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EXECUTIVE SUMMARY

DEPARTMENT OF CONSERVATION
AND NATURAL RESOURCES
DIVISION OF ENVIRONMENTAL PROTECTION

Background

The Division of Environmental Protection (Division) is
responsible for implementing statewide regulatory programs
to protect the environment, and health and welfare of the
public. Programmatic areas include air quality, water quality,
hazardous and solid waste management, mining
reclamation, highly hazardous chemicals and alternative
fuels, federal facilities, and water pollution issues. The
Division also provides staff support to the State
Environmental Commission, the Board to Review Petroleum
Claims, and the Board for Financing Water Projects.

The Division accomplishes its mission with an
Administrative unit and two offices that manage the activities
of the Division’s nine bureaus. The Division is located in
Carson City and Las Vegas and had 194.5 full-time
equivalent positions as of April 2003. Many of the Division
bureaus collect fees, taxes, and reimbursements from
regulated entities that support a majority of the Division’s
activities. Other significant sources of revenue include
federal grants, bonds, and interest. The Division had total
revenues of $47 million for fiscal year 2002.

Purpose

The purpose of this audit was to determine if
revenues were collected in accordance with laws,
regulations, and Division policies and procedures. The audit
included a review of the Division’s revenue processes for
collecting, receipting, and recording fees, taxes and
reimbursements for calendar year 2002.
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Results in Brief

While the Division has controls over revenue once it is
received, weaknesses exist over the collection of fees and
reimbursable expenditures. We found improvements are
necessary to ensure revenue is collected accurately, timely,
and in accordance with laws and regulations. Insufficient
controls contributed to the Division not collecting about
$131,000 in revenues and allowing a hazardous waste
facility to take a refund of $78,000 without validating its
accuracy.

Current efforts to ensure all revenues owed the
Division are collected could be improved. Specifically,
quarterly collection reports contain errors and omissions
resulting in an understatement of the Division’s total
accounts receivable. In addition, uncollectible amounts are
carried on debt collection reports even though state laws and
procedures exist for write off. Furthermore, the Division bills
bankrupt and abandoned facilities for annual fees when the
likelihood of collection is minimal. Finally, the Division does
not pursue all available collection techniques. Because of
these weaknesses, the Division is at risk of losing thousands
of dollars in revenue and may be giving unrealistic
expectations of amounts owed the State.

Principal Findings

. Hazardous waste fee reports were not accurate or
complete. A majority of the hazardous waste fees
collected by the Division are generated by the State’s
only commercial hazardous waste landfill facility. The
facility pays fees for the treatment, storage, and
disposal of hazardous waste ranging from $1.50 to
$33.14 per ton, based on waste type. However,
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complete waste shipments and portions of other
shipments were omitted from quarterly reports. An
additional $43,000 in fees was subsequently collected
after we identified shipment omissions from facility
reports. (page 11)

Three of the 4 quarterly reports we reviewed
contained mathematical errors. These mathematical
errors prompted the facility to revise the third quarter
2002 report and reduce fees by approximately
$78,000. While this refund may be valid, the Division
allowed the facility to take this credit without verifying
its accuracy. (page 12)

The Division did not recover all expenditures for
environmental clean-up sites. Approximately $87,500
in expenditures went unrecovered over a four-year
period because reimbursements were not sought. In
addition, the Division lost the opportunity to earn
interest because expenditures were allowed to remain
outstanding for extended time periods. (page 12)

About half of the permits we reviewed were issued
months and even years after old permits expired.
State laws and regulations limit permit periods to five
years. As a result, renewal fees are not collected
every five years as anticipated and the Division may
be at risk of losing revenue in future years if current
practices continue. (page 14)

Although regulations established permit fees,
amounts charged sometimes varied from regulations.
We found 3 of 15 permit holders were charged fees
based on highest permit processing levels instead of
current permit limitations. Management indicated
fees are charged at the higher rate because
regulatory requirements do not decrease as
processing rates decline. (page 15)
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Quarterly debt collection reports prepared by
individual Bureau's were often inaccurate or
incomplete. Reports omitted prior year fees and
reimbursements, had incorrect amounts, and had
computational errors. This resulted in an
understatement of Division receivables. Even though
not all accounts receivable are collectible, accurate
accounts receivable information is essential if the
Division is to effectively pursue receivables due from
its permit holders and others. (page 16)

The Division has not written off accounts receivable,
even though some are designated as uncollectible
and others are for facilities that are bankrupt or
abandoned. Realistically these amounts will not be
collected and should be written off. State law
authorizes agencies to write off uncollectible debts
with the approval of the State Board of Examiners.
However, the Division does not have procedures
guiding when amounts should be considered for write
off. (page 17)

The Division could employ additional -collection
techniques to ensure outstanding amounts are paid.
Our review found collection letters were not prepared
or were done sporadically, permit provisions were not
always enforced, and late payment penalties were not
assessed. Our analysis showed the Division did not
receive, on average, 37% of fees we tested totaling
$1.3 million by established due dates. Since the
Division is primarily funded by fees, not actively
pursuing outstanding fees could impact the Division
financially. (page 18)
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Recommendations

This report contains eight recommendations to
improve the Division’s revenue process. Specifically, the
Division should review hazardous waste fee reports for
accuracy and completeness, establish processes to ensure
clean-up costs are reimbursed timely, and ensure permits
are renewed timely and fees are collected in accordance
with regulations. In addition, the Division needs to develop
policies and procedures to ensure debt collection reports are
accurate and bad debts are identified, evaluated, and written
off as state laws allow. Furthermore, the Division should
provide guidance regarding the assessment of annual fees
on bankrupt and abandoned facilities and pursue all
available collection techniques. (page 30)

Agency Response

The Division, in its response to our report, accepted
all eight recommendations. (page 27)



Introduction

Background

The Division of Environmental Protection (Division) is responsible for imple-
menting statewide regulatory programs to protect the environment, and health and
welfare of the public. The Division’s mission is to protect and enhance the environment
of the State consistent with public health and enjoyment, the propagation and protection
of terrestrial and aquatic life, the operation of existing industries, the pursuit of
agriculture, and economic development activities. Programmatic areas include air
quality, water quality, hazardous and solid waste management, mining reclamation,
highly hazardous chemicals and alternative fuels, federal facilities, and water pollution
issues. Since January 2003, the Division has accomplished its mission with an
Administrative unit and two offices that manage the activities of the Division’s nine
bureaus as shown in Exhibit 1.

Exhibit 1
Division of Environmental Protection
Organizational Chart
Administrator
| |
Office of Air, Office of Water,
Divisional Waste, & Mining, &
Administration Federal Corrective
Facilities Actions
Bureau of Air Bureau of Air Bureau of Bureau of
Quality Pollution Contn Water Pollution Water Quality
Bureau of Planning I Control Planning
Environmental
Information &
Planning
Bureau of Bureau of B‘;::u of Bureau of
Federal Waste Regulat?gn & Corrective
Facilities Management Reclamation Actions

Source: Division of Environmental Protection’s web site.
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The organizational responsibilities of each unit are as follows.

Administration — Provides financial and human resource management oversight
to Bureaus.

Bureau of Environmental Information and Planning — Manages the Division’s
computer needs and provides computer management and support to all other
Bureaus within the Division. This Bureau also includes an ombudsman who
assists regulated clients and members of the public with environmental laws and
regulations.

Bureau of Air Quality Planning — Maintains levels of air quality that will protect
human health and prevent injury to the environment. This includes planning to
ensure state and federal air quality standards are not exceeded, maintaining an
ambient air monitoring network, and implementing a statewide smoke
management program.

Bureau of Air Pollution Control — Implements and enforces state and federal
regulations to prevent, abate, and control air pollution from all stationary and
temporary sources. The Bureau issues permits and determines compliance by
monitoring reports, on-site inspections, and enforcement actions.

Bureau of Federal Facilities — Oversees environmental remediation activities
being performed on federal lands that are historically contaminated. The Bureau
also permits and regulates water pollution control and waste management
operations on Department of Energy facilities.

Bureau of Waste Management — Plans, regulates, and permits activities to
ensure environmentally sound management of solid and hazardous waste.

Bureau of Water Pollution Control — Protects the waters of the State from the
discharge of pollutants. This includes issuing permits, conducting inspections,
enforcing permit requirements, administering the State Revolving Loan Fund
program, reviewing and approving the design of treatment facilities, reviewing
subdivision plans, and conducting training and certification programs.

Bureau of Water Quality Planning — Plans, directs, and coordinates the
establishment of water quality standards and monitors the attainment of those
standards. This includes collecting and analyzing water data, developing
standards for surface waters, publishing reports, and implementing programs for
surface water quality.

Bureau of Mi'nigg Regulation and Reclamation — The regulation, mine closure,
and reclamation branches ensure water quality is not adversely impacted by
mining, mine closures are stable, and land is returned to productive post mining




use. This is accomplished by issuing permits, conducting inspections, enforcing
permit conditions, and initiating regulatory actions.

o Bureau of Corrective Actions — Oversees remediation and corrective actions
related to the clean-up of releases of hazardous and regulated chemicals using a
multi-media approach. The Bureau uses funds to pay the cost of investigations
and clean-up of contamination from tanks that have leaked, administers the
federal superfund grant, and certifies environmental consultants to provide clean-
up services.

The Division provides staff support to the State Environmental Commission, the
Board to Review Petroleum Claims, and the Board for Financing Water Projects.
Exhibit 2 details each commission or board and its function.

Exhibit 2

Division of Environmental Protection
Associated Commissions and Boards

State 11 member commission | ® Adopts environmental rules, regulations, and plans to
Environmental composed of citizens and protect the environment and public health and
Commission agency administrators welfare.

e Acts as appeal body to actions of the Division.

o Approves payments from the State Petroleum Fund

7 members composed of for reimbursement of corrective action costs
Board to Review agency administration, associated with petroleum product releases. The
Petroleum Claims | industry representatives, Fund also covers underground storage tanks, non-
and the general public commercial heating oil tanks, and certain non-

regulated tanks.

¢ Reviews and decides requests for grants for capital
improvements to publicly owned small water systems

Board for 5 members appointed by and for water conservation projects.
Financing Water | the Governor and 1 ex- e Approves loans for water system construction under
Projects officio member the State Revolving Loan Funds and for the

management, control, delivery, and use or
distribution of water pursuant to NRS 349.935.

Source: Division of Environmental Protection web site, strategic plan, and State statutes and regulations.

The Division is principally funded by fees, taxes, and reimbursements collected
by the Division’s nine Bureaus from regulated entities. The Division also received
federal grants and bonds and approximately $400,000 in a General Fund appropriation
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for fiscal year 2002. Exhibit 3 shows the Division’s sources of revenue, exclusive of
transfers and General Fund appropriations, for fiscal year 2002.

Exhibit 3
Division of Environmental Protection
Revenue by Source
Fiscal Year 2002
[Revenue Source R ’ Amount Percent of Total
Fees/Taxes/Reimbursements $22,359,789 47.5%
Federal Funds 8,874,186 18.9%
Interest/Principal on Water Pollution Control Bonds 8,173,449 17.4%
Sale of Bonds 5,369,633 11.4%
Treasurer's Interest 2,218,017 4.7%
Other 46,897 0.1%
Total $47,041,971 100%

Source: State accounting system.

The Division’s main office is in Carson City. The Division also has a Las Vegas
office that is administered by an office manager and comprised of branches of the
following Bureaus: Air Pollution Control, Corrective Actions, Federal Facilities, Waste
Management, and Water Pollution Control. As of April 2003, the Division had 194.5 full-
time equivalent positions. Exhibit 4 shows the breakdown of authorized positions by the
Bureau.

Exhibit 4
Division of Environmental Protection
Authorized Positions by Bureau
As of April 2003

. . Environmental Information
Mining Regulation & & Planning

Reclamation 8 Administration
(4%)

W ater Pollution Control
30.5
(16%)

Source: Division of Environmental Protection Human Resource records.
(1) — Bureau’s of Air Quality Planning & Air Pollution Control Combined.
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Scope and Objective

This audit is part of the ongoing program of the Legislative Auditor as authorized
by the Legislative Commission, and was made pursuant to the provisions of NRS
218.737 to 218.893. The Legislative Auditor conducts audits as part of the Legislature’s
oversight responsibility for public programs. The purpose of legislative audits is to
improve state government by providing the Legislature, state officials, and Nevada
citizens with independent and reliable information about the operations of state
agencies, programs, activities, and functions.

The audit included a review of the Division’s revenue processes for collecting,
receipting, and recording of fees, taxes, and reimbursements. The scope of our testing
was calendar year 2002. The objective of our audit was to determine if revenues were
collected in accordance with laws, regulations, and Division policies and procedures.
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Findings and Recommendations

Revenue Processes Can Be Strengthened

While the Division has controls over revenue once it is received, weaknesses
exist over the collection of fees and reimbursable expenditures. We found improve-
ments are necessary to ensure revenue is collected accurately, timely, and in
accordance with laws and regulations. Insufficient controls contributed to the Division
not collecting about $131,000 in revenues and allowing a hazardous waste facility to
take a refund of $78,000 without validating its accuracy.

Fee Reports Require Review to Ensure Accuracy

Reports supporting hazardous waste treatment, storage, and disposal fees owed
the Division were not accurate or complete. Reports omitted complete and partial waste
shipments and contained mathematical errors that resulted in an under reporting of fees
by at least $43,000. These errors went undetected because the Division did not review
reports for reasonableness or perform other procedures to ensure their accuracy.

A maijority of the hazardous waste fees collected by the Division are generated
by the State’s only commercial hazardous waste landfill facility. The facility pays fees
for the treatment, storage, and disposal of hazardous waste ranging from $1.50 to
$33.14 per ton, based on waste type. These fees are set forth in regulation, statute, or
settlement agreement. Reports detailing the waste shipments and corresponding fees
are submitted to the Division quarterly. The Division received over $1.2 million dollars
in fees from this facility for calendar year 2002.

In reviewing the quarterly reports for calendar year 2002, we found complete
waste shipments and portions of other shipments were omitted. As many as 176
separate shipments were not included on calendar year 2002 fee reports. Because of
the discrepancy, we requested an explanation for the missing shipments. In response
to our inquiry, the facility stated:

...we have not been able to confirm that the information for the specific manifests
was properly reported. ...we have re-reported all the information for these work
orders and have included the appropriate fee payments.
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As a result, the facility reported 154 of the missing shipments on the 1 quarter 2003
report and remitted an additional $43,000 in fees.

While the facility may have reported a majority of omitted waste shipments, there
remains a potential that partial shipments remain unreported. As further stated by the
facility:

The existing reporting software is outdated. Recent experience has shown the
software to be unreliable in reporting all shipments received. ...(The facility) has
made a significant good faith effort to capture all shipments for reporting in the 1
Quarter Report for 2003, including any shipments that were not reported in 2002.

The facility’s inability to determine the accuracy of its reports fails to provide adequate
assurance that all shipments have been reported and applicable fees paid.

In addition, three of the four quarterly waste volume fee reports tested contained
mathematical errors. Most errors were due to fee amounts being inadvertently omitted
from column calculations and report totals. For example, our review of the third quarter
2002 report found it contained numerous errors, so we asked the Division to review this
report with the facility. As a result, the facility revised its third quarter report and
requested a refund of approximately $78,000. While this refund may be valid, the
Division allowed the facility to take the credit without verifying its accuracy. Given the
omissions and inaccuracies found on the facility’s reports, the Division should have
verified the refunds accuracy, before allowing the facility to take the credit.

These errors went undetected by Division personnel because waste volume fee
reports were not reviewed. Division management stated:

In terms of ‘accuracy’ or correctness of the reported volumes, your understanding
is correct that no policies and procedures have been clearly established to perform
this evaluation.

Given the errors found on calendar year 2002 reports, it is likely the Division failed to
collect all amounts due from prior years.
Improvement in the Reimbursement Process Needed

The Division did not recover all expenditures for environmental clean-up sites. In
addition, many of the reimbursement requests were not prepared timely or in
accordance with agreement terms. As a result, $87,500 in expenditures went
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unrecovered and the Division lost the opportunity to earn interest on amounts that
remained outstanding for extended time periods.
Expenditures Not Recovered

Our review of reimbursable costs for environmental clean-up sites found the
Division did not finalize consent agreements, prepare reimbursement requests, and
properly track all costs. As a result, the Division neglected to request costs from two of
eight identified clean-up sites and did not properly account for costs on another site.
This occurred because the Division does not have procedures in place to ensure all
appropriate costs are recovered.

The Division oversees the clean-up of large environmentally contaminated sites.
When these sites are identified, the Division enters into an agreement that sets forth the
terms in which the clean-up will be completed. These agreements request the
responsible party reimburse the Division for its oversight costs. However, agreements
were not always finalized when they should have been. In one instance, the Division
identified a clean-up site and began tracking expenditures for oversight costs in 1998
but failed to secure a consent agreement. Because of this, approximately $73,000 in
oversight expenditures incurred over a 4-year period remain unrecovered.

The Division also did not always ensure expenditures were tracked and
requested for reimbursement when agreements were finalized. In order to determine
the amount of expenditures associated with a particular clean-up site, the Division must
establish specific tracking codes for each site and prepare billings to each responsible
party. However, approximately $9,500 of expenditures incurred by the Division went
unbilled even though an agreement allowing the Division to recover oversight costs was
in place. Furthermore, coding to track expenditures was not always established in a
timely manner. We found expenditures were not tracked on one clean-up site until
almost 7 months after the agreement was finalized. As a result, we estimate the
Division lost between $5,000 and $13,000 of recoverable expenditures.

State regulations allow the Division to recover oversight expenditures; yet,
thousands of dollars spent to oversee remediation efforts remain unreimbursed. It is
essential the Division have controls to ensure all possible costs are identified and
recovered from responsible parties.
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Timely Preparation of Reimbursement Requests Needed
The Division did not always prepare billing requests timely. Four of five Division

billing requests, amounting to thousands of dollars, were not prepared in accordance
with consent agreements. Consent agreements state billings shall be prepared and
submitted to responsible parties on a quarterly basis. In addition, two billings had
several years worth of expenditures included in one billing. Expenditures amounting to
approximately $20,000 had been tracked from 1999 but were not requested for
reimbursement until December 2002.

Timely request of paid expenditures is essential for the Division to properly
monitor their budget accounts. By allowing expenditures to remain outstanding for
extended time periods, the Division lost the use of that money and any associated
interest earnings.

Following Laws and Regulations Essential to Accurate Fee Collection

The Division is not always following laws and regulations regarding issuance of
permits and charging of annual fees. Permit renewals occurred months and years after
expiration dates resulting in operating periods exceeding the 5-year permit limits
imposed by statutes and regulations. |If this problem continues, the Division may not
collect all fees it is due. In addition, some facilities were charged higher amounts than
corresponding fees in regulation. As a result, these facilities paid more than required.

Permits Exceeded Lengths Established in Statute

Even though facilities paid required renewal fees, about half of the permits
reviewed were issued months and even years after old permits expired. Our review of
Division files found 42 of 87 permits were not issued as old permits expired. State laws
and regulations limit permit lengths to a period of not more than 5 years. Division
regulations also allow entities to operate under expired permits if certain conditions are
met. Division management indicated that due to environmental law changes and other
factors, it is not always feasible to renew permits every 5 years.

Issuing permit renewals late has resulted in the Division not collecting renewal
fees every 5 years. Exhibit 5 shows examples of permits exceeding expiration dates. |If
the Division continues issuing permits untimely, it could lose the collection of a renewal
fee altogether. For instance, facility #4 experienced a lag between permits of 53
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months. A delay of 7 months in the future could result in the Division losing a $6,300
renewal fee from the facility. While permit renewal fees may change in the future,
current fees related to those facilities displayed in exhibit 5 range from $2,000 to
$14,000.

Exhibit 5
Division of Environmental Protection
Permit Renewal Periods
Current Prior Permit Months Permit
Permit Tested Issuance Date Expiration Date Outstanding
Facility #1 01/23/02 10/18/99 27
Facility #2 01/26/00 09/19/97 28
Facility #3 12/31/02 10/09/00 27
Facility #4 01/14/99 08/01/94 53
Facility #5 07/10/01 10/15/98 33

Source: Division of Environmental Protection permit files.

Fees Assessed Conflict With Regulations

Although regulations establish permit fees, amounts charged sometimes varied
from regulations. The Bureau of Mining Regulation and Reclamation charged some
permit holders higher fees than allowed. Mining's fees are based on the tonnage of ore
processed each year at the facility. Fees range from a low of $250 for processing less
than 18,250 tons of ore to a high of $20,000 for processing in excess of 2 million tons.
Our testing indicated that some entities were charged fees based on their highest
permitted processing rates even though current permits did not allow the processing of
ore. We found 3 of 15 permits tested were no longer actively mining. However, the
Division billed each facility a fee equal to those processing rates in effect at the time the
mine was active. For one facility, this amounted to a $13,750 difference in annual fees
paid.

Management indicated fees are charged based on the highest previous permitted
levels during the mine life to offset regulatory requirements. This is done because
regulatory oversight requirements continue even as processing rates decline. It is
reasonable that oversight responsibilities do not necessarily lessen as processing
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decreases and the facility begins the closure process. However, fees should be
charged in accordance with regulations.
Recommendations
1. Review hazardous waste volume reports to ensure they are
accurate and complete.
2. Establish a written process to ensure environmental clean-
up agreements are prepared and all costs are reimbursed
from responsible parties timely.

3. Revise procedures to improve the timeliness of permit
renewals.
4, Assess mining fees in accordance with regulations.

Accounts Receivable Policies Need Improving

Current efforts to ensure all revenues owed the Division are collected could be
improved.  Specifically, quarterly collection reports contain errors and omissions
resulting in an understatement of the Division’s total accounts receivable. In addition,
uncollectible amounts are carried on debt collection reports even though state laws and
procedures exist for write off. Furthermore, the Division bills bankrupt and abandoned
facilities for annual fees when the likelihood of collection is minimal. Finally, the Division
does not pursue all available collection techniques. Because of these weaknesses, the
Division is at risk of losing thousands of dollars in revenue and may be giving unrealistic
expectations of amounts owed the State.

Quarterly Collection Reports Not Accurate or Complete

Each Bureau prepares quarterly debt collection reports, but these collection
reports are often inaccurate or incomplete. The Division’s reports omitted prior year
fees and reimbursements, had incorrect amounts, and had computational errors. In one
instance, a Bureau removed all receivable amounts from debt collection reports at the
end of each fiscal year. This resulted in an understatement of at least $210,000 on the
fiscal year 2003 debt collection report, since outstanding fees prior to fiscal year 2003
were not included. In another instance, 12 of the 23 receivable accounts reviewed had
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incorrect balances listed on the Division’s collection reports. These errors resulted in an
understatement of approximately $263,000. Furthermore, reimbursement billings
totaling about $107,000 were not included on Division debt collection reports as of
December 2002. Division management confirmed these amounts are not routinely
included on debt collection reports even though they may be outstanding several
months. Finally, the reports were inaccurate since mathematical errors occurred on
some Bureau reports.

Omissions, errors, and inconsistencies occurred on quarterly debt collection
reports because the Divisi<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>