financial Officer  
Audit Follow-Up Coordinator, Office of Enforcement and Compliance Assurance 
Backup Audit Follow-Up Coordinator, Office of the Chief Financial Officer 
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