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ABOUT THIS REPORT

The U.S. Environmental Protection Agency (EPA)
Fiscal Year 2020 Agency Financial Report (AFR)
provides an overview of the financial and
performance results for the fiscal year (FY)
spanning October 1, 2019 through September 30,
2020.

The information, data, and analyses provided in
this AFR assists the President, Congress, and the
American people in assessing the agency’s yearly
activities and accomplishments towards its
mission of protecting human health and the
environment.

The FY 2020 AFR includes the EPA’s FY 2020
Financial Statements Audit Report and the
Agency’s FY 2020 Management Integrity Act
Report, including the Administrator’s statement
assuring the soundness of the agency’s internal
controls.

The AFR includes information in accordance

with the Chief Financial Officers (CFO) Act and
Office of Management and Budget (OMB)

How the Report Is Organized

Circular A-136, Financial Reporting
Requirements, and fulfills the requirements set
forth in OMB Circular A-11, Preparation,
Submission and Execution of the Budget, and the
Government Performance and Results Act
Modernization Act of 2010 (GPRAMA).

The AFR is one of two annual reports on the
EPA’s programmatic and financial activities. The
financial information within the AFR will be
supplemented by the EPA’s Annual Performance
Report (APR), which will present the agency's FY
2020 performance results as measured against
the targets established in its FY 2020
Performance Plan and Budget and the goals
established in its FY 2018-2022 Strategic Plan.
The EPA’s FY 2020 APR will be included with the
agency’s FY 2022 Congressional Budget
Justification submission and will be posted on the
agency’s website.

The AFR and APR combined will present a
complete overview of the agency’s activities,
accomplishments, progress, and financial
information for each fiscal year. Both prior year
reports are available on the EPA’s internet at:
http://www.epa.gov/planandbudget/results.

The EPA’s FY 2020 AFR is organized into
three sections to provide clear insight into
the agency’s financial results.

Section I—Management’s Discussion and
Analysis

This section contains an overview on the EPA’s
mission and organizational structure; a summary
of performance results; an analysis of the
financial statements and stewardship data;
information on systems, legal compliance, and
controls; and other management initiatives.

Section II—Financial Section

This section includes the agency's
independently audited financial statements,
which comply with the CFO Act, the related
Independent Auditors’ Report and other
information on the agency’s financial
management.

Section III—Other Accompanying Information

This section contains additional material as
specified under OMB Circular A-136, Financial
Reporting Requirements, and the Reports
Consolidation Act of 2000. The subsection titled


http://www2.epa.gov/planandbudget/results
http://www2.epa.gov/planandbudget/results

“Management Integrity and Challenges” describes Appendices
the EPA's progress toward strengthening

management practices to achieve program results '_l"he appgndices include links to .relevant
and presents OIG'’s list of top management information on the agency website and a
challenges and the agency's response. glossary of acronyms and abbreviations.
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Message from the Administrator

November 16, 2020

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

It is my privilege to present you with U.S. Environmental Protection
Agency’s Fiscal Year 2020 Agency Financial Report. This report outlines the
EPA’s use of taxpayer resources to advance the administration’s environmental
priorities, ensuring accountability and demonstrating our financial integrity. |
am proud to report that this marks the 21stconsecutive year that the agency
has earned a clean, unmodified financial audit opinion from its independent
auditors - an achievement that speaks to the dedication, professionalism and integrity of the agency’s
career staff.

This year also marks the 50t anniversary of the creation of the EPA. As an agency and a nation,
we have made remarkable strides since our inception to ensure a clean environment for our citizens.
The United States continues to be a global leader with respect to access to safe drinking water and clean
air, and over the last four years, we have accelerated cleaning up and returning land to communities. We
also have made great progress in removing burdensome regulation to help the economy thrive and
create more jobs for American workers. In addition, the agency’s decisions are now providing more
clarity and certainty to the states, tribes and local governments that implement the EPA’s rules and rely
on the EPA’s guidance. This past fiscal year, the EPA used its resources to move forward with its mission
and help local, state and tribal governments clean our nation’s water, land and air.

In January, the EPA activated - for the first time in history - its Emerging Viral Pathogens
Guidance for Antimicrobial Pesticides as part of our response to the COVID-19 public health emergency;
it was an unprecedented move for unprecedented times. Under this guidance, manufacturers are
empowered and incentivized to proactively show the EPA, ahead of an outbreak, how their products are
effective against harder-to-kill viruses. Once approved by our agency, these companies can make claims
that their product is expected to be effective against the novel COVID-19 - providing assurance to the
American public. Since March, under our expedited review process new EVP claim submissions are
reviewed in one to two weeks instead of several months. Also, in March the agency released its initial
List N: Disinfectants for Use Against SARS-CoV-2. Starting with 35 products, this list now includes over
500 wipes, sprays and other products that are verified as effective against this virus. We also
implemented an expedited review pathway for products with residual viral efficacy over extended
periods - one of the most innovative areas of the antimicrobial marketplace today. Since the start of the
public health emergency, our enforcement office has worked to keep over 7 million unapproved
products out of commerce, keeping Americans safe.

Ensuring that drinking water and wastewater services are fully operational and safe has proved
to be another critical aspect of containing COVID-19. It's important for the American public to know that
both their drinking water is safe to consume and their wastewater is appropriately treated. The EPA is
working with our state, local and tribal partners to ensure that the 165,000 public water and wastewater
treatment facilities in this country continue to protect public health and the environment. Today, more
than 93 percent of community water systems meet all federal health-based standards, all the time. The
two State Revolving Funds continue to assist our implementing partners in rebuilding aging water
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infrastructure. As part of our continued commitment to local communities, the revolving nature of the
Drinking Water and Clean Water SRFs, combined with substantial contributions from our state partners,
has greatly expanded the scope and impact of federal investment. The EPA estimates for every federal
dollar contributed to date, communities have received more than $3 of water infrastructure investments
in return.

The Water Infrastructure Finance and Innovation Act credit program has spurred new investment
of $15 billion for water infrastructure by extending $7 billion in credit assistance. More than $2.6 billion
was spent to improve drinking water, including by reducing lead and emerging contaminants. In
addition, the WIFIA funds were used for various sewer overflow control projects, and more than $1.2
billion was allocated for water reuse and recycling projects. All told, between the WIFIA and the SRFs,
the EPA has helped states and communities finance more than $40 billion in clean water infrastructure
since the beginning of your term in office.

We continue to work to identify and, if necessary, address potential emerging sources of drinking
water contamination. The EPA is aggressively implementing the Per- and Polyfluoroalkyl Substances
Action Plan - the EPA’s first multi-media, multi-program, national research, management and risk
communication plan to address these emerging chemicals of concern.

We also continue to support geographic programs where the EPA has a unique and critical role.
We are investing $320 million for the Great Lakes and $4.8 million for South Florida to support
environmental monitoring, cleanup and protection. As a result, in part to the South Florida funding, more
than 30,000 septic tanks have been eliminated, helping homes and businesses in the Florida Keys
transition to more advanced wastewater treatment.

Clean water infrastructure is just one aspect of the EPA’s infrastructure investment agenda. The
cleanup and redevelopment of contaminated lands also play a crucial role in revitalizing communities
throughout the country. We are in the process of cleaning up some of the nation’s largest, most complex
contaminated sites and returning them to communities for productive use. The EPA has deleted all or
part of 27 Superfund sites from the National Priorities List in FY 2020, which ended in September,
meaning the cleanup work is complete and the land is safe for redevelopment. During the first term of
the Trump Administration, the EPA deleted all or part of 82 sites from the NPL, matching the deletion
total of the previous administration’s two terms.

When discussing the Superfund program, it is important to remember that annual
appropriations are just one source of funding to help facilitate the cleanup and restoration of
contaminated lands. In 2020, the Superfund Enforcement Program secured more than $461 million (as
of August 31, 2020) in private party commitments for cleanup and cost recovery and billed more than
$98 million (as of August 31, 2020) for the EPA’s oversight of the process. These funds, paid by
potentially responsible parties, enable the agency to make substantial progress in cleaning up sites and
reducing significant exposure risks.

Brownfields work is spurring capital investment in economically distressed areas, leading to
diversified economies, increased job opportunities and restored fiscal health in communities. This
provides communities with a greater capacity to focus on innovating solutions to environmental
problems. Leveraging Brownfields work in Opportunity Zones, which represent some of our nation’s
most distressed communities, can help attract public and private capital to further advance economic,
environmental and public health gains. In May 2020, the EPA awarded $65.6 million in Brownfields
grants to 151 communities, where more than 75 percent of those communities could potentially assess
or clean up Brownfield sites within census tracts designated as Opportunity Zones. Opportunity Zones
are designated economically distressed census tracts where public and private investments can support
revitalization for environmental justice communities.



In FY 2020, the EPA also took measures to improve air quality and reduce emissions. When it
comes to reducing air pollution, we are moving forward with common sense reforms that will help more
areas reach attainment of the National Ambient Air Quality Standards established under the Clean Air
Act. In addition, we are helping communities comply with visibility obligations by improving the
efficiency and effectiveness of the Clean Air Act’s State Implementation Plan process and working to
reduce the SIP backlog. In FY 2020, the EPA acted on more than 370 SIPs — 180 of which were backlogged.
Not only is this good for the health and well-being of American citizens, but also supports economic
growth. This reduction of backlogged SIPs builds on our nation’s strides toward cleaner air. Between
1970 and 2019, the combined emissions of six key pollutants dropped by 77 percent, while the U.S.
economy grew 285 percent.

A top priority in FY 2020 has been to ensure that chemicals used in commerce and sold in the
marketplace are safe for public use. The allocation of $66 million of appropriated funds to the Chemical
Risk Review and Reduction Program is helping to fulfill the agency’s statutory requirements as mandated
by the Toxic Substances Control Act to conduct risk evaluations and take actions on those chemicals that
pose unreasonable risks to human health and the environment. Furthermore, TSCA was amended in
2016 to provide the EPA with the authority to collect fees from certain chemical manufacturers
(including importers) and processors to support a portion of TSCA implementation costs. As such, the
TSCA Service Fee Fund, which became effective on October 18, 2018, collected $5,567,940 in FY 2020,
which is an increase from $2,797,188 collected in FY 2019. This allows the program to enhance and
accelerate the review of chemicals to ensure they are safe. We anticipate collecting more fees in FY 2021
as the program continues to scale.

In FY 2020, the EPA also finalized 25 deregulatory actions, many of which involved modernizing
decades-old regulations and bringing them up to date. These actions are estimated to save Americans
nearly $4.9 billion every year while continuing to implement and enforce the environmental laws
enacted by Congress. The agency also continues to implement its agency-wide EPA Lean Management
System, which has resulted in more effective and efficient operations. In addition, in our continued
support of the President’'s Management Agenda and the Cross-Agency Priority goals, we are saving
taxpayers money by adopting federal shared services, modernizing legacy systems and turning the old
ones off and reducing burden to the public by implementing electronic contract invoice submission and
tracking.

[ am pleased to provide this report knowing that the EPA’s financial and performance data is a
reliable, complete and accurate reflection of our efforts to continue improving financial management,
performance, transparency and accountability. My assurance statement, as required under the Federal
Managers’ Financial Integrity Act, appears in Section 1, “Management’s Discussion and Analysis,” of this
report. Section III of this report identifies areas that need improvement by the assessment, including our
management challenges as identified by the Office of Inspector General. We will use their findings and
recommendations as a guide to strive for continuous improvement. More results for FY 2020 will be
highlighted in the upcoming FY 2022 Annual Performance Plan and Budget.

It is my honor to work among colleagues who have devoted their careers to protecting human
health and the environment. The agency’s accomplishments are the result of our collective commitment
to the EPA’s 50-year-old mission and our enduring responsibility to help create a safer, cleaner and
healthier environment for all Americans.

Most Respectfully,

A Lidad

Andrew R. Wheeler
Administrator
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ABOUT EPA

Historv and Purpose

The American people deserve a clean, healthy, and safe environment where they live, work, and play.
Established in 1970 as the negative impact and hazards of environmental pollution became
increasingly evident, the EPA has worked for over four decades to identify, evaluate, and execute
sustainable solutions to existing and emerging environmental concerns.

The EPA incorporates environmental research, monitoring, standard-setting, and enforcement
functions under the guidance of a single agency. As a result, the agency ensures environmental
protection remains an integral part of all U.S. policies, whether related to economic growth, natural
resource use, energy, transportation, agriculture, or human health.

Since its inception, the EPA has made great strides in providing a cleaner, safer, and healthier
environment for all Americans and future generations. Focused cleanup efforts have helped remedy
the mistakes of the past, while the EPA’s continuous help work to monitor and regulate pollutants,
evaluate new chemicals, and inspire better decision- making to safeguard our environmental future.

The EPA is committed to collaboration. Identifying and addressing the complex environmental issues
affecting the nation and the world requires consistent, efficient cooperation and communication
among a diverse group of partnerships, ranging from state, tribal, and local governments to foreign
governments and international organizations throughout the world.

Everyone has a role to play in creating a healthy, sustainable environment. By serving as the primary
federal source of rigorously researched, scientific information on the environment, the EPA motivates
individuals and organizations to better recognize and engage in environmental protection and develop
lasting solutions domestically and internationally.

Mission

The mission of the EPA is to protect human health and the

What EPA Does environment.
Enforce environmental laws To accomplish this mission, the EPA depends upon the most
accurate scientific information to identify human health and
Responds to the release of ; . e
TGP TS ST T TFEES environmental concerns that affect policy decisions and

enforcement actions. The EPA works to ensure all communities,
individuals, businesses, and state, local and tribal governments
have access to accurate sufficient information to effectively
participate in delivering a cleaner, safer, and healthier

Sponsors partnerships environment. The EPA will continue to effectively and efficiently
serve the American people and conduct business with
transparency in a manner worthy of the public’s trust and
confidence.

Gives grants to states, local
communities, and tribes

Studies environmental issues




Organization

The EPA’s headquarters is located in Washington, D.C. Together, the EPA’s headquarters offices, 10 regional
offices, and more than a dozen laboratories and field offices across the country employ a diverse, highly
educated, and technically trained workforce of roughly 14,000 people.

Office of the
Administrator

Provides overall supervision of the
Agency and is responsible directly to
the President of the United States.

Office of Air and Radiation

Develops national programs,

po nd regulations for

controlling air pollution and
radiation exposure.

Office of Chemical Safety
and Pollution Prevention

Works to protect people and the
environment from potential 5
from pesticides and toxic
chemicals through innovative
partnerships and collaboration, &
proactively preventing pollution.

Office of the Chief
Financial Officer

Manages Agency’s annual budget
and performance plan,
coordinates EPA's strategic
planning efforts, provides financial
sernvi forthe Agency, & makes
all Agency payment transactions.

Office of Enforcement and
Compliance Assurance

Tackles pollution problems through
vigorous civil & criminal
enforcements targeting serious
water, air, & chemical hazardsand
advances environmental justice by
protecting vulnerable communities.

Office of Water

Ensures drinking water is safe,
restores & maintains oceans,
watersheds, and their aguatic
ecosystems protecting human
health, support economic &
recreational activities, & healthy

habitats forfish, plants, & wildlife.

Office of General Counsel

Provides legal support for Agency
rules and policies, case-by-case
decisions, defensive litigation,

operations, and legislation.

Office of Inspector General

Conductsindependent audits,
evaluations and investigations,
promotes economy, efficiency and
effectiveness; helps to prevent
fraud, waste, abuse,
mismanagementand misconduct.

Office of Land and
Emergency Management

Serves as the scientific research

arm of EPA, whose leading edge

research helps provide the solid
underpinning of science and
technology forthe Agency.

Office of Mission Support

Provides national leadership,
policy, & managementof many
essential Agency support
functions.

Office Research and
Development

Serves asthe scientificresearch

arm of EPA, whose leading edge

research helps provide the solid
underpinning of science and
technology forthe Agency.

Office of International and

Tribal Affairs

Works carry out Agency’s mission
while advancing U.S. national
interests through international
environmental collaboration and
strengthening environmental
protectionin Indian Country.

Region 1
Boston, MA

Region 2
New York, NY

Region 3
Philadelphia, PA

Region 4
Atlanta, GA

Region 5
Chicago, IL

Region 6
Dallas, TX

Region 7
Kansas City, KS

Region 9
San Francisco, CA

Region 10
Seattle, WA

Region 8
Denver, CO




Regional Map

AK

AS

EPA Offices and Facilites

@ EPA National Headquarters 4 EPA Regional Headquarters ® EPA Regional and Program Laboratories and Facilities

Collaborating with Partners and Stakeholders

The idea that environmental protection is a shared responsibility between the states, tribes, and the
federal government is embedded in our environmental laws, which in many cases provide states and
tribes the opportunity and responsibility for implementing environmental protection programs. More
than 45 years after the creation of the EPA and the enactment of a broad set of federal environmental
protection laws, most states, and to a lesser extent territories and tribes, are authorized to implement
environmental programs within their jurisdictions. The EPA understands that improvements to
protecting human health and the environment cannot be achieved by any actor operating alone, but
only when the states, tribes, and the EPA, in conjunction with affected communities, work together in a
spirit of trust, collaboration, and partnership.

Effective environmental protection is best achieved when the EPA and its state and tribal partners
work from a foundation of transparency, early collaboration - including public participation - and a
spirit of shared accountability for the outcomes of this joint work. This foundation involves active
platforms for public participation, including building the capacity for the most vulnerable community
stakeholders to provide input.
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FY 2020 PROGRAM PERFORMANCE

Detailed FY 2020 performance results will be presented in the EPA’s FY 2020 Annual Performance
Report (APR). The EPA will include its FY 2020 APR with its FY 2022 Annual Performance Plan and

Budget. These reports, along with FY 2020 performance results will be posted at
www.epa.gov/planandbudget concurrent with the publication of the FY 2022 President’s

Budget.
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FINANCIAL ANALYSIS AND STEWARDSHIP
INFORMATION

Sound Financial Management: Good for the Environment, Good forthe Nation

The financial management overview below highlights some of the EPA’s most significant financial
achievements carried out during the agency’s efforts to execute its mission to protect human health
and the environment during FY 2020:

e Agency Financial Statements. For the 21stconsecutive year, the EPA’s OIG issued a “clean” audit
opinion, unmodified, in the agency’s financial statements. This accomplishment underlines the
EPA’s consistency in timely, reliable, and accurate financial information that is reported in all
material aspects.

e Anti-Deficiency Act. In FY20, the EPA did not report any Anti-Deficiency Act violations. In FY 19,
the EPA submitted a report of violations of the voluntary services prohibition that occurred at
various points between 2011 and 2016. Since reporting, the agency has continued implementing
corrective actions, including updated policies and training related to voluntary services.

e Water Infrastructure Finance and Innovation Act. In March of this year, the Office of the Chief
Financial Officer developed and successfully implemented a new module in Compass. This web
application provides the tools we use to effectively manage, budget and track expenditures, which
manage and provide a more detailed and accurate accounting of Water Infrastructure loans. To
demonstrate the magnitude of this effort, in FY 2020, there were $2.1 billion obligated loansand
$221 million disbursed loans. We look forward to continuing success next fiscal year.

e EPA’s Lean Management System. The EPA implemented an agencywide initiative of continuous
improvement systems to assess and increase the efficiency of various financial and non-financial
processes, including Superfund Billing; Internal Control Reviews; Conference Spending reporting;
Governmentwide Treasury Account Symbol Submissions; and Freedom of Information Act
requests. These lean management approaches, which identify and solve problems as they occur,
have resulted in more streamlined processes and increased transparency.

e Payment Integrity Information Act Reporting. Sustained low improper payment rates remain
the norm across the EPA’s various payment resources. The Office of the Inspector General’s audit
of the EPA’s FY 2019 improper payment reporting determined the EPA was in full compliance with
IPERA, marking the seventh consecutive year of compliance for the EPA. With the passage of the
new Payment Integrity Information Act of 2019, the agency has successfully updated its payment
integrity program to incorporate the law’s new requirements.

e Superfund Billing. Another notable effort OCFO leads the improvement of the agency’s Superfund
Cost Recovery Program. In FY 2019, a group of subject matter experts came together to design a
new and more efficient billing methodology. The new billing process was put into place in FY 2020.
Because of its success in improving efficiencies, the agency has been able to send out over 100
Superfund bills compared to FY 2019. This totaled an additional $20 million in the amount billed to
primary responsible parties. Such accomplishments make us reasonably optimistic that we will be
able to continue success in FY 2021.

e Working Capital Fund Financial Statements. The EPA’s Working Capital Fund provides common
administrative services to the EPA and other federal agencies, where the costs of goods and
services provided are charged to users on a fee-for-service basis. In FY20, the WCF began its 24th
year of operation. The WCF is not mandated to be audited by a third-party; however, the EPA’s
W(CF has contracted with an external Certified Public Accounting firm to conduct an annual audit.
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For the 17t consecutive year, the EPA’s WCF received a clean opinion, indicating its financial
statements were presented fairly, in all material respects, in accordance with U.S. Generally
Accepted Accounting Principles.

CARES Act. The Coronavirus Aid, Relief, and Economic Security Act provided the EPA with $7.23
million to prevent, prepare, and respond to COVID-19, domestically and/or internationally. The
funds helped the agency to continue protecting human health and the environment during the
global pandemic. Specifically, the EPA’s CARES Act resources funded cleaning and disinfecting the
EPA of equipment and facilities, maintaining the operational continuity of the EPA programs and
related activities. This provided research on methods to reduce the risks from environmental
transmission of Coronavirus via contaminated surfaces or materials, and, additionally, expedited
registration and other actions related to pesticides to address Coronavirus.

Digital Accountability & Transparency Act. The Office of Inspector General conducted an audit
on the EPA’s FY19 First Quarter financial and award data. The DATA Act audit guide is defined as
being of higher, moderate or lower quality based on the highest error rate found in testing
completeness, accuracy and timeliness of data submitted. While the audit discovered reporting
errors, and some issues with documentation of policies and procedures, overall, the EPA was
found to have “higher” quality data as defined by the DATA Act audit guide issued by the Council of
the Inspectors General on Integrity and Efficiency. Moreover, the audit found that the EPA
complied with requirements of the DATA Act, submitted financial and award data to the Treasury
Broker in a timely fashion, and implemented data standards as defined by the OMB and Treasury.

OCFO Technical Training Conference. In June 2020, the Office of the Chief Financial Officer held
its annual Technical Training Conference for the EPA employees virtually. The conference offered a
range of professional development and Continuing Learning Credit courses related to the agency’s
various financial tools and processes. A record of 599 students registered for courses to learn
something new and expand their skills. Furthermore, each course was captured via a recording
ensuring employees agencywide have these courses available as resources until next year’s
conference.

Shared Services (G-Invoicing & E-Invoicing). The EPA continues to make great strides in
providing a more shared services approach to our financial tools and processes.

- G-Invoicing. The EPA has been working with federal agencies to implement the Government
Invoicing solution to transition all interagency buy/sell activities for over 1,400 open
agreements. During this change in business process, the agency will continue improving the
quality of Intragovernmental Transactions, while also maintaining our core mission in the most
effective and efficient manner.

- E-Invoicing/Invoice Processing Platform. In October 2019, the agency launched the Invoice
Processing Platform as an electronic invoicing system for all invoices that are currently
processed through the Contract Payment System. IPP is a web-based system used to efficiently
manage government invoicing from contract award through payment notification, and
provides a secure online platform that vendors use to submit invoices, while centralizing all
invoice transaction data and documents in one place. As of January 1, 2020, all contract
vendors doing business with the EPA were required to enroll in IPP and the agency has been
matching vendors in IPP on a rolling basis so that they can utilize the system to submit
invoices. The EPA continues to work with our vendors to help facilitate a smooth transition and
is in the process of modifying contracts to include the IPP invoicing requirements in the EPA
contracts and adding the clause to all new contracts.

Office of Inspector General & Government Accountability Office Audit Tracker. In response to
the Good Accounting Obligation Act, we also conducted analyses on unimplemented
recommendations and corrective actions to help the agency with reaching resolutions, and
developed agencywide performance metrics on these items to keep senior leadership informed of
potential issues or the need for mediation. In an ongoing effort to continue toimprove
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communication throughout the audit community, GAO and the OIG, OCFO developed an Audit
Community SharePoint site to provide agency stakeholders with a forum for obtaining audit
guidance, updates and hot topics. In addition, the Agency will publish a report listing the status of
open, closed, or unimplemented recommendations made by the OIG and the GAO with the FY 2022
Congressional Budget Justification.

U.S. EPA Toxic Substances Control Act Service Fee Fund. The Toxic Substances Control Act
provides the EPA with authority to collect fees from certain chemical manufacturers and
processors to defray a portion of TSCA implementation costs. Furthermore, the EPA is required to
track the costs it incurs in implementing TSCA Sections 4, 5, 6, and 14, including both direct and
indirect costs. As such, in the first audit conducted by the Office of Inspector General of the
agency’s TSCA Service Fee Fund from its inception on June 22, 2016 through September 30, 2018,
the agency received a clean opinion.
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Financial Condition and Results

Financial statements are formal financial records that document the EPA’s activities at the transaction level,
where a "financial event” occurs. A financial event is any occurrence having financial consequences to the
federal government related to the receipt of appropriations or other financial resources; acquisition of
goods or services; payments or collections; recognition of guarantees, benefits to be provided, and other
potential liabilities; or other reportable financial activities.

The EPA prepares four consolidated statements (a

Key Terms
balance sheet, a statement of net cost, a statement of
changes in net position, and a statement of custodial Assets: What EPA owns and manages.
activity) and one combined statement, the Liabilities: Amounts EPA owes because of
Statement of Budgetary Resources. Together, these past transactions or events.
statements with their accompanying notes provide Net position: The difference between EPA’s
the complete picture of the EPA’s financial situation. assets and liabilities.
The Comp]ete statements with accompanying notes, Net cost of operations: The difference between
as well as the auditors’ opinion, are available in the costs incurred by EPA’s programs and EPA’s
Section II of this report. revenues.

The balance sheet displays assets, liabilities, and net
position as of September 30, 2020, and September Balance Sheet Trend
30, 2019. The statement of net cost shows the EPA’s (dollars in billions)

gross cost to operate, minus exchange revenue

. o §20
earned from its activities. Together, these two
statements provide information about key $15
components of the EPA’s financial condition—
assets, liabilities, net position, and net cost of $10
operations. The balance sheet trend chart depicts
the agency’s financial activity levels since FY 2018. 35 I i I
&
Assets Liabilities Net Position Net Cost of
Operations

H2018 ®2019 wm2020
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EPA Resources and Spending

The figure below depicts the EPA’s aggregate budgetary resources (congressional appropriations and
some agency collections), obligations (authorized commitment of funds), and total outlays (cash
payments) for each of the last five fiscal years. The Statement of Budgetary Resources in Section Il
provides more information on the makeup of the agency’s resources.

EPA Financial Trends
(dollars in billions)
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§12

$10 : & —a

58
2016 2017 2018 2019 2020

==—PBudgetary Resources =-ll==0bligations =——Total Outlays

Assets—What EPA Owns and Manages

The EPA’s assets totaled $18.41 billion at the end of FY 2020, a decrease of $0.93 billion from the FY
2019 level. In FY 2020, approximately 91 percent of the EPA’s assets fall into two categories: fund

balance with Treasury and investments. All of the EPA’s investments are backed by U.S. government
securities. The graph below compares the agency’s FY 2020 and FY 2019 assets by major categories.

FY 2020 COMPOSITION OF ASSETS FY 2019 COMPOSITION OF ASSETS
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and Equipment and qu.le]fnlelﬂ
(Net) [21%}
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Investments Fund Balance s s
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599 5796
Investments |
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Liabilities—What EPA Owes

The EPA’s liabilities were $5.09 billion at the end of FY 2020, a decrease of $0.21 million from the FY
2019 level. In FY 2020, the EPA’s largest liability (68 percent) was Superfund unearned revenue, which
the agency uses to pay for cleanup of contaminated sites under the Superfund program. Additional
categories include payroll and benefits payable, salaries, pensions and other actuarial liabilities, the
EPA’s debt due to Treasury, custodial liabilities that are necessary to maintain assets for which the EPA
serves as custodian, environmental cleanup costs, and other miscellaneous liabilities. The graphs
compare FY 2020 and FY 2019 liabilities by major categories.

FY 2020 COMPOSITION OF LIABILITIES FY 2019 COMPOSITION OF LIABILITIES
Payroll "';‘;1 Benefi_t_s Accounts Payab Payroll and Benefits, 4% Accounts Payable
g ’ ~  and Accrued and Accrued
Liabilities =3 Liabilities, 14%
13% Other, 9% _ - 48
Cashout Advances, Supe! Cashout Advances, Superfund,
68% 73%

Net Cost of Operations—How EPA Used Its Funds

The graph that follows show how the EPA’s funds are expended among five expenditure accounts in
FY 2020 and FY 2019.

FY 2020 NET COST BY PROGRAM FY 2019 NET COST BY PROGRAM

State and Tribal Assistance

Agreements
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. State and Tribal Assistance
Environmental
Programs & Agneme'fs
46%
_Management
31%

Environmental
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—_ Management

30%

{

Leaking
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_ Storage Tanks
1%
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Storage Tanks
1%

Science & Technology Science &
)
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Stewardship Funds

The EPA serves as a steward on behalf of the American people. The chart below presents four
categories of stewardship: land, research and development, infrastructure, and human capital. In FY
2020, The EPA devoted a total of $3.9 billion to its stewardship activities.

Human Capital

N [:lz 2020 STEWA[EDEHIP FY 2019 STEWARDSHIP
searc ; Rolju Reicaieh'E _Land
Devell:;nment = » Development 0%
13%

Human
Capital
1%

0%

_Infrastructure
B86%

Infrastructure

86%

Per the Federal Accounting Standards Advisory Board (FASAB), stewardship investments consist of
expenditures made by the agency for the long-term benefit of the nation that do not result in the
federal government acquiring tangible assets.

The largest infrastructure programs are the Clean Water State Revolving Fund (CWSRF) and
Drinking Water State Revolving Fund (DWSRF) programs that provide grant funds to states for
water infrastructure projects, such as the construction of wastewater and drinking water
treatment facilities. States lend the majority of these funds to localities or utilities to fund the
construction and or upgrade of facilities (some may also be used for loan forgiveness or given
as grants). Loan repayments then revolve at the State level to fund future water infrastructure
projects. The EPA’s budget included nearly $2.76 billion in FY 2020 appropriated funds for the
SRFs for states’ use. In addition, states lent billions of dollars from funds they received as
repayments from previous State Revolving Fund (SRF) loans. These funds provide assistance to
public drinking water and wastewater systems for the enhancement of water infrastructure,
allowing for cleaner water bodies and crucial access to safer drinking water for millions of
people.

Research and development activities enable the EPA to identify and assess important risks to
human health and the environment. This critical research investment provides the basis for the
EPA’s regulatory work, including regulations to protect children’s health and at-risk
communities, drinking water, and the nation’s ecosystems.

Land includes contaminated sites to which the EPA acquires title under the Superfund
authority. This land needs remediation and cleanup because its quality is well below any usable
and manageable standards. To gain access to contaminated sites, the EPA may acquire
easements that are in good and usable condition. These easements may also serve to isolate the
site and restrict usage while the cleanup is taking place.

The agency’s investment in human capital through training, public awareness, and research
fellowships are components of many of the agency’s programs and are effective in achieving the
agency’s mission of protecting public health and the environment.
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Financial Management for the Future

During times of environmental challenges, sound stewardship of the EPA’s financial resources
continues to be critical to the agency’s ability to protect the environment and human health locally,
nationally, and internationally. Reliable, accurate, and timely financial information is essential to
ensure cost-effective decisions for addressing land, water, air and ecosystem issues. To strengthen the
EPA’s financial stewardship capabilities, the agency focuses on the fundamental elements of financial
management: people and systems.

People: The EPA leverages every available tool to recruit the best people with the necessary skills to
meet tomorrow’s financial challenges. Staff members are trained in financial analysis and forecasting
to understand financial data and what it means. The EPA is integrating financial information into
everyday decision-making so that it maximizes the use of its resources.

Systems: The EPA’s core financial system, called Compass, is based on a commercial-off-the-shelf
software solution that addresses the agency’s most critical business needs. Compass has improved the
EPA’s financial stewardship by strengthening accountability, data integrity, and internal controls, on
the following business areas:

* General ledger

* Accounts payable

* Accounts receivable

* Property

* Project cost

* Intra-governmental transactions

* Budget execution

Compass provides core budget execution and accounting functions and facilitates more efficient
transaction processing. The system posts updates to ledgers and tables as transactions are processed
and generates source data for the preparation of financial statements and budgetary reports. Compass
is integrated with 15 agency systems that support diverse functions, such as budget planning,
execution, and tracking; recovery of Superfund site-specific cleanup costs; property inventory; agency
travel; payroll; document and payment tracking; and research planning. Compass is a Web-based, open
architecture application managed at the CGI Federal Phoenix Data Center, a certified shared service
provider.

Limitations of the Principal Financial Statements

The EPA prepared the principal financial statements to report the financial position and results of its
operations of the reporting entity, pursuant to the requirements of 31 U.S.C. 3515 (b). The EPA has
prepared the statements from the books and records of the entity in accordance with federal generally
accepted accounting principles and the formats prescribed by OMB. Reports used to monitor and
control budgetary resources are prepared from the same books and records. The financial statements
should be read with the realization that they are for a component of the U.S. government.
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IMPROVING MANAGEMENT AND RESULTS

Office of Inspector General Audits, Evaluations, andInvestigations

OIG contributes to the EPA’s mission to protect human health and the environment by assessing the
efficiency and effectiveness of the agency’s program management and results. OIG ensures that agency
resources are used as intended, develops recommendations for improvements and cost savings, and
provides oversight and advisory assistance in helping the EPA carry out its objectives. The OIG detects
and prevents fraud, waste and abuse to help the agency protect human health and the environment
more efficiently and cost effectively. The OIG performs its mission through independent oversight of
the programs and operations of the EPA. The OIG also contributes to the oversight integrity of and
public confidence in the agency’s programs and to the security of its resources by preventing and
detecting possible fraud, waste, and abuse and pursuing judicial and administrative remedies.

In FY 2020, OIG identified key management challenges and internal control weaknesses. OIG audits,

evaluations, and investigations resulted in:

e 290 recommendations accounting for over $83.0 million in potential savings and recoveries;
e 127 actions taken by the agency for improvement from OIG recommendations; and
e 279 criminal, civil, or administrative enforcement actions.

Grants Management

The EPA has two major grants management metrics, one for grant competition, the other for grants
closeout. The EPA’s Policy for Competition of Assistance Agreements establishes requirements for the
competition of assistance agreements (grants, cooperative agreements, and fellowships) to the
maximum extent practicable. The Agency tracks the percentage of new grant awards that are
competed according to the policy. For FY 2020, the agency exceeded the grant competition target by

5%.

EPA tracks the closeout of grants through two measures, one for grants for which the project period
expired within the previous fiscal year and one for older grants for which the project period expired
prior to the last fiscal year. For FY 2020, EPA closed out 90% of the awards that expired

Grants Management Performance Measures for EPA

competition policy that
are competed

Performance Measure Target Progress in FY 2020 Progress in FY 2019
90% 90% closure of grants that 87.3 % closure of grants

Percentage of grants eXpired in 2019 that expiFEd in 2018

closed out 99% 99.5% closure of grants 98% closure of grants that
that expired in 2018 and expired in 2017 and
earlier earlier

Percentage of new grants

subject to the 90% 959, 959,
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ACCOUNTABILITY: SYSTEMS, CONTROLS,
AND LEGAL COMPLIANCE

Federal Managers’ Financial Integrity Act (FMFIA)

FMFIA requires agencies to conduct on-going evaluations of their internal controls and financial
management systems and report the results to the President and Congress.

The EPA evaluated its internal controls in accordance with OMB Circular A-123, Management’s
Responsibility for Enterprise Risk Management and Internal Control. The agency operates a
comprehensive internal control program, which ensures compliance with the requirements of FMFIA
and other laws and regulations. Each year, the EPA’s national program and regional offices conduct
assessments and submit annual assurance letters attesting to the soundness of the internal controls
within their organizations. These assurance letters provide the basis for the Administrator’s overall
statement of assurance on the adequacy of the EPA’s internal controls over operations and financial
management systems.

In FY 2020, the EPA did not identify any new material weaknesses related to effectiveness and
efficiency of operations. The agency has one existing material weakness related to the financial
statement preparation process. The agency has established a plan of action to evaluate and improve its
financial statement preparation process and to provide accurate and reliable supporting
documentation for adjustments and corrections. The agency anticipates all corrective actions will be
implemented and validated in FY 2021. Section III of this report provides details about the EPA’s
corrective actions underway. The EPA remains committed to eliminating its weaknesses and continues
to emphasize the importance of maintaining effective internal controls in order to comply with FMFIA
and other applicable laws and regulations.

Internal Controls Over Financial Reporting

The agency has evaluated the key internal controls spanning its financial processes. Based on this
evaluation, no new material weaknesses were identified. Subsequent to the agency’s review, the EPA’s
OIG identified no new material weaknesses during the FY 2020 financial statement audit.

Internal Controls Over Financial Management Systems

The Federal Financial Management Improve Act requires agencies to ensure that financial
management systems consistently provide reliable data that comply with government-wide principles,
standards, and requirements. Based on the agency’s evaluation of its financial management systems,
no material weaknesses were identified. The assessment included a review of the agency’s core
financial system, Compass Financials, as well as those considered as financially related or mixed
systems that support or interface with the core financial system. The EPA has determined that its
financial management systems substantially comply with FFMIA requirements.

Based on the results of the agency’s and the OIG’s FY 2020 evaluations, the Administrator can provide

reasonable assurance on the adequacy and effectiveness of the EPA’s internal controls over financial
management systems.
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The Digital Accountability and Transparency Act

The DATA Act of 2014 was designed to increase the standardization and transparency of federal
spending. It requires agencies to report data, consistent with data standards established by OMB and
the Department of the Treasury, for publication on USASpending.gov.

In FY 2017, the EPA certified compliance with OMB guidance and provided reasonable assurance that
internal controls support the reliability and validity of account-level and award-level data reported on
USASpending.gov. This level of assurance in the internal controls was enabled through three elements
of the EPA DATA Act submission process: 1) establishment of the DATA Act Evaluation and Approval
Repository Tool; 2) multi-level approval process; and 3) documentation of all associated warnings in
its statement of assurance.

The DEAR Tool was designed to transform data to meet the data standards, pre-validate all of the
warnings and edits that would be triggered when submitting the information to the DATA Act broker,
and to standardize and fully document the multi-level approval process, culminating in the Senior
Accountable Official approval.

The multi-level approval process within the DATA Act submission process allowed all parties of the
approval process to be briefed and fully comprehend the issues present and documented within the
files. The approval process consists of three “lock-downs” of the data starting with the case manager,
who is responsible for overseeing the review of the warnings and edits associated with the DATA Act.
Next, the Office Director (SES) is briefed on the analysis of the DATA Act files, which includes an
explanation as to why particular warnings could not be fully resolved. The final briefing is to give the
appropriate assurance to the SAO and to address questions or concerns prior to certification so the
files fully comply with the law.

The Statement of Assurance is the central piece of information for the agency to document its data
issues that triggered the DATA Act warnings but remain unresolved. The EPA’s approach was to
address all data issues that could easily be resolved with changes to the host financial system or the
DEAR, and fully document the cause of the warnings within the Statement of Assurance. This includes
issues that could not be addressed in a timely manner. Therefore, the EPA used the Statement of
Assurance as the document to illustrate recognition of flaws and understanding of the issues in the
larger context of the DATA Act submission.

In FY 2020, the agency continued to provide accurate and timely data for the DATA Act. The agency
has continually worked to resolve data issues as they have arisen during submissions or in the form of
warnings. Additionally, in FY 2020, the Department of the Treasury increased the reporting frequency
to monthly in which the EPA has adapted it business process to be compliant with the new
requirements.

23



Federal Financial Management Improvement Act (FFMIA)

FFMIA requires that agencies implement and maintain financial management systems that comply with
1) federal financial management system requirements, 2) applicable federal accounting standards, and

3) the U.S. Standard General Ledger (USSGL). Annually, agency heads are required to assess and report

on whether these systems comply with FFMIA.

The EPA’s FY 2020 assessment included the following:

e A-123 review found no significant deficiencies.

e An Office of Inspector General’s (OIG) FY 2020 report identified items within the information
security program as a management challenge. The report states:

o The agency needs to develop and maintain an up-to-date inventory of the software and
associated licenses used within the organization. The agency implemented a dashboard and
review process that leverages existing capabilities and provides a current inventory of
approved software for network endpoints.

o The agency needs to establish a control to validate that agency personnel are creating the
required plans of action and milestones (POA&M) for weaknesses identified from
vulnerability testing but not remediated within the agency’s established timeframes per the
EPA’s information security procedures. The agency has a documented POA&M monitoring,
validation and verification process. The process is used for all sources of vulnerabilities to
include those from vulnerability scanning. The agency checks monthly a sampling of
vulnerabilities for POA&M need and establishment.

o The agency needs to implement file integrity and data loss prevention tools to support the
EPA’s incident response program. The agency implemented a host-based tool that provides
integrity controls. The capabilities have been integrated into the agency’s incident response
processes. The agency implemented a network-based tool that provides data loss
prevention capabilities for cloud related on-premise and cloud services traffic. The tool
provides indications of possible unauthorized data movement on the network and in the
cloud. The agency developed a playbook to integrate related capabilities into incident
response processes.

e The agency conducted other systems-related activities, including:

e Third-party control assessments
o Network scanning for vulnerabilities
e Annual certification for access to the agency’s accounting system

24



Fiscal Year 2020 Annual Assurance Statement

The U.S. Environmental Protection Agency’s management is responsible for managing risk and
maintaining effective internal control to meet the objectives of the Federal Managers’ Financial
Integrity Act.

In accordance with Section 2 of the FMFIA and the Office of Management and Budget's Circular A-123,
Management’s Responsibility for Enterprise Risk Management and Internal Control, the EPA assessed the
effectiveness of its internal control to support the effectiveness and efficiency of operations, reliable
financial reporting and compliance with applicable laws and regulations. Section 4 of the FMFIA and
the Federal Financial Management Improvement Act of 1996 requires management to ensure financial
management systems provide reliable, consistent disclosure of financial data. In accordance with
Appendix D of OMB Circular A-123, the agency evaluated whether financial management systems
substantially comply with the FFMIA requirements.

The EPA did not identify any new material weaknesses during Fiscal Year 2020. The agency continued
to make progress in addressing one previously identified weakness related to the financial statement
preparation process and expects to implement and validate all corrective actions in FY 2021. More
information on the previously identified material weakness is provided in Section IlII, “Other
Accompanying Information,” of the Agency Financial Report.

Although no new material weaknesses were identified, the agency will continue to monitor its
programmatic, financial and administrative controls to ensure compliance with laws and regulations.

Based on the results of the EPA’s assessments and recent program improvements, | can provide
reasonable assurance that the agency’s internal control over operations were operating effectively and
financial management systems conform to government-wide standards as of September 30, 2020. The
agency’s internal control over financial reporting were operating effectively as well.

ML [(=10 - Do

Andrew R. Wheeler Date
Administrator
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Message from the Deputy Chief Financial
Officer

[ am pleased to present the U.S. Environmental Protection Agency’s Fiscal
Year 2020 Agency Financial Report. This report summarizes the EPA’s
financial results and presents its audited financial statements and the EPA’s
FY 2020 Assurance Statement and Financial Statement Audit Report. In
addition, this report outlines the EPA’s FY 2020 accomplishments and
provides a snapshot of our innovations and improvements in effectively
using taxpayers’ dollars to finance and fulfill our mission to protect human
health and the environment.

FY 2020 marks the 21stconsecutive year that the EPA achieved an
unmodified “clean” audit opinion on its financial statements. As one of the
few federal agencies to have achieved this outcome, we are extremely proud
of this milestone. It is an honor to work alongside the dedicated staff who
have maintained the financial integrity of this agency year after year. In addition, in the first audit
conducted by the Office of Inspector General of the agency’s Toxic Substances Control Act Service Fee
Fund from its inception on June 22, 2016, through September 30, 2018, and a review of the financial
statements from the agency’s Hazardous Waste Electronic Manifest System Fund for FY 2018, the
agency received clean opinions on both audits.

In FY 2020, the Office of the Chief Financial Officer has continued to seek efficiencies and continuous
improvement in providing accurate and effective financial management. This involved reviewing and
enhancing our internal processes, applying the principles of the EPA’s Enterprise Lean Management
System, known as ELMS, and also leveraging the agency’s financial system, Compass, by activating
additional, specialized accounting functions called modules. These functions can improve accuracy and
controls, as well as reduce manual entry, but often configuration is complex and converting existing
records and aligning with interfaces to other systems pose challenges. In FY 2020, we put two new
functions in place in Compass to provide more effective and efficient accounting for agency resources.
We also worked with agency partners to improve multiple internal processes, including Superfund
billing and the management of agency response to Office of Inspector General and Governmental
Accountability Office reports.

In 2017, the agency received funding for a new loan program, the Water Infrastructure Finance and
Innovation Act program, which offers innovative and flexible financing for water system
improvements. The EPA manages these loans directly and the scope is substantial, with $2.1 billion in
loans obligated and $221 million disbursed in the two years since the first loan. In FY 2020, the OCFO
worked with the Office of Water to configure, test and implement the credit module for the WIFIA
loans, which will be vital to effectively managing the continued growth of the portfolio.

Another area of significant progress has focused on efficiently and accurately completing the
Governmentwide Treasury Account Symbol reporting on time every month by leveraging Compass
functionality. The GTAS reporting touches every aspect of the general ledger and means accounting
model updates as well as ensuring all new data and data previously brought into the accounting
system meets certain additional standards. Late in FY 2020, we transitioned to using the Compass
generated report and expect continued improvement going forward.
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This past year, the OCFO worked to improve our audit processes, partnering with agency offices to
increase communication and coordination between leadership and the audit community in responding
to the GAO and the EPA’s OIG. We conducted analyses on unimplemented recommendations and
corrective actions to help the agency with reaching resolution and tracked agencywide performance
metrics integrated into ELMS on these items to keep senior leadership informed of potential issues or
the need for mediation.

In pursuit of further transparency and more efficient coordination agencywide, my office modernized
the Enterprise Audit Management System, a database where all audit and corrective actions
information are tracked, and also made tailored reports available to agency leadership and
stakeholders to ensure visibility into early results and potential issues. To improve communication
throughout the agency’s audit community, the OCFO developed an Audit Community SharePoint site to
provide agency stakeholders with a forum for obtaining audit guidance, updates and hot topics.

Another notable effort my office is leading is to improve the agency’s Superfund Cost Recovery
program. In FY 2019, a group of subject matter experts came together to design a new and more
efficient billing methodology. The new billing process was put into place in FY 2020 and because of its
success in improving efficiency, the agency has been able to send out 48 more Superfund bills than in
FY 2019, totaling an additional $4 million in the amount billed to primary responsible parties, and has
reduced the process timeframe from a targeted goal of 100 days to an average of 72 days.

Throughout FY 2020, the EPA has continued its efforts to provide more efficient agency operations to
increase certainty, compliance and effectiveness and improve agency operations, service delivery and
regulatory relief. As the Deputy Chief Financial Officer, | have made it a top priority to standardize the
agency’s financial business practices and modernize our information technology systems. My office
continues to participate in the ELMS to help identify areas for improvement and strengthen our ability
to maintain the highest financial management standards. Significant effort has been made to
strengthen our partnerships and expand our communication to stakeholders with the goal of finding
ways to improve our processes to enhance operational efficiency and ease of use.

D | -
oA
“~Pavid A. Bloom

Deputy Chief Financial Officer

November 16, 2020
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Principal Financial Statements

United States Environmental Protection Agency

Consolidated Balance Sheet
As of September 30, 2020 and 2019 (Restated)
(Dollars in Thousands)

Restated
2020 2019
ASSETS
Intragovernmental:
Fund Balance With Treasury (Note 2) $ 10,823,112 $§ 10,056,926
Investments (Note 4) 5,969,666 5,997,657
Accounts Receivable, Net (Note 5) 51,872 34,802
Other (Note 6) 198.268 210,591
Total Intragovernmental 17,042,918 16,299,976
Cash and Other Monetary Assets (Note 3) 10 10
Accounts Receivable, Net (Note 5) 503,725 500,886
Direct Loans Receivable, Net (Note 7) 196,470 263
Property, Plant and Equipment, Net (Note 9) 659,668 671,207
Other (Note 6) 8,209 7.714
Total Assets $__18.411,000 $__17.480,056
LIABILITIES
Intragovernmental:
Accounts Payable and Accrued Liabilities (Note 8) $ 152,014  $ 136,825
Debt Due to Treasury (Note 10) 221,652 266
Custodial Liability (Note 12) 72,018 36,494
Other (Note 13) 158.195 177.294
Total Intragovernmental 603,879 350,879
Accounts Payable and Accrued Liabilities (Note 8) 525,173 540,235
Pensions and Other Actuarial Liabilities (Note 15) 50,451 42,044
Environmental Cleanup Costs (Note 19) 38,383 32,810
Cashout Advances, Superfund (Note 16 and 37) 3,472,784 3,573,240
Commitments and Contingencies (Note 17) 38 -
Payroll and Benefits Payable (Note 30) 253,254 203,985
Other (Note 13) 149,681 140,549
Total Liabilities 5,093.643 4,883,742
NET POSITION
Unexpended Appropriations - Funds from Dedicated Collections (Note 18) (189) (1,264)
Unexpended Appropriations - Other Funds 9,600,037 8,929,585
Cumulative Results of Operations - Funds from Dedicated Collections (Note 18
and 37) 3,307,079 3,170,594
Cumulative Results of Operations - Other Funds 410,430 497,399
Total Net Position 13,317,357 12,596,314
Total Liabilities and Net Position $__18.411,000 $_ 17,480,056
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United States Environmental Protection Agency
Consolidated Statement of Net Cost
For the Fiscal Years Ending September 30, 2020 and 2019

(Dollars in Thousands)
Restated
2020 2019
COSTS
Gross Costs $ 9,335,328 $ 8,883,930
Earned Revenue (Note 37) 514.164 338,757
NET COST OF OPERATIONS (Note 33 and 37) $___ 8,821,164 $____ 8,545,173
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United States Environmental Protection Agency
Statement of Net Cost by Major Program
For the Fiscal Year Ending September 30, 2020
(Dollars in Thousands)

State &
Environmental Leaking Tribal
Programs &  Underground  Science & Assistance
Management ~ Storage Tanks Technology Superfund =~ Agreements Other Totals
Costs:
Gross Costs $ 2,721,796 § 97,770 $721,616 $1,505,864 §3,999,283 §563,190 §$ 9,609,519
WCF Elimination - - - - - (274.191) _(274.191)
Total Costs 2,721,796 97.770 721,616 1,505,864 3.999.283 288,999 9.335.328
Less:
Earned Revenue 26,615 - 6,978 362,342 - 392,420 788,355
WCF Elimination - - - - - (274.191)  _(274.191)
Total Earned Revenue 26.615 - 6,978 362,342 - 118,229 514,164
NET COST OF
OPERATIONS $2,695,181 $___ 97,770  $714,638 $1.143,522 $3.999.283 $170,770 $8.821.164
United States Environmental Protection Agency
Statement of Net Cost by Major Program
For the Fiscal Year Ending September 30, 2019 (Restated)
(Dollars in Thousands)
State &
Environmental Leaking Tribal
Programs &  Underground  Science & Assistance
Management, ~ Storage Tanks Technology Superfund  Agreements Other Totals
Costs:
Gross Costs $ 2,650,992 $ 89,019  §$709,019 §$1,392,940 §3,876,041 §$398,223 §9,116,234
WCF Elimination - - - - - (232,304) _(232,304)
Total Costs 2.650.992 89.019 709,019 1.392.940 3.876.041 165919 8.883.930
Less:
Earned Revenue (Note 37) 79,874 - 5,963 179,115 - 305,887 570,839
WCF Elimination - - - - - (232,082) _(232,082)
Total Earned Revenue 79.874 - 5.963 179.115 - 73.805 338,757
NET COST OF
OPERATIONS (Note
37) $2,571,118 $ 89,019  $703,056 $1,213.825 $3.,876,041 $92,114 $8,545,173
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United States Environmental Protection Agency
Consolidated Statement of Changes in Net Position

For the Fiscal Year Ending September 30, 2020

(Dollars in Thousands)

Cumulative Results of Operations:
Net Position - Beginning of Period

Budgetary Financing Sources:
Other Adjustments (Note 31)
Appropriations Used

Nonexchange Revenue - Securities Investment (Note 32)

Nonexchange Revenue - Other (Note 32)
Transfers In/Out
Transfers In/Out - Nonmonetary
Trust Fund Appropriations
Total Budgetary Financing Sources

Other Financing Sources (Non-Exchange)
Imputed Financing Sources (Note 29)
Other Financing Sources

Total Other Financing Sources

Net Cost of Operations
Net Change

Cumulative Results of Operations

Unexpended Appropriations:
Net Position - Beginning of Period

Budgetary Financing Sources:
Appropriations Received
Appropriation Transfers-In/Out
Other Adjustments (Note 31)
Appropriations Used

Total Budgetary Financing Sources

Total Unexpended Appropriations

TOTAL NET POSITION
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Funds from
Dedicated All Other Consolidated
—Collections =~ Funds Total
$ 3,170,594 $ 497,399 $§ 3,667,993
(1,072) - (1,072)
3) 8,458,703 8,458,700
90,116 - 90,116
239,795 - 239,795
(26,636) 42,081 15,445
544 (325) 219
1,076.535 (1,071,007) 5,528
1,379,279 7,429,452 8,808,731
9,131 52,818 61,949
415 (415) -
9,546 52,403 61,949

$ (1,252,340)

$ (7,568,824)

$ (8,821,164)

136.485 (86.969) 49,516
$3.307,079  $_410.430 $3,717.509
Funds from
Dedicated All Other Consolidated
_Collections Funds Total

$ (1,264) $ 8,929,585 $ 8,928,321

- 9,148,119 9,148,119
1,072 (18,964) (17,892)
3 _(8.458.703) _ (8.458.700)
1,075 670,452 671,527
(189) _ 9.600,037 9.599.848
$3.306.890  $10.010.467 $13,317.357



United States Environmental Protection Agency
Consolidated Statement of Changes in Net Position
For the Fiscal Year Ending September 30, 2019 (Restated)
(Dollars in Thousands)

Funds from
Dedicated All Other Consolidated
—Collections =~ FKunds Total

Cumulative Results of Operations:

Net Position - Beginning of Period $ 2,966,236 $ 508,636 $§ 3,474,872
Budgetary Financing Sources:
Appropriations Used 4,054 8,190,426 8,194,480
Nonexchange Revenue - Securities Investment (Note 32) 134,699 - 134,699
Nonexchange Revenue - Other (Note 32) 270,253 (58) 270,195
Transfers In/Out 15,608 21,330 36,938
Transfers In/Out - Nonmonetary - 142 142
Trust Fund Appropriations 1,083,758 (1,083,758) -
Total Budgetary Financing Sources 1,508,372 7,128,082 8,636,454
Other Financing Sources (Non-Exchange)
Imputed Financing Sources (Note 29) 16,635 85,205 101,840
Total Other Financing Sources 16,635 85,205 101,840
Net Cost of Operations (Note 37) $(1,320,649) $(7,224,524) $(8,545,173)
Net Change 204,358 (11,237) 193,121
Cumulative Results of Operations (Note 37) $3.170,594 $___497.399 $3.667,993
Funds from
Dedicated All Other  Consolidated
_Collections Funds Total
Unexpended Appropriations:
Net Position - Beginning of Period $ 2,790 $ 8,058,744 $ 8,061,534
Budgetary Financing Sources:
Appropriations Received - 9,288,440 9,288,440
Appropriation Transfers-In/Out - 2,717 2,717
Other Adjustments (Note 31) - (229,890) (229,890)
Appropriations Used (4.054) (8,190.426) (8,194.480)
Total Budgetary Financing Sources (4,054) 870,841 866,787
Total Unexpended Appropriations (1.264) 8.929.585 8.928.321
TOTAL NET POSITION $.3.169,330 $.9.426,984 $.12.,596.314
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United States Environmental Protection Agency
Combined Statement of Budgetary Resources

For the Fiscal Years Ending September 30, 2020 and 2019

(Dollars in Thousands)

BUDGETARY RESOURCES
Unobligated Balance From Prior Year Budget

Authority, Net (discretionary and mandatory)
Appropriations (discretionary and mandatory)
Borrowing Authority (discretionary and mandatory)
Spending Authority (discretionary and mandatory)
Total Budgetary Resources

STATUS OF BUDGETARY RESOURCES
New Obligations and Upward adjustments (total)
Unobligated Balance, End of Year:
Apportioned, Unexpired Accounts
Unapportioned, Unexpired accounts
Expired Unobligated Balance, End of Year
Unobligated Balance, End of Year (total):
Total Status of Budgetary Resources

OUTLAYS, NET AND DISBURSEMENTS, NET
Outlays, Net (total) (discretionary and mandatory)
Distributed Offsetting Receipts (-) (Note 27)
Agency Outlays, Net (discretionary and mandatory)
Disbursements, Net (total) (mandatory)

2020 2019
Non- Non-
Budgetary Budgetary
Credit Reform Credit Reform
Financing Financing
Budgetary Account  Budgetary Account
$ 5,808,190 $ 20,914 $§ 4,714,826 $ 1,461,572
10,737,950 - 10,801,690 -
- 3,576,684 - 1,083,500
398,507 5,805 557,467 5
$16,944,647  $3,603,403 $16,073,983  $2,545.077
$11,304,380 §$§ 2,988,163 $10,613,226 $ 2,524,163
5,446,701 615,240 5,273,498 20,914
4,562 - 917 -
189,004 - 186,342 -
5,640,267 615,240 5,460,757 20,914
$.16,944,647 $3,603,403 $16,073,983 $2,545,077
$ 10,092,803 $ 9,648,346
_(1.369.396) _(1.584,783)
$.8,723,407 $.8,063,563
$_ 221,381 $ 264
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United States Environmental Protection Agency
Statement of Custodial Activity
For the Fiscal Years Ending September 30, 2020 and 2019
(Dollars in Thousands)

2020 2019

Revenue Activity:
Sources of Cash Collections:

Fines and Penalties $ 171,950 $ 352,092

Other (16.,486) (4,.359)

Total Cash Collections 155,464 347,733

Accrual Adjustment 13,714 8,912
Total Custodial Revenue (Note 22) $ 169,178 $ 356,645
Disposition of Collections:

Transferred to Others (General Fund) $ 155,055 $ 347,711

Increases/Decreases in Amounts to be Transferred 14,123 8,934
Total Disposition of Collections $ 169,178 $ 356,645
Net Custodial Revenue Activity $ - $ -
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United States Environmental Protection Agency
Notes to the Financial Statements
For the Fiscal Years Ended September 30, 2020 and 2019
(Dollars in Thousands)

Note 1. Summary of Significant Accounting Policies
A. Reporting Entities

The EPA was created in 1970 by executive reorganization from various components of other federal agencies to better
marshal and coordinate federal pollution control efforts. The Agency is generally organized around the media and
substances it regulates - air, water, waste, pesticides, and toxic substances.

The FY 2020 financial statements are presented on a consolidated basis for the Balance Sheet, Statement of Net Cost,
Statement of Net Costs by Major Program, and Statement of Changes in Net Position. The Statement of Custodial
Activity and the Statement of Budgetary Resources are presented on a combined basis. The financial statements
include the accounts of all funds described in this note by their respective Treasury fund group.

B. Basis of Presentation

The accompanying financial statements have been prepared to report the financial position and results of operations of
the U. S. Environmental Protection Agency (the EPA or Agency) as required by the Chief Financial Officers Act of
1990 and the Government Management Reform Act of 1994. The reports have been prepared from the financial
system and records of the Agency in accordance with Office of Management and Budget (OMB) Circular No. A-136,
Financial Reporting Requirements, and the EPA accounting policies, which are summarized in this note.

C. Budgets and Budgetary Accounting
I. General Funds

Congress enacts an annual appropriation for State and Tribal Assistance Grants (STAG), Buildings and Facilities
(B&F), and for payments to the Hazardous Substance Superfund to be available until expended. Annual
appropriations for the Science and Technology (S&T), Environmental Programs and Management (EPM) and for the
Office of Inspector General (OIG) are available for two fiscal years. When the appropriations for the General Funds
are enacted, Treasury issues a warrant for the respective appropriations. As the Agency disburses obligated amounts,
the balance of funds available in the appropriation is reduced at the U.S. Department of Treasury (Treasury).

The EPA has three-year appropriation accounts and a no-year revolving fund account to provide funds to carry out
section 3024 of the Solid Waste Disposal Act, including the development, operation, maintenance, and upgrading of
the hazardous waste electronic manifest system. The Agency is authorized to establish and collect user fees for the
Hazardous Waste Electronic Manifest System Fund to recover the full cost of providing the hazardous waste
electronic manifest fund system related services.

The EPA receives two-year appropriated funds to carry out the Frank R. Lautenberg Chemical Safety for the 21st
Century Act. Under the Act, the Agency is authorized to collect users fees (up to $25 million annually) from chemical
manufacturers and processors. Fees collected will defray costs for new chemical reviews and a range of Toxic
Substances Control Act Service Fee Fund (TSCA) implementation activities for existing chemicals.

The Water Infrastructure Finance and Innovation Act of 2014 (WIFIA) established a Federal credit program
administered by the EPA for eligible water and wastewater infrastructure projects. The program is financed from
appropriations to cover the estimated long-term cost of the loan. The long-term cost of the loans is defined as the net
present value of the estimated cash flows associated with the loans. A permanent indefinite appropriation is available
to finance the costs of re-estimated loans that occur in subsequent years after the loans are disbursed. The Agency
received two-year appropriations in fiscal years 2020 and 2019 to finance the administration portion of the program.

EPA re-estimates the risk on each individual loan annually. Proceeds issued by EPA cannot exceed forty-nine percent
of eligible project costs. Project costs must exceed a minimum of $20 million for large communities and $5 million for
communities with populations of 25,000 or less. After substantial completion of a project, the borrower may defer up
to five years to start loan repayment and cannot exceed thirty-five years for the final loan maturity date.
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United States Environmental Protection Agency
Notes to the Financial Statements
For the Fiscal Years Ended September 30, 2020 and 2019
(Dollars in Thousands)

Funds transferred from other federal agencies are processed as non-expenditure transfers. Clearing accounts and
receipt accounts receive no appropriated funds. Amounts are recorded to the clearing accounts pending further
disposition. Amounts recorded to the receipt accounts capture amounts collected for or payable to the Treasury
General Fund.

II. Revolving Funds

Funding of the Reregistration and Expedited Processing Fund (FIFRA) is provided by fees collected from industry to
offset costs incurred by the Agency in carrying out this program. Each year, the Agency submits an apportionment
request to OMB based on the anticipated collections of industry fees.

Funding of the Working Capital Fund (WCF) is provided by fees collected from other Agency appropriations and
other federal agencies to offset costs incurred for providing the Agency administrative support for computer and
telecommunication services, financial system services, employee relocation services, background investigations,
continuity of operations, and postage.

The EPA Damage Assessment and Restoration Revolving Fund was established through the Treasury and OMB for funds
received for critical damage assessments and restoration of natural resources injured as a result of the Deepwater Horizon
oil spill.

III. Special Funds

The Environmental Services Receipts Account Fund obtains fees associated with environmental programs. The
Pesticide Registration Improvement Act Funds (PRIA) collects pesticide registration service fees for specified
registration and amended registration and associated tolerance actions which set maximum residue levels for food and
feed.

IV. Deposit Funds

Deposit accounts receive no appropriated funds. Amounts are recorded to the deposit accounts pending further
disposition. Until a determination is made, these are not the EPA’s funds. The amounts are reported to the
Treasury through the Government-Wide Treasury Account Symbol Adjusted Trial Balance System (GTAS).

V. Trust Funds

Congress enacts an annual appropriation for the Hazardous Substance Superfund, Leaking Underground Storage Tank
(LUST) and the Inland Oil Spill Programs accounts to remain available until expended. Transfer accounts for the
Superfund and LUST Trust Funds have been established to record appropriations moving from the Trust Fund to
allocation accounts for purposes of carrying out the program activities. As the Agency disburses obligated amounts
from the expenditure account, the Agency draws down monies from the Superfund and LUST Trust Funds held at
Treasury to cover the amounts being disbursed. The Agency draws down all the appropriated monies from the
Principal Fund of the Oil Spill Liability Trust Fund when Congress enacts the Inland Oil Spill Programs appropriation
amount to the EPA’s Inland Oil Spill Programs account.

In 2015, the EPA established a receipt account for Superfund special account collections. Special accounts are
comprised of reimbursements from other federal agencies, state cost share payments under Superfund State Contracts
(SSCs), and settlement proceeds from Potentially Responsible Parties (PRPs) under the Comprehensive
Environmental Response, Compensation, and Liability Act (CERCLA) Section 122(b)(3). This allows the Agency to
invest the funds until drawdowns are needed for special accounts disbursements. The Agency updated posting models
and began to fully utilize this receipt account on January 31, 2019.

VI. Classified Activities

Accounting standards require all reporting entities to disclose that accounting standards allow certain presentations
and disclosures to be modified, if needed, to prevent the disclosure of classified information.
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United States Environmental Protection Agency
Notes to the Financial Statements
For the Fiscal Years Ended September 30, 2020 and 2019
(Dollars in Thousands)

VII. Allocation Transfers

The EPA is a party to allocation transfers with other federal agencies as both a transferring (parent) entity and/or a
receiving (child) entity. Allocation transfers are legal delegations for one entity of its authority to obligate budget
authority and outlay funds to another entity. A separate fund account (allocation account) is created in the Treasury as
a subset of the parent fund account for tracking and reporting purposes. All allocation transfers of balances are
credited to this account, and subsequent obligations and outlays incurred by the child entity are charged to this
allocation account as they execute the delegated activity on behalf of the parent entity. Generally, all financial activity
related to allocation transfers (e.g., budget authority, obligations, outlays) is reported in the financial statements of the
parent entity from which the underlying legislative authority, appropriations and budget apportionments are derived.
The EPA allocates funds, as the parent, to the Center for Disease Control. The

EPA receives allocation transfers, as the child, from the Bureau of Land Management.

D. Basis of Accounting

Generally Accepted Accounting Principles (GAAP) for federal entities is the standard prescribed by the Federal
Accounting Standards Advisory Board (FASAB), which is the official standard-setting body for the Federal
Government and the American Institute of Certified Public Accountants (AICPA). The financial statements are
prepared in accordance with GAAP for federal entities.

Transactions are recorded on an accrual accounting basis and a budgetary basis. Under the accrual method, revenues
are recognized when earned and expenses are recognized when liabilities are incurred, without regard to receipt or
payment of cash. Budgetary accounting facilitates compliance with legal constraints and controls over the use of
federal funds posted in accordance with OMB directives and the U.S. Treasury regulations.

EPA uses a modified matching principle since federal entities recognize unfunded liabilities (without budgetary
resources) in accordance FASAB Statement of Federal Financial Accounting Standards (SFFAS) No. 5 Accounting
for Liabilities of the Federal Government.

E. Revenues and Other Financing Sources

The following EPA policies and procedures to account for inflow of revenue and other financing sources are in
accordance with SFFAS No. 7, Accounting for Revenues and Other Financing Sources.

I. Superfund

The Superfund program receives most of its funding through appropriations that may be used within specific statutory
limits for operating and capital expenditures (primarily equipment). Additional financing for the Superfund program is
obtained through: reimbursements from other federal agencies, state cost share payments under Superfund State
Contracts (SSCs), and settlement proceeds from PRPs under CERCLA Section 122(b)(3) which are placed into special
accounts. Special accounts and corresponding interest are classified as mandatory appropriations due to the ‘retain and
use’ authority under CERCLA 122(b) (3). Cost recovery settlements that are not placed in special accounts are
deposited in the Superfund Trust Fund.

II. Other Funds

Funds under the Federal Credit Reform Act of 1990 receive program guidance and funding needed to support loan
programs through appropriations which may be used within statutory limits for operating and capital expenditures.
The WIFIA program receives additional funding to support awarding, servicing and collecting loans and loan
guarantees through application fees collected in the program fund. WIFIA authorizes the EPA to charge fees to
recover all or a portion of the Agency’s cost of providing credit assistance and the costs of retaining expert firms,
including financial, engineering, and legal services, to assist in the underwriting and servicing of federal credit
instruments. The fees are to cover costs to the extent not covered by congressional appropriations.
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United States Environmental Protection Agency
Notes to the Financial Statements
For the Fiscal Years Ended September 30, 2020 and 2019
(Dollars in Thousands)

The FIFRA and PRIA funds receive funding through fees collected for services provided and interest on invested
funds and can obligate collections up to the amount of anticipated collections within the fiscal year on the approved
letter of apportionment. The Hazardous Waste Electronic Manifest System Fund receives funding through fees
collected for use of the Hazardous Waste Electronic Manifest System and can obligate collections up to the amount of
anticipated collections on the approved letter of apportionment. The WCF receives revenue through fees collected for
services provided from the Agency program offices. Such revenue is eliminated with related Agency program
expenses upon consolidation of the Agency’s financial statements.

Appropriated funds are recognized as other financing sources expended when goods and services have been rendered
without regard to payment of cash. Other revenues are recognized when earned (i.e., when services have been
rendered).

F. Funds with the Treasury

The Agency does not maintain cash in commercial bank accounts. Cash receipts and disbursements are handled by
Treasury. The major funds maintained with Treasury are General Funds, Revolving Funds, Trust Funds, Special
Funds, Deposit Funds, and Clearing Accounts. These funds have balances available to pay current liabilities and
finance authorized obligations, as applicable.

G. Investments in U.S. Government Securities

Investments in U.S. Government securities are maintained by Treasury and are reported at amortized cost net of
unamortized discounts. Discounts are amortized over the term of the investments and reported as interest income. No
provision is made for unrealized gains or losses on these securities because they generally are held to maturity (see
Note 4).

H. Marketable Securities

The Agency records marketable securities at cost as of the date of receipt. Marketable securities are held by Treasury
and reported at their cost value in the financial statements until sold (see Note 4).

I. Accounts Receivable and Interest Receivable

Superfund accounts receivable represent recovery of costs from PRPs as provided under CERCLA as amended by the
Superfund Amendments and Reauthorization Act of 1986 (SARA). Since there is no assurance that these funds will be
recovered, cost recovery expenditures are expensed when incurred (see Note 5). The Agency also records allocations
receivable from the Superfund Trust Fund, which are eliminated in the consolidated totals.

The Agency records accounts receivable from PRPs for Superfund site response costs when a consent decree,
judgment, administrative order, or settlement is entered. These agreements are generally negotiated after at least some,
but not necessarily all, of the site response costs have been incurred. It is the Agency's position that until a consent
decree or other form of settlement is obtained, the amount recoverable should not be recorded.

The Agency also records an accounts receivable from states for a percentage of Superfund site remedial action costs
incurred by the Agency within those states. As agreed to under SSCs, cost sharing arrangements may vary according
to whether a site was privately or publicly operated at the time of hazardous substance disposal and whether the
Agency response action was removal or remedial. SSC agreements are usually for 10 percent or 50 percent of site
remedial action costs, depending on who has the primary responsibility for the site (i.e., publicly or privately owned).
States may pay the full amount of their share in advance or incrementally throughout the remedial action process.

Most remaining receivables for non-Superfund funds represent penalties and interest receivable for general fund
receipt accounts, unbilled intragovernmental reimbursements receivable, and refunds receivable for the STAG
appropriation.
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United States Environmental Protection Agency
Notes to the Financial Statements
For the Fiscal Years Ended September 30, 2020 and 2019
(Dollars in Thousands)

J. Advances and Prepayments

Advances and prepayments represent funds paid to other entities both internal and external to the Agency for which a
budgetary expenditure has not yet occurred.

K. Loans Receivable

Loans are accounted for as receivables after funds have been disbursed. Loans receivable resulting from loans
obligated on or after October 1, 1991, are reduced by an allowance equal to the present value of the subsidy costs
associated with these loans. The subsidy cost is calculated based on the interest rate differential between the loans and
Treasury borrowing, the estimated delinquencies and defaults net of recoveries offset by fees collected and other
estimated cash flows associated with these loans. Loan proceeds are disbursed pursuant to the terms of the loan
agreement. Interest is calculated semi-annually on a per loan basis. Repayments are made pursuant to the terms of the
loan agreement with the option to repay loan amounts early.

L. Appropriated Amounts Held by Treasury

Cash available to the Agency that is not needed immediately for current disbursements of the Superfund and LUST
Trust Funds and amounts appropriated from the Superfund Trust Fund to the OIG and Science and Technology
appropriations, remains in the respective Trust Funds managed by Treasury.

M. Property, Plant, and Equipment

The EPA accounts for its personal and real property accounting records in accordance with SFFAS No. 6, Accounting
for Property, Plant and Equipment as amended. For EPA-held property, the Fixed Assets Subsystem (FAS) maintains
the official records and automatically generates depreciation entries monthly based on in-service dates.

A purchase of EPA-held or contractor-held personal property is capitalized if it is valued at $25 thousand or more and
has an estimated useful life of at least two years. For contractor-held property, depreciation is taken on a modified
straight-line basis over a period of six years depreciating 10 percent the first and sixth year, and 20 percent in years
two through five. For contractor-held property, detailed records are maintained and accounted for in contractor
systems, not in EPA’s FAS. Acquisitions of EPA-held personal property are depreciated using the straight-line method
over the specific asset’s useful life, ranging from two to fifteen years.

Personal property includes capital leases. To be defined as a capital lease, a lease, at its inception, must have a lease
term of two or more years and the lower of the fair value or present value of the projected minimum lease payments
must be $75 thousand or more. Capital leases containing real property (therefore considered in the real property
category as well), have a $150 thousand capitalization threshold. In addition, the lease must meet one of the following
criteria: transfers ownership at the end of the lease to the EPA; contains a bargain purchase option; the lease term is
equal to 75 percent or more of the estimated economic service life; or the present value of the projected cash flows of
the lease and other minimum lease payments is equal to or exceeds 90 percent of the fair value.

Superfund contract property used as part of the remedy for site-specific response action is capitalized in accordance
with the Agency’s capitalization threshold. This property is part of the remedy at the site and eventually becomes part
of the site itself. Once the response action has been completed and the remedy implemented, the EPA retains control
of the property (i.e., pump and treat facility) for 10 years or less, and transfers its interest in the facility to the
respective state for mandatory operation and maintenance — usually 20 years or more. Consistent with the EPA’s 10-
year retention period, depreciation for this property is based on a 10-year useful life. However, if any property is
transferred to a state in a year or less, this property is charged to expense. If any property is sold prior to the EPA
relinquishing interest, the proceeds from the sale of that property shall be applied against contract payments or
refunded as required by the Federal Acquisition Regulations (FAR). An exception to the accounting of contract
property includes equipment purchased by the WCF. This property is retained in EPA’s FAS, depreciated utilizing
the straight- line method based upon the asset’s in-service date and useful life.
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Real property consists of land, buildings, capital and leasehold improvements and capital leases. In FY 2017, the EPA
increased the capitalization threshold for real property, other than land, to $150 thousand from $85 thousand for
buildings and improvements and $25 thousand for plumbing, heating, and sanitation projects. The new threshold was
applied prospectively. Land is capitalized regardless of cost. Buildings are valued at an estimated original cost basis,
and land is valued at fair market value, if purchased prior to FY 1997. Real property purchased after FY 1996 is
valued at actual cost. Depreciation for real property is calculated using the straight-line method over the specific
asset’s useful life, ranging from 10 to 50 years. Leasehold improvements are amortized over the lesser of their useful
life or the unexpired lease term. Additions to property and improvements not meeting the capitalization criteria,
expenditures for minor alterations, and repairs and maintenance are expensed when incurred.

Internal use software includes purchased commercial off-the-shelf software, contractor-developed software, and
software that was internally developed by Agency employees. In FY 2017, the EPA reviewed its capitalization
threshold levels for PP&E. The Agency performed an analysis of the values of software assets, reviewed capitalization
of other federal entities, and evaluated the materiality of software account balances. Based on the review, the Agency
increased the capitalization threshold from $250 thousand to $5 million to better align with major software acquisition
investments. The $5 million threshold was applied prospectively to software acquisitions and
modifications/enhancements placed into service after September 30, 2016. Software assets placed into service prior to
October 1, 2016 were capitalized at the $250 thousand threshold. Internal use software is capitalized at full cost
(direct and indirect) and amortized using the straight-line method over its useful life, not exceeding five years.

Internal use software purchased or developed for the working capital fund is capitalized at $250 thousand and is
amortized using the straight-line method over its useful life, not exceeding five years.

N. Liabilities

Liabilities represent the amount of monies or other resources that are more likely than not to be paid by the Agency as
the result of an Agency transaction or event that has already occurred and can be reasonably estimated. However, no
liability can be paid by the Agency without an appropriation or other collections authorized for retention. Liabilities
for which an appropriation has not been enacted are classified as unfunded liabilities and there is no certainty that the
appropriations will be enacted. Liabilities of the Agency arising from other than contracts can be abrogated by the
Government acting in its sovereign capacity.

O. Borrowing Payable to the Treasury

Borrowing payable to Treasury results from loans from Treasury to fund the non-subsidy portion of the WIFIA direct
loans. The Agency borrows the funds from Treasury when the loan disbursements agreed upon in the loan agreement
are made. Principal payments are made to Treasury periodically based on the collection of loan receivables.

P. Accrued Unfunded Annual Leave

Annual, sick and other leave is expensed as taken during the fiscal year. Annual leave earned but not taken at the end
of the fiscal year is accrued as an unfunded liability. Accrued unfunded annual leave is included in the Balance Sheet
as a component of “Payroll and Benefits Payable.” Sick leave earned but not taken is not accrued as a liability; it is
expensed as it is used.

Q. Retirement Plan

There are two primary retirement systems for federal employees. Employees hired prior to January 1, 1987, may
participate in the Civil Service Retirement System (CSRS). On January 1, 1987, the Federal Employees Retirement
System (FERS) went into effect pursuant to Public Law 99-335. Most employees hired after December 31, 1986, are
automatically covered by FERS and Social Security. Employees hired prior to January 1, 1987, elected to either join
FERS and Social Security or remain in CSRS. A primary feature of FERS is that it offers a savings plan to which the
Agency automatically contributes one percent of pay and matches any employee contributions up to an additional four
percent of pay. The Agency also contributes the employer’s matching share for Social Security.
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With the issuance of SFFAS No. 5, Accounting for Liabilities of the Federal Government, accounting and reporting
standards were established for liabilities relating to the federal employee benefit programs (Retirement, Health
Benefits, and Life Insurance). SFFAS No. 5 requires that the employing agencies recognize the cost of pensions and
other retirement benefits during their employees’ active years of service. SFFAS No. 5 requires that the Office of
Personnel Management (OPM), as administrator of the CSRS and FERS, the Federal Employees Health Benefits
Program, and the Federal Employees Group Life Insurance Program, provide federal agencies with the actuarial cost
factors to compute the liability for each program.

R. Prior Period Adjustments and Restatements

Prior period adjustments, if any, are made in accordance with SFFAS No. 21, Reporting Corrections of Errors and
Changes in Accounting Principles. Specifically, prior period adjustments will only be made for material prior period
errors to: (1) the current period financial statements, and (2) the prior period financial statements presented for
comparison. Adjustments related to changes in accounting principles will only be made to the current period financial
statements, but not to prior period financial statements presented for comparison.

S. Deepwater Horizon Oil Spill

The April 20, 2010 Deepwater Horizon (DWH) oil spill was the largest oil spill in U.S. history. In the wake of the
spill, the National Contingency Plan regulation was revised to reflect the EPA's designation as a DWH Natural
Resource Trustee. The DWH Natural Resources Damage Assessment (NRDA) is a legal process pursuant to the Oil
Pollution Act and the April 4, 2016 Consent Decree between the U.S., the five Gulf states, and BP entered by a federal
court in New Orleans. Under the Consent Decree, a payment schedule was set forth for BP to pay $7.1 billion in
natural resource damages. The NRDA trustees are then jointly responsible to use those funds in the manner set forth in
Appendix 2 of the Consent Decree to restore natural resources injured by the DWH oil spill. In FY 2016, the EPA
received an advance of $184 thousand from BP and $2 million from the U.S. Coast Guard, to participate in addressing
injured natural resources and service resulting from the Deepwater Horizon Oil Spill. In FY 2017 and 2018, the EPA
returned the unused balance of fund amounts of $900 and $440 thousand, respectively, to the U.S. Coast Guard for
deposit in the Oil Spill Liability Trust Fund. As additional projects are identified, the EPA may continue to receive
funding through the 2016 Consent Decree to implement its DWH NRDA Trustee responsibilities in the Agency's
Damage Assessment and Restoration Revolving Trust Fund.

T. Puerto Rico Insolvency

In February 2016, the Puerto Rico Aqueduct and Sewer Authority (PRASA) requested a restructuring of the Clean
Water (CW) and Drinking Water (DW) SRF debt due to a lack of cash flows and inability to access the municipal
bond market. PRASA is the primary water utility for Puerto Rico and, at the time of their request, the debt outstanding
to the SRFs was $547 million. Annual debt service to the SRFs is approximately $37 million per year.

In June 2016, the EPA and the Puerto Rico SRFs agreed to a 1-year forbearance on principal and interest payments.
Since that time, the forbearance agreement was extended multiple times with a final expiration date of July 31, 2019.

In May 2017, following PRASA’s fiscal plan approval by the Puerto Rico Oversight, Management, and Economic
Stability Act (PROMESA) oversight board created by Congress, the EPA, and the Puerto Rico SRFs began
negotiations with PRASA on restructuring current debt and setting terms for future debt.
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Negotiations concluded on July 26, 2019, when the Puerto Rico CW and DW SRF programs closed on loan
agreements that restructure 200 delinquent loans held by PRASA and total approximately $571 million in principal.
The restructuring agreements supersede the forbearance and ensure the repayment of PRASA’s SRF loans. The
restructuring also means that PRASA will once again be eligible to apply for financial assistance from the PR SRFs.

On August 18, 2020, the Puerto Rico CW SRF program signed a $163 million loan with PRASA to provide funding
for 28 wastewater projects. The loan offers a 30-year amortization, with a 1.0% annual interest rate payable on
January 1 and July 1 of each year.

The Puerto Rico DW SRF program expects to soon sign a $46 million loan with PRASA to provide funding to 5
drinking water projects. The loan offers a 30-year amortization, with a 1.0% annual interest rate payable on January 1
and July 1 of each year.

U. Use of Estimates

The preparation of financial statements requires management to make certain estimates and assumptions that affect the
reported amounts of assets and liabilities, including environmental and grant liabilities, and the reported amounts of
revenue and expenses during the reporting period. Actual results could differ from those estimates.

V. Reclassifications and Comparative Figures

Certain reclassifications have been made to the prior year’s financial statements to enhance comparability with the
current year’s financial statements in accordance with Office of Management and Budget (OMB) Circular No. A-136,
Financial Reporting Requirements revised August 27, 2020. As a result Net Disbursements for Non-Budgetary Credit
Reform Financing Account has been added to the Statement of Budgetary Resources.

Note 2. Fund Balance With Treasury (FBWT)
Fund Balance with Treasury as of September 30, 2020 and 2019 consists of the following:

2020 2019

Entity Non-Entity Entity Non-Entity

Assets Assets Total Assets Assets Total
Trust Funds:
Superfund $ 152,246 $ - § 152246 $§ 77,906 $ - $ 77,906
LUST 28,191 - 28,191 21,902 - 21,902
Oil Spill & Misc. 12,643 - 12,643 12,109 - 12,109
Revolving Funds:
FIFRA/Tolerance 52,574 - 52,574 58,133 - 58,133
Working Capital 87,215 - 87,215 129,185 - 129,185
Credit Reform Financing - - - - - -
E-Manifest 10,790 - 10,790 8,029 - 8,029
WIFIA 6 - 6 2 - 2
NRDA 1,916 - 1,916 1,551 - 1,551
Appropriated 9,936,774 - 9,936,774 9,236,309 - 9,236,309
Other Fund Types 535,447 5,310 540,757 507,871 3.929 511,800
Total $10,817,802 $___ 5,310 $10,823.112 $10.052,997 $ 3,929 $10,056,926
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Entity fund balances, except for special fund receipt accounts, are available to pay current liabilities and to finance
authorized purchase commitments (see Status of Fund Balances below). Entity Assets for Other Fund Types consist of
special purpose funds and special fund receipt accounts, such as the Pesticide Registration funds and the
Environmental Services receipt account. The Non-Entity Assets for Other Fund Types consist of clearing accounts
and deposit funds, which are either awaiting documentation for the determination of proper disposition or being held
by the EPA for other entities.

Status of Fund Balances: 2020 2019
Unobligated Amounts in Fund Balance:

Available for Obligation $ 6,094,950 $§ 5,294,411

Unavailable for Obligation 191,669 187,260
Net Receivables from Invested Balances (5,033,099) (5,096,874)
Balances in Treasury Trust Fund (Note 34) 19,840 14912
Obligated Balance not yet Disbursed 9,025,670 9,160,730
Non-Budgetary FBWT 524,082 496.487
Total $10.823.112 $.10,056.926

The funds available for obligation may be apportioned by OMB for new obligations at the beginning of the following
fiscal year. Funds unavailable for obligation are mostly balances in expired funds, which are available only for
adjustments of existing obligations. For September 30, 2020 and 2019, no differences existed between Treasury’s
accounts and the EPA’s statements for fund balances with Treasury.

Note 3. Cash and Other Monetary Assets
As of September 30, 2020 and 2019, the balance in the imprest fund was $10 thousand.

Note 4. Investments

As of September 30, 2020 and 2019, investments related to Superfund and LUST consist of the following:

Amortized
(Premium) Interest Investments, Market
Cost Discount Receivable Net Value
Intragovernmental Securities:
Non-Marketable FY 2020 $ 5,828,179 (135,189) 6,298 5,969,666 $ 5,969,666
Non-Marketable FY 2019 $ 6,024,413 32,170 5,414 5,997,657 $ 5,997,657

CERCLA, as amended by SARA, authorizes the EPA to recover monies to clean up Superfund sites from responsible
parties (RPs). Some RPs file for bankruptcy under Title 11 of the U.S. Code. In bankruptcy settlements, the EPA is an
unsecured creditor and is entitled to receive a percentage of the assets remaining after secured creditors have been
satisfied. Some RPs satisfy their debts by issuing securities of the reorganized company. The Agency does not intend
to exercise ownership rights to these securities, and instead will convert them to cash as soon as practicable. All
investments in Treasury securities are funds from dedicated collections (see Note 18).

The Federal Government does not set aside assets to pay future benefits or other expenditures associated with funds
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from dedicated collections. The cash receipts collected from the public for dedicated collection funds are deposited in
the Treasury, which uses the cash for general Government purposes. Treasury securities are issued to the EPA as
evidence of its receipts. Treasury securities are an asset to the EPA and a liability to the Treasury. Because the EPA
and the Treasury are both parts of the Government, these assets and liabilities offset each other from the standpoint of
the Government as a whole. For this reason, they do not represent an asset or liability in the U.S. Government-wide
financial statements.

Treasury securities provide the EPA with authority to draw upon the Treasury to make future benefit payments or
other expenditures. When the EPA requires redemption of these securities to make expenditures, the Government
finances those expenditures out of accumulated cash balances, by raising taxes or other receipts, by borrowing from
the public or repaying less debt, or by curtailing other expenditures. This is the same way that the Government
finances all other expenditures.

Note 5. Accounts Receivable, Net

Accounts Receivable as of September 30, 2020 and 2019, consist of the following:

2020 2019
Intragovernmental:
Accounts & Interest Receivable $ 54,470 $ 34,802
Less: Allowance for Uncollectible (2,598) -
Total $ 51,872 $ 34,802
Non-Federal:
Unbilled Accounts Receivable $ 130,449 $ 109,545
Accounts & Interest Receivable 2,556,734 2,573,004
Less: Allowance for Uncollectible (2,183,458) (2,181,663)
Total $ 503,725 $ 500,886

The Allowance for Uncollectible Accounts is determined both on a specific identification basis, as a result of a case-
by-case review of receivables, and on a percentage basis for receivables not specifically identified.

Note 6. Other Assets
Other Assets as of September 30, 2020 and 2019, consist of the following:
2020 2019
Intragovernmental:
Advances to Federal Agencies $ 198,229 $ 210,498
Advances for Postage 39 93
Total $__ 198,268 $___ 210,591
Non-Federal:
Travel Advances $ 77§ 90
Other Advances 7,844 7,607
Inventory Purchased for Resale 288 17
Total $ 8.209 $ 1,714
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Note 7. Direct Loans Receivable, Net

Direct Loans Receivable disbursed from obligations made after FY 1991 are governed by the Federal Credit Reform
Act, which mandates that the present value of the subsidy costs (i.e., interest rate differentials, interest subsidies,
anticipated delinquencies, and defaults) associated with direct loans be recognized as a cost in the year the loan is
disbursed. The net loan present value is the gross loan receivable less the subsidy present value. EPA does not have
any loans obligated prior to 1992.

EPA administers the WIFIA Direct Loans program. In fiscal year 2020 and 2019, the Agency received borrowing
authority of $3.6 billion and $2.5 billion respectively for the non-subsidy portion of loan proceeds disbursed. The
cumulative loan limit for the WIFIA Loan Program through fiscal year 2020 is $28.6 billion. For the fiscal year ended
September 30, 2020 and 2019, the Agency closed $3.2 billion and $2.5 billion in WIFIA loans, respectively.

Interest on the loans is accrued based on the terms of the loan agreement. For the fiscal years ended September 30,
2020 and 2019, the WIFIA program has incurred $9.7 and $7.3 million in administrative expenses, respectively.

Obligated after FY 1991
Foreclosed
Property/ Value of Assets
2020 Loans Allowance Allowance for Related to
Receivable, Interest for Subsidy Direct
Direct Loan Program Gross Receivable Loan Losses Cost Loans, Net
WIFIA $ 220,970 - - (24,500) $ 196,470
Foreclosed
Property/ Value of Assets
2019 Loans Allowance Allowance for Related to
Receivable, Interest for Subsidy Direct
Direct Loan Program Gross Receivable Loan Losses Cost Loans, Net
WIFIA $ 261 - - 23 263

Total Amount of Direct Loans Disbursed (Post-1991)
Direct Loan Program 2020 2019
WIFIA $ 220,970 261

Subsidy Expense for Direct Loans by Program and Component
Subsidy Expense for New Direct Loans Disbursed

2020 Interest Fees and Other Other Subsidy
Direct Loan Program Differential Defaults Collections Costs Total
WIFIA $ - - - (1,043) § (1,043)
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2019 Interest Fees and Other Other Subsidy
Differential Defaults Collections Costs Total
Direct Loan Program
WIFIA $ - - - 293 2
Modifications and Reestimates
2020 Interest
Total Rate Technical Total
Direct Loan Program Modifications  Reestimates Reestimates Reestimates
WIFIA $ - - (23,459) $ (23,459)
2019 Interest
Total Rate Technical Total
Direct Loan Program Modifications  Reestimates Reestimates Reestimates
WIFIA $ - - 43 4
Total Direct Loans Subsidy Expense
Direct Loan Program 2020 2019

WIFIA $ 1,043 -

Budget Subsidy Rates for Direct Loans for the Current Year Cohort

2020 Interest Fees and Other Other Subsidy
Direct Loan Program Differential Defaults Collections Costs Total
WIFIA 0% 5% 0% 0% 15%
2019 Interest Fees and Other Other Subsidy
Direct Loan Program Differential Defaults Collections Costs Total
WIFIA 0% .80% 0% 0% .80%

The subsidy rates disclosed pertain to the current year’s cohort. The rates cannot be applied to the direct loans
disbursed during the current reporting year to yield the subsidy expense. The subsidy expense for new loans reported
in the current year could result from disbursement of loans from both current year cohorts and prior year cohorts. The
subsidy expense reported in the current year also includes modifications and re-estimates.
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Schedule for Reconciling Subsidy Cost Allowance Balances
Beginning Balance, Changes and Ending Balance 2020

2019

Beginning Balance of the Subsidy Allowance $ 28

Add: Subsidy Expense for Direct Loans Disbursed During the Reporting Years
by Component
Default Costs (Net of Recoveries) -
Fees and Other Collections -
Other Subsidy Costs (1,043)

Total of the Above Subsidy Expense Components (1,043)
Adjustments

Loan Modifications -
Foreclosed Property Acquired -
Loans Written Off -
Subsidy Allowance Amortization -
Other -

Ending Balance of the Subsidy Cost Allowance Before Reestimates -

Add or Subtract Subsidy Reestimates by Component
Interest Rate Reestimate -
Technical/Default Reestimate (23.459)

Total of the Above Reestimate Components (23.459) -
Ending Balance of the Subsidy Cost Allowance $ (24,500) $

The economic assumptions of the WIFIA upward and downward adjustments were a reassessment of risk levels as
well as estimated changes in future cash flows on loans. Actual interest rates used for FY 2020 loan disbursements
were lower than the interest rate assumptions used during the budget formulation process at loan origination.
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Note 8. Accounts Payable and Accrued Liabilities

The Accounts Payable and Accrued Liabilities are current liabilities and consist of the following amounts as
of September 30, 2020 and 2019:

2020 2019
Intragovernmental:
Accounts Payable $ 7,001 $ 5,719
Liability for Allocation - 226
Accrued Liabilities 145,013 130,880
Total S__152,014 $__ 136825
2020 2019
Non-Federal:
Accounts Payable $ 52,693 §$ 68,012
Advances Payable (3,787) (2,454)
Interest Payable 5 5
Grant Liabilities 317,258 325,335
Other Accrued Liabilities 159,004 149,337
Total $___ 525,173 $___ 540,235

Other Accrued Liabilities are mostly comprised of contractor accruals.

Note 9. General Property, Plant and Equipment, Net

General property, plant, and equipment (PP&E) consist of software, real property, EPA-held and contractor-held
personal property, and capital leases.

As of September 30, 2020, General PP&E Cost consisted of the following:

2020
EPA- Contractor Land
Held Software Software Held and Capital
Equi ( Juction) (development) Equipment Buildings _ Leases Total
Balance,
Beginning of
Year $ 304453 § 439,787 $ 27,046 $ 44,707 § 794,192 $§ 24,485 $ 1,634,670

Additions 36,393 - 18,794 1,581 18,184 - 74,952
Dispositions (19,777) - - (5,633) (10,056) - (35,460)
Revaluations - - - (6,760) - - (6,760)
Balance, End

of Year $321,069 $___439.787 $ 45,840 $__33.895 $_802.320 $_24.485 $.1.667.396

51



United States Environmental Protection Agency
Notes to the Financial Statements
For the Fiscal Years Ended September 30, 2020 and 2019
(Dollars in Thousands)

As of September 30, 2020, General PP&E Accumulated Depreciation consisted of the following:

2020
EPA- Contractor Land
Held Software Software Held and Capital
LEquipment (production) (development) Equipment Buildings _Leases = Total

Balance,
Beginning of
Year $ 212,886 $ 398,613 $ - $ 28,593 $303,239 §$§ 20,132 § 963,463
Dispositions (18,780) - - - - - (18,780)
Revaluations - - - (2,825) - - (2,825)
Depreciation
Expense 23.889 21,889 - 716 18,560 816 65.870
Balance, End
of Year $217,995  §___ 420502 $____ - §__ 26484 §$ 321,799 $.20.948 $1,007,728

As of September 30, 2020, General PP&E, Net consisted of the following:

2020
EPA- Contractor Land
Held Software Software Held and Capital

Lquipment _(production) (development) Equipment Buildings _ Leases =~ Total
Balance, End

of Year, Net $103.074 $___19.285 $____ 45840 $__ 7411 $. 480521 $_ 3.537 $.659.668

Note 10. Debt Due to Treasury

All debt is classified as not covered by budgetary resources, except for direct loan and guaranteed loan financing
account debt to Treasury and that portion of other debt covered by budgetary resources at the Balance Sheet date.

EPA borrows funds from The Bureau of Public Debt right before funds are disbursed to the borrower for the non-
subsidy portion of WIFIA loans. As of September 30, 2020 and 2019, the EPA had debt due to Treasury consisting

entirely of funds borrowed to finance the non-subsidy portion of the WIFIA Direct Loan Program of:

2019 2020
Beginning Net Ending Net Ending
—DBalance = _Borrowing = ___Balance = __Borrowing Balance
Debt to the
Treasury $ - $ 266 $ 266 $ 221,386  $ 221,652
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Note 11. Stewardship Property, Plant and Equipment

The Agency acquires title to certain property and property rights under the authorities provided in Section 104(j)
CERCLA related to remedial clean-up sites. The property rights are in the form of fee interests (ownership) and
casements to allow access to clean-up sites or to restrict usage of remediated sites. The Agency takes title to the land
during remediation and transfers it to state or local governments upon the completion of clean-up. A site with “land
acquired” may have more than one acquisition property. Sites are not counted as a withdrawal until all acquired
properties have been transferred under the terms of 104(j).

As of September 30, 2020 and 2019, the Agency possessed the following land and land rights:

2020 2019

Superfund Sites with Easements:

Beginning Balance $ 40 § 39

Additions 3 1

Withdrawals - -

Ending Balance $ 43§ 40
Superiund dites with Land Acquired:

Beginning Balance $ 31 S 32

Additions 1 -

Withdrawals - (1)

Ending Balance $ 32§ 31

Note 12. Custodial Liability

Custodial Liability represents the amount of net accounts receivable that, when collected, will be deposited to the
Treasury General Fund. Included in the custodial liability are amounts for fines and penalties, interest assessments,
repayments of loans, and miscellaneous other accounts receivable. As of September 30, 2020 and 2019, custodial
liability is approximately $72,018 and $36,494 thousand, respectively.
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Note 13. Other Liabilities
Other Liabilities consist of the following as of September 30, 2020:

Covered by Not Covered
Budgetary by
—Resources _Resources _ Total

Current
Employer Contributions & Payroll Taxes $ 23,764 $ - $ 23,764
WCF Advances 1,154 - 1,154
Other Advances 14,843 - 14,843
Advances HRSTF Cashout 81 - 81
Deferred HRSTF Cashout 86,619 - 86,619
Non-Current
Unfunded FECA Liability - 9,225 9,225
Unfunded Unemployment Liability - 97 97
Direct Loans Subsidy Liability - 412 412
Payable to Treasury Judgement Fund - 22,000 22,000
Total Intragovernmental $ 126,461 § 31,734  $ 158,195
Other Liabilities - Non-Federal
Current
Unearned Advances, Non-Federal $ 141,368 $ - $ 141,368
Liability for Deposit Funds, Non-Federal 5,944 - 5,944
Capital Lease Liability - 399 399
Non-Current
Capital Lease Liability - 1,970 1,970
Total Non-Federal $ 147312 $ 2,369 $ 149,681
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Other Liabilities consist of the following as of September 30, 2019:

Covered by Not Covered
Budgetary by
—Resources _Resources . Total

Current
Employer Contributions & Payroll Taxes $ 19,161 $ - $ 19,161
WCF Advances 3,504 - 3,504
Other Advances 6,062 - 6,062
Advances HRSTF Cashout 82 - 82
Deferred HRSTF Cashout 117,256 - 117,256
Non-Current
Unfunded FECA Liability - 9,229 9,229
Payable to Treasury Judgement Fund - 22,000 22,000
Total Intragovernmental $ 146,065 $ 31,229 $ 177,294
Other Liabilities - Non-Federal
Current
Unearned Advances, Non-Federal $ 134,076 $ - $ 134,076
Liability for Deposit Funds, Non-Federal 3,769 - 3,769
Capital Lease Liability - 343 343
Non-Current
Capital Lease Liability - 2,361 2,361
Total Non-Federal $ 137,845 $ 2,704 $ 140,549

Liabilities not covered by budgetary resources require future congressional action whereas liabilities covered by
budgetary resources reflect prior congressional action. Regardless of when the congressional action occurs, when the
liabilities are liquidated, Treasury will finance the liquidation in the same way that it finances all other disbursements,
using some combination of receipts, other inflows, and borrowing from the public (if there is a budget deficit).

Note 14. Leases

The value of assets held under Capital Leases as of September 30, 2020 and 2019, are as follows:

Capital Leases:
2020 2019
Summary of Assets Under Capital Lease:
Real Property $ 24,485 $ 24,485
Personal Property - -
Total 24.485 24.485
Accumulated Amortization $ 20,948 $ 20,132
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The EPA has one capital lease for land and buildings housing scientific laboratories. This lease includes a base rental
charge and escalation clauses based upon either rising operating costs and/or real estate taxes. The base operating
costs are adjusted annually according to escalators in the Consumer Price Indices published by the Bureau of Labor
Statistics, U.S. Department of Labor. The EPA’s lease will terminate in FY 2025.

Future Payments Due

Fiscal Year ~Capital Leases
2021 $ 786
2022 786
2023 786
2024 785
2025 262

Total Future Minimum Lease Payments 3,405

Less: Imputed Interest (1,036)

Net Capital Lease Liability
Liabilities not Covered by Budgetary Resources

2,369

S 2369

The capital lease payments have been adjusted to reflect payments in the lease agreement. Per the lease agreement,
yearly lease payments of $4,215 thousand are due for 20 years from 1995 until 2015. Upon exercise of a 10-year
renewal, the yearly lease payment will be $786 thousand from 2015 until 2025.

Note 15. FECA Actuarial Liabilities

The Federal Employees’ Compensation Act (FECA) provides income and medical cost protection to covered Federal
civilian employees injured on the job, employees who have incurred a work-related occupational disease, and
beneficiaries of employees whose death is attributable to a job-related injury or occupational disease. Annually, the
EPA is allocated the portion of the long-term FECA actuarial liability attributable to the entity. The liability is
calculated to estimate the expected liability for death, disability, medical and miscellaneous costs for approved
compensation cases. The liability amounts and the calculation methodologies are provided by the Department of
Labor.

The FECA Actuarial Liability as of September 30, 2020 and 2019, was $50,451 thousand and $42,044 thousand,
respectively. The estimated future costs are recorded as an unfunded liability. The FY 2020 present value of these
estimated outflows is calculated using a discount rate of 2.414 percent in the first year, and 2.414 percent in the years
thereafter. The estimated future costs are recorded as an unfunded liability.

Note 16. Cashout Advances, Superfund (Restated)

Cashout advances are funds received by the EPA, a state, or another responsible party under the terms of a settlement
agreement (e.g., consent decree) to finance response action costs at a specified Superfund site. Under CERCLA
Section 122(b)(3), cash-out funds received by the EPA are placed in site-specific, interest bearing accounts known as
special accounts and are used for potential future work at such sites in accordance with the terms of the settlement
agreement. Funds placed in special accounts may be disbursed to PRPs, to states that take responsibility for the site, or
to other federal agencies to conduct or finance response actions in lieu of the EPA without further appropriation by
Congress. As of September 30, 2020 and 2019, cash-out advances total $3,472,784 thousand and $3,573,240
(Restated) thousand, respectively. See Note 37 for the restatement of the 2019 balance.
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Note 17. Commitments and Contingencies

The EPA may be a party in various administrative proceedings, actions and claims brought by or against it. These
include:

a) Various personnel actions, suits, or claims brought against the Agency by employees and others.
b) Various contract and assistance program claims brought against the Agency by vendors, grantees and others.

¢) The legal recovery of Superfund costs incurred for pollution cleanup of specific sites, to include the collection
of fines and penalties from responsible parties.

d) Claims against recipients for improperly spent assistance funds which may be settled by a reduction of future
EPA funding to the grantee or the provision of additional grantee matching funds.

As of September 30, 2020, there were $38 thousand of accrued liabilities for commitments and potential loss
contingencies. As of September 30, 2019, there was no accrued liabilities for commitments and potential loss
contingencies.

A. Gold King Mine

On August 5, 2015, EPA and its contractors were conducting an investigation under the Comprehensive
Environmental Response, Compensation, and Liability Act (CERCLA) of the Gold King Mine, an inactive mine in
Colorado, when a release of acid mine drainage occurred. While the EPA team was excavating above the mine adit,
water began leaking from the mine adit. The small leak quickly turned into a significant breach, releasing
approximately three million gallons of mine water into the North Fork of Cement Creek, a tributary of the Animas
River. The plume of acid mine water traveled from Colorado’s Animas River into New Mexico’s San Juan River,
passed through the Navajo Nation, and deposited into Utah’s Lake Powell. As of June 30, 2020, EPA has received
claims under the Federal Tort Claims Act from individuals and businesses situated on or near the affected waterways
for alleged lost wages, loss of business income, agricultural and livestock losses, property damage, diminished
property value, and personal injury. The amounts estimated related to the Gold King Mine are $2 billion but they are
only reasonably possible, and the final outcomes are not probable.

B. Flint, Michigan

The EPA has received claims from over 7,000 individuals under the Federal Tort Claims Act for alleged injuries and
property damages caused by the EPA’s alleged negligence related to the water health crisis in Flint, Michigan. There
are no estimated loss amounts related to the water health crisis and they are only reasonably possible and the final
outcomes are not probable.

C. Superfund

Under CERCLA Section 106(a), the EPA issues administrative orders that require parties to clean up contaminated
sites. CERCLA Section 106(b) allows a party that has complied with such an order to petition the EPA for
reimbursement from the fund of its reasonable costs of responding to the order, plus interest. To be eligible for
reimbursement, the party must demonstrate either that it was not a liable party under CERCLA Section 107(a) for the
response action ordered, or that the Agency’s selection of the response action was arbitrary and capricious or
otherwise not in accordance with law. The amounts related to Superfund are $20 million, but they are only reasonably
possible, and the final outcomes are not probable.

D. Environmental Liabilities

As of September 30, 2020, there is one case pending against the EPA that is reported under Environmental Liabilities:
Bob's Home Service Landfill amount is $900 thousand but it is only reasonable possible, and the final outcome is not
probable. Secondly, in January 2020, the CDPHE found several violations of Colorado hazardous waste laws after

57



United States Environmental Protection Agency
Notes to the Financial Statements
For the Fiscal Years Ended September 30, 2020 and 2019
(Dollars in Thousands)

inspecting an EPA lab where Region 8 and OECA’s NEIC are co-located. $38 thousand of the penalty amount has
been accrued, which is categorized under probable.

E. Judgement Fund

In cases that are paid by the U.S. Treasury Judgment Fund, the EPA must recognize the full cost of a claim regardless
of which entity is actually paying the claim. Until these claims are settled or a court judgment is assessed and the
Judgment Fund is determined to be the appropriate source for the payment, claims that are probable and estimable
must be recognized as an expense and liability of the Agency. For these cases, at the time of settlement or judgment,
the liability will be reduced and an imputed financing source recognized. See Interpretation of Federal Financial
Accounting Standards No. 2, Accounting for Treasury Judgment Fund Transactions. The EPA has a $22 million
liability to the Treasury Judgment Fund for a payment made by the Fund to settle a contract dispute claim. As of
September 30, 2020, there is no other case pending in the court.

F. Other Commitments

EPA has a commitment to fund the United States Government’s payment to the Commission of the North American
Agreement on Environmental Cooperation between the Governments of Canada, the Government of the United
Mexican States, and the Government of the United States of America (commonly referred to as CEC). According to
the terms of the agreement, each government pays an equal share to cover the operating costs of the CEC. EPA paid
$2.5 million to the CEC in the period ending September 30, 2020 and $2.5 million in the period ending September
2019.

EPA has a legal commitment under a noncancelable agreement, subject to the availability of funds, with the United
Nations Environmental Program (UNEP). This agreement enables EPA to provide funding to the Multilateral Fund for
the Implementation of the Montreal Protocol. EPA made payments totaling $8.3 million in the period ending
September 2020 and $8.3 million in the period ending September 2019.
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Note 18. Funds from Dedicated Collections (Unaudited) (Restated)

Other Funds Total Funds
Environmental from Dedicated from Dedicated
Services LUST Superfund Collections Collections
Balance sheet as of September 30, 2020
Assets
Fund Balance with Treasury $ 518,165 $ 28,191 $ 152,246 $ 95212 $ 793,814
Investments - 895,016 5,074,650 - 5,969,666
Accounts Receivable, Net - 82,281 346,291 27,135 455,707
Other Assets - 424 44,685 201,757 246,866
Total Assets 518,165 1,005,912 5,617,872 324,104 7.466,053
Other Liabilities - 89,348 3,768,226 301.589 4,159,163
Total Liabilities - 89,348 3,768,226 301,589 4,159,163
Unexpended Appropriations - - 2) (187) (189)
Cumulative Results of Operations 518,165 916.564 1.849.,646 22,702 3.307.077
Total Liabilities and Net Position 518,165 1,005,912 5,617,870 324,104 7,466,051
Statement of Net Cost for the Fiscal
Year Ended September 30, 2020
Gross Program Costs - 97,770 1,505,864 116,583 1,720,217
Less: Earned Revenues - - 362.428 105.449 467.877
Net Costs of Operations $ - $ 97,770  $.1,143,436 $ 11,134 $ 1,252,340
Statement of Changes in Net Position
for the Fiscal Year Ended September
30, 2020
Net Position, Beginning of Period $ 491,972 $ 788,492 $ 1,863,347 $ 25,519 $ 3,169,330
Nonexchange Revenue - Securities
Investments - 6,282 83,301 533 90,116
Nonexchange Revenue 26,193 219,210 3,225 (8,833) 239,795
Other Budgetary Finance Sources - - 1,033,974 15,697 1,049,671
Other Financing Sources - 350 9,237 729 10,316
Net Cost of Operations - (97.770) (1.143.436) (11,134) (1.252,340)
Change in Net Position 26,193 128,072 (13.699) (3.008) 137,558
Net Position $ 518,165 $ 916,564 $1,849,648 $ 22,511 $ 3,306,888
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Other Funds Total Funds

Environmental from Dedicated from Dedicated
Services LUST Superfund Collections Collections

Balance sheet as of September 30,2019

(Restated)

Assets

Fund Balance with Treasury $ 491,972 $ 21,902 $ 77,906 $ 95,702 $ 687,482

Investments - 773,397 5,224,260 - 5,997,657

Accounts Receivable, Net - 92,029 357,602 1,198 450,829

Other Assets - 176 56,709 7.256 64,141
Total Assets 491,972 887,504 5,716,477 104,156 7,200,109

Other Liabilities (Note 37) - 99.012 3,853,130 78,639 4,030,781
Total Liabilities - 99,012 3,853,130 78,639 4,030,781

Unexpended Appropriations - - (2) (1,262) (1,264)

Cumulative Results of Operations 491,972 788,492 1,863,349 26,779 3,170,592
Total Liabilities and Net Position 491,972 887,504 5,716,477 104,156 7,200,109
(Note 37)

Statement of Net Cost for the Fiscal

Year Ended September 30, 2019

(Restated)

Gross Program Costs - 89,019 1,392,940 82,165 1,564,124

Less: Earned Revenues (Note 37) - - 179,115 64,362 243 477
Net Costs of Operations $ - $ 89,019  $1,213.825 $ 17.803 $ 1,320,647

Statement of Changes in Net Position

for the Fiscal Year Ended September

30, 2019 (Restated)

Net Position, Beginning of Period $ 469,191 $ 623,356 $ 1,856,334 § 20,145 $ 2,969,026

Nonexchange Revenue - Securities

Investments - 16,183 117,318 1,198 134,699

Nonexchange Revenue 22,781 237,962 6,197 3,314 270,254

Other Budgetary Finance Sources - - 1,080,982 18,384 1,099,366

Other Financing Sources - 10 16,341 281 16,632

Net Cost of Operations (Note 37) - (89.019) (1,213,825) (17.803) (1,320,647)

Change in Net Position 22,781 165.136 7.013 5.374 200,304
Net Position (Note 37) $ 491972 $ 788,492 $_ 1,863,347 $ 25,519 $ 3,169,330

A. Funds from Dedicated Collections
i. Environmental Services Receipt Account:

The Environmental Services Receipt Account, authorized by a 1990 act, “To amend the Clean Air Act (P.L. 101-
549),” was established for the deposit of fee receipts associated with environmental programs, including radon
measurement proficiency ratings and training, motor vehicle engine certifications, and water pollution permits.
Receipts in this special fund can only be appropriated to the S&T and EPM appropriations to meet the expenses of the
programs that generate the receipts if authorized by Congress in the Agency's appropriations bill.

ii. Leaking Underground Storage Tank (LUST) Trust Fund:

The LUST Trust Fund was 