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The Joint Committee on Government and Finance:
In compliance with the provisions of the West Virginia Code, Chapter 4, Article 2, as amended, we
conducted a post audit over the West Virginia Department of Environmental Protection (DEP), Division
of Water and Waste Management (DWWM), Clean Water State Revolving Fund (CWSRF) Revenue and
Expenditures of the Clean Water State Revolving Fund Loan Programs, except for the Onsite System
Loan Program, for the period July 1, 2009 through June 30, 2010. Previously four prior reports have been
issued for the Division of Water and Waste Management (DWWM): 1) Legislative Rules Not Promulgated
for Cost Recoveries (June 2008); 2) Performance Bond Fund, Equipment Purchases and Cash Collections,
DWWM Notice of Violations (May 2009); 3) West Virginia Department of Environmental Protection
Division of Water and Waste Management (May 2010); and 4) West Virginia Department of
Environmental Protection Division of Water and Waste Management (July 2011). Any deviations from
the audit period or from the Clean Water State Revolving Fund are described in the Scope section. We
conducted our audit in accordance with auditing standards generally accepted in the United States,
except for the independence impairment discussed in the Opinion section of the Independent Auditor’s
Report.
Our audit disclosed certain findings which are detailed in this report. The Spending Unit’s management
has responded to the audit findings; we have included the responses following each finding.
Respectfully submitted,

Stacy L. Sneed, CPA, CICA, Director
Legislative Post Audit Division
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WEST VIRGINIA DEPARTMENT OF ENVIRONMENTAL PROTECTION
DIVISION OF WATER AND WASTE MANAGEMENT
CLEAN WATER STATE REVOLVING FUND
JULY 1, 2009 – JUNE 30, 2010
INDEPENDENT AUDITOR’S REPORT
Post Audit Subcommittee:
Compliance
We have audited the Department of Environmental Protection (hereafter referred to as DEP), Division of
Water and Waste Management (hereafter referred to as DWWM), Clean Water State Revolving Fund’s
(hereafter referred to as CWSRF) compliance with the laws, rules, and regulations applicable to Fiscal Year
2010 Revenues and Expenditures of the Low-Interest Loan Program and Agriculture Water Quality Loan
Program (Funds 3329 and 3342). We did not review the Onsite System Loan Program. We also reviewed the
Fiscal Year 2010 CWSRF Federal Grants Revenue (Fund 8708). Compliance with the requirements referred to
above is the responsibility of DEP’s management. Our responsibility is to express an opinion on the DEP’s
compliance based on our audit.
Except for the organizational impairment described in the following paragraph, we conducted our audit of
compliance 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
noncompliance with the compliance requirements referred to above could have a material effect on DEP. An
audit includes examining, on a test basis, evidence about DEP’s compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion. Our audit does not provide a legal determination of DEP’s
compliance with those requirements.
In accordance with W.Va. Code Chapter 4, Article 2, the Post Audit Division is required to conduct post audits
of the revenues and expenditures of the spending units of the state government. The Post Audit Division is
organized under the Legislative Branch of the State and our audits are reported to the Legislative Post Audit
Subcommittee. Therefore, the Division has historically been organizationally independent when audits are
performed on an agency, board, or program of the Executive Branch of the State. However, this
organizational independence was impaired when the President of the Senate became acting Governor of the
State on November 15, 2010, in accordance with W.Va. Code §3-10-2. Audits completed after this date will
not comply with auditing standards generally accepted in the United States in regards to organizational
independence. Since the President of the Senate is acting Governor, the Executive Branch has the ability to
influence the initiation, scope, timing, and completion of any audit. The Executive Branch could also obstruct
audit reporting, including the findings and conclusions or the manner, means, or timing of the audit
organization’s reports.
In our opinion, except for the noncompliance noted in the findings of this report, DEP complied, in all
material respects, with the compliance requirements referred to above that are applicable during fiscal year
2010 and any other time periods mentioned in the Audit Scope section.
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Internal Control
Management of DEP is responsible for establishing and maintaining effective internal control over
compliance with the compliance requirements referred to above. In planning and performing our audit, we
considered DEP’s internal control over compliance to determine the auditing procedures for the purpose of
expressing our opinion on compliance, but not for the purpose of expressing an opinion on the effectiveness
of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
DEP’s internal control over compliance.
A deficiency in internal control over compliance exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their functions, to prevent, or detect
and correct, noncompliance on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies in internal control over compliance, such that there is a reasonable
possibility that material noncompliance with a compliance requirement will not be prevented, or detected
and corrected, on a timely basis.
Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control that might be
deficiencies, significant deficiencies, or material weaknesses in internal control over compliance.
This communication is intended solely for the information and use of the Post Audit Subcommittee, the
members of the WV Legislature, and management of DEP. However, once released by the Post Audit
Subcommittee, this report is a matter of public record and its distribution is not limited.
Respectfully submitted,

Stacy L. Sneed, CPA, CICA, Director
Legislative Post Audit Division
June 22, 2011
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WEST VIRGINIA DEPARTMENT OF ENVIRONMENTAL PROTECTION
DIVISION OF WATER AND WASTE MANAGEMENT
CLEAN WATER STATE REVOLVING FUND
JULY 1, 2009 – JUNE 30, 2010
EXECUTIVE SUMMARY
Informational Finding 1
•

Interest was not paid according to Debt Service Schedule

One local government did not pay interest based on the terms in the Loan Agreement. Depending on
the methodology used for recalculating, the difference between the actual interest & principal was
$2,666.00.
Auditor’s Recommendation
We recommend the DEP require Local Governments to make the interest payments as required by
the Loan Agreement or the DEP amend the Loan Agreements and keep documentation showing the
justification and method of recalculation in the loan file. (See Pages 12 &13)
Spending Unit’s Response
See Appendix at end of report.

Informational Finding 2
•

Inconsistencies in Calculation of Admin Fees

We noted inconsistencies in the calculation of administration fees for four of the 21 loans. The
differences between the actual admin fees and audited admin fees totaled $1,253.00 and
$140,360.00 for the Fiscal Year 2010 repayments and over the life of the Loan, respectively.
Auditor’s Recommendation
We recommend the DEP document the justifications for and the methods used in the recalculation
of quarterly payments and place a copy of such documentation in the Loan Files. We also
recommend the same method of calculating admin fees be used for all loan agreements. (See Page
14)
Spending Unit’s Response
See Appendix at end of report.

Finding 1
•

Lack of Documentation in DEP Loan Files

The Clean Water State Revolving Fund (CWSRF) is used to provide low interest loans to local
governments for construction of municipal wastewater treatment works and is available for
-4-

•

municipalities and public service districts to build, upgrade, or expand treatment facilities and
collection systems.
We requested to see the Loan files for the 21 loans selected and were informed by the SRF Program
Manager, most of the loan files had been “purged”, as these were older loans. According to the
Program Manager this was done a few years ago. The Program Manager provided us with what
documentation was available. DEP had “purged” all of the Priority Fact Sheets prior to 2008.
Auditor’s Recommendation
We recommend the DEP scan all Loan files and Priority lists prior to destroying paper files. (See
Pages 15 &16)
Spending Unit’s Response
See Appendix at end of report.

Finding 2
•

Weakness in Internal Controls over Bank Statements

The DEP performed no reconciliation of their local bank accounts. We are unable to reconcile the
Accounting Ledgers to the local Bank Statements for five out of the seven bank accounts for Fiscal
Year 2010.
Auditor’s Recommendation
We recommend the DEP implement an effective system of controls over loan repayments by
reconciling the accounting ledgers to bank statements and maintain adequate records to document
such reconciliations. (See Pages 17 & 18)
Spending Unit’s Response
See Appendix at end of report.
See Auditor’s Comments on Response on Pages 17 & 18.

Finding 3
•

Noncompliance with Ag Loan Agreement

The WVDEP does not receive the monthly Ag Water Quality Loan Program Tracking forms as required
by the Bank Loan Augmentation Agreement.
Auditor’s Recommendation
We recommend that the DEP comply with their Bank Loan Augmentation Agreement by receiving
the Ag Water Quality Loan tracking forms and strengthen internal controls over monitoring. (See
Page 19)
Spending Unit’s Response
See Appendix at end of report.
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Finding 4
•

Unable to determine when Recipient As-Built Plans were received

There were 19 loan files, which we reviewed for Recipient As-Built Plans. One file received the plans
however based on the available documentation we were unable to determine if the plans were
received by the Local Government within 60 days of the completion of the Project.
Auditors Recommendation
We recommend the DEP scan all Loan files prior to destroying paper files. (See Page 20)
Spending Unit’s Response
See Appendix at end of report.

Finding 5
•

Lack of Documentation over receiving manuals

During our audit of the Cap Loan Payments, we reviewed four loan files with projects which were at
least 90% complete, as determined by DEP. We noted three of four loan files did not have
documentation supporting the submission of the Final Operation and Maintenance Manuals.
Auditor’s Recommendation
We recommend DEP fully comply with their loan agreement and strengthen internal controls over
receiving the Final Operations and Maintenance Manuals from the Consulting Engineers or revise
the loan agreements for projects which do not require the Operation and Maintenance Manuals.
(See Page 21)
Spending Unit’s Response
See Appendix at end of report.

Finding 6
•

Lack of Documentation over receiving financial reports

During our audit of the Cap Loan Payments, we reviewed eight loan files for Annual Audit Reports
and Budgets. We were unable to locate either the 2009 and/or 2010 Annual Audits and/or Budgets in
seven loan files.
Auditor’s Recommendation
We recommend DEP fully comply with their loan agreement and strengthen internal controls over
receiving audit reports and budgets. (See Page 22)
Spending Unit’s Response
See Appendix at end of report.

Finding 7

Lack of Monitoring over Monthly Reports
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•

The DEP allowed two local governments to submit reports on a basis other than monthly. The Loan
Agreements stated Financial Reports should be provided monthly.
Auditor’s Recommendation
We recommend the DEP revise the language in the Loan Agreements to allow for submission of
Financial Reports on a basis other than Monthly. The DEP could also hold future payments to the
Local Government until the reports are received. (See Page 23)
Spending Unit’s Response
See Appendix at end of report.

Finding 8

No Authority for Water Pollution Revolving – Admin. Fee Fund

•

The WV Department of Environmental Protection (DEP) is depositing administration fees related to
repayments of loans made with State Revolving Fund monies into the Water Pollution Revolving Fund
– Admin Fee (Fund 3342).

•

Monies received from Federal Grants to be used for administering the Water Pollution Control
Revolving Fund (Fund 3329) are also deposited into Fund 3342.

•

We could not find statutory authority for the Water Pollution Revolving Fund – Admin Fee (Fund
3342).
Auditor’s Recommendation
DEP transfer the monies in Fund 3342 – Water Pollution Revolving Admin Fee Fund to Fund 3329 –
Water Pollution Control Revolving Fund and close Fund 3342 or seek statutory approval for Fund
3342. (See Pages 24 – 26)
Spending Unit’s Response
See Appendix at end of report.
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WEST VIRGINIA DEPARTMENT OF ENVIRONMENTAL PROTECTION
DIVISION OF WATER AND WASTE MANAGEMENT
CLEAN WATER STATE REVOLVING FUND
JULY 1, 2009 – JUNE 30, 2010
INTRODUCTION
POST AUDIT AUTHORITY
This is the report on the post audit of the West Virginia Department of Environmental Protection (DEP)
Division of Water and Waste Management (DWWM) Revenues and Expenditures of the Clean Water State
Revolving Fund (CWSRF) Loan Programs, except for the Onsite System Loan Program, for the audit period of
July 1, 2009 – June 30, 2010. Previously four prior reports have been issued for the Division of Water and
Waste Management (DWWM): 1) Legislative Rules Not Promulgated for Cost Recoveries (June 2008); 2)
Performance Bond Fund, Equipment Purchases and Cash Collections, DWWM Notice of Violations (May
2009); 3) West Virginia Department of Environmental Protection Division of Water and Waste Management
(May 2010); and 4) West Virginia Department of Environmental Protection Division of Water and Waste
Management (July 2011). Any deviations from the audit period can be found in the Audit Scope Section. The
audit was conducted pursuant to Chapter 4, Article 2 of the West Virginia Code, which requires the Legislative
Auditor to “make post audits of the revenues and funds of the spending units of the state government, at
least once every two years, if practicable, to report any misapplication of state funds or erroneous,
extravagant or unlawful expenditures by any spending unit, to ascertain facts and to make recommendations
to the Legislature concerning post audit findings, the revenues and expenditures of the state and of the
organization and functions of the state and its spending units.”
BACKGROUND
The Division of Water and Waste Management’s Clean Water State Revolving Fund is a program funded to
address the water quality problems through wastewater facility construction, upgrades, or expansions. The
program deals with the general oversight, fiscal management, and administrative compliance review of local
government entities who receive funds from this program. A community must be recommended by the West
Virginia Infrastructure and Jobs Development Council to seek financial assistance from the Clean Water State
Revolving Fund. Currently, three programs exist that offer financial assistance: Low Interest Loan Program,
Agriculture Water Quality Loan Program, and Onsite Systems Loan Program. The Low Interest Loan Program
is for the construction of municipal wastewater treatment works to build, upgrade, or expand facilities and
collection systems. The Agriculture Water Quality Loan Program is for addressing pollution from nonpoint
sources. The Onsite Systems Loan Program is for replacing malfunctioning septic systems and to install new
on-site sewage systems for homes that have direct sewage discharges to ditches and streams.
The West Virginia Department of Environmental Protection – Division of Water and Waste Management is
currently located in Charleston, West Virginia, in Kanawha County. A listing of key DEP personnel is on the
following page.
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WEST VIRGINIA DEPARTMENT OF ENVIRONMENTAL PROTECTION
DIVISION OF WATER AND WASTE MANAGEMENT
CLEAN WATER STATE REVOLVING FUND
JULY 1, 2009 – JUNE 30, 2010
SPENDING UNIT CONTACTS
West Virginia Department of Environmental Protection –
Division of Water and Waste Management
Randy C. Huffman ................................................................... Cabinet Secretary (May 2008 – Present)
Deputy Cabinet Secretary and Director, Division of Mining & Reclamation (April 2005 – April 2008)
Lisa A. McClung ........................................................... Deputy Cabinet Secretary (May 2008 – Present)
Director, Division of Water and Waste Management (March 2005 – May 2008)
Scott Mandirola ……… Director, Division of Water and Waste Management (September 2008 – Present)
J. Michael Johnson ...... Assistant Director, Division of Water and Waste Management ( – April 30,2011)
June Casto .......................................................... Chief, Office of Administration (April 2008 – Present)
Rosalie Brodersen ....................................................................... Environmental Resources Supervisor
Jean J. Sheppard .......................................................................... Controller (February 2010 – Present)
Katheryn Emery ..................................... Assistant Director, Division of Water and Waste Management
..................................................................................................................... (April 30, 2011 – Present)
Jennifer R. Paxton ................................................................................ Financial Reporting Specialist 3
Kim Henderson .................................................................................... Financial Reporting Specialist 2
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WEST VIRGINIA DEPARTMENT OF ENVIRONMENTAL PROTECTION
DIVISION OF WATER AND WASTE MANAGEMENT
CLEAN WATER STATE REVOLVING FUND
JULY 1, 2009 – JUNE 30, 2010
AUDIT SCOPE
We have audited the West Virginia Department of Environmental Protection - Division of Water and Waste
Management’s Clean Water State Revolving Fund for the period of July 1, 2009 through June 30, 2010. Our
audit scope included a review of internal control and compliance with the laws, rules, and regulations
applicable to (a) the Revenue and Expenditures of the Low-Interest Loan Program and Agriculture Water
Quality Loan Program; and (b) CWSRF Federal Grants Revenue. We did not review the Onsite Systems Loan
Program. The audit was conducted in accordance with auditing standards generally accepted in the United
States.

OBJECTIVES AND METHODOLOGIES
The objectives of our post audit were to audit the revenues and expenditures of the DWWM related to the
following areas: (a) the Revenue and Expenditures of the Low-Interest Loan Program and Agriculture Water
Quality Loan Program; and (b) CWSRF Federal Grants Revenue. Additionally, we were to report any
misapplication of state funds or erroneous, extravagant or unlawful expenditures by any spending unit that
we find, to ascertain facts and to make recommendations to the Legislature concerning post audit findings,
the revenues and expenditures of the state and of the organization and functions of the state and its
spending units. We were to determine whether expenditure and revenue transactions were related to the
spending unit’s programs, were reasonable, and were recorded properly in the accounting systems.
Additionally, we were to examine the spending unit’s records and internal control over transactions and to
evaluate its compliance with applicable State laws, rules and regulations.
In preparation for our testing, we studied legislation, applicable WV Code sections, applicable Federal
Regulations, applicable rules and regulations, and policies of the spending unit. Provisions that we considered
significant were documented and compliance with those requirements was verified by interview,
observations of the spending unit’s operations, and through inspections of documents and records. We also
tested transactions and performed other auditing procedures that we considered necessary to achieve our
objectives. Additionally, we reviewed the budget, studied financial trends, and interviewed spending unit
personnel to obtain an understanding of the programs and the internal controls. In planning and conducting
our post audit, we focused on the major financial-related areas of operations based on assessments of
materiality and risk.
A variation of non-statistical and statistical sampling was used. Our samples of transactions were designed to
provide conclusions about the validity of transactions, as well as internal control and compliance attributes.
Some transactions for testing were selected using RAT-STAT statistical software and other transactions were
selected for testing using professional judgment.
- 10 -

DEP’s written response to the reportable compliance and other matters identified in our audit has not been
subjected to the auditing procedures applied in the audit and, accordingly, we express no opinion on it.
DEP’s management is responsible for establishing and maintaining effective internal control. Internal control
is a process designed to provide reasonable assurance that objectives pertaining to the reliability of financial
records, effectiveness and efficiency of operations including safeguarding of assets, and compliance with
applicable laws, rules, and regulations are achieved. Because of inherent limitations in internal control, errors
or fraud may nevertheless occur and not be detected. Also, projections of any evaluation of internal control
to future periods are subject to the risk that conditions may change or compliance with policies and
procedures may deteriorate.
Our reports are designed to assist the Post Audit Subcommittee in exercising its legislative oversight function
and to provide constructive recommendations for improving State operations. As a result, our reports
generally do not address activities we reviewed that are functioning properly.

CONCLUSION
This report includes material findings regarding instances of noncompliance with applicable laws, rules or
regulations. Other less significant findings that did not warrant inclusion in this report were communicated
to DEP.

EXIT CONFERENCE
We discussed this report with management of the spending unit on July 27, 2011. All findings and
recommendations were reviewed and discussed. Management’s responses are included in the Appendix at
the end of the report.
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WEST VIRGINIA DEPARTMENT OF ENVIRONMENTAL PROTECTION
DIVISION OF WATER AND WASTE MANAGEMENT
CLEAN WATER STATE REVOLVING FUND
JULY 1, 2009 – JUNE 30, 2010
REPORTABLE COMPLIANCE AND OTHER MATTERS
Informational Finding 1 Interest was not paid according to Debt Service Schedule
Condition:

We recalculated the Loan Repayments for the period of July 1, 2009 through June 30,
2010 for 21 loans. We noted one local government did not pay interest based on the
terms in the Loan Agreement. Based on our calculations the Local Government
should have paid approximately $163,812.00 in Interest based on the Debt Service
Schedule in the Loan Agreement. Actual Interest paid by the Local Government was
approximately $161,146.00 or approximately $2,666.00 less than the Debt Service
Schedule.
We were informed by DEP, if a Local Government began to repay the Loan, but had
not received all of their funds, the interest is calculated based on the amount of
funds actually paid out to the Local Government. At the time this Local Government
began to repay the Loan; they had provided to the Water Development Authority the
required Local Bonds but still had not received all of the loan funds. Using this
method for calculating the audited interest and principle, we determined the local
government paid approximately $610.00 in additional interest and
approximately$3,276.00 less in principle, resulting in a net decrease of $2,666.00.
Regardless of the method used, the actual principle and interest received was
approximately $2,666.00 less than our calculated audited principle and interest. The
schedule below shows the differences between the actual payments and the audited
interest and principle based on both methods. (Amounts are rounded to nearest
dollar)

Actual Interest
Audited Interest – based on Debt
Service Schedule
Difference

Sept 2009
$40,821.00

Dec 2009
$40,377.00

Mar 2010 June 2010
$39,930.00 $40,018.00

Total
$161,146.00

41,622.00
(801.00)

41,177.00
(800.00)

40,731.00 40,282.00
(801.00)
(264.00)

163,812.00
(2,666.00)

Actual Principle
Audited Principle – based on Debt
Service Schedule
Difference

88,896.00

89,341.00

89,788.00

90,237.00

358,262.00

88,897.00
(1.00)

89,341.00
0.00

89,788.00
0.00

90,237.00
0.00

358,263.00
(1.00)

Actual Interest
Audited Interest – based on Funds
paid out

40,821.00

40,377.00

39,930.00

40,018.00

161,146.00

40,809.00

40,360.00

39,910.00

39,457.00

160,536
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Difference
Actual Principle
Audited Principle – based on Funds
paid out
Difference
Criteria:

Sept 2009
12.00

Dec 2009
17.00

Mar 2010 June 2010
20.00
561.00

88,896.00

89,341.00

89,788.00

89,709.00
(813.00)

90,158.00
( 817.00)

90,609.00
(821.00)

90,237.00
91,062
(825.00)

Total
610.00
358,262.00
361,538.00
(3,276.00)

Water Pollution Control Revolving Fund Loan Agreement states in part:
“4.1 (a) (ii). . .to the extent not otherwise limited by any outstanding loan resolution,
indenture or other act or document and beginning on the date set forth in Schedule
X, to provide debt service on the Local Bonds by depositing in a sinking fund onethird (1/3) of the interest payment next coming due on the Local Bonds and onethird (1/3) of the principal payment next coming due on the Local Bonds . . .”
(Emphasis Added)

Cause:

According to the SRF Program Manager, if the Local Government had not used all of
the loan funds by the time they start to make the repayments, the interest is
calculated on the amount of funds used by the Local Government and not the total
Local Bonds.

Effect:

The DEP is allowing Local Governments to be in noncompliance with the Loan
Agreements, also the DEP is not receiving all of the interest due on the Local Bonds.

Recommendation:

We recommend the DEP require Local Governments to make the interest payments
as required by the Loan Agreement or the DEP amend the Loan Agreements and
keep documentation showing the justification and method of recalculation in the
loan file.

Spending Unit’s
Response:

See Appendix at end of report.
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Informational Finding 2 Inconsistencies in the Calculation of Admin Fees
Condition:

We recalculated the Loan Repayments for the period of July 1, 2009 through June 30,
2010 for 21 loans. We noted inconsistencies in the calculation of admin fees for four
loans. Two of the loans had the quarterly payments and admin fees recalculated to
reflect a new payment start date. For these two loans the Quarterly Repayment was
recalculated using the remaining number of quarters in the original loan agreement.
However, the Original Admin fee (which was based on the original loan agreement)
was divided by the remaining number of quarters, instead of being recalculated using
the new repayment schedule. Admin Fees are calculated by multiplying the
beginning balance in each quarter by the admin fee rate (adjusted to a quarterly
basis). The sum of the total of each quarter is then divided by the number of
quarters, to get an average fee. We were unable to determine how the Admin Fee
was calculated for the remaining two loans. The schedule below shows the
differences between the actual admin fees and the audited admin fees. (Amounts are
rounded to nearest dollar)

Actual Quarterly
Actual Total
Audited Quarterly
Audited Total
Admin Fee
Admin Fee
Admin Fee
Admin Fee
Loan 1*
$6,317.00
$ 492,734.00
$ 6,152.00
$ 479,823.00
Loan 2*
19,714.00
2,306,561.00
19,225.00
2,249,375.00
Loan 3
10,130
1,053,478.00
10,192.00
1,059,984.00
Loan 4
20,019
2,322,240.00
19,358.00
2,245,471.00
Total
$ 56,180
$6,175,013.00
$54,927.00
$6,034,653.00
*Admin Fees were not recalculated using same method as the Quarterly Payments

Criteria:

Quarterly
Difference
$ 165.00
489.00
(62.00)
661.00
$1,253.00

Total
Difference
$ 12,911.00
57,186.00
(6,506.00)
76,769.00
$140,360.00

Water Pollution Control Revolving Fund Loan Agreement states in part:
“Schedule X Description of Local Bonds. . .The Local Bonds shall bear no interest from
the date of delivery to and including ____________. Commencing ___________,
interest on the Local Bonds is payable quarterly, at a rate of _________% per annum.
Commencing ____________, principal of the Local Bonds is payable quarterly, with
an administration fee of __%. Quarterly payments will be made on March 1, June 1,
September 1, and December 1 of each year as set forth on the Schedule Y attached
hereto and incorporated herein by reference.” (Emphasis Added)

Cause:

The DEP does not perform the recalculation or calculation of the admin fees.

Effect:

There are inconsistencies in the calculation of admin fees, which results in some local
governments overpaying the admin fee. This could be an issue for some local
governments which have a difficult time meeting their quarterly obligations.

Recommendation:

We recommend the DEP document the justifications for and the methods used in the
recalculation of quarterly payments and place a copy of such documentation in the
Loan Files. We also recommend the same method of calculating admin fees be used
for all loan agreements.

Spending Unit’s
- 14 -

Response:

See Appendix at end of report.
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Finding 1

Lack of Documentation in DEP Loan Files

Condition:

The Clean Water State Revolving Fund (CWSRF) is used to provide low interest loans
to local governments for construction of municipal wastewater treatment works and
is available for municipalities and public service districts to build, upgrade, or expand
treatment facilities and collection systems. The loans offer repayment terms from 20
– 40 years. We selected 21 of the 209 loans being repaid during Fiscal Year 2010 for
testing. Our sample had Principal, Interest and Administration Fees totaling
approximately $5.2 million. Total Principal, Interest and Administration Fees
received by DEP during Fiscal Year 2010 were approximately $27 million.
We requested to see the Loan files for the 21 loans selected and were informed by
the SRF Program Manager, most of the files had been “purged”, as these were older
loans. According to the Program Manager this was done a few years ago. The
Program Manager provided us with what documentation was available. Also the DEP
had “purged” all of the Priority Fact Sheets prior to 2008. The schedule below lists
the missing documentation by type of document requested. An offsetting strength
over this lack of documentation is the CWSRF undergoes annual reviews and audits
by both the Environmental Protection Agency and an Independent Certified Public
Accountant. According to DEP, both of these entities select a sample of current loan
files for review on a yearly basis.

Attribute Tested
Maximum Limits of Loan Terms (Priority Fact Sheets
used to determine maximums)
Repayments started within 1 year of Completion
Notification of Recipient As-Built Plans
Performance Certificates
Final Operation and Maintenance Manuals
Final Inspection Reports
Criteria:

Number
of Files
Reviewed

Number of Files
with
Documentation

Number of Files
without
Documentation

Percentage
Unavailable

21
21
19
19
18
19

0
7
6
7
7
7

21
14
13
12
11
12

100.00%
66.67%
68.42%
63.16%
61.11%
63.16%

Water Pollution Control Revolving Fund Loan Agreement states in part:
“2.9 The Local Government shall require the Consulting Engineers to submit
Recipient As-Built Plans, as defined in the SRF Regulations, to it within 60 days of the
completion of the Project. The Local Government shall notify DEP in writing of such
receipt. The Local Government shall submit a Performance Certificate, the form of
which is attached hereto as Exhibit A, and being incorporated herein by reference, to
DEP within 60 days of the end of the first year after the Project is
completed.”(Emphasis Added)
“2.10 The Local Government shall require the Consulting Engineers to submit the
final Operation and Maintenance Manual, as defined in the SRF Regulations, to DEP
when the Project is 90% completed. . .” (Emphasis Added)
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“4.3 . . .The Local Bonds shall not bear interest during the construction period but
interest shall commence accruing on the completion date as defined in the SRF
Regulations, provided that the annual repayment of principal and payment of
interest shall begin not later than one (1) year after the completion date. The
repayment of principal and interest on the Local Bonds shall be as set forth on
Schedule Y hereto. . .” (Emphasis Added)
Cause:

According to the SRF Program Manager, DEP needed the space in the file room.

Effect:

We are unable to determine if the Loan files contained the required documentation
because records were not available.

Recommendation:

We recommend the DEP scan all Loan files and Priority lists prior to destroying paper
files.

Spending Unit’s
Response:

See Appendix at end of report.
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Finding 2

Weakness in Internal Controls over Bank Statements

Condition:

We were unable to reconcile the Accounting Ledgers to the local Bank Statements for
five out of the seven bank accounts for Fiscal Year 2010. The DEP performed no
reconciliation of the Agriculture Loan Ledgers to the local bank accounts, prior to
Fiscal Year 2011. During Fiscal Year 2011, the DEP began to reconcile the individual
loan ledgers to the Bank Statements. The schedule below shows the results of our
reconciliation attempt:

Bank Beg. Balance
Funds paid to Bank

Bank of
Romney
$ 9,847.00

Pendleton
Community
Bank
$839,759.00

Capon Valley
Bank
$319,699.00

0.00

32,725.00

59,387.00

First United
Bank and Trust
$ 555,315.00

Summit
Community
Bank
$36,412.28

0.00

0.00

Repayments by Bank

5,490.00

177,637.00

70,455.00

86,580.00

20,751.00

Bank Ending Balance

$ 4,357.00

$694,847.00

$308,631.00

$ 468,735.00

$15,661.28

Book Beginning Balance
Book Payments to Bank
Book Repayments by Bank

$10,067.00
0.00
5,490.00

$835,149.00
32,725.00
184,057.00

$320,894.00
59,387.00
64,035.00

$ 556,805.00
0.00
86,580.00

$37,027.00
0.00
20,751.00

Book Ending Balance

$ 4,577.00

$683,817.00

$316,246.00

$ 470,225.00

$16,276.00

Difference

$ (220.00)

$ 11,030.00

$ (7,615.00)

$

$

Criteria:

(1,490.00)

(614.72)

W. Va. Code §5A-8-9, as amended, states in part:
“The head of each agency shall. . .
(b) Make and maintain records containing adequate and proper documentation
of the organization, functions, policies, decisions, procedures and essential
transactions of the agency designed to furnish information to protect the legal
and financial rights of the state and of persons directly affected by the agency’s
activities.”

Cause:

According to the Financial Reporting Specialist 2, “. . . A reconciliation of individual
commitment receivables to the bank statements has not been done.”

Effect:

Without an effective reconciliation processes the WVDEP is unable to determine
if loan repayments are properly accounted for.

Recommendation:

We recommend the WVDEP implement an effective system of controls over loan
repayments by reconciling the accounting ledgers to bank statements and maintain
adequate records to document such reconciliations.

Spending Unit’s
Response:

See Appendix at end of report.
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Auditor’s Comments
on Response:

We documented procedures over the Water Pollution Control Revolving Fund
Agriculture Loan Program in October of 2008. In these procedures the Program
personnel interviewed stated there were no reconciliations performed. When we
began to review the Fiscal Year 2010 records, we sent the Program Office these
procedures in March of 2011 and asked the Program personnel to review them and if
there were changes to those procedures to let us know. The response received from
the Program Office gave no indication our procedures were inaccurate. We received
a memorandum from the Fiscal Office personnel in response to our attempted
reconciliation, on April 28, 2011 which had the statement “A reconciliation of
individual commitment receivables to the bank statements has not been done.”
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Finding 3

Noncompliance with Ag Loan Agreement

Condition:

The WVDEP does not receive the monthly Ag Water Quality Loan Program Tracking
forms as required by the Bank Loan Augmentation Agreement.

Criteria:

The Water Pollution Control Loan Fund – Bank Loan Augmentation Agreement II
states in part:
“. . . (d) The Bank will monthly provide the Ag Water Quality Loan Program Tracking
form with respect to the status of its Loans to the applicable Soil Conservation
District. The District will provide the SRF with a copy of the report.”

Cause:

According to the Environmental Resources Program Manager I, “the tracking forms
are sent to the financial institutions. We do not receive them.”

Effect:

As a result of not receiving the monthly Ag Water Quality Loan Program Tracking
forms, the DEP may not have as effective monitoring over the Agriculture Loans.

Recommendation:

We recommend that the DEP comply with their Bank Loan Augmentation Agreement
by receiving the Ag Water Quality Loan tracking forms and strengthen internal
controls over monitoring.

Spending Unit’s
Response:

See Appendix at end of report.
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Finding 4

Unable to determine when Recipient As-Built Plans were received

Condition:

There were 19 loan files which we reviewed for Recipient As-Built Plans. Only one file
received the plans, however, based on the available documentation we were still
unable to determine if the plans were received by the Local Government within 60
days of the completion of the Project.

Criteria:

Water Pollution Control Revolving Fund Loan Agreement states in part:
“2.9 The Local Government shall require the Consulting Engineers to submit
Recipient As-Built Plans, as defined in the SRF Regulations, to it within 60 days of the
completion of the Project. The Local Government shall notify DEP in writing of such
receipt.”(Emphasis Added)

Cause:

The Final Inspection Report noted the plans had been received, however did not note
when the plans were received. Additional documentation for the loan file had been
“purged”.

Effect:

We are unable to determine if Local Government received the As-Built Plans during
the time frame required by the Loan Agreement.

Recommendation:

We recommend the DEP scan all Loan files prior to destroying paper files.

Spending Unit’s
Response:

See Appendix at end of report.
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Finding 5

Lack of Documentation over receiving manuals

Condition:

During our audit of the Cap Loan Payments, we reviewed four loan files with projects
which were at least 90% complete, as determined by DEP. We noted three of four
loan files did not have documentation supporting the submission of the Final
Operation and Maintenance Manuals.

Criteria:

The Agreement between the WDA, DEP, and Local Government, states in part:
“2.10 The Local Government shall require the Consulting Engineers to submit the
final Operation and Maintenance Manual, as defined in the SRF Regulations, to DEP
when the Project is 90% complete. . .”

Cause:

DEP stated the three projects did not require these manuals.

Effect:

The DEP and Local Government are in noncompliance with their Loan Agreement.

Recommendation:

We recommend DEP fully comply with their loan agreement and strengthen internal
controls over receiving the Final Operations and Maintenance Manuals from the
Consulting Engineers or revise the loan agreements for projects which do not require
the Operation and Maintenance Manuals.

Spending Unit’s
Response:

See Appendix at end of report.
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Finding 6

Lack of Documentation over receiving financial reports

Condition:

During our audit of the Cap Loan Payments, we reviewed eight loan files for Annual
Audit Reports and Budgets. We were unable to locate either the 2009 and/or 2010
Annual Audits and/or Budgets in five loan files. The schedule below shows the type of
report (either Audit or Budget) and the Fiscal Year for which the report was not
available. There were 4 Green Reserve Loans made with American Recovery Act
monies which were also included in our sample, however these loans were 100%
forgiven and had no requirements for monitoring.

Project
Greater St. Albans PSD
Huntington
Williamstown
Belle
Central Hampshire PSD
Criteria:

Annual Audit
Reports
missing for
2009
X
X

Total

X
X
4

Annual Audit
Reports missing
for 2010
X
X
X
X
4

Annual
Budget
missing for
2009

X
1

The Loan Agreement between the DEP, WDA and Local Government, states in part:
“4.1 (b)(xi) That the Local Government shall annually cause the records of the System
to be audited by an independent certified public accountant or independent public
accountant and shall submit the report of said audit to the Authority and DEP. . .”
“4.1(b)(xii) That the Local Government shall annually adopt a detailed, balanced
budget of the estimated revenues and expenditures for operation and maintenance
of the System during the succeeding fiscal year and shall submit a copy of such
budget to the Authority and DEP within 30 days of adoption. . .”

Cause:

The DEP did not receive copies of the Annual Audits and Budgets.

Effect:

As a result of not complying with their Loan Agreement, the Fiscal Office is unable to
perform an analysis of the Audit Reports.

Recommendation:

We recommend DEP fully comply with their loan agreement and strengthen internal
controls over receiving audit reports and budgets.

Spending Unit’s
Response:

See Appendix at end of report.
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Finding 7

Lack of Monitoring over Monthly Reports

Condition:

During our audit of the Cap Loan Payments, we reviewed eight loans to determine if
DEP received the Monthly Financial Reports for the period of July 1, 2009 through
April 30, 2011. We noted the DEP allowed two local governments to submit reports
on a basis other than monthly. The Loan Agreements stated Financial Reports should
be provided monthly.

Criteria:

The Loan Agreement between the WDA, DEP, and Local Government, states in part:
“2.12 The Local Government, commencing on the date contracts are executed for the
acquisition or construction of the Project and for two years following the completion
of acquisition or construction of the Project, shall each month complete a Monthly
Financial Report . . . and forward a copy by the 10th of each month to DEP and the
Authority.”

Cause:

Local Governments were allowed to submit reports on a basis other than monthly.

Effect:

As a result of not monitoring the Monthly Financial Reports for compliance, the DEP
and Local Government are in noncompliance with the Loan Agreement.

Recommendation:

We recommend the DEP revise the language in the Loan Agreements to allow for
submission of Financial Reports on a basis other than Monthly. The DEP could also
hold future payments to the Local Government until the reports are received.

Spending Unit’s
Response:

See Appendix at end of report.
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Finding 8

No Authority for Water Pollution Revolving – Admin. Fee Fund

Condition:

The WV Department of Environmental Protection (DEP) is depositing administration
fees related to repayments of loans made with State Revolving Fund monies into the
Water Pollution Revolving – Admin Fee (Fund 3342). Monies received from Federal
Grants to be used for administering the Water Pollution Control Revolving Fund
(Fund 3329) are also deposited into this fund. We noted as of June 30, 2010 Fund
3342 – Water Pollution Revolving – Admin. Fee Fund had a cash balance of
$5,106,354.50. We could not find statutory authority for the Water Pollution
Revolving Fund – Admin Fee (Fund 3342).

Criteria:

Title 33, Chapter 26, Subchapter II, Section 1383 of the United States Code states in
part:
“. . .(a) REQUIREMENTS FOR OBLIGATION OF GRANT FUNDS.--Before a State may
receive a capitalization grant with funds made available under this subchapter and
section 1285(m) of this title, the State shall first establish a water pollution control
revolving fund which complies with the requirements of this section.
(b) ADMINISTRATION.--Each State water pollution control revolving fund shall be
administered by an instrumentality of the State with such powers and limitations as
may be required to operate such fund in accordance with the requirements and
objectives of this chapter.
(c) PROJECTS ELIGIBLE FOR ASSISTANCE.--The amounts of funds available to each
State water pollution control revolving fund shall be used only for providing financial
assistance- (1) to any municipality, intermunicipal, interstate, or State agency for
construction of publicly owned treatment works (as defined in section 1292 of this
title), (2) for the implementation of a management program established under
section 1329 of this title, and (3) for development and implementation of a
conservation and management plan under section 1330 of this title. The fund shall be
established, maintained, and credited with repayments, and the fund balance shall
be available in perpetuity for providing such financial assistance.
(d) TYPES OF ASSISTANCE.--Except as otherwise limited by State law, a water
pollution control revolving fund of a State under this section may be used only- (1) to
make loans, on the condition that- (A) such loans are made at or below market
interest rates, including interest free loans, at terms not to exceed 20 years; (B)
annual principal and interest payments will commence not later than 1 year after
completion of any project and all loans will be fully amortized not later than 20 years
after project completion; (C) the recipient of a loan will establish a dedicated source
of revenue for repayment of loans; and (D) the fund will be credited with all
payments of principal and interest on all loans; (2) to buy or refinance the debt
obligation of municipalities and intermunicipal and interstate agencies within the
State at or below market rates, where such debt obligations were incurred after
March 7, 1985; (3) to guarantee, or purchase insurance for, local obligations where
such action would improve credit market access or reduce interest rates; (4) as a
source of revenue or security for the payment of principal and interest on revenue or
general obligation bonds issued by the State if the proceeds of the sale of such bonds
will be deposited in the fund; (5) to provide loan guarantees for similar revolving
funds established by municipalities or intermunicipal agencies; (6) to earn interest on
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fund accounts; and (7) for the reasonable costs of administering the fund and
conducting activities under this subchapter, except that such amounts shall not
exceed 4 percent of all grant awards to such fund under this subchapter.
Title 40, Part 35, Subpart K, Section 3120 of the Code of Federal Regulations states:
“The SRF may provide seven general types of financial assistance.
(a) Loans. The SRF may award loans at or below market interest rates, or for zero
interest. (1) Loans may be awarded only if: (i) all principal and interest payments on
loans are credited directly to the SRF; (ii) the annual repayment of principal and
payment of interest begins not later than one year after project completion; (iii) the
loan is fully amortized not later than twenty years after project completion; and (iv)
each loan recipient establishes one or more dedicated sources of revenue for
repayment of the loan. (2) Where construction of a treatment works has been
phased or segmented, loan repayment requirements apply to the completion of
individual phases or segments.
(b) Refinancing existing debt obligations. The SRF may buy or refinance local debt
obligations at or below market rates, where the initial debt was incurred after March
7, l985, and building began after that date. (1) Projects otherwise eligible for
refinancing under this section on which building began: (i) before January 28, 1988
(the effective date of the Initial Guidance for State Revolving Funds) must meet the
requirements of title VI to be fully eligible. (ii) after January 28, 1988, but before the
effective date of this rule, must meet the requirements of title VI and of the Initial
Guidance for State Revolving Funds to be fully eligible. (iii) after (effective date of the
rule) must meet the requirements of this rule to be fully eligible. (2) Where the
original debt for a project was in the form of a multi-purpose bond incurred for
purposes in addition to wastewater treatment facility construction, an SRF may
provide refinancing only for eligible purposes, and not for the entire debt.
(c) Guarantee or purchase insurance for local debt obligations. The SRF may
guarantee local debt obligations where such action would improve credit market
access or reduce interest rates. The SRF may also purchase or provide bond
insurance to guarantee debt service payment.
(d) Guarantee SRF debt obligations. The SRF may be used as security or as a source of
revenue for the payment of principal and interest on revenue or general obligation
bonds issued by the State provided that the net proceeds of the sale of such bonds
are deposited in the SRF.
(e) Loan guarantees for "sub-State revolving funds.'' The SRF may provide loan
guarantees for similar revolving funds established by municipal or intermunicipal
agencies, to finance activities eligible under title VI.
(f) Earn interest on fund accounts. The SRF may earn interest on Fund accounts.
(g) SRF administrative expenses. (1) Money in the SRF may be used for the
reasonable costs of administering the SRF, provided that the amount does not
exceed 4 percent of all grant awards received by the SRF. Expenses of the SRF in
excess of the amount permitted under this section must be paid for from sources
outside the SRF. (2) Allowable administrative costs include all reasonable costs
incurred for management of the SRF program and for management of projects
receiving financial assistance from the SRF. Reasonable costs unique to the SRF,
such as costs of servicing loans and issuing debt, SRF program start-up costs,
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financial, management, and legal consulting fees, and reimbursement costs for
support services from other State agencies are also allowable. (3) Unallowable
administrative costs include the costs of administering the construction grant
program under section 205(g), permit programs under sections 402 and 404 and
Statewide wastewater management planning programs under section 208(b)(4). (4)
Expenses incurred issuing bonds guaranteed by the SRF, including the costs of
insuring the issue, may be absorbed by the proceeds of the bonds, and need not be
charged against the 4 percent administrative costs ceiling. The net proceeds of those
issues must be deposited in the Fund.
W. Va. Code §22C-2-3, states in part:
“(a) Under the direction of the division of environmental protection, the water
development authority shall establish, administer and manage a permanent and
perpetual fund, to be known as the West Virginia Water Pollution Control
Revolving Fund. The fund shall be comprised of moneys appropriated to the fund by
the Legislature, moneys allocated to the state by the federal government expressly
for the purposes of establishing and maintaining a state water pollution control
revolving fund, all receipts from loans made from the fund to local entities, all
income from the investment of moneys held in the fund, and all other sums
designated for deposits to the fund from any source, public or private. Moneys in
the fund shall be used solely to make loans to local entities to finance or refinance
the costs of a project: Provided, That moneys in the fund shall be utilized to defray
the costs incurred by the authority and the division of environmental protection in
administering the provisions of this article: Provided, however, That moneys in the
fund shall be used to make grants for projects to the extent allowed or authorized by
federal law.” (Emphasis Added)
Cause:

According to the DEP, Federal law and rules do not allow admin fees charged on
loans to be mingled with SRF funds if states want to use the fees to administer the
program. If fees are deposited into the SRF account, then federal rules would apply
to the fees, limiting the ability to use them to administer the program.

Effect:

The DEP has a fund which has not been approved by the Legislature.

Recommendation:

DEP transfer the monies in Fund 3342 – Water Pollution Revolving Admin Fee Fund
to Fund 3329 – Water Pollution Control Revolving Fund and close Fund 3342 or seek
statutory approval for Fund 3342.

Spending Unit’s
Response:

See Appendix at end of report.
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WEST VIRGINIA DEPARTMENT OF ENVIRONMENTAL PROTECTION
DIVISION OF WATER AND WASTE MANAGEMENT
CLEAN WATER STATE REVOLVING FUND
JULY 1, 2009 – JUNE 30, 2010
SUPPLEMENTAL INFORMATION
FUND LISTING
SPECIAL REVENUE FUNDS
3329 Water Pollution Control Revolving Fund
Federal and state funds & interest to administer fund & to make loans to local govts. to
finance costs of pollution control projects
3342 Water Pollution Revolving Fund – Admin Fee
Transfers from fund 7250 & interest to administer revolving fund
FEDERAL FUNDS
8708 Consolidated Federal Funds General Administration Fund
Federal funds and interest income to administer and develop energy resources in West
Virginia
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STATE OF WEST VIRGINIA
OFFICE OF THE LEGISLATIVE AUDITOR, TO WIT:

I, Stacy L. Sneed, CPA, CICA, Director of the Legislative Post Audit Division, do hereby certify
that the report appended hereto was made under my direction and supervision, under the provisions of the
West Virginia Code, Chapter 4, Article 2, as amended, and that the same is a true and correct copy of said
report.
Given under my hand this

28th

day of

July

2011.

Stacy L. Sneed, CPA, CICA, Director
Legislative Post Audit Division

Copy forwarded to the Secretary of the Department of Administration to be filed as a public
record. Copies forwarded to the Department of Environmental Protection; Governor; Attorney General; and
the State Auditor.
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WEST VIRGINIA DEPARTMENT OF ENVIRONMENTAL PROTECTION
DIVISION OF WATER AND WASTE MANAGEMENT
CLEAN WATER STATE REVOLVING FUND
JULY 1, 2009 – JUNE 30, 2010

APPENDIX

dep
west virginia department

of environmental

protection

Executive Office
601 57th Street SE
Charleston, WV 25304
Phone: (304) 926-0440
Fax:
(304) 926-0446

Earl Ray Tomblin, Governor
Randy C. Huffman, Cabinet Secretary
dep.wv.gov

July 28,2011

Stacy L. Sneed, CPA, CICA, Director
Legislative Post Audit Division
Building 1, Room W-329
1900 Kanawha Boulevard, East
Charleston, West Virginia 25305-0610
Dear Ms. Sneed:
The West Virginia Department of Environmental Protection appreciates the opportunity to
respond to the findings for the Division of Water and Waste Management, Clean Water State
Revolving Fund audit and to have these responses included in your final report. We are pleased
that the findings noted are inconsequential to the financial operations of the program and are
instead related to compliance with our loan agreement. We will attempt to revise our loan
agreement to allow for varying requirements based on the nature of a project.
West Virginia's Clean Water State Revolving Fund program is an exemplary program and was
given a 2009 PISCES (Performance and Innovation in the SRF Creating Environmental Success)
Award from the Federal Environmental Protection Agency. This award is in recognition of
"Innovative Use of the Clean Water State Revolving Fund to Improve Water Quality".
In addition, this program is reviewed annually by the Federal Environmental Protection Agency,
and has an annual audit performed by an independent accounting firm as required by state code.
Both the reviews and the audits have found no problems with the program. See reports included.
We appreciate your feedback and will use the information to further improve on the Clean Water
State Revolving Fund program.
Sincerely,

(/L/Au-O. (]wo~
tf!;andY C. Huffman
Cabinet Secretary
RCH/jjs
Attachment
Promoting a healthy environment.

West Virginia Department of Environmental Protection
Division of Water and Waste Management
Clean Water State Revolving Fund
Response to Findings July 2011

We are pleased that the findings noted are inconsequential to the financial operations of the
program and are instead related to compliance with our loan agreement. We will attempt to
revise our loan agreement to allow for varying requirements based on the nature of a project.
West Virginia’s Clean Water State Revolving Fund program is an exemplary program and was
given a 2009 PISCES (Performance and Innovation in the SRF Creating Environmental Success)
Award from the Federal Environmental Protection Agency. This award is in recognition of
“Innovative Use of the Clean Water State Revolving Fund to Improve Water Quality”.
In addition, this program is reviewed annually by the Federal Environmental Protection Agency,
and has an annual audit performed by an independent accounting firm as required by state code.
Both the reviews and the audits have found no problems with the program. See reports included.
Informational Finding 1:

Interest was not paid according to Debt Service Schedule

DEP Response: The Department of Environmental Protection (DEP) disagrees with this
finding. The interest charged on the loan is based on the amount advanced under the bond.
The Bond Documents state “… (the “Issuer”), for value received, hereby promises to pay, solely
from the special funds provided therefor, as hereinafter set forth, to the West Virginia Water
Development Authority (the “Authority”) or registered assigns the sum of …… or such lesser
amount as shall have been advanced to the Issuer hereunder and not previously repaid, as set
forth in the “Record of Advances” attached as EXHIBIT A hereto and incorporated herein by
reference,…”.
If the project is completed within the original time frame, the initial amortization schedule is
correct and repayments and interest will follow this schedule. The amortization schedule
assumes the project has been completed and paid out based on the original plan. However, there
are situations where this is not the case. This occurs when the project is not completed in the
initial time anticipated and repayments begin during the same period as payouts are still taking
place. In these instances, the Municipal Bond Commission (MBC) recalculates the interest due
on the debt service schedule and the amount of principal repayment remains the same.
DEP is in compliance with the Bond Documents and is receiving all of the interest due on the
Local Bonds.
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Informational Finding 2:

Inconsistencies in the Calculation of Admin Fees

DEP Response: DEP disagrees with this finding. When the terms of the loan and the loan
amount are known, a request is made to the Water Development Authority (WDA) to issue the
loan/bond purchase agreements and the debt service schedule (DSS). The Administrative fee as
well as the principal and interest are calculated by a public finance office utilized by the WDA.
The DEP does not perform this calculation.
The interest and administrative fees are calculated on the loan amount rounded to the nearest
dollar. The administrative fee is then amortized using the straight line method over the term of
the loan. This is to allow the rate structure of the utility to be consistent for every payment. If
the “normal” schedule was used, a higher administrative fee would be collected up front and
decrease as the term goes on, requiring a higher user rate charge to provide sufficient revenues.
This would have to be approved by the Public Service Commission. The statement at the end of
the DSS, “Plus a quarterly . . . . . . .” was added by the WDA to notate the required submittal of
the administrative fee quarterly with the principal and/or interest payment to the Municipal Bond
Commission.
Although there appears to be inconsistencies in the calculation of the fees based on the
legislative auditors, there is no overpayment. Using a rounded dollar principal and the
“commencing date”, the fees are based on the loan amount. In the three (3) projects reviewed
(excluding Dunbar), the project completion date was greatly revised; however the last payment
date was not moved. This is a general program policy and subject to the situation at hand. The
rates were already in place so the payments were adjusted to pay off timely. In the case of
Dunbar, when the fee of $1, 053,478.40 is divided by 104 quarters, the term of the loan, the
administrative fee would be $10,129.60 per quarter.
DEP believes that the administrative fee calculation is consistently applied in all loan/bond
purchase agreements.
Finding 1:

Lack of Documentation in DEP Loan Files

DEP Response: DEP disagrees with this finding. The Clean Water State Revolving Fund
(CWSRF) loans run 20-30-40 years. During the course of the loan, there are documents that are
received that are relevant during the construction phase but do not remain relevant for the life of
the loan. In addition, every document mentioned in the loan agreement is not necessary for
every project. The Federal EPA suggests that the DEP maintain only the loan agreement (which
includes the debt service schedule) for the length of the loan.
Priority Fact Sheets/Recalculation of loan repayments
The priority fact sheets cannot be used to verify terms of the actual loan. The priority fact sheet
includes the ‘proposed rate’ at the time of the priority list application (this is not the loan
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application) and will vary from the actual rate at closing. The Public Service Commission (PSC)
is the rate setting agency. The PSC does not use the priority fact sheet to calculate the loan.
The Federal Environmental Protection Agency (EPA) requires a project be on the priority list
prior to DEP issuing a loan. DEP retains the current year’s priority fact sheet until the annual
EPA review so that EPA can verify that the project was on the priority list. After their review,
the EPA approves removing this information from the file. DEP retains the loan agreement and
the repayment information as suggested by EPA.
Repayments started within one year of completion/ Performance Certificates/Final
Inspection Report
This is one of the items that the EPA verifies during their annual review of the program. If this
were not being met, the EPA would write it up as a finding. The completion date of the project
is entered into the Project Manager software. Some projects do not have a final inspection. An
example would be a design loan.
Once an entity is in operation, there is no need to retain this information. The Water
Development Authority (WDA) retains a copy of all loan agreements that could be used to verify
this information.
As-Built Plans
The DEP verifies that the entity receives the record drawings at the final inspection. Design
loans will not have record drawings to submit.
Operation & Maintenance Manuals
The need for this document is dependent on the type of project being built. This isn’t a
requirement for the three entities that were noted in the finding. The projects for these systems
consisted of extensions, upgrades and interceptors on existing facilities. Therefore, the entity did
not need to pay for an operation and maintenance manual for upgrades to existing systems. It
would not be necessary to know that Project X received an O&M manual 20 years after project
completion. It would be out of date.
The EPA has no requirements for keeping files for a mandatory time period. They suggest that
we keep a copy of the loan agreement which includes the debt service schedule. There is no
legal requirement mandating we keep this documentation for any specific length of time.
The EPA annually reviews the CWSRF program to ensure that all requirements are being met.
The CWSRF program is in compliance with all EPA requirements. In addition, we are required
to have an annual audit of the program by an independent accounting firm. Both of these
reviews/audits have been conducted since the inception of the program with no major concerns.
There is no reason to expend state time and resources to keep information that is not relevant to
future projects. Between the WDA and the DEP we keep a copy of the loan/bond documents and
debt service schedule as suggested by EPA.
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Finding 2: Weakness in Internal Controls over Bank Statements
DEP response: DEP disagrees with the finding. As stated in the condition, during Fiscal Year
2011, and prior to the start of this audit, the DEP began to reconcile the individual loan ledgers to
the Bank Statements. The individual accounts are tracked solely for maximum loan limits that
were in place at the start of the program. Repayment of these loans to DEP is the responsibility
of the banks, regardless of repayment by the individual to the bank.
The Cause is incorrect for the reasons explained above; reconciliations were implemented prior
to the audit. This process will also correct the Effect noted on this finding.
In addition, DEP bank account activity is verified each fiscal year end by completing the outside
bank account closing book forms for the single audit. This process reconciles DEP activity to the
bank statements. Also completed at year end is a reconciliation of the current year’s accounts
receivable activity with WV FIMS.
DEP had implemented the recommendation prior to this audit.
Finding 3: Noncompliance with Agriculture Loan Agreement
DEP Response: DEP disagrees with this finding. DEP acknowledges that there were four (4)
loan agreements that did not have the tracking sheets in the file, we have since requested and
received this information. This will not impact the effectiveness of our monitoring of the
Agricultural loans. DEP has historically received copies of the monthly reports.
The DEP does have effective monitoring over this program with the implementation of the
reconciliations that were started prior to the audit.
Finding 4: Unable to determine when Recipient As-Built Plans were received
DEP Response: DEP disagrees with this finding. The CWSRF is in compliance with all EPA
and state requirements. The 60 day requirement is in the loan agreement however the exact
timing is not crucial. The important factor is that the community receives a copy of the record
drawings. We are unable to penalize communities for legitimate delays. The complexity and
size of the project must be taken into account as well. It may take an engineering firm longer
than 60 days to produce a clean set of record drawings for their client. Extensions will always be
granted.
Finding 5: Lack of Documentation over receiving manuals
DEP Response: DEP disagrees with this finding. The language is in the loan agreement but the
requirement is dependent on the type of project being built. This is not a requirement for the
three (3) projects noted in the finding. The projects for these systems consisted of extensions,
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upgrades and interceptors on existing facilities. Therefore, the entity did not need to pay for an
operation and maintenance manual for upgrades to existing systems.
The engineering agreements that are reviewed and approved by the CWSRF spell out what is
required of the engineering firm. Requiring the communities to expend unnecessary funds for a
manual they don’t need is a waste of the CWSRF funds and an unnecessary burden on the
community. Having a different loan agreement to match the individual requirements of each
project is also an unnecessary waste of employee resources. Doing this would increase the risk
of not including something in the agreement that is necessary.
The CWSRF program has functioned well under the existing programmatic requirements and
existing loan agreement. The CWSRF program is in compliance with all EPA and state
requirements. We will evaluate the wording in our current loan agreement.
Finding 6: Lack of Documentation over receiving financial reports
DEP response: DEP disagrees with this finding. The DEP has received copies of all budgets and
reports documented as missing except for the Belle, Williamstown, and Greater St. Albans
audits. We are waiting on the auditor’s office to complete the reports for Belle and
Williamstown and Greater St. Albans will be combining the two years in one report. This
finding is inconsistent with the independent financial audits for the last three fiscal years. The
auditors have not identified any deficiencies with DEP’s sub-recipient monitoring procedures
including the receipt of audits, monitoring of ongoing projects, monitoring of loans in repayment
status and general compliance with the state’s requirements as stipulated in every loan/financing
agreement and bond purchase document. EPA has also had no issues with respect to this finding.
The CWSRF is not operating independently of other agencies. The WDA and MBC are
monitoring repayments and are taking action on the behalf of the CWSRF if a community fails to
make their required payments. In addition, the PSC monitors the communities to ensure that all
sewer revenues are spent appropriately on items related to their wastewater system.
This finding fails to take into account the size and abilities of the small communities of West
Virginia. For small municipalities like Belle and Williamstown, securing an accounting firm to
get the audits done creates a financial burden that they cannot afford. For these municipalities,
audits are conducted by the Chief Inspector Division (CID) or pre-approved subcontractor. The
workload of the CID, may affect the timing of receipt of the audits. OMB-134 requires SRF’s
audits be submitted nine months following the close of the Fiscal year.
The CWSRF continues to work with small communities and their constraints to get their audits
and budgets as required by the loan agreement. Considering the financial constraints facing
these communities, there are no other options. There have been no material defaults that have
not been cured in over 20 years of the CWSRF program.
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DEP is in compliance with the loan agreement by requesting financial reports in the agreement
and following up with a letter to the loan recipient.
Finding 7: Lack of Monitoring over Monthly Reports
DEP response: DEP agrees with this finding. The CWSRF has worked with small municipalities
to accommodate their need to submit financial statements on a basis other than monthly in order
to save money. The CWSRF will revise the language in the Loan Agreements to allow for
submission of Financial Reports on a basis other than monthly.
Finding 8: No Authority for Water Pollution Control – Admin Fee Fund
DEP response: DEP disagrees with this finding. The CWSRF capitalization grant from EPA
allows the state to expend up to four percent (4%) of the grant for administrative expenses.
However, the regulations also allow the state to charge an administrative fee on the SRF loans.
The legal authority for charging fees on loans in the CWSRF program is found in EPA general
grant regulations at 40 CFR 31.25 which states “Grantees are encouraged to earn income to
defray program costs”. On October 20, 2005, EPA published final guidance in the federal
register entitled “Guidance on Fees Charged by States to Recipients of Clean Water State
Revolving Fund Program Assistance.”
DEP’s General Counsel, under the authority of the Legislature and the Governor, provides an
annual certification which says “Further, it is my opinion that the DEP, as the statutorily
authorized instrumentality of the State of West Virginia in conformance with section 22C-2-2 of
the West Virginia Code, may legally bind the State to the terms of the capitalization grant
agreement between the DEP and the United States Environmental Protection Agency”.
The CWSRF capitalization grants from EPA include a special condition that incorporates the
EPA Guidance document by reference and clearly requires DEP “…to maintain records which
account for fees separate from the CWSRF project fund…”.
The information provided under the Criteria heading is from the Clean Water Act and EPA’s
implementing program regulations. The information on administrative costs that is bolded
relates only to the amount that may be expended from the federal capitalization grant, which is
limited to only four percent (4%) of the federal grant. This four percent amount is inadequate for
administering the multi-million dollar program currently managed by DEP. Although the
authority and requirements of the fee revenue, identified above, restrict how the fees are used
they do not limit the level that may be spent annually on administrative costs of the CWSRF
program provided that the fees are not paid for by these federal funds.
If DEP did not have revenues from its fee account, DEP would need to rely on annual funding
from the State Budget because the timing and amount of federal grants are unreliable. Federal
grants are routinely delayed because of federal budget problems and the level of CWSRF
appropriations drastically fluctuate from year to year. As a result, DEP joined most of the other
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CWSRF programs across the country, including Delaware, Kentucky, Maryland, Ohio, and
Virginia and charge a small fee on CWSRF loans.
By not using four percent (4%) of the federal capitalization grant for administrative expenses,
DEP is able to maximize the amount available as loan or grant dollars (principal forgiveness
loans) for water quality improvement projects as required by West Virginia Code 22C-2-3.
DEP disagrees with the auditors’ Recommendation for the all of the above reasons. In addition,
the State Auditor’s office determined that CWSRF had statutory approval to create the fund and
gave their approval of its creation on 7/31/1995. This documentation has been provided to the
auditors.
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PROGRAM EVALUATION REPORT
West Virginia
Clean Water State Revolving Fund
STATE FISCAL YEAR 2010

EXECUTIVE SUMMARY
This Program Evaluation Report (PER) is the U.S. Environmental
Protection Agency's (EPA's) evaluation of West Virginia's Clean Water State
Revolving Fund (CWSRF) program. The program is administered by the West
Virginia Department of Environmental Protection (WV DEP). The review covers
the period July 1, 2009 through June 30, 2010. EPA conducted its on-site review
from May 10 through 12,2011.
The annual review process included the submittal of WV DEP's CWSRF
Annual Report, EPA's evaluation of the program, and EPA's issuance of this
PER. The scope of this year's program review was established in accordance
with EPA's Interim Final Annual Review Guidance and the national State
Revolving Fund Checklist to ensure a detailed review of all program components.
During FY 2010, West Virginia's CWSRF program financed 48 projects at
wastewater treatment facilities totaling over $96 million. These projects helped
communities achieve compliance and improved impaired water bodies. In
addition, WV DEP financed another 64 nonpoint source projects totaling over $6
million. All of the projects financed through the CWSRF program are vital in
protecting and improving the water quality for drinking water, recreation, and
natural habitat in the rivers, lakes, and streams throughout the State.
WV DEP continues to manage the CWSRF program effectively and
efficiently; the pace of fund utilization is 93%. The program exhibits good
financial health. All loans are strongly secured. WV DEP has managed the Fund
to maintain perpetuity as required by the Clean Water Act (CWA).
This PER does not include any recommendations
State to review or consider.
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