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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.  

 
The 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 report addresses the 
following: 
 

• Operating efficiently and 
effectively.  

 

This report 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. 
 
List of OIG reports. 

  

EPA’s Fiscal Years 2020 and 2019 (Restated) 
Consolidated Financial Statements 
 

  EPA Receives an Unmodified Opinion for FYs 2020 and 2019 
 

We rendered an unmodified opinion on the 
EPA’s consolidated financial statements for 
fiscal years 2020 and 2019 (restated), meaning 
they were fairly presented and free of material 
misstatement.  
 

  Significant Deficiencies Noted 
 

 

We noted the following significant deficiencies: 
 

• The EPA continues to make misstatements and adjustment errors during its 
consolidated financial statement and component financial statement 
preparation processes. 

 

• The EPA improperly recorded adjustments totaling over $141 million of 
unearned revenue. 

 

  Compliance with Laws, Regulations, Contracts, and Grant  
  Agreements 
 
We did not note any significant noncompliance with laws, regulations, contracts, 
and grant agreements.  
 

  Recommendations and Planned Agency Corrective Actions  
 
The EPA agreed with our recommendations but disagreed with some of the OIG 
statements made about the first significant deficiency listed above. The EPA 
disagreed that it was unable to detect errors and did not exercise due diligence. 
The Agency also disagreed that it did not properly detect a $4 billion error. We 
stand by our position that the lack of due diligence is evidenced by the errors 
we found during this audit and that if the EPA had adequately prepared and 
reviewed the adjustment, the error would not have been entered into the EPA’s 
accounting system. 

 

U.S. Environmental Protection Agency 
Office of Inspector General 

At a Glance 

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

https://www.epa.gov/office-inspector-general/report-epas-fys-2020-2021-top-management-challenges
mailto:OIG_WEBCOMMENTS@epa.gov
http://www2.epa.gov/office-inspector-general/oig-reports


 

 

 

 

 

 

 

 

November 16, 2020 

 

MEMORANDUM 

 

SUBJECT: EPA’s Fiscal Years 2020 and 2019 (Restated) Consolidated Financial Statements  

  Report No. 21-F-0014 

 

FROM:  Paul C. Curtis, Director 

  Financial Directorate 

  Office of Audit  

  

TO:   David Bloom, Deputy Chief Financial Officer  

   

Attached is our report on the U.S. Environmental Protection Agency’s fiscal years 2020 and 2019 

(restated) consolidated financial statements. The project number for this audit was OA&E-FY20-0206. 

We are reporting two significant deficiencies. Attachment 1 contains details on the significant 

deficiencies. We did not note any instances of noncompliance. EPA managers, in accordance with 

established EPA audit resolution procedures, will make final determinations on the findings in this audit 

report.  

 

The Agency agreed with the recommendations in this report. 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 

public website, along with our memorandum commenting on your response. Your response should be 

provided as an Adobe PDF file that complies with the 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. 

 

The report will be available at www.epa.gov/oig. 
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Inspector General’s Report on 
EPA’s Fiscal Years 2020 and 2019 (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, 2020, and September 30, 2019 (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; 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 upon our audit. We conducted our audit in accordance with auditing standards 

generally accepted in the United States; the standards applicable to financial statements 

contained in Government Auditing Standards issued by the comptroller general of the 

United States; and Office of Management and Budget Bulletin 19-03, 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 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.  
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We believe that the audit evidence we have obtained is sufficient and appropriate to 

provide a basis for our audit opinion.  

 

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. The Treasury is also 

responsible for investing amounts not needed for current disbursements and transferring 

funds to the EPA as authorized in legislation. Since the 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 

the 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, 2020 and 

2019, in conformity with accounting principles generally accepted in the United States. 

  

Emphasis of Matter—Restatement Fiscal Year 2019 
  

As described in Note 37, the EPA made certain restatements in its fiscal year 2019 

financial statements to correct misstatements for Superfund cashout advances. Our 

opinion is not modified with respect to these corrections. 

 

Required Supplementary Information 
 

Accounting principles generally accepted in the United States require that the information in 

the Required Supplementary Information, Supplemental Information, and Management’s 

Discussion and Analysis sections be presented to supplemental EPAs 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, 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 
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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.  

 

Report on Internal Control over Financial Reporting  
 

Opinion on Internal Control. In planning and performing our audit, we considered the 

EPA’s internal control over financial reporting by obtaining an understanding of the 

Agency’s internal control, determining whether internal control had been placed in 

operation, assessing control risk, and performing tests of controls. We did this 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 complying with OMB 

audit guidance, but not for the purpose of expressing an opinion on effectiveness of 

EPAs’ internal control. Accordingly, we do not express an opinion on internal control 

over financial reporting nor on management’s assertion on internal control included in 

Management’s Discussion and Analysis. We limited our internal control testing to those 

controls necessary to achieve the objectives described in OMB Bulletin 19-03. We did 

not test all internal controls relevant to operating objectives as broadly defined by the 

Federal Managers’ Financial Integrity Act of 1982, or FMFIA.  

 

Material Weakness and Significant Deficiencies. Our consideration of the internal 

control over financial reporting would not necessarily disclose all matters in the internal 

control over financial reporting that might be significant deficiencies. 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 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 is 

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. 
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Significant Deficiencies  

 
FINANCIAL STATEMENT PREPARATION 
 
EPA Needs to Improve Its Financial Statement Preparation Processes 
 

We found that the EPA continues to make misstatements and adjustment errors during its 

consolidated financial statement and component financial statement preparation 

processes. The OMB requires that information in the financial statements be presented in 

accordance with generally accepted accounting principles. During its financial statement 

preparation process, however, the EPA did not detect and correct multiple misstatements 

and adjustment errors before they were entered into the EPA’s accounting system or 

statements. Not properly recording financial adjustments and not exercising due diligence 

in the preparation of the financial statements compromise the accuracy of the financial 

statements and the reliance on them to be free of material misstatement. 

 

REVENUE 
 

EPA Recorded Improper Adjustments to Superfund Special Account 
Unearned Revenue in FYs 2020 and 2019  

  

During our audit of the EPA’s FYs 2020 and 2019 financial statements, we found that the 

EPA improperly recorded adjustments totaling over $141 million of unearned revenue. 

The U.S. Government Accountability Office’s Standards for Internal Control in the 

Federal Government requires accurate and timely recording of transactions and events. A 

$120 million error, which impacted both the FYs 2020 and 2019 financial statements, 

occurred because the Agency omitted relevant data in its analysis of its FY 2019 

Superfund oversight accrual. A $21.5 million error, which impacted unearned revenue in 

the FY 2020 financial statement, occurred because the Agency posted the adjustment to a 

wrong account and incorrectly impacted unearned revenue. The EPA did not adequately 

consider the effect that the adjustments would have on the FY 2020 financial statements. 

Both errors could have been found and corrected if the Agency performed a more 

complete analysis of its financial statement adjustments. When the EPA does not 

properly analyze the effect of adjustments, it could materially misstate its financial 

position and impact the reliability of its financial statements. 

 

Attachment 2 contains the status of issues reported in prior years’ reports on the EPA’s 

consolidated financial statements. The issues included in Attachment 2 should be 

considered among the EPA’s significant deficiencies for FY 2020. We reported less 

significant internal control matters to the Agency during the course of the audit. We will 

not issue a separate management letter.  
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Comparison of EPA’s FMFIA Report with Our Evaluation of Internal Control 
 

OMB Bulletin 19-03 requires the OIG to compare material weaknesses disclosed during 

the audit with those material weaknesses reported in the Agency’s FMFIA 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 FMFIA report.  

 

For financial statement audit and financial reporting purposes, OMB Bulletin 19-03 

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. 

 

Tests of 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 19-03 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 significant matters involving compliance with laws, regulations, 

contracts, and grant agreements that came to our attention during the course of the audit.  

 
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 
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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 did not identify any significant matters involving compliance with laws, regulations, 

contracts, or grant agreements related to the Agency’s financial management systems that 

came to our attention during the course of the audit.  
 

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 or financial-related audits, we reported weaknesses, as detailed 

in Attachment 2, that impacted our audit objectives in the following areas:  

 

• The EPA did not capitalize lab renovation costs. 

• The EPA’s internal controls over the accountable personal property inventory 

process need improvement. 

• Originating offices did not forward accounts receivable source documents in a 

timely manner to the finance center. 

• The EPA materially overstated earned revenue. 

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

with the U.S. Treasury. 

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

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

 

Agency Response and OIG Assessment 
 

The EPA agreed with our recommendations but disagreed with some of the OIG 

statements made about the first significant deficiency discussed above and in 

Attachment 1. The EPA disagreed that it was unable to detect errors and did not exercise 

due diligence. The Agency also disagreed that it did not properly detect a $4 billion error. 

We stand by our position that the lack of due diligence is evidenced by the errors we 
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found during this audit and that if the EPA had adequately prepared and reviewed the 

adjustment, the error would not have been entered into the EPA’s accounting system.  
 

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, 2020 
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Attachment 1 
 

Significant Deficiencies 
 

Table of Contents 
 

FINANCIAL STATEMENT PREPARATION 
 
1 EPA Needs to Improve Its Financial Statement Preparation Processes ..........................  9 

 
REVENUE 

 
2  EPA Recorded Improper Adjustments to Superfund Special Account Unearned  
 Revenue in FYs 2020 and 2019 .............................................................................................. 12 

 



 

21-F-0014  9 

1—EPA Needs to Improve Its Financial Statement 
Preparation Processes 

 

We found that the EPA continues to make misstatements and adjustment errors during its 

consolidated financial statement and component financial statement preparation processes. The 

OMB requires that information in the financial statements be presented in accordance with 

generally accepted accounting principles. During its financial statement preparation process, 

however, the EPA did not detect and correct multiple misstatements and adjustment errors before 

they were entered into the EPA’s accounting system or statements. Not properly recording 

financial adjustments and not exercising due diligence in the preparation of the financial 

statements compromise the accuracy of the financial statements and the reliance on them to be 

free of material misstatement.  

 

OMB Circular A-136, Financial Reporting Requirements, Section II.3, requires that information 

in the financial statements be presented in accordance with the generally accepted accounting 

principles for federal entities issued by the Federal Accounting Standards Advisory Board’s 

Statement of Federal Financial Accounting Standards. In addition, the GAO’s Standards for 

Internal Control in the Federal Government defines the five components of internal control in 

government, one of which is the standard for control activities. Under this standard, management 

should design control activities to achieve objectives and respond to risks. The standard for 

control activities requires appropriate documentation of transactions and internal controls. 

Management is to clearly document internal control, all transactions, and other significant events 

in a manner that allows the documentation to be readily available for examination. The standard 

for control activities additionally requires accurate and timely recording of transactions and 

events.  

 

We reported in previous audits the need for the EPA to improve its financial statement 

preparation process, as detailed in Attachment 2. However, we continue to find misstatements 

and adjustment errors in the EPA’s financial statement preparation processes. During our audit of 

the EPA’s FY 2020 consolidated financial statements, we found the following misstatements and 

adjustment errors: 

 

• Incorrect adjustments. The EPA incorrectly recorded an adjustment totaling 

approximately $4 billion in its accounting system. The error occurred because the EPA’s 

preparation, analysis, and review of the adjustment before it was entered into the EPA’s 

accounting system did not detect or prevent the adjustment from being entered 

incorrectly. The Agency subsequently recorded a financial statement adjustment to 

mitigate the impact of the error.  

 

• Misstated unearned revenue. The EPA misstated Superfund special account unearned 

revenue balances by $120 million. The EPA made incorrect entries related to the removal 

of the Superfund special account oversight accrual from its FY 2019 financial statements. 
 

• Negative unexpended appropriations. The EPA made errors totaling approximately 

$1.3 million that caused a negative balance in the “Unexpended Appropriations – Funds 
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from Dedicated Collections” line item in its FY 2020 balance sheet. The negative 

amounts were the result of uncorrected errors that affect the equity accounts.  

 

• Financial statement preparation errors. We found 26 errors in the EPA’s FY 2020 

draft financial statements. On multiple occasions, the EPA did not assign the correct 

accounts to line items in the footnote disclosures, reported incorrect amounts, omitted 

account activity, and was not consistent with prior year audited financial statements.  

 

During audits of the EPA’s component financial statements, we found the following 

misstatements and errors: 

 

• Toxic Substances Control Act Service Fee Fund financial statements for the period 

from inception (June 22, 2016) through September 30, 2018. We found that the EPA 

overstated its expenses from other appropriations by $8.4 million. The EPA made errors 

in multiple iterations of its calculation for expenses from other appropriations. 

Management did not have an adequate review process in place to ensure proper reporting 

of costs incurred against other appropriations to support Toxic Substances Control Act 

Service Fee Fund activities.  

 

• FY 2019 Pesticide Registration Improvement Act Fund financial statements. We 

found multiple instances where the EPA misstated its adjustments and financial 

statements. We found that the Agency misreported contract expenses by approximately 

$156,000, and statement of budgetary resources by approximately $48,000. We also 

found that the EPA incorrectly calculated its payroll accrual.  

 

• FY 2019 Hazardous Waste Electronic Manifest System Fund financial statements. 

We found that the EPA misreported accounts receivable and earned revenue by 

approximately $151,000, and accrued liabilities by approximately $183,000. We also 

found various errors totaling at least $110,000. 

 

The EPA did not detect and correct, during its financial statement preparation processes, the 

errors and misstatements stated above. After we conducted account analyses of the activity and 

questioned the Agency, staff stated that the EPA will prepare additional adjustments and revise 

the current adjustments to correct the errors and misstatements we found. These issues highlight 

the need for the EPA to strengthen its processes so that amounts and accounts are accurate and 

properly posted in its accounting system, as well as to comply with federal accounting standards. 

 

Failure to properly record financial adjustments and exercise due diligence in the preparation and 

management review of the financial statements compromises the accuracy of the financial 

statements and the reliance on them to be free of material misstatement.  
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Recommendation  
 

We recommend that the chief financial officer: 

  

1. 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.  

 
Agency Response and OIG Assessment 
 

The EPA agreed with our recommendation; however, the EPA disagreed that it was unable to 

detect errors and did not exercise due diligence. The Agency also disagreed that it did not 

properly detect a $4 billion error. We stand by our position that the lack of due diligence is 

evidenced by the errors we found during this audit and that if the EPA had adequately prepared 

and reviewed the adjustment, the error would not have been entered into the EPA’s accounting 

system. 
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2—EPA Recorded Improper Adjustments to Superfund Special 
Account Unearned Revenue in FYs 2020 and 2019 

 
During our audit of the EPA’s FYs 2020 and 2019 financial statements, we found that the EPA 

improperly recorded adjustments totaling over $141 million of unearned revenue. The GAO’s 

Standards for Internal Control in the Federal Government requires accurate and timely 

recording of transactions and events. A $120 million error, which impacted both the FYs 2020 

and 2019 financial statements, occurred because the Agency omitted relevant data in its analysis 

of its FY 2019 Superfund oversight accrual. A $21.5 million error, which impacted unearned 

revenue in the FY 2020 financial statements, occurred because the Agency posted the adjustment 

to a wrong account and incorrectly impacted unearned revenue. The EPA did not adequately 

consider the effect that the adjustments would have on the FY 2020 financial statements. Both 

errors could have been found and corrected if the Agency performed a more complete analysis of 

its financial statement adjustments. When the EPA does not properly analyze the effect of 

adjustments, it could materially misstate its financial position and impact the reliability of its 

financial statements. 

 

OMB Circular A-136, Financial Reporting Requirements, Section II.3, requires that information 

in the financial statements be presented in accordance with the generally accepted accounting 

principles for federal entities issued by the Federal Accounting Standards Advisory Board’s 

Statement of Federal Financial Accounting Standards. In addition, the GAO’s Standards for 

Internal Control in the Federal Government defines the five components of internal control in 

government, one of which is the standard for control activities. Under this standard, management 

should design control activities to achieve objectives and respond to risks. The standard for 

control activities requires appropriate documentation of transactions and internal controls. 

Management is to clearly document internal control, all transactions, and other significant events 

in a manner that allows the documentation to be readily available for examination. The standard 

for control activities additionally requires accurate and timely recording of transactions and 

events. 

 

We found that the EPA improperly recorded adjustments in its FY 2020 draft financial 

statements and its FY 2019 financial statements, as summarized in Table 1. 

 
Table 1: Adjustments incorrectly affecting unearned revenue in fiscal year 2020 draft  
financial statements 

Fiscal year 
affected Description of error Dollar amount 

2019 and 2020 
The Agency incorrectly impacted unearned revenue while removing the 
Superfund oversight accrual in FY 2019. The issue carried over into 
FY 2020. 

$119,923,132.53 

2020 
The Agency made a FY 2020 draft financial statement adjustment as a 
result of an OIG FY 2019 finding. The adjustment improperly impacted 
unearned revenue when it should have impacted a receivable account. 

21,498,292.10 

TOTAL $141,421,424.63 

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

 

In FY 2019, the Agency changed the way it accounted for Superfund special account activity. 

Following the Agency’s accounting change, it decided to remove the Superfund oversight 
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accrual from its financial system. However, the FY 2019 adjustments of approximately 

$120 million to remove the Superfund oversight accrual were not accurate.  

 

In FY 2020, the EPA recorded two improper adjustments totaling over $141 million:  

 

• A repeat of the approximately $120 million error from the incorrect Superfund 

oversight accrual prior year adjustments in FY 2019. Since the Agency was no longer 

posting the Superfund special account oversight accrual, this adjustment was incorrect. 

  

• An approximately $21.5 million receivable adjustment in the unearned revenue 

account. The adjustment resulted from an incomplete accounting entry that the OIG 

identified in FY 2019. The Agency did not make the adjustment in FY 2019 and then 

recorded an incorrect adjustment in its FY 2020 draft financial statements, decreasing 

unearned revenue when it should have decreased a receivable account to eliminate 

intragovernmental activity.  

 

The EPA did not detect the $120 million or the $21.5 million error during its financial statement 

preparation processes. These errors occurred because the Agency performed incomplete analyses 

of the Superfund oversight accrual and other financial statement adjustments. When the EPA 

does not properly analyze the effect of adjustments, it could materially misstate its financial 

position and impact the reliability of its financial statements. 

 

Recommendation 
 

We recommend that the chief financial officer: 

 

2. Develop a plan to evaluate and improve the EPA’s process for preparing adjustments, 

including an analysis of the impact of adjustments on general ledger accounts, and 

improve the management review process to ensure general ledger impact is proper in the 

financial statements. 

 

Agency Response and OIG Assessment 
 
The EPA agreed with our findings and recommendation and has completed corrective actions.  
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Attachment 2 
 

Status of Prior Audit Report Recommendations  
 
The EPA explained to us that it continued to strengthen its audit and evaluation management 

practices and procedures to address the OIG’s audit and evaluation findings in a timely manner 

and to complete corrective actions expeditiously and effectively. In FY 2020, the EPA’s chief 

financial officer, as the Agency follow-up official, continued to encourage senior 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 EPA also 

accomplished other notable actions to strengthen its audit and evaluation management procedures: 

 

• Worked closely with Agency audit follow-up coordinators during FY 2020 to ensure that 

estimated milestone dates for planned corrective actions were being met and the required 

certification memorandums were being submitted. Efforts by the Office of the Chief 

Financial Officer were critical, significantly helping the OIG to accurately portray the 

status of recommendations and associated corrective actions in our spring and fall 

Semiannual Report to Congress. 

 

• Continuously provides monthly reporting for the agencywide metric on the number of 

planned corrective actions that were not completed by their estimated milestone date. The 

intended purpose is to facilitate the implementation of Agency corrective actions to OIG 

recommendations and decrease the number of late corrective actions. 

 

• Developed an OIG and GAO tracker intended to provide Agency senior management 

with visibility on OIG and GAO audits and evaluations. The tracker includes the most 

recent audit and evaluation information. It is updated by the OCFO and distributed by the 

Office of the Administrator monthly. 

 

• Established the OIG GAO Audit Community SharePoint site that serves as a “one-stop-

shop” resource for the Agency’s audit follow-up coordinators and liaisons. This 

collaborative site includes audit and evaluation resources and reference materials, such as 

standard operating procedures, audit templates, frequently asked questions, reporting 

links and deadlines, and other useful information. 

 

• Provided training during the OCFO Technical Series on the Agency’s audit and 

evaluation processes. The training included an update on existing and new processes for 

OIG audit and evaluation work, specifically work completed under the Quality Standards 

for Inspection and Evaluation, also called the “Blue Book.”  

 

• Held periodic meetings with Agency audit follow-up coordinators and liaisons to discuss 

issues and concerns, emphasize adherence to corrective action milestone dates, and 

reaffirm the need to keep the Management Audit Tracking System current. 

 

• Began establishing a new tracking tool, called the Enterprise Audit Management System, 

that will enable the Agency to track active OIG and GAO audits and evaluations and to 
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post information about audit and evaluation follow-up activities. This new tool will 

accommodate data entry, tracking, and reporting for all phases of the audit and evaluation 

life cycles. 

 

The OCFO continues its commitment to improve the Agency’s audit and evaluation management 

practices and to engage early with the OIG on audit and evaluation findings to develop effective 

corrective actions that address OIG recommendations; however, we continue to identify 

significant deficiencies that remain outstanding in our financial statement audits. The table below 

describes the recommendations from previous financial statement audits that remain either 

unresolved or unimplemented. 

 
Significant deficiency issues not fully resolved or implemented 

 

EPA Did Not Capitalize Lab Renovation Costs 
In our FY 2014 audit, we found that the 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. 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. 

EPA’s Internal Controls Over Accountable Personal Property Inventory Process Need 
Improvement 
In our FY 2014 audit, we noted that the EPA reported a $2.6 million difference between the amount of 
accountable personal property recorded in the property management system (Maximo) and the amount 
of physical inventory for FY 2014. The EPA also identified 573 property items not recorded in Maximo. 
During our FY 2019 audit, we found that the Agency made significant progress to correct the differences 
between the amount of personal property recorded in the Agency’s property management system 
(Sunflower) and the amount of physical inventory. While the Agency has taken steps to correct 
weaknesses, not all corrective actions implemented were completely effective. For example, the Agency 
was unable to provide supporting documentation for the investigations conducted by the Board of 
Survey, which is part of the EPA’s Facilities Management and Services Division that serves as a fact-
finding body to determine the circumstances and conditions of EPA property that is declared lost, 
damaged, or destroyed. Because of the FY 2020 coronavirus pandemic, the Agency was unable to 
physically access and provide us with supporting documentation related to the Board of Survey 
investigations. As a result, we are unable to assess the effectiveness of the Agency’s corrective actions. 

Originating Offices Did Not Timely Forward Accounts Receivable Source Documents to the 
Finance Center 
In FY 2014, we found that the EPA and the U.S. Department of Justice did not forward accounts 
receivable source documents to the Cincinnati Finance Center in a timely manner. During FY 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 finance center’s timely receipt of legal documents, we 
still identified instances of untimely receipt in FYs 2015 through 2020. Therefore, the Agency's 
corrective actions are not completely effective, and we will continue to evaluate whether the finance 
center receives legal source documents in a timely manner in FY 2021. 
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EPA Materially Overstated Earned Revenue 
During FY 2018, the EPA did not properly eliminate internal Working Capital Fund earned revenue of 
$147 million. Based on our findings, we recommended that the chief financial officer update the EPA’s 
standard operating procedures for Working Capital Fund elimination entries to include verification of 
entries and proper ending balances. During FY 2019, we found that the EPA updated its standard 
operating procedures to include verification of entries and proper ending balances; however, the EPA’s 
FY 2019 Working Capital Fund elimination entry did not properly eliminate Working Capital Fund earned 
revenue balances. During FY 2020, we found again that the EPA’s Working Capital Fund elimination 
entry did not properly eliminate Working Capital Fund earned revenue balances. Therefore, the EPA’s 
corrective action was not completely effective. 

EPA Should Improve Its Efforts to Resolve Long-Standing Cash Differences with Treasury 
During our FY 2018 audit, we found that the EPA had not resolved $2.2 million in long-standing cash 
differences between the EPA and Treasury 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. During our FY 2020 audit, the EPA provided supporting documentation related to its corrective 
actions. The support provided was not sufficient to show that the EPA cleared the FY 2018 
long-standing differences. We also continue to find recurring differences in FY 2020. Therefore, we do 
not consider the corrective actions complete. 

EPA Improperly Recorded e-Manifest Receivables and Earned Revenue 
During our FY 2019 audit, we found that the EPA did not properly record $15,682,808 of e-Manifest 
receivables in FY 2019. 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. 
Furthermore, the EPA is not in compliance with either Statement of Federal Financial Accounting 
Standards 1, which requires the recognition of a receivable when a legal claim exists, or Statement of 
Federal Financial Accounting System 7, which requires revenue recognition when the goods or services 
were provided. 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 accounts receivable 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 EPA agreed with our findings and recommendations. The 
Agency’s estimated completion date for corrective actions is September 30, 2021. 

EPA Needs to Improve Its Financial Statement Preparation Process 
During our FY 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 July 31, 2020, for Recommendation 1 and February 29, 2020, for Recommendation 2. 
During FY 2020, we identified multiple instances in other FY 2019 financial statement audits whereby 
the Agency had major misstatements of its financial transactions and financial statements. Therefore, 
we do not consider these corrective actions complete. 

Source: OIG analysis.  
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Attachment 3 
 

Status of Current Recommendations and  
Potential Monetary Benefits 

 

RECOMMENDATIONS  

Rec. 
No. 

Page 
No. Subject Status * Action Official 

Planned 
Completion 

Date  

Potential 
Monetary 
Benefits 

(in $000s)  

1 11 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. 

R Chief Financial Officer 7/31/21  ** $1,072  

2 13 Develop a plan to evaluate and improve the EPA’s process for 
preparing adjustments, including an analysis of the impact of 
adjustments on general ledger accounts, and improve the 
management review process to ensure general ledger impact is 
proper in the financial statements. 

C Chief Financial Officer 11/9/20  $141,421 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

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

 
** The negative unexpended appropriations consists of approximately $1.072 million from Federal Insecticide, Fungicide, and Rodenticide Act funds and $199,450 

from Hazardous Waste Electronic Manifest System funds. We are reporting monetary benefits for the Federal Insecticide, Fungicide, and Rodenticide Act funds 
in this report, and the Hazardous Waste Electronic Manifest System amount will be reported separately in the fiscal year 2019 e-Manifest component financial 
statement audit.  
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 Appendix I 
 

EPA’s FYs 2020 and 2019 (Restated) 
Consolidated Financial Statements 
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Appendix II 
 

Agency Response to Draft Report 
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Appendix III 
 

Distribution 
 

The Administrator 

Assistant Deputy Administrator 

Associate Deputy Administrator 

Chief of Staff 

Deputy Chief of Staff/Operations 

Chief Financial Officer 

Agency Follow-Up Coordinator 

General Counsel 

Associate Administrator for Congressional and Intergovernmental Relations 

Associate Administrator for Public Affairs 

Director, Office of Continuous Improvement, Office of the Administrator 

Deputy Chief Financial Officer 

Associate Chief Financial Officer 

Associate Chief Financial Officer for Policy 

Controller 

Deputy Controller 

Associate Deputy Controller 

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 Follow-Up Coordinator, Office of Budget, Office of the Chief Financial Officer 

Audit Follow-Up Coordinator, Office of the Controller, Office of the Chief Financial Officer 

Audit Follow-Up Coordinator, Office of Technology Solutions, Office of the Chief Financial Officer 

Backup Audit Follow-Up Coordinator, Office of the Chief Financial Officer 
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