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Report Summary

Department of
Environmental Quality

Recommendation #1

Recommendation #2

We performed afinancial-compliance audit of the Department of
Environmental Quality (department) for the two fiscal years ended
June 30, 2004. The department implemented four and partially
implemented two of the six prior audit recommendations.

This report contains nine recommendations where the department
could improve accounting and enhance compliance with state
policies and laws.

We issued a qualified opinion on the financial schedules contained in
thisreport. The opinion on page A-3 discusses reclamation bond
misstatementsin the agency fund. The reader should use caution
when analyzing the presented financial information and the
supporting data on the Statewide Accounting, Budgeting, and
Human Resources System (SABHRS).

The listing below serves as a means of summarizing the
recommendations contained in the report, the department's
response thereto, and a reference to the supporting
comments.

We recommend the department record supplemental
environmental project revenue and expendituresin

accordance With stat€ POliCY. ......ccovveeveiieriesi e 6

Department Response: Concur. See page B-4.

We recommend the department:

A. Develop apolicy for communicating settlementsto the
Office of Financial Services.

B. Record all equipment and buildings awarded to it
through settlements on the accounting records as

required by state accounting POliCY. ......ccccervrrereneenereseeeeeeas 6

Department Response: Concur. See page B-4.
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Report Summary

Recommendation #3

Recommendation #4

Recommendation #5

Recommendation #6

Recommendation #7

Recommendation #8

Page S-2

We recommend the department record the reclamation bond,
principal and interest, if applicable, in the private-purpose
trust fund in accordance with state accounting policy.........cccccceueu... 8

Department Response: Concur. See page B-4.

We recommend the department properly record deferred
revenue received for minereclamation. .........cccccvvevvievcieccecceccveenee, 8

Department Response: Concur. See page B-5.

We recommend the department make correcting entries for
the outstanding balances in the federal special revenue, state
special revenue, and general funds...........ccoovveecene e 10

Department Response: Concur. See page B-5.

We recommend the department:

A. Reviseits policy to require each unit to submit cash
collections to the office of Financial Serviceson adaily
basis.

B. Deposit cash collections in accordance with state law. ............ 10

Department Response: Concur. See page B-6.

We recommend the department accurately record and
MONItOr itS revenue StIMALES. ........oovveerereee e 12

Department Response: Concur. See page B-6.

We recommend the department devel op outcome measures
for the Alternative Energy System Loan Program as required
by section 75-25-103, MCA ........ccovvieeeerieesee e 12

Department Response: Concur. See page B-7.




Report Summary

Recommendation #9

We recommend the department establish fees that are

commensurate with costs for the review of public water or

sewage system plans and specifications as required by

Section 75-6-108(3), MCA. ..o 13

Department Response: Concur. See page B-7.

Page S-3



| ntr oduction

I ntroduction

Background

We performed afinancial-compliance audit of the Department of
Environmental Quality (department) for the two fiscal years ended
June 30, 2004. The objectives of the audit were to:

1. Make recommendations for improvements in the department’s
management and internal accounting controls.

2. Determine department compliance with applicable state and
federal laws and regulations.

3. Determineif the department’sfinancial schedules are fairly
presented for each of the two fiscal years ended June 30, 2004.

4. Determine the implementation status of prior audit
recommendations.

This report contains nine recommendations to the department. In
accordance with section 5-13-307, MCA, we analyzed and disclosed,
if significant, the costs of implementing the recommendations made
in thisreport. Other areas of concern deemed not to have a
significant effect on the successful operations of the department are
not specifically included in the report, but have been discussed with
management.

Asrequired by section 17-8-101(6), MCA, we audited and are
reporting on the reasonableness of Internal Service Fund type fees
and fund equity balances at the department. The statute requires fees
and charges for services, which are deposited into Internal Service
Funds, be based upon commensurate costs. The department has one
Internal Service Fund, which funds the Central Management
Program and is administered by the Office of Financia Services.

We reviewed the Internal Service Fund activity and determined the
rates are commensurate with costs and the fund equity balanceis
reasonable.

The 1995 L egislature created the department as part of a
reorganization of the environmental and natural resources functions
of state government. The enabling legislation, Chapter 418, Laws of
1995, assigned functions related to permitting facilities, enforcement
Page 1



I ntroduction

Page 2

of environmental standards and remediation of environmental
degradation to the department. In March 1996, the department
initiated an internal reorganization along the functional lines of
planning, permitting, enforcement, and remediation. Total full-time
equivalent employees (FTE) for the department were 408.53 for
fiscal year 2003-04.

The Planning, Prevention and Assistance Division (85.58 FTE)
develops air, water, waste management, and energy plans to protect
Montana’ s resources. The division monitors environmental
conditions, maintains data on the condition of Montana’'s
environment, and encourages businesses and government unitsto
adopt environmental practices.

The Permitting and Compliance Division (175.70 FTE) administers
the permitting and compliance activities related to various federal
and state statutes, including air quality, water quality, solid waste,
hazardous waste, junk vehicle, mining, mine reclamation, public
water supply, and sanitation in subdivision laws. The division
reviews and assesses all environmental permit applications; prepares
appropriate environmental impact documents; and inspects facilities
to determine compliance with permit terms and the underlying laws
and regulations. The division is also responsible for financial
assurance activities relative to some of the permitting programs.

The Enforcement Division (14 FTE) implements, coordinates, and
tracks the department’ s enforcement activities. The department has
enforcement authority for emissions affecting air quality, handling
and disposal of hazardous wastes, asbestos removal and disposal,
coa mining, gravel pits, hard rock mining, construction of large
powerlines/pipelines/electrical generation facilities, discharges of
pollutants to surface or ground water, disposal of solid wastes,
disposal of junk vehicles, subdivision development, community
wastewater disposal, and public drinking water supplies.

The Remediation Division (63.75 FTE) is responsible for overseeing
investigation and cleanup activities at state and federal Superfund




I ntroduction

Prior Audit
Recommendations

sites; reclaiming abandoned mine lands; regulating, permitting, and
licensing underground storage tanks; implementing corrective
actions at sites with leaking underground storage tanks; overseeing
groundwater remediation at sites where agricultural and industrial
chemical spills have caused groundwater contamination.

The Central Management Program consists of the director’ s office
(25 FTE), afinancial services office (18 FTE), and an information
technology office (20.50 FTE). The director’s office includes the
director’ s staff, the deputy director, an administrative officer, a
public information officer, a centralized legal services unit, and a
centralized personnel office. The financia services office provides
budgeting, accounting, payroll, internal auditing, procurement and
contract management support to other divisions. The information
technology office provides information technology services support
to other divisions.

Petroleum Tank Release Compensation Board (6 FTE). Chapter
245, Laws of 2003, transferred the claims review and approval
function from the department to the Petroleum Tank Release
Compensation Board (the board). The law took effect October 1,
2003. The board oversees the Petroleum Tank Release Cleanup
Fund, which reimburses eligible owners for the costs of petroleum
release cleanup.

The prior financial-compliance audit of the Department of
Environmental Quality for the two fiscal years ended June 30, 2002,
contained six recommendations. The department implemented four
recommendations and partially implemented two recommendations.
The status of the two partialy implemented recommendationsis
summarized below.

In the last audit report, we recommended the department file federal

reportsin accordance with federal regulations. The department has
implemented procedures to remind personnel when reports are due.

Page 3
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The next reports are due September 30, 2004. At this time we make
no further recommendation.

We also recommended the department implement oversight
procedures to facilitate compliance with state law and accounting
policy by detecting and correcting accounting errorsin atimely
manner. Asof June 2004, some of the correcting entries we
recommended in the prior report had not yet been recorded.
Unrecorded deferred revenue is discussed on page 8. We reviewed
the accrual and deferral of federal revenue. We noted the department
had small balances in afew funds, but had made significant
improvements from the prior audit. We make no further
recommendation at this time related to this prior audit
recommendation.



Findings and Recommendations

Supplemental
Environmental Projects

The department recorded revenue befor e it was ear ned.

The Enforcement Division is responsible for bringing businesses and
individuals into compliance with state environmental laws and
regulations by assessing fines and penalties on those entities who
violate those statutes. The division has the ability to negotiate
settlements with entities who arein violation of state environmental
laws. These negotiations may result in areduced fine, and an
agreement between the violator and the department to complete a
supplemental environmental project (SEP), which is a project that
benefits the community where the violation took place. In the event
a SEP is not completed the department reinstates the fine. The
department has determined, however, that these projects have no
value until they are complete. According to state policy, revenue
should be recorded when it is earned, measurable, and available to
pay current period liabilities. Until the projects are complete, the
revenue is not earned and therefore should be deferred.

In fiscal year 2002-03, the department recorded $2,057,337 in
revenue for supplemental environmental projects that were not yet
complete. The department also made errorsin recording some of the
activity asprior year. Asaresult, fines and forfeit revenue in the
state special revenue fund on the fiscal 2002-03 Schedul e of
Revenues & Transfers-Inisoverstated by $2,057,337. Deferred
revenue is understated by the same amount. Prior year revenue and
expenditures are overstated by $164,147.

Department personnel stated they record revenue at the time an
agreement is negotiated. They record expenditures when the project
iscompleted. Department personnel stated they were not aware the
revenues from the SEPs should be deferred until the project is
completed.

In June 2004, we discussed this issue with the department. By the
end of fiscal year 2003-04, the department had recorded all fisca
year 2002-03 and 2003-04 activity correctly.

Page 5



Findings and Recommendations

Recommendation #1

Werecommend the department record supplemental
environmental project revenue and expendituresin accordance
with state policy.

Settlement Assets

Page 6

The department did not record all fixed assetsreceived as part of
a settlement.

State accounting policy requires state agencies to record a fixed asset
on the Statewide Accounting, Budgeting, and Human Resource
System (SABHRS) Asset Management (AM) module when the

item’ s cost exceeds the established capitalization threshold, which is
$5,000 for equipment and land, and $25,000 for buildings.

Prior to July 1, 2002, the department received equipment, land, and
buildings as part of a bankruptcy negotiation. As of June 30, 2004,
we noted the department had not recorded any of these assets on
SABHRS. We reviewed an inventory listing from one of the mines
included in the settlement and noted $1.4 million in equipment
should have been recorded on SABHRS. There are at least two
additional mines with assets that have been awarded to the
department. Department personnel were unable to provide us an
inventory list for these sites.

Currently the department does not have a policy to communicate
these settlements to the Office of Financial Services. Asaresult,
personnel responsible for recording the equipment were not aware
these assets existed.

Recommendation #2
Werecommend the department:

A. Develop a policy for communicating settlementsto the
Office of Financial Services.

B. Record all equipment and buildings awarded to it through
settlements on the accounting records as required by state
accounting policy.




Findings and Recommendations

Reclamation Bonds

The department recorded reclamation bond activity in the
incorrect fund type.

The department accepts cash, certificates of deposit, letters of credit,
surety bonds, and property bonds from permit holders as security for
reclamation under the Hard Rock, Open Cut, and Coal mining
programs. The cash bonds and certificates of deposit are held in trust
by the department. At the completion of a mining project the
security is either released to the permit holder if the land has been
adequately reclaimed or kept by the department and used to pay
reclamation costs.

In 2001 the Governmental Accounting Standards Board (GASB)
issued new accounting principles that affected the activity recorded
in the department’ s agency and private-purpose trust funds. Asa
result of the new guidance, state accounting policy was revised,
effective July 1, 2001.

Prior to July 1, 2001, the reclamation securities were appropriately
recorded in an agency fund. After thisdate, the appropriate
accounting isin a private-purpose trust fund. The department was
not aware that all its reclamation bond activity met the criteria of a
private-purpose trust fund; therefore they did not reclassify the
agency fund activity.

Asaresult, activity recorded in the agency fund on the fiscal year
2002-03 Schedule of Changes in Fund Balances & Property Held in
Trust should be recorded in a private-purpose trust fund. This
resulted in a qualified opinion on the financial schedules (see

page A-3).

The department was also contractually required to invest some of the
reclamation bonds. The department recorded the investment income
as revenue in the agency fund where the invested bonds were
recorded. Generally accepted accounting principles and state policy
do not permit recording revenues or expendituresin an agency fund.

Page 7



Findings and Recommendations

This activity should also have been recorded in the private-purpose
trust fund as revenue.

At the end of fiscal year 2003-04, the department had made
correcting entriesto record all the fiscal year 2002-03 and 2003-04
reclamation bond activity in the private-purpose trust fund.

Recommendation #3

We recommend the department record thereclamation bond,
principal and interest, if applicable, in the private-purpose
trust fund in accordance with state accounting policy.

Deferred Revenue

The department did not record deferred revenue as
recommended in the prior audit report.

During fiscal year 2000-01, the department received $1.5 million that
can be used for reclamation of amine only after all other resources
have been exhausted. The money must be returned to its source if
not needed for reclaiming the mine. The department recorded this
receipt asrevenue. Since the money is not available for spending, it
should have been recorded as deferred revenue. We reported this
issuein the prior audit report. As of June 30, 2004, the department
had yet to record this activity as deferred revenue. Asaresult,
deferred revenue is understated and fund balance is overstated at
June 30, 2003, and 2004 by $1.5 million in the State Special
Revenue Fund. The department made a correcting entry in
September 2004.

Recommendation #4
Werecommend the department properly record deferred
revenuereceived for minereclamation.

Outstanding Account
Balances

Page 8

The department did not correct outstanding balancesin fund
balance, accountsreceivable, deferred revenue, and property
held in trust.



Findings and Recommendations

Federal Special Revenue
Fund

State Special Revenue Fund

General Fund

Under state accounting policy, federal assistance revenuein the
Federal Specia Revenue Fund should equal expenditures for grants
that are funded on the reimbursement basis. Throughout the year the
department records revenue as it draws federal funds. At fiscal year-
end, the department adjusts the revenue amount up (accrual) or down
(deferral) to match expenditures.

At fiscal year end June 30, 2003 and 2004, we noted there were four
funds that had not had activity in several years but still had fund
balances. Department personnel reviewed these funds and stated
they plan to analyze the activity and determine the necessary entries
to close out the funds.

During the audit for the two fiscal years ended June 30, 2000, we
noted the department had various errors related to property held in
trust. In April 2002, theinternal auditor reviewed al property held
in trust activity and issued a draft report. The report identified
activity in property held in trust, accounts receivable, and deferred
revenue that related to a contract that had expired in 1998. The
internal auditor’s report documented necessary resolution for this
activity. During the prior audit, we noted the activity was still on the
accounting records and discussed this with management. As of June
30, 2004, we noted correcting entries had still not been made. Asa
result, in the state special revenue fund, deferred revenueis
overstated by $106,968, property held in trust is overstated by
$150,000, accounts receivable is overstated by $162,704 and fund
balance is understated by $94,264.

In the 1990’ s, the department had activity related to a contract for
mitigation of wetlands. During the prior audit, we noted this activity
was still recorded on the accounting records. Department personnel
researched this activity and determined it should be transferred to the
Department of Fish, Wildlife, and Parks. We noted this activity had
not yet been transferred as of June 30, 2004. Department personnel
stated they till agree the activity should be transferred. Asaresult
of this activity, property held in trust in the general fund at the
Department of Environmental Quality is overstated by $37,500.

Page 9



Findings and Recommendations

Recommendation #5

Werecommend the department make correcting entriesfor the
outstanding balancesin the federal special revenue, state
special revenue, and general funds.

Timely Deposits

Page 10

The department did not follow the state law for cash deposits.

Section 17-6-105(6), MCA, requires al funds received by a state
agency to be deposited when the accumulated amount of coin and
currency exceeds $100 or total collections exceed $500. A deposit
must be made at least weekly. The department also has a cashier
policy, which requires that two people working together open mail
received by the department. The policy further states that each unit
of the department submit collections to the financial management
bureau (FMB) for deposit when the above-noted dollar amounts are
met. All but one unit islocated in the same building as FMB.

We reviewed 20 deposits and noted 15 that were not in compliance
with state law or department policy. The department noted several
reasons for this non-compliance: 1) the department’ sinternal policy
applies the dollar limits to each unit instead of the agency level as
stated in state law; 2) aunit may deliver the deposit to the FMB the
same day it isreceived, but it istoo late to be included in the daily
deposit; or 3) understaffing at the unit level caused delaysin opening
mail or preparing collections for FMB.

Recommendation #6
Werecommend the department:

A. Reviseitspolicy to require each unit to submit cash
collectionsto the office of Financial Serviceson a daily
basis.

B. Deposit cash collectionsin accordance with state law.




Findings and Recommendations

Revenue Estimates

The department did not accurately record or reviseitsrevenue
estimatesin two funds.

Section 17-7-111, MCA, states, in part, “...to prepare a state budget,
the executive branch, the legislature and the citizens of the state need
information that is consistent and accurate. Necessary information
includes detailed disbursements by fund type for each agency and
program for the appropriate time period, recommendations for
creating a balanced budget, and recommended disbursements and
estimate receipts by fund type and fund category.” The budget,
including revenue estimates, must be submitted to the Office of
Budget and Program Planning. State accounting policy instructs
agencies on how to enter estimates and allows estimates to be revised
throughout the year if necessary.

We audited the fiscal year 2002-03 Schedule of Revenues &
Transfers-In and reviewed the differences between revenue estimates
and actual revenues. The following are two examples of the
differences we noted.

» Inoneinstancein the state special revenue fund, the department
recorded estimates of $1,000 and $3,000 in two different funds.
Actual revenues for these two funds totaled $3,173,605 and
$1,405,330, respectively. Department personnel stated they
recorded these estimates on the books with the intention of later
revising them to more accurate numbers.

» Inanother instance in the state special revenue fund, an estimate
was recorded in one revenue class. Thiswas a duplicate of an
estimate already recorded in another revenue class.

Department personnel stated they recognize the need to record their
best estimates on the accounting system and have implemented
procedures to review budget status reports twice ayear and make
revisions as necessary. We audited the fiscal year 2003-04 Schedule
of Revenues & Transfers-In and noted no material errorsin revenue
estimates.

Page 11



Findings and Recommendations

Recommendation #7
We recommend the department accurately record and monitor
itsrevenue estimates.

Alternative Energy
System L oan Program

The department did not develop measuresto determinethe
success of the loan program asrequired by state law.

The 2001 Legislature established the Alternative Energy System
Loan Program. This program provides loans to homeowners and
small businesses for qualified aternative energy systems such as
wind, hydropower, or geothermal. Thefirst loans for the program
were made in fiscal year 2002-03.

Section 75-25-103, MCA, requires the department to develop
outcome measures to determine the success of the program and
identifies the minimal outcomes that must be measured, such as the
loan loss ratio, the types of systems that provide the best results, and
the amount of energy that was produced. The department has yet to
devel op the measures required by statute to assess the program.

Department personnel stated the first loan was not awarded until
fiscal year 2002-03 and they do not have enough information to
measure. Personnel noted they do have procedures in place to gather
the information needed, but they have not devel oped outcome
measures to analyze that information.

Recommendation #3

Werecommend the department develop outcome measur es for
the Alternative Energy System L oan Program as required by
section 75-25-103, MCA.

Public Water Supply
System Fees

Page 12

The department did not charge feesthat were commensurate
with costsfor thereview of public water supply system plans and
specifications.




Findings and Recommendations

During our audit of the department for the two fiscal years ended
June 30, 2000, we noted the department did not recover its costs for
reviews of public water supply system plans and specifications as
required by section 75-6-108(3), MCA. We recommended the
department work with the Board of Environmental Review to
establish fees that are commensurate with costs for the reviews.

During the prior audit we noted the recommendation was partially
implemented. The department represented that personnel began
tracking these costs to determine the appropriate fees. The
department indicated in October 2002 that, based on the accounting
information gathered in fiscal year 2001-02, the department was
working on administrative rule revisions to increase the fee.

During the current audit, we noted the department has still not
updated itsrules. Department personnel stated fiscal year 2002-03
was the first year there was complete data to analyze and determine
the appropriate fee amount. They are still working on revising the
administrative rules to increase the fees.

Recommendation #9

Werecommend the department establish feesthat are
commensurate with costs for thereview of public water or
sewage system plans and specifications asrequired by section
75-6-108(3), MCA.

Page 13
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Scott A. Seacat, Legidative Auditor
John W. Northey, Lega Counsel

Deputy Legislative Auditors:

Jim Pellegrini, Performance Audit

Tori Hunthausen, IS Audit & Operations
James Gillett, Financial-Compliance Audit

INDEPENDENT AUDITOR’ S REPORT

The Legidative Audit Committee
of the Montana State L egislature:

We have audited the accompanying Schedules of Changes in Fund Balances & Property Held in Trust,
Schedules of Total Revenues & Transfers-In, and Schedules of Total Expenditures & Transfers-Out of the
Department of Environmental Quality for each of the two fiscal years ended June 30, 2004. The
information contained in these financial schedulesisthe responsibility of the department’'s management.
Our responsibility isto express an opinion on these financial schedules based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial schedules are free of material misstatement. An audit includes examining, on
atest basis, evidence supporting the amounts and disclosures in the financial schedules. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial schedule presentation. We believe that our audit provides areasonable
basis for our opinion.

As described in note 1, the financial schedules are presented on a comprehensive basis of accounting
other than accounting principles generally accepted in the United States of America. The schedules are
not intended to be a complete presentation and disclosure of the department’ s assets, liabilities and cash
flows.

The department did not record atransfer in fiscal year 2002-03. Asaresult, Other Financing Sources and
Nonbudgeted Revenues & Transfers-In on the fiscal year 2002-03 Schedule of Revenues & Transfers-In
and Nonbudgeted Revenues & Transfers-1n on the Schedule of Changesin Fund Balance & Property
Held in Trust in the General Fund are understated by $1,000,000. Nonbudgeted Expenditures &
Transfers-Out on the Schedule of Changes in Fund Balance & Property Held in Trust in the State Special
Revenue Fund and Accounting Entity Transfersin the Remediation Division on the Schedule of
Expenditures & Transfers-Out are understated by the same amount.

On the fiscal year 2003-04 schedules, Other Financing Sources and Prior Y ear Revenues & Transfers-In
on the Schedule of Revenues & Transfers-In and Prior Y ear Revenues & Transfers-In on the Schedule of
Changesin Fund Balance & Property Held in Trust in the General Fund are overstated by $1,000,000.
Prior Y ear Expenditures & Transfers-Out on the Schedule of Changes in Fund Balance & Property Held
in Trust in the State Special Revenue Fund and Accounting Entity Transfers and Prior Y ear Expenditures
& Transfers-Out in the Remediation Division on the Schedule of Expenditures & Transfers-Out are
overstated by the same amount.

Room 160, State Capitol Building PO Box 201705 Helena, MT 59620-1705
Phone (406) 444-3122 FAX (406) 444-9784 E-Mail lad@state.mt.us
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The department incorrectly recorded activity related to reclamation bonds in the agency fund instead of
the private-purpose trust fund. The following table illustrates the total dollar misstatement for each of
these funds for fiscal year 2002-03.

Fiscal Year 2002-03
Over/(Under) Statement
Agency Private-Pur pose
Fund Trust Fund

Schedule of Changesin Fund Balances &
Property Held in Trust
For the Fiscal Year Ended June 30, 2003
Property Held in Trust, July 1, 2002 $ 15,200,403
Fund Balance, July 1, 2002 $ (15,200,403)
NonBudgeted Revenues & Transfers-In $ (1,298,700)
Additions to Property Held in Trust $ 1035495 $

Total Additions $ 1,035,495 $ (1,298,700)
NonBudgeted Expenditures & Transfers-Out $ (12,647,151)
Reductionsin Property Held in Trust $ 12647151 $

Total Reductions $ 12647151 $ (12,647,151)
Property Held in Trust, July 1, 2003 $ 3,588,747
Fund Balance, July 1, 2003 $ (3,851,952)
Schedule of Total Revenues & Transfers-In
For Fiscal Year Ended June 30, 2003
Grants, Contracts, Donations, and Abandonments $ (1,298,700)
Actual Budgeted Revenues & Transfers-In $ (1,298,700)
Schedule of Total Expenditures & Transfers-Out
For Fiscal Year Ended June 30, 2003
Remediation Division, Benefits and Claims $ (12,647,151)
Total Expenditures and Transfers-Out $ (12,647,151)
NonBudgeted Expenditures and Transfers-Out $ (12,647,151)

In our opinion, except for the effects of the matters discussed in the preceding paragraphs, the
financial schedules referred to above present fairly, in al material respects, the results of
operations and changesin fund balances & property held in trust of the Department of
Environmental Quality for the two fiscal years ended June 30, 2004, in conformity with the basis
of accounting described in note 1.

Respectfully submitted,
(Signature on File)

James Gillett, CPA

September 2, 2004 Deputy Legislative Auditor
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DEPARTMENT OF ENVIRONMENTAL QUALITY
SCHEDULE OF CHANGES IN FUND BALANCES & PROPERTY HELD IN TRUST
EOR THE FISCAL YEAR ENDED JUNE 30, 2004

General State Special Federal Special Debt Internal Agency Private Purpose
Fund Revenue Fund Revenue Fund Service Fund Service Fund Fund Trust Fund
FUND BALANCE: July 1, 2003 $ (936,341) $ 158,949,457 $ (3,625,445) $ 214,639 $ 1,011,520 $ 1,586 $ 0
PROPERTY HELD IN TRUST: July 1, 2003 $ 3,590,746
ADDITIONS
Budgeted Revenues & Transfers-In 34,670 13,268,026 23,070,019 3,683,085
NonBudgeted Revenues & Transfers-In 387,745 5,547,428 22,112,024 940,084 805 488,409
Prior Year Revenues & Transfers-In Adjustments 1,000,050 (1,703,743) 449,292 261,880 1,704 1,355,456
Direct Entries to Fund Balance 1,805,215 9,241,870 (2,015,932) (57,760) 270 (1,586) 15,394,182
Additions to Property Held in Trust 481,272
Total Additions 3,227,680 26,353,581 43,615,403 1,144,204 3,685,864 479,686 17,238,047
REDUCTIONS
Budgeted Expenditures & Transfers-Out 3,096,668 23,032,465 23,649,831 3,806,916
NonBudgeted Expenditures & Transfers-Out 7,256,950 22,148,205 1,087,156 320,279 387,621
Prior Year Expenditures & Transfers-Out Adjustments (32,120) 1,114,088 (102,419) 79,489 (302,119) 12,894,100
Reductions in Property Held in Trust 4,072,018
Total Reductions 3,064,548 31,403,503 45,695,617 1,166,645 3,825,076 4,072,018 13,281,721
FUND BALANCE: June 30, 2004 $ (773,209) $ 153,899,535 $ (5,705,659) $ 192,198 $ 872,308 $ 0 $ 3,956,326
PROPERTY HELD IN TRUST: June 30, 2004 $ 0

This schedule is prepared from the Statewide Accounting, Budgeting, and Human Resources System (SABHRS) without
adjustment. Additional information is provided in the notes to the financial schedules beginning on page A-11.



DEPARTMENT OF ENVIRONMENTAL QUALITY
SCHEDULE OF CHANGES IN FUND BALANCES & PROPERTY HELD IN TRUST
EFOR THE FISCAL YEAR ENDED JUNE 30, 2003

General State Special Federal Special Debt Internal Agency Private Purpose
Fund Revenue Fund Revenue Fund Service Fund Service Fund Fund Trust Fund

FUND BALANCE: July 1, 2002 $ (732,760) $ 145150,846 $ (3,889,546) $ 174,392 $ 509,464  $ 0 $ 0
PROPERTY HELD IN TRUST: July 1, 2002 $ 15,392,597
ADDITIONS

Budgeted Revenues & Transfers-In 68,889 34,807,050 20,750,253 3,421,708

NonBudgeted Revenues & Transfers-In 103,031 5,538,258 23,782,614 989,922 40 1,586

Prior Year Revenues & Transfers-In Adjustments (49,184) 2,419,019 (619,653) 19,520

Direct Entries to Fund Balance 3,628,746 9,182,345 118,400 15,061

Additions to Property Held in Trust 1,092,249
Total Additions 3,751,482 51,946,672 44,031,614 989,922 3,456,329 1,093,835
REDUCTIONS

Budgeted Expenditures & Transfers-Out 4,008,468 29,471,395 20,613,914 2,907,694

NonBudgeted Expenditures & Transfers-Out 8,081,065 23,264,161 948,925 327,829

Prior Year Expenditures & Transfers-Out Adjustments (53,405) 595,601 (110,562) 750 (281,250)

Reductions in Property Held in Trust 12,894,100
Total Reductions 3,955,063 38,148,061 43,767,513 949,675 2,954,273 12,894,100
FUND BALANCE: June 30, 2003 $ (936,341) $ 158,949,457 $ (3,625,445) $ 214,639 $ 1,011,520 $ 1,586 $ 0
PROPERTY HELD IN TRUST: June 30, 2003 $ 3,590,746

This schedule is prepared from the Statewide Accounting, Budgeting, and Human Resources System (SABHRS) without
adjustment. Additional information is provided in the notes to the financial schedules beginning on page A-11.



DEPARTMENT OF ENVIRONMENTAL QUALITY
SCHEDULE OF TOTAL REVENUES & TRANSFERS-IN
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

TOTAL REVENUES & TRANSFERS-IN BY CLASS
Licenses and Permits
Taxes
Charges for Services
Investment Earnings
Fines, Forfeits and Settlements
Sale of Documents, Merchandise and Property
Miscellaneous
Grants, Contracts, Donations and Abandonments
Other Financing Sources
Federal
Federal Indirect Cost Recoveries
Total Revenues & Transfers-In
Less: Nonbudgeted Revenues & Transfers-In
Prior Year Revenues & Transfers-In Adjustments
Actual Budgeted Revenues & Transfers-In
Estimated Revenues & Transfers-In
Budgeted Revenues & Transfers-In Over (Under) Estimated

BUDGETED REVENUES & TRANSFERS-IN OVER (UNDER) ESTIMATED BY CLASS
Licenses and Permits
Charges for Services
Investment Earnings
Fines, Forfeits and Settlements
Miscellaneous
Grants, Contracts, Donations and Abandonments
Other Financing Sources
Federal
Federal Indirect Cost Recoveries
Budgeted Revenues & Transfers-In Over (Under) Estimated

General State Special Federal Special Debt Internal Private Purpose

Fund Revenue Fund Revenue Fund Service Fund Service Fund Trust Fund Total
$ 470 $ 7,390,629 $ 7,391,099
579 1,445 $ 2,592 $ 99 4,715
34,784 479,712 $ 1,030,375 2,113,170 3,658,041
1,674,694 880 4,033 8,138 1,687,745
380,069 3,025,844 3,405,913
5,250 2,325 706 8,281
6,563 1,976,526 117 1,983,206
474,028 1,835,727 2,309,755
1,000,000 2,083,583 167,556 3,251,139
45,625,421 45,625,421
1,571,619 1,571,619
1,422,465 17,111,711 45,631,335 1,201,964 3,685,594 1,843,865 70,896,934
387,745 5,547,428 22,112,024 940,084 805 488,409 29,476,495
1,000,050 (1,703,743) 449,292 261,880 1,704 1,355,456 1,364,639
34,670 13,268,026 23,070,019 0 3,683,085 0 40,055,800
85,500 18,627,629 47,111,033 4,400,957 70,225,119
$ (50,8300 $ (5,359,603) $ (24,041,014) % 0 $ (717,872) 0 $ (30,169,319)
$ 30 $ (508,842) $  (508,872)
(50,800) (477,207)  $ (80,393) $ (527,954) (1,136,354)
(1,617,612) (169) (1,617,781)
(1,313,961) (1,313,961)
(521) (521)
(1,264,434) (1,264,434)
(177,026) (177,026)
(23,960,452) (23,960,452)
(189,918) (189,918)
$ (50,8300 $ (5,359,603) $ (24,041,014) % 0 $ (717,872) 0 $ (30,169,319)

This schedule is prepared from the Statewide Accounting, Budgeting, and Human Resources System (SABHRS) without
adjustment. Additional information is provided in the notes to the financial schedules beginning on page A-11.



TOTAL REVENUES & TRANSFERS-IN BY CLASS
Licenses and Permits
Taxes
Charges for Services
Investment Earnings
Fines and Forfeits
Sale of Documents, Merchandise and Property
Miscellaneous
Grants, Contracts, Donations and Abandonments
Other Financing Sources
Federal
Federal Indirect Cost Recoveries
Total Revenues & Transfers-In
Less: Nonbudgeted Revenues & Transfers-In
Prior Year Revenues & Transfers-In Adjustments
Actual Budgeted Revenues & Transfers-In
Estimated Revenues & Transfers-In
Budgeted Revenues & Transfers-In Over (Under) Estimated

BUDGETED REVENUES & TRANSFERS-IN OVER (UNDER) ESTIMATED BY CLASS
Licenses and Permits
Taxes
Charges for Services
Investment Earnings
Fines and Forfeits
Sale of Documents, Merchandise and Property
Miscellaneous
Grants, Contracts, Donations and Abandonments
Other Financing Sources
Federal
Federal Indirect Cost Recoveries
Budgeted Revenues & Transfers-In Over (Under) Estimated

DEPARTMENT OF ENVIRONMENTAL QUALITY
SCHEDULE OF TOTAL REVENUES & TRANSFERS-IN
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

General State Special Federal Special Debt Internal Agency

Fund Revenue Fund Revenue Fund Service Fund Service Fund Fund Total
$ 200 $ 6,536,983 $ 6,537,183
545 1,373 $ 803 $ 40 2,761
100,206 1,075,136 483,982 $ 918,995 2,046,413 4,624,732
(80,701) 14,380,346 1,568 13,996 $ 1,586 14,316,795
92,149 11,568,653 11,660,802
2,509 4,050 6,559
10,337 92,160 (55,844) 46,653
2,030,293 2,030,293
7,076,874 56,931 7,133,805
43,478,655 43,478,655
1,394,815 1,394,815
122,736 42,764,327 43,913,214 989,922 3,441,268 1,586 91,233,053
103,031 5,538,258 23,782,614 989,922 40 1,586 30,415,451
(49,184) 2,419,019 (619,653) 19,520 1,769,702
68,889 34,807,050 20,750,253 0 3,421,708 0 59,047,900
82,217 21,632,996 32,140,466 3,418,684 57,274,363
$_(13,328) $__ 13,174,054 $ (11,390,213)  $ 0 $ 3,024 $ 0 $ 1,773,537
$ (300) $ (940,856) $ (941,156)
(835,000) (835,000)
18,445 (415,542)  $ 80,020 $ 22,110 (294,967)
(31,473) 9,668,364 (279,132) 9,357,759
5,319,866 5,319,866
(492) (1,000) (1,492)
(21,888) (795,047) (816,935)
(367,070) (367,070)
887,622 887,622
(120,950) (10,395,054) (10,516,004)
(19,086) (19,086)
$_(13,328) $__ 13,174,054 $ (11,390,213)  $ 0 $ 3,024 $ 0 $ 1,773,537

This schedule is prepared from the Statewide Accounting, Budgeting, and Human Resources System (SABHRS) without adjustment. Additional information

is provided in the notes to the financial schedules beginning on page A-11.




DEPARTMENT OF ENVIRONMENTAL QUALITY
SCHEDULE OF TOTAL EXPENDITURES & TRANSFERS-OUT
FOR THE FISCAL YEAR ENDED JUNE 30, 2004

CENTRAL MANAGEMENT ENFORCEMENT PERMITTING & COMPLIANCE PETROLEUM TANK RELEASE PLANNING PREVENTION REMEDIATION
PROGRAM DIVISION DIVISION COMPENSATION BOARD & ASSISTANCE DIVISION DIVISION TOTAL
PROGRAM (ORG) EXPENDITURES & TRANSFERS-OUT
Personal Services
Salaries $ 2,324,121 $ 513,366 $ 6,315,652 $ 148,265 2,894,073 $ 2,354,529 $ 14,550,006
Employee Benefits 621,399 146,624 1,801,947 43,604 822,303 673,635 4,109,512
Personal Services-Other 39,067 39,067
Total 2,984,587 659,990 8,117,599 191,869 3,716,376 3,028,164 18,698,585
Operating Expenses
Other Services 1,696,423 70,072 8,931,342 178,730 4,673,173 12,390,361 27,940,101
Supplies & Materials 200,721 25,795 375,729 1,755 154,673 153,317 911,990
Communications 81,982 15,153 233,250 3,812 93,039 76,597 503,833
Travel 5,641 7,332 257,608 5,938 178,142 88,120 542,781
Rent 119,587 32,178 419,881 4,608 227,045 266,037 1,069,336
Utilities 11 1,483 4,318 493 6,305
Repair & Maintenance 10,342 2,007 45,628 415 31,064 31,182 120,638
Other Expenses 267,261 173,707 2,008,982 48,032 964,975 761,637 4,224,594
Total 2,381,957 326,255 12,273,903 243,290 6,326,429 13,767,744 35,319,578
Equipment & Intangible Assets
Equipment (28,211) 12,621 118,440 102,850
Total (28,211) 12,621 118,440 102,850
Grants
From State Sources 1,457,556 1,457,556
Total 1,457,556 1,457,556
Benefits & Claims
From State Sources 4,849,011 (4,475) 4,844,536
From Other Sources 13,281,721 13,281,721
Total 13,281,721 4,849,011 (4,475) 18,126,257
Transfers
Accounting Entity Transfers 167,556 22,230,040 1,200,000 23,597,596
Total 167,556 22,230,040 1,200,000 23,597,596
Debt Service
Bonds 163,710 914,020 1,077,730
Loans 56,958 56,958
Total 163,710 56,958 914,020 1,134,688
Total Expenditures & Transfers-Out $ 5,338,333 $ 986,245 $ 35,474,666 $ 5,341,128 33,305,305 $ 17,991,433 $ 98,437,110
EXPENDITURES & TRANSFERS-OUT BY FUND
General Fund $ 259,767 $ 407,193 $ 790,988 1,606,600 $ 3,064,548
State Special Revenue Fund 647,093 167,895 13,988,296 $ 5,341,128 815,534 $ 10,443,557 31,403,503
Federal Special Revenue Fund 606,397 411,157 7,248,951 29,881,236 7,547,876 45,695,617
Debt Service Fund 164,710 1,001,935 1,166,645
Internal Service Fund 3,825,076 3,825,076
Private Purpose Trust Fund 13,281,721 13,281,721
Total Expenditures & Transfers-Out 5,338,333 986,245 35,474,666 5,341,128 33,305,305 17,991,433 98,437,110
Less: Nonbudgeted Expenditures & Transfers-Out 320,279 19,162 722,433 13,641 23,118,912 7,005,784 31,200,211
Prior Year Expenditures & Transfers-Out Adjustments (302,660) 278 12,701,083 104,692 1,147,628 13,651,021
Actual Budgeted Expenditures & Transfers-Out 5,320,714 966,805 22,051,150 5,327,487 10,081,701 9,838,021 53,585,878
Budget Authority 7,246,113 1,180,456 56,439,665 6,586,822 17,387,834 16,331,930 105,172,820
Unspent Budget Authority $ 1,925,399 $ 213,651 $ 34,388,515 $ 1,259,335 7,306,133 $ 6,493,909 $ 51,586,942
UNSPENT BUDGET AUTHORITY BY FUND
General Fund $ 12,600 $ 9,652 $ 10,222 44,749 $ 77,223
State Special Revenue Fund 706,454 60,448 31,761,693 $ 1,259,335 4,525,933 $ 2,343,918 40,657,781
Federal Special Revenue Fund 919,359 143,551 2,616,600 2,735,451 4,149,991 10,564,952
Internal Service Fund 286,986 286,986
Unspent Budget Authority $ 1,925,399 $ 213,651 $ 34,388,515 $ 1,259,335 7,306,133 $ 6,493,909 $ 51,586,942

This schedule is prepared from the Statewide Accounting, Budgeting, and Human Resources System (SABHRS) without adjustment. Additional information is provided in

the notes to the financial schedules beginning on page A-11.



DEPARTMENT OF ENVIRONMENTAL QUALITY
SCHEDULE OF TOTAL EXPENDITURES & TRANSFERS-OUT
FOR THE FISCAL YEAR ENDED JUNE 30, 2003

CENTRAL MANAGEMENT ENFORCEMENT PERMITTING & PLANNING PREVENTION & REMEDIATION
PROGRAM DIVISION COMPLIANCE DIVISION ASSISTANCE DIVISION DIVISION TOTAL

PROGRAM (ORG) EXPENDITURES & TRANSFERS-OUT
Personal Services

Salaries $ 2,036,933 $ 491,792 $ 5,723,787 $ 3,255,742 $ 2,824,689 $ 14,332,943

Employee Benefits 511,955 126,953 1,483,408 829,726 734,157 3,686,199

Personal Services-Other 7,124 7,124

Total 2,656,012 618,745 7,207,195 4,085,468 3,658,846 18,026,266
Operating Expenses

Other Services 752,107 63,964 14,533,285 5,439,722 13,585,729 34,374,807

Supplies & Materials 111,215 15,098 220,053 432,553 247,623 1,026,542

Communications 38,705 13,624 166,484 110,252 86,603 415,668

Travel 24,982 11,219 214,305 164,154 64,483 479,143

Rent 75,789 28,567 373,429 228,908 311,584 1,018,277

Utilities 1,069 3,026 (277) 3,818

Repair & Maintenance 12,648 2,920 48,343 27,031 13,512 104,454

Other Expenses 157,504 818,689 1,758,774 1,021,234 847,475 4,603,676

Total 1,172,950 954,081 17,315,742 7,426,880 15,156,732 42,026,385
Equipment & Intangible Assets

Equipment 48,153 28,855 56,884 133,892

Total 48,153 28,855 56,884 133,892
Grants

From State Sources 1,210,475 1,210,475

Total 1,210,475 1,210,475
Benefits & Claims

From State Sources 3,833,322 3,833,322

Total 3,833,322 3,833,322
Transfers

Accounting Entity Transfers 56,931 23,263,954 23,320,885

Total 56,931 23,263,954 23,320,885
Debt Service

Bonds 103,845 918,477 1,022,322

Loans 201,038 201,038

Total 103,845 918,477 201,038 1,223,360
Total Expenditures & Transfers-Out $ 3,777,115 $ 1,572,826 $ 25,923,043 $ 35,751,663 $ 22,749,938 $ 89,774,585
EXPENDITURES & TRANSFERS-OUT BY FUND

General Fund $ 417,152 $ 437,060 $ 1,120,760 $ 1,980,091 $ 3,955,063

State Special Revenue Fund 185,082 809,774 20,505,653 1,127,042 $ 15,520,510 38,148,061

Federal Special Revenue Fund 220,608 325,992 4,236,853 31,754,632 7,229,428 43,767,513

Debt Service Fund 59,777 889,898 949,675

Internal Service Fund 2,954,273 2,954,273
Total Expenditures & Transfers-Out 3,777,115 1,572,826 25,923,043 35,751,663 22,749,938 89,774,585

Less: Nonbudgeted Expenditures & Transfers-Out 327,829 116,914 24,243,961 7,933,275 32,621,979

Prior Year Expenditures & Transfers-Out Adjustments (293,908) 675,372 (194,266) (109,551) 73,486 151,133

Actual Budgeted Expenditures & Transfers-Out 3,743,194 897,454 26,000,395 11,617,253 14,743,177 57,001,473
Budget Authority 4,500,979 1,041,194 44,461,926 18,773,788 21,051,993 89,829,880
Unspent Budget Authority $ 757,785 $ 143,740 $ 18,461,531 $ 7,156,535 $ 6,308,816 $ 32,828,407
UNSPENT BUDGET AUTHORITY BY FUND

General Fund $ 89,839 $ 105,852 $ 103,026 $ 135,310 $ 434,027

State Special Revenue Fund 46,948 16,348 15,751,193 3,801,867 $ 4,017,166 23,633,522

Federal Special Revenue Fund 139,803 21,540 2,607,312 3,219,358 2,291,650 8,279,663

Internal Service Fund 481,195 481,195
Unspent Budget Authority $ 757,785 $ 143,740 $ 18,461,531 $ 7,156,535 $ 6,308,816 $ 32,828,407

This schedule is prepared from the Statewide Accounting, Budgeting, and Human Resources System (SABHRS) without adjustment. Additional information
is provided in the notes to the financial schedules beginning on page A-11.



Montana Department of Environmental Quality

Notesto the Financial Schedules
For the Two Fiscal Years Ended June 30, 2004

1. Summary of Significant
Accounting Palicies

Basis of Presentation

The department uses the modified accrual basis of accounting, as
defined by state accounting policy, for its Governmental fund
category (General, State Special Revenue, Federal Special Revenue,
and Debt Service). In applying the modified accrual basis, the
department records:

Revenues when it receives cash or when receipts are
measurable and available to pay current period liabilities.

Expenditures for valid obligations when the department
incursthe related liability and it is measurable, with the
exception of the cost of employees annual and sick leave.
State accounting policy requires the department to record the
cost of employees annual leave and sick leave when used or
paid.

The department uses accrua basis accounting for its Proprietary
(Internal Service) and Fiduciary (Private-Purpose Trust and Agency)
fund categories. Under the accrual basis, as defined by state
accounting policy, the department records revenues in the accounting
period earned, when measurable, and records expenses in the period
incurred, when measurable.

Expenditures and expenses may include: entire budgeted service
contracts even though the department receives the servicesin a
subsequent fiscal year; goods ordered with a purchase order before
fiscal year-end, but not received as of fiscal year-end; and equipment
ordered with a purchase order before fiscal year-end.

The financial schedule format isin accordance with the policy of the
Legidative Audit Committee. The financial schedules are prepared
from the transactions posted to the state's accounting system without
adjustment.
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Notesto the Financial Schedules

Governmental Fund
Category

Proprietary Fund Category

Page A-12

Department accounts are organized in funds according to state law
applicable at the time transactions were recorded. The department
uses the following funds:

General Fund —to account for all financial resources except those
required to be accounted for in another fund.

State Special Revenue Fund — accounts for proceeds of specific
revenue sources (other than private-purpose trusts or major capital
projects) that are legally restricted to expenditures for specific
purposes.

Department State Special Revenue Funds include Petroleum Tank
Release Cleanup, Air Quality Operating Fees, Montana Pollution
Discharge Elimination System (MPDES) Permit Program, Montana
Pole Remedial Action, Subdivision Plat Review, Reclamation and
Development, Orphan Share Fund, Junk Vehicle Disposal, trust
funds initially funded with Office of Surface Mining grants, and
various reclamation bond forfeiture and settlement accounts.

Federal Special Revenue Fund —to account for proceeds of federal
revenue sources that are legally restricted to expenditures for specific
purposes.

Department Federal Special Revenue Funds include federal
assistance programs such as the Water Pollution Control and
Drinking Water State Revolving Funds, Performance Partnership
Grants, Abandoned Mine Lands Reclamation Grant, as well as other
federal grants and agreements.

Debt Service Fund —to account for accumulated resources for the
payment of general long-term debt principal and interest. The
department uses this fund for the state building and energy programs.

Internal Service Fund —to account for the financing of goods or
services provided by one department or agency to other departments
or agencies of state government or to other governmental entities on



Notesto the Financial Schedules

Fiduciary Fund Category

2. General Fund Balance

3. Direct Entriesto Fund
Balances

a cost-reimbursement basis. The department’s Internal Service Fund
includes indirect charges assessed against all units of the department
by the Central Management Program for providing department-wide
support functions and services.

Agency Fund —to account for resources held by the statein a
custodial capacity. During fiscal year 2002-03, the department
agency fund was used primarily to account for cash and certificates
of deposit held as security for reclamation under the Hard Rock,
Open Cut, and Coal mining programs, and the Junk Vehicle
program.

Private-Purpose Trust Fund —to account for activity of all trust
arrangements under which principal and income benefit individuals,
private organizations, or other governments. The department
established a private-purpose trust fund in fiscal year 2002-03 to
invest a cash bond security for reclamation under the Hard Rock
Mining Program. In fiscal year 2003-04 the department moved all
agency fund activity into the private-purpose trust fund.

The negative fund balance in the General Fund does not indicate
overspent appropriation authority. The department has authority to
pay obligations from the statewide General Fund within its
appropriation limits. The department expends cash or other assets
from the statewide fund when it pays General Fund obligations. The
department's outstanding liabilities exceed the assetsit has placed in
the fund, resulting in negative ending General Fund balances for
each of the fiscal years ended June 30, 2004, and 2003.

Direct entries to fund balances in the General and Special Revenue
Funds include entries generated by SABHRS to reflect the flow of
resources within individual funds shared by separate agencies.

The direct entry to fund balance in the Private-Purpose Trust Fund in
fiscal year 2003-04 reflects the movement of bond activity
previously recorded in the Agency Fund.
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Montana Department of
== ENVIRONMENTAL QUALITY Judy Martz, Governor

P.O. Box 200901 « Helena, MT 59620-0901 + (406) 444-2544 « www.deq.state.mt.us

October 14, 2004

RECEIVED

Mr. Scott A. Seacat OCT 1 42004
Legislative Auditor '
Office of the Legislative Auditor LEGISLATIVE AUDIT DIV.

State Capitol, Room 160
Helena, MT 59620-1705

Dear Mr. Seacat:

By this letter, I am transmitting the Department of Environmental Quality’s formal
response to your Financial and Compliance Audit for the two years ending June 30, 2004.

I would like to personally thank your office and the audit staff assigned to this endeavor
for their dedication, professionalism, and cooperative approach throughout the course of this
audit. Their findings and subsequent recommendations have provided a valuable service and
insight to department management relative to our fiscal-compliance responsibilities.

I will be available for the November meeting of the Legislative Audit Committee, as will
appropriate department staff.

Sincerely,

Jan P. Sensibaugh
Director

——

Centralized Services Division * Enforcement Division » Permitting & Compliance Division * Planning, Prevention & Assistance Division » Remediation Division



Recommendation #1

We recommend the department record supplemental environmental project
revenue and expenditures in accordance with state policy.

The department concurs with this recommendation.

In June of 2001, the department met and consulted with the Department of
Administration (D of A), Administrative Financial Services Division, and the
Governor’s Office of Budget and Program Planning (OBPP) to agree upon
the proper accounting treatment for recording supplemental environmental
projects. Subsequently, the auditors questioned the determination agreed
to in that meeting. In further discussions with the Legislative Audit
Division, the department agreed with the accounting treatment they
recommended and subsequently changed our process and corrected prior
balances. \

Recommendation #2

We recommend the department:

A.

Develop a policy for communicating settlements to the Office of Financial
Services.

Record all equipment and buildings awarded to it through settlements on
the accounting records as required by state accounting policy.

The department concurs with this recommendation.

A. The department has established a work group to develop and
implement policy, procedures, and the internal controls necessary to:
1) Provide reasonable assurance that similar events are properly
recorded in the future, and; 2) Communicate settlements between
programs and the Office of Financial Services.

B. This work group will also be accountable for investigation of the
specific bankruptcy settlements noted in the finding to ldentlfy and
correct asset record errors.

Recommendation #3

We recommend the department record the reclamation bond, principal and
interest, if applicable, in the private-purpose trust fund in accordance with
state accounting policy.
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The department concurs with this recommendation.




Beginning in April of 2003, the department consulted with D of A’s
Administrative Financial Services Division to determine which type of fund
should be used to account for its reclamation bonds. D of A requested
clarification of the accounting pronouncement from the Government
Accounting Standards Board (GASB) because the accounting determination
was ambiguous. Our inquiries showed the nature of the bonds to fit the
“grey area” between both types of funds. The department made the
determination that the bonds best fit the description in the agency fund.
However, after discussion with the Legislative Audit Division, the
department reconsidered its opinion and moved the bonds to a private-
purpose trust fund. Future reclamation bond activity will be recorded in
private-purpose trust funds.

Recommendation #4

We recommend the department properly record deferred revenue received for
mine reclamation.

The department concurs with this recommendation.

The prior audit report identified two $750,000 payments that were
recorded in fiscal 2001 as revenue when they should have been recorded
as deferred revenue. Two identical payments for $750,000 were received
in fiscal 2003. These also had been recorded as revenue. These fiscal
2003 revenues were mistaken for the ones identified in the audit and were
then recorded properly as deferred revenue. The two fiscal 2001
payments identified in the prior audit report were confused with the fiscal
2003 payments and were not corrected until September 2004. Even
though this type of identical transaction was an anomaly, the department
now has established procedures requiring professional accountants to
review all “non-typical” transactions for accounting determination.

Recommendation #5

We recommend the department make correcting entries for the outstanding

balances in the federal special revenue, state special revenue, and general
funds.

The department concurs with this recommendation.

Federal and State Special Revenue Funds

Correcting the fund balances in the prior year findings took lower priority
than other work in the Office of Financial Services due to a shortage of
staff time, and the necessary time dedicated to training and testing the
human resources and financial upgrades to SABHRS. The department has
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identified the need for an additional professional level accountant to
research and reconcile accounting problems and is currently recruiting for
that position.

General Fund

The department has been in contact with the Department of Fish, Wildlife
and Parks to determine logistics for transferring the $37,500 in wetlands
mitigation funds to the Montana Wetlands Legacy Program. The two
departments will draft an agreement to accomplish this transfer. Unless
there are unforeseen delays, this should be accomplished in the next few
weeks.

Recommendation #6

We recommend the department:

A. Revise its policy to require each unit to submit cash collections to the
Office of Financial Services on a daily basis.

B. Deposit cash collections in accordance with state law.

The department concurs with this recommendation.

A All work units have been advised, both verbally and in writing, of
the proper cash procedures requiring daily submittals. The
department’s cash policy is in the process of being formally revised
to reflect recommended changes. '

B. All work units are required to deliver daily cash collections to the
Office of Financial Services prior to 3:00 p.m. so that accumulated
collections can be delivered to the treasurer in accordance with state
law. ‘

Recommendation #7

We recommend the department accurately record and monitor its revenue
estimates.

The department concurs with this recommendation.

The department has implemented procedures to ensure more accurate
revenue estimates. Budget staff will continue to record revenue estimates
on the accounting system using the best information available at the time
of the estimate. Further, the department’s budget status report guidelines
have been changed so that staff will review revenue estimates twice a
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year during the budget status review process. Based upon these reviews,
estimates will be adjusted to more accurately reflect actual revenues.

Recommendation #8

We recommend the department develop outcome measures for the Alternative
Energy System Loan Program as required by section 75-25-103, MCA.

The department concurs with this recommendation.

The department has developed a draft policy that details outcome
measures of the Alternative Energy Loan Program, and is in the process of
finalizing that policy. The policy includes the program outcomes identified
in statute, and also lists additional measures that the department believes
will be useful in gauging program effectiveness. The policy directs the
department’s Air, Energy & Pollution Prevention Bureau to track these
measures and to report on them in an annual report to the director. The
bureau is currently drafting the initial report, and plans to submit this
report to the director each October.

Recommendation #9

We recommend the department establish fees that are commensurate with
costs for the review of public water or sewage system plans and specifications
as required by 75-6-108(3), MCA.

The department concurs with this recommendation.

‘The department presented fee proposals to the Public Water Supply (PWS)
Focus Group at its August meeting. The department formed the focus
group with interested representatives from the public water supply
community to provide ideas and feedback on program activities and
potential improvements. Based upon the group's comments, the program is
preparing draft rule amendments for fee increases. The December 6, 2004
meeting agenda for the Board of Environmental Review includes initiation
of rulemaking for this fee increase. Following the normal board rule
adoption process, we anticipate that rules will be final in June 2005.

The department historically has funded PWS plan and specification review
through a combination of federal funds and fees. The federal funds were
used because this activity is a requirement for department primacy in this
program delegated to the State by the Environmental Protection Agency.

This issue of fees not being commensurate with costs was first identified in
the department’s fiscal 2000 Financial Compliance Audit. Following that
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audit, the department attempted to put in place a tracking mechanism to
gather the necessary revenue and expenditure data to determine
appropriate fee levels commensurate with expenses. This tracking
mechanism was not successfully implemented and utilized until fiscal
2002, thus fiscal 2003 represented the first full-year data set. In fiscal
2004 the department began working with the PWS Focus Group to review
fee levels with respect to costs, based on the fiscal 2003 data. Once a
second full year of data was available from fiscal 2004, the department
formulated fee proposals and presented this information to the Focus
Group. As stated above, the department now has placed initiation of
rulemaking for this fee increase on the agenda for the next Board of

Environmental Review meeting.

The department will maintain this tracking mechanism and will review
fees and costs annually. Fee adjustments will be made as needed to
ensure fees remain commensurate with costs.





