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To the President 0f the Senate and the
Soecaker of tne House »f Representatives

~
L,31111ons of dJollars 1n Federal jrants have been made to
thousands of municinalities througjhout the Wation to construct
publicly owned wastewater treatment olants. Once constructed,
municipalities are resoonsible for raising sufficient monies from

system users to oronerly operate and maintain these plants.

N
!

Je made our review to determlne whether user charge reve-
nues collected by municipalities are sufficient to oroperly
operate and maintain the treatment vlants; whether sucan costs are
fairly and equitably distribuced among system users; and whether
sufficient revenues are being generated to pay for replacing malor
capital items 1n the plants such as large pieces of equ19ment.~—)
This report also asks who--Federal, State, or local govern-
nents—-will be financially responsible for replacing the treatmenrt
plants when they reach the extent of their economical/technological
life,

We are sending copies of this revort to the Director, Office
of YManagemnent and Budget, the Administrator, Environmental Protection
Agency, 1nterested congressional committees; and other 1interested

A

Comptroller General
of the United States
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COMPTROLLER GIONERAL'S USCR CHARGE RUVENUES FOR WASTEWATER
RCPORT IO ™IS CONGRISS TRFATMENT PLANTS -—INSUFFICITNT TO
COVCR OPSRATION AND MATNTENANCE

Many billions of Federal, State, and 1local
dollars have been invested to build municival
wastewater treatment olants. Once these plants
were built, the Congress intended that munici-
vallties would raise sufficient funds, through
fair and equitaple user charge systems, to
operate and mairtailn them. ' GAO found that half
of the 36 municival treatment plants, randomly
selected 1n 10 States, were not charging users
enough to cover operation and maintenance costs
and were relying on cother municipal 1evenue
sources for funds. Also, 40 percent are not
charging all users their fair and equitable
share of costs. The 1moact? The future successful
operation of costly treatment facilities may be
in jeopardy, and the Vation's clean water goals
may not be achieved. (See po. 8 to 18.)

, Replacing the thousands of Federally funded plants
will require billions of dollars. Current Federal
legislation 1s silent on the sources of funds for
plant replacement. Only 3 of the 36 municipalities
are now setting aside replacement funds. Twenty-
three i1indicated that they would return to the
Federal Government for replacement funding; the
remaining 10 were undecided. (See op. 27 to 30.)

-
GAQO made this review to determine whether user
charges being collected were equitable and satisfied
the Congress' intention of self-sufficient treatment
operations. Also, GAO wanted to see 1f user charges
are sufficient to pay for replacing large equipment
items and eventually the facility 1itself. GAO
beliceves this review will helo the Congress as 1t
considers reauthorizing the Clean Water Act 1in
1982, (See p. 5.)

USER CHARGE SYSTEMS ARE INADEQUATE

Eighteen of 36 municipalities GAD reviewed were
not collecting sufficient user charge revenues;

20 were nct vlanning for major equipment replace-
Tent funds; and 14 were not distributing operation
and maintenance costs equitably. Despite 1nade-
quate user charge fees, major operation and
maintenance problems were not evident at the 36
plarts visited. GAO attributes the lack of
operating problems to the newness of the plants
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and to the fact that wunicipalities were using
other revenue sources to subsidize user charges.
Although such practices allow operation and
malntenance activitilies to corntinue, 1n GAO's
opinion, the act's objective--maintaining self-
sufficiency--1s not oeing met. (See p. 8.)

"With municipalities relying on other revenues to
finance operation and mairtenence costs, the need
to eventually replace major equipment 1tcems can
significantly strain local financial resources
For example, 1n 1975 Urbana, Ohio, agreed to
place 514,000 per year in a replacement fund.
However, the first $14,000 contribuation was not
budgeted until 1980 because of insufficient
revenies from treatment plant operations. (See
pp. 11-14.)

j'Inequltdble user charge systems allow a few users
to benefit while many users pay excessive charges.
For example, Lyndon, Vermont, charges 12 commer-
cial users a rate about 50 percent lower than the
rate for 1ts 1,000 residential users. GAO believes
these subsidies violate a basic intent of the user
charge concept-—-equity. (See p. 15.)

SYSTEMS ARE NOT SELF-SUFFICIENT

/As a grant condition, municipalities agree to

s periodically review and update user rates and
classes to meet 1ncreased costs or changing operat-
ing conditions. Fifteen of the 36 municipalities
had not made these reviews, giving such reasons
as (1) the municipality's annual budget review
was considered adequate, (2) the municipality
had remained virtually uncharged and therefore
no review Or update was required., or (3) raising
user rates regardless of financial need was con-
sidered politically unacceptabla. (See p. 21.)

:kone of these reasons, 1n GAO's opinion, justify
not reviewing, updating, and revising user charges.

Neither the Environmental Protection Agency (EPA)
nor those States that can approve user charge
systems bave followup programs to verify a munici-
pality's compliance with user charge grant condi-

tions. While EPA regulations provide cthat municipal

systems may be reviewed by EPA, this option was
not exercised at any of the 36 municipalities.

Cven 1f the review option were exercised and
shortcomings identified, no enforcement program
exists under which penalties could be assessed
for noncompliance. ’(See pP. 23.)

N
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* GAO believes that both a followup program and

an enforcement mechanism could be tied to the
National Pollutant Discharge Elimination System
Permit Program. Incorporating the requirements
for user charge system reviews into permit com-
pliance 1inspections would allow EPA and the
States to evaluate user charge systems without
much additional effort.’)(See p. 25.)

RECOMMENDATION TO THE CONGRESS

The Congress should consider whether the Federal
Government will further participate i1n treatment
plant replacement. TIf 1t should decide that

State and/or local goverrments are to be held
responsible, these governments must be made aware
of thas requirement so that they can begin planning
for such future expenditures. (See p. 30.)

RECOMMENDATIONS TO THE ADMINISTRATOR, EPA

To improve the user charge program, GAO
recommends that the Administrator, EPA:

~=-Provide instructions to municipalities that
clearly state (1) the purpose of the user charge
program, (2) that except for ad valorem taxes,
direct user charges are the only funding source
authorized for financing treatment plant operations
and maintenance, (3) the need to review and revise
the user charge system 1n accordance with Federal
regulations and grant agreements, and (4) the
need to maintain the treatment plants' financial
integrity and self-sufficiency.

--Incorporate, 1n existing operation and mainte-
nance 1nspections and closeout financial audits
of construction grants, a review of user charge
system adequacy, 1including a review of the
adequacy of reserve accounts for replacing major
equipment considered essential for continued
plant operations. (See p. 20.)

—--Incorporate the user charge system requirements
under the National Pollutant Discharge Elimina-
tion System Permit Program. (See p. 26.)

AGENCY COMMENTS

In 1ts comments on GAO's draft report, EPA
generally agreed with the report findings and
said that a recent EPA management evaluation of
nine utilities 1n the Northeast United States
resulted i1n similar conclusions. EPA stated that

111



1t will look to ways of developing financial
management guidance for use by municipalities.

EPA, however, disagreed with GAO's recommendation

to 1incorporate, 13s part of existing operation and
and maintenance 1inspections and closeout financial
audits of construction grants, a review of user
charge system adequacy, including a review of
reserve accounts for replacing .najor equipment, and
of incorporating the user charge system requirements
under the Naticnal Pollutant Discharge Elimination
System Permit Program. (See pp. 19 and 25 )

EPA stated that the primary determination to be
made 1in an audit 1s whether the facility was
constructed 1n conformance with approved plans

and cspecifications and whether 1{ meets applicable
effluent discharge limitations., Also, EPA stated
that the primary intent of the National Pollutant
Discharge Elimination System Permit Program 1is to
establish effluent quality limits, schedules, and
reporting requirements, The program 1s not the
appropriate place or means to address the adequacy
of a municipal financial management program.

GAO disagrees with EPA on both 1ssues. 1If, during
1ts 1nspections and audits EPA determines that a
municipality (1) 1s not providing for eguipment
replacement, (2) does not have adequate spare
parts, (3) lacks qualified operators, and (4)
does not have an adequate preventive maintenance
program--all of which are dependent upon suffi-
cient operating revenues—--then GAO believes 1t
1s not a question of i1f but when the plant will
fail. GAO believes that reports issued as a re-
sult of 1inspections and audits are an effective
means of communicating to the municipalities
deficiencies 1dentified in their user charge
programs. (See p. 20.)

The failure of municipalities to provide adequa.e
revenues often results 1n the lack of spare parts
inventories, qualified trained staff to operate
the plants, and preventive mainlenance programs.,
GAO believes these 1nadequacies will inevitably
lead to plant farlures and permit violations.
Therefore, GAO believes user charge requirements
should become part of the National Pollutant
Discharge Elimination System Permit Program.

(See p. 26.)
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Ad valorem taxes

gtfluent

Primary vaste
treatment

Secondary waste
treatment

Useful 1life

User classes

GLOSSARY

3 tax based upon the value of real
property.

The wastewater discharged by an indus-
try or runic.cality

Treatment usaally involving screening
and sedimentation fcor removal of the
larger solids in wastewater. This
process removes about 30 percent of
biological oxygen demand from domestic
sewage.

Treatment using biological processes
to accelerate the decomposition of
sewage. The process removes about 80
to 90 percent of the biological oxygen
demand from domestic sewage.

The estimated period of time during
which a treatment works or a component
of a waste treatment management system
will be operated.

A group of users having similar flow
and wastewater characteristics. For
example, EPA recognizes user classes
for residential, commercial, and
industrial users.



CHAPTER 1

INTRODUCTION

For centuries, nature 1tself was able to keep our country's
lakes and rivers clean. rowever, the daily discharge of billions
of gallons of polluted wastewater from homes, businesses, and
industries has p»laced more of a strain on many of our waterways
than nature can accommodate. This pollution problem has made
thousands of miles of rivers, estuaries, and lakes unfit for
recreation fish, and other aguatic life and has the potential to
contaminate and seriously damage the drinking water supplies for
millions of people living 1n many parts of the country.

This serious situation has been the concern of Federal,
State, and local governments, as well as citizen groups, for more
than 30 years. To prevent the continued degradation of the
Nation's waters and to restore already contaminated rivers, lakes,
and streams, wastewater must be treated to remcve damaging pollu-
tants before being discharged into waterways. Critical to the
success of this removal process are efficiently operated waste-
water treatment plants. As of May 31, 1981, approximately 35,000
grants have been awarded to municivalities for wastewater treat-
ment. These grants represent a Federal investment of about $35
billion,

WHAT FEDERAL PROGRAM ADDRESSES
WATER POLLUTION?

The Federal program to prevent, reduce, and eliminate water
pollution 1s carried out under the Federal Water Pollution Control
Act, as amended (33 U.S.C. 1251, et seq.). This legislation
replaces an 1imprecise, highly judgmental approach toward water
pollution with a program setting strict timetables and deadlines
for dischargers and establishing more ambitious goals for cleaning
up the Nation's waters.

The act's primary objective 1s to restore and maintain the
chemical, physical, and biological integrity of the Nation's
waters. To reach this objective, the act proclaimed two goals
for the Nation. One goal, commonly referred to as the "swimmable-
fishable" goal, 1s to restore polluted waters, wherever attain-
able, to a quality that allows for the protection and oropagation
of fish, shellfish, and wildlife and for recreation use by July
1983. The other goal 1s to eliminate all pollutant discharges
into the WNation's waters by 1985.

The act requires that, as a minimum, secondary treatment be
used by all publicly owned wastewater treatment plants by July 1,
1977, and that by July 1, 1983, these treatment plants use the
best practicable waste treatment technology available. The
Administrator of the Environmental Protection Agency {EPA), who
1s responsible for implementing this act, 1s authorized to



extend the secondary trcatmunent deadline requirements to ]ulyll,
1983, when through no fault of a municivality, plant construction
could not be completed 1n time or where Federal funds had not oeen
made available to the municipalitv.

HOW IS THE CLEAN WATER
OBJECTIVE TO BE ACHIEVED?

The goals of the Nation's clean water act are being achieved
orimarily by constructing or rehabilitating wastewater treatment
plants through a Federal construction grants program. This program
grew out of a recognition as early as the 1950's that inadequate
municical sewade treatment was a serious contributor to our water
pollution and many municipalities were not financially prevared
to address this problem. Haistorically, wastewater agencies were
dependent on municipalities' general funds (raised largely from
real estate taxes) to support their construction programs and
provide money to operate their treatment plants. In the competi-
tion for limited money, other public facilities such as schools,
libraries, and police and fire departments enjoved a big advantage
over wastewater treatment facilities. This situation led the
Congress to establish a construction grants program to help local
governments in building and/or upgrading badly needed wastewater
collection and treatment facilities.

The Water Pollution Control Act Amendments of 1956 (Public
Law 84-560) created the wastewater treatment construction grants
program and authorized Federal financial assistance of up to 30
percent of the cost for constructing municipal wastewater treat-
ment plants. Subsequent amendments increased the Federal share
of construction costs to 55 percent., Between 1956 and 1972,
Federal expenditures for the construction grants program totaled
$5.2 billion. The 1972 amendmenis to the act increased the
Federal contribution to 75 percent and authorized a total of $18
b1llion for the construction grants program. Finally, the 1977
amendments to the act authorized an additional $25.5 billion
through fiscal year 1982.

Often, wastewater treatment plants represent the single,
largest physical asset owned by a municipality. The costs to
construct a plant depend on both 1ts size and the complexity of
the treatment process. Plants generally range 1in size from a
few hundred thousand gallons to several hundred million gallons
of wastewater flow each day. Construction costs for a plant
treating wastewater to the secondary level of treatment can
range from several hundred thousand dollars to several hundred
million dollars. The following table 1llustrates 1977 average
construction costs for selected size plants using secondary
treatment.,



Average Construction Costs
For Secondary Treatment Plants

Flow Construction costs

{million gallons ({mi1llions)
per day (mgd))

1 $ 2.6

5 10.5
25 45.0
50 84.0
100 155.0

Note: Figures are 1n 1977 dollars

Source: "Construction Costs for Municipal Wastewater Treat-
ment Plants- 1973-1977," performed under contract
for EPA by Dames and Moore.

With the rates of inflation that have existed during the past

3 years, these costs would be substantially higher 1f similar
facilities were constructed in 1981. For example, based on EPA
estimates of changes 1in the treatment plant construction cost
index during the past 3 years, a 5 mgd plant now would cost about
$14 million and a 50 mgd plant now would cost about $111 million.

HOW IS THE PROGRAM TO BE
MONITORED AND ENFORCED

The National Pollutant Discharge Elimination System (NPDES)
1s the principal tool used in the water enforcement program. It
1s a national permit program to control the discharge of pollutants
into waterways from all specific point sources, 1including indus-
trial treatment plants; municipal treatment plants; certain agri-
cultural, forestry, mining, and fishing operations; and other
commercial activities. The system 1s administered by EPA or an
EPA-~-approved State program.

The permit specifies which pollutants may be discharged and
sets daily average and maximum limits on discharges to meet
effluent limits and water quality standards. Under the act, dis-
charging any pollutant into the Nation's waterways without a per-
mit 1s 1llegal. Violators are subject to stiff penalties--fines,
imprisonment, or both--enforceable 1n court.



JOW ARE TREATMENT PLANTS' OPERATION
AND MAINTENANCE COSTS FUNDLCD?

Operation and maintenance costs——unlike constructiu:. costs,
which are shared by the Federal Government-—are borne solely by
the municipality and are paid for over the life of the treatment
plant. TUPA estimates these costs at S5 billion 1n 1980 and
believes they may reach $24 billion annually by 1990. The longress
intended that once a treatment »lant vas built, tne municivality
would keep 1t running properly.

Barlier pollution control legislation required grantees to
provide for the oroper operation and maintenance of treatment
plants but did not specify any means of funding to meet this
responsibility. The 1972 amcendments to the act (Puolic Tiaw
92-500) introduced the conceot of a user charge system and
required municipalities to adopt such a system as a condition for
obtaining Federal construction grant funds.

The 1972 amendments (section 204(b)) stated the reruirements
that must be met before grants could be approved.

"k % *the Administractor shall not approve any grant
for any treatment works * * * unless he shall first
have determined that the applicant (A) has adopted
or will adopt a system of charges to assure that
each recipient of waste treatment services withilin
the applicant's jurisdiction * * * will pay 1its
proportionate share * * * of the costs of operation
and maintenance (including replacement) of any waste
treatment services provided by the avplicant;

* ¥ * gnd (C) has legal, institutional, managerial,
and financial capability to insure adequate con-
struction, operation, and maintenance of treatment
works throughout the applicant's jurisdiction * * * "

In 1ts implementing regulations, EPA required municipalities
to submit their proposed systems for review and approval during
the construction phase of the project. Following EPA's approval
of the system and as part of the overall grant conditions, munic-
1palities must agree to (1) annually review the rate structure and
revise the rate periodically to reflect actual treatment plant
costs and (2) review, not less often than biennially, the waste-
water contribution of users and user classes, the total cost of
operation and maintenance of the facility, and the aporoved user
charge system. WNeither the legislation nor the regulations require
any further followup by EPA to ensure that municipalities comply
with the grant provision regarding user charge systems.

With the 1977 amendments to the act, EPA was authorized to
delegate 1ts user charge system review and approval authority
to the States. The States are required to 1nstitute a review
and approval process at least as stringent as the Federal



Goverhment's. As of July 31, 1981, EPA had granted partial
delegation authority to 41 States.

EPA's implementing regulations provide that basically two
conditions must be satisfied for an adequate user charge system.

—--Operation and maintenance costs for publicly owned
treatment works must be equitably distributed to the
pollutant sources.

--The user charge revenues generated must be sufficient
to cover the operation and maintenance costs of the
facilaity.

By legislation and EPA regulations, user charge revenues
must also cover replacement costs. These are expenditures for
obtaining and installing equipment, accessories, or appurtenances
the useful life of the treatment works (estimated by EPA to be
between 20-40 years).

User charge requirements were the sole-approved method for
financing operations and maintenance costs until a few large
municipalities and other interested groups began to voice their
opposition to the restrictiveness of the EPA regulations. These
municipalities were primarily concerned with the administrative
burden and costs assoclated with changing their existing revenue-
collection systems, which were based on an ad valorem tax (see
glossary). Therefore, 1n the 1977 amendments to the act, the
Congress authorized the use of ad valorem taxes for residential
and small nonresidential users. The use of ad valorem taxes
represents the last major change to the user charge requirements.

OBJECTIVES, SCOPE, AND METHODOLOGY

We made our review to determine whether the user charges
collected by municipalities raise enough money to properly oper-
ate and maintain their wastewater treatment plants and whether
these charges are fairly and equitably distributed among users.
We also wanted to find out whether the charges are sufficient
to pay for replacing major capital items such as large pleces
of equipment. Although not required, we also wanted to determine
i1f the municipalities were giving any consideration to the
eventual replacement of the facility itself. Our review was
performed so we could advise the Congress whether muncipalities
were meeting the objectives of the user charge concept established
1n the act.

We visited four EPA regional offices, four delegated States'
offices, and 36 municipalities 1in 10 States to obtain firsthand
information on how well user charge systems are working. At the
municipalities, we limited our work to reviewing the municipal-
1ties' financial statements and to i1dentifying sources of revenue
used to operate and maintain treatment plants.



We did not, however, perform any detailed reviews of subsidiary
financial accounts or verify documents supoorting such accounts.

The four EPA regions from which we drew our sampnle of
municipalities were chosen to provide both a cross section of
regional activity, as well as broad 3jeograohic distrioution. At
the regional offices, we selected tne municipalities to be 1included
1n our review. The speclfic States 1nvolved were not selected on
any statistical basis, except that we did attempt to select at
least one State 1n each region classified as a delegated State.

The regions and States included 1n our review were:

--Region I (Boston, Massachusetts) - Connecticut,
Massachusetts, Rhode Island, and Vermont

--Region V (Chicago, Illinois) - Michigan and Ohio

X7 - 1

-—Region VI (Dallas, Texas) - Oklahoma and Texas

[(e]

--Region IX (San Francisco, California) - Arizona
and California

The 36 municipalities (nine 1n each of four EPA regions) were
randomly selected from EPA's computerized grant information system.
Our selection, although not statistically projectable, was made
from the computerized listing of 896 construction projects com-
pleted before July 1, 1979, that had a requirement for a user
charge system. Since a grantee can obtain more than one construc-
tion grant, we combined the grants for each grantee. After this
process, we had a universe of 676 grantees (municipalities) from
which to make our tentative selection. With random number tables,
we then selected municipalities to visit that satisfied our other
criteria, which were as follows:

--The grant covered the construction or modification/
improvement to a treatment facility.

--The facility treated wastewater at the secondary or
more advanced level.

--The facility had been 1in operation and a user charge
system had been developed.

When a selected municipality did not meet these criteria, we
randomly selected another municivality until we reached the number
to be reviewed 1n each region. Because of discrepancies on the
computerized listings (such as 1inaccurate treatment plant com-
pletion dates and purvose of the construction grant), we also

had to review construction grant files and hold discussions with
EPA/States officials to assure ourselves that selected municipal-
1tles generally met our criteria. The 36 municipalities finally
selected for review ranged in population size from 1,000 to 3
million people and operated wastewater treatment plants that



ranged 1in size from 200 thousand gallons of wastewater flow per
day to 387 million gallons of flow per day.

At the EPA regional offices, we reviewed (1) grant records to
familiarize ourselves with the user charge systems proposed by the
selected municipalities, (2) the evaluations performed on the pro-
posed systcms by regional staff, and (3) the actions taken that
resulted 1n an approved system. In most 1instances, we 1nterviewed
EPA staff who were responsible for reviewing the systems to deter-
mine the procedures they followed, criteria they applied, and con-
clusions they reached. 1In addition to selected municipalities,
we reviewed proposed user charge systems belng processed by each
regional office to assure that we had knowledge of current
procedures

We also sought to obtain any studies that had been performed
by or for EPA of user charge systems, reports of compliance 1inspec-
tions, or any other documentation of nonroutine regional activities
relating to user charge systems. We also i1inquired into the extent
of reviews performed of municipal systems after they had been
implemented, and we discussed our findings with regional officials.

At delegated State agencies, we similarly determined the scope
of review activity, criteria used, and actions taken with respect
to user charges, paying specific attention to systems that had
been selected for review.

Our work at the municipalities centered on reviewing user
charge system documentation and budget and financial reports
relating to revenue and expense associated with treatment plant
operations and maintenance. We examined these records covering
at least 2 operating years, where they were available, to determine
the adequacy of user charge revenues and sources of other revenue
to cover the treatment plant operation and maintenance costs. We
interviewed financial and treatment plant operations staff to
determine actions taken to comply with grant conditions relating
to user charges and to determine sources of funds used for major
equipment and plant replacement. We also discussed with munici-
pal officials the reasons for noncompliance with their NPDES
permits where such noncompliance was 1dentified.

We also examined pertinent legislative history, regulations,
instructions, reports, records, and other documents. These in-
cluded prior studies on user charge systems performed by the EPA
Inspector General and the accounting firm of Coopers & Lybrand.

We also 1interviewed officials knowledgeable in wastewater treat-
ment operations. These included EPA headquarters officials,
design and consulting engineers, and certified public accountants.



CHAPTER 2

ARE USER CHARGE SYSTEMS ACHIEVING

SELF-SUFFICIENCY AND EQUITABILITY OBJECTIVES?

Are municipalities generating sufficient revenues from user
charges to operate and maintain their wastewater treatment plants
and protect the large capital investment in these facilities”

The answer 1s "no" for many of the municipalities covered 1in our
review. Half were not collecting sufficient revenues and 39 per-
cent were not charging all users their equitable share of plant
costs. Although 21 of 36 treatment plants reviewed exceeded
their NPDES permit limits during the period of our review, we
could not attribute these difficulties directly to shortages

of funds, nor could we determine the effect of deferred mainte-
nance on future operations. However, several of our prior
reviews on wastewater treatment plant performance did show that

a major cause of plant operating problems was 1nsufficient
operating funds. The 1mpact? The successful operation of sophis-
ticated facilities that cost billions of dollars to construct may
be i1in jeopardy. Only time will tell whether the municipalities
can keep the plants operating at peak efficiency and achieve the
Nation's clean water goals.

USER CHARGES ARE NOT ALWAYS ADEQUATE
TO OPERATE AND MAINTAIN TREATMENT PLANTS

From our sample of 36 municipalities, we identified 18, or
50 percent, where the revenues from user charges are not suffi-
cient to finance operation and maintenance costs. 1/ In addi-
tion, 20 of the municipalities, or 55 percent, were not planning
or providing for the financing needed for major equipment replace-
ment during the service life of their plants. The additional funds
needed to operate the plants and replace equipment generally came
from other revenue sources including interest income, general
funds, and connection, hook-up, and other fees.

Insufficient charges levied on users

The legislation 1initiating the user charge system required
that 1t provide sufficient revenues for plant operation, mainte-
nance, and replacement costs. The user charges were intended to
assure that the financial burden be spread among all system users
1n relation to their waste discharge volume and not financed out
of local taxes except for ad valorem taxes as permitted by the
1977 amendments.

1/Seven of the remaining 18 municipalities 1n our sample had
accounting records that precluded us~-during the limited time
of our review--from determining user charge adequacy because
the records commingled wastewater collection and treatment
revenues and expenses with those of other city services.



EPA's 1mplementing regulations and guidelines specifically
stated that user charge systems must generate sufficient revenue
to offset the cost of all plant operation and maintenance and that
such charjes be reviewed annually and revised periodically as
needed., The regulations also described several model systems for
allocating costs between classes of users and prohibited the uase
of quantity discounts for high-volume dischargers. Neither the
legislation nor the regulations provide for municivalities to

reduce their user charge revenues by revenues collected from other
municipal sources.

Despite the requlirement that user charge revenues cover all
operation and maintenance costs, 18 municipalities 1in our sample
did not have enough fees to offset the operation and maintenance
expenses 1ncurred, Six of the municipalities had levied insuffi-
cient charges for at least 2 consecutive fiscal years.

The municipalities with i1nsufficient user charge revenues
were located 1in each section of the country and included treat-
ment plants that encomvassed each size of facility: small
(less than 5 mgd), medium, (5 to 50 mgd), and large (more that 50
mgd), as shown 1in the following table.

Municipalities With
Insufficient Revenues

Facility Number 1in Number with i1nsufficient monies
s1ze sample by EPA region
San

Boston Francisco Dallas Chicago Total

Small

23 5 1 2 4 12

Medium 9 1 1 0 2 4
Large 4 1 1 0 9 _2
Total 36 7 3 2 8 18

The sizes of these facilities ranged from 0.2 to 387 mgd's and serv-
ed populations that ranged in size from 1,000 to 3 million people.

As the table shows, insufficient user charge revenues
are not unique to any geographic location or facility saize.
Municipalities were operating their treatment plants "in the
red" because of budgetary limits on sanitation services, local
political pressures to reduce user charge rates, resident dis-
content with 1increasing user charges rates, and the municipali-~-
ties' faillure to review and update their user charge systems.

When user charge revenues were short, municipalities resort-
ed to other revenue sources. The schedule below 1dentifies
various other revenue sources municipalities used.



Other Revenu2 Sources Used to QOfF
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Municinalities using
these sources
Other revenue sources (note a)

General funds

Connection and hook—-uo fees
Other city fees (note b)
Interest 1ncome
Blectric/water revenues
Short-term bank borrowing
Revenue-sharing funds

Other (note ¢)

OMMpDWNDNDUTND

(=]

a/Figures total more than 13 municipalities because some used
more than onre source of other revenue.

b/Examples of these fees 1include those for permits, licenses,
and 1inspections.

¢/Funds brought forward from prior periods--original sources
for these funds are unknown.

As shown above, a frequent source of other revenue was connec-
tion and hook-up fees. These are fees paid for the capital cost
of both the lateral sewer extending in front of the user's prop-
erty and the cost of connecting the user to this lateral line,
However, we found that this fee was frequently used to offset
treatment plant operation and maintenance costs. Currently, EPA
has no restrictions or regulations on how these Eees are used.

The following examples 1llustrate how other revenues are used
to offset operation and maintenance costs-

~-=Northfield Township, Michigan, has an advanced treatment
plant serving about /,000 people with a design flow of
750,000 gallons. This upgraded plant, which began oper-
ating i1in 1978, received a $2.1 mirllion CPA grant and had
1979-80 operating exvenses of $375,000. The user charge
rate, $31.20/quarter, has been in effect [or more than 3
years. An analysis of the financial statcements and com-
ments from both the director, County Department of Public
Works, and the treasurer, Northfield Township, 1indicated
that user charge rates were not adjusted because of a
large surplus created by connection fees. These connec-
tion fees, when added to user charges, 1income {rom 1nvest-
ments, and cash—-on-hand created sewer fund suroluses of
$5,500 in 1978-79, $197,000 1in 1379-80, and another
$97,000 expected in 1980-81. Without the added revenue
from these funds, the plant would not be self-sufficient.
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--artford, Vernont, has a $4.9 million, secondary treatment
nlant serving about 1,000 people with a design flow of
1 ngd. This facility received a $3.4 million grant. The
1979 operating cxpenses were about $210,000. Hartford's
Jser charge rate was $11 for the first 1,000 cubic feet
of water, olus $1.10 for every 100 cubic feet thereafter.
Due to public clamor over these nigh rates, they were
reduced to $8 for the first 1,000 cubic feet and 80 cents
for every 100 cubic feet thereafter. As a result of this
reduction 1n revenues, the community nhad to use a $139,000
connection and hook-up fee from a local Veterans Administra-
tion hospital to defray treatment plant operation and
maintenance expenses. Without this fee, the vlant would
not have been self-sufficient.

--Tahlequah, Oklahoma, has a $650,000 secondary treatmentct
plant serving about 2,700 customers, with a design flow
of 2 mgd. This facility, which began operations 1in
1978, received a $508,000 grant. The sewer revenues are
included with the water and electricity revenues under
the Public Works Authority. Although we were unable to
determine whether the facility was self-sufficient, the
manager of the authority indicated that most of the
authority's revenues come from selling electricity and
this revenue subsidizes the sewer operations. He added
that as long as he has money to adequately provide the
utilities, he 1s not concerned about which department
i1t actually comes from.

Municipalities fail to
adequately consider major
equipment repair and replacement

By legislation and EPA regulations, user charge revenues must
also cover revlacement costs. These are expenditures for obtaining
and i1nstalling equipment, accessories, or apourtenances that are
necessary to maintain the capacity and performance during the use-
ful life of the treatment plant (estimated by EPA to be between
20-40 years).

In 20 of the 36 municipalities, user charge revenues were
either not sufficient or were not set aside to revlace major
equipment or components that would become unserviceable during
the life of the treatment plant. Replacement 1s not considered
a particularly high priority item by municipalities with rela-
tively new treatment plants. Therefore, municipalities are
generally not setting aside funds for these purvoses.

Where does the money come from 1f major equipment needs to
be replaced® A representative of a national consulting firm 1in
Boston stated that municipalities are not budgeting or making
provision for wnajor repalrs to equipment or the equipment's
replacement. His firm, which designs user charge systems for New
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England municipalities, recommends =staolishing reserves for major
equipment repalrs and reolaceqnents, nowever, he stated that these
municivalities generally make no nrovision for revairs or revnlace-
ment that mpnay be necessary oeyond cthe current year. The expenses
considered oy the municipalities 1include routine 1items such ds
packing materials, seals, washers, and other 1items needed to main-
tain plant equioment. The consultant added, and we confirmed,

that for the EPA regional office 1n Boston to approve a user charge
system, the municipality needs to orovide for only normal repair
and replacement costs that coald reasonably be exvected to occur
during a program year. He added that 1f major repairs to or
replacement of equipment were needed to maintain the cavacity of

a municipality's treatment plant during 1its useful life, the munic-
ipality would probably use revenues from 1ts real estate tax or
from municipal bonds, which would have to be 1issued for that
purpose.

In a recent presentation to northern Indiana wmayors, the
chief of the operations section, Water Division, EPA Region V,
stressed the 1importance of charging current users for the cost
of replacement:

"k * * the law expresses an 1i1ntent not to have
extensive capital assets wasted by nheglect or

mal function because of a lack of vroper opera-
tion, maintenance, and replacement (OM&R) funds
from local sources. No asset lasts forever and
equipment 1s consumed as 1t 1s used. The rate of
consumption 1s to some extent predicated upon
levels of expenditures for maintenance. Accord-
ingly, the cost of replacement must be placed upon
those benefiting from the consumption, and not
borrowed at the time of replacement, thus placing
the burden upon future users * * * "

At each of the 36 municipalities visited, we determined how
major repalr and replacement costs would be funded. Only 16 munic-
ipalities or 45 percent, have reserved user funds to finance major
expenditures.

For major, possibly unanticipated, repairs or replacements,
the following sources of funding were 1dentified for the 36
municlpalities.



Sources to Finarce Major
Repairs and Reolacemnents

Number of

municipalities
Funding sources (note a)
General funds 4
3ank loans 2
Munticipal 2onds 7
Reserves for redlacenment 16
Contingency funds 4
Capital funds 2
Special assessment 2
Funding source not establisned 4

a/ Figures total more than 36 because six municipalities used
more than one source of funding.

It should be noted thet with one excention--reserve for replace-
ment——the other funding scurces are eirther unrelated to user
charge revenues or financed after equipment breakdowns.

The following examoles t1llustrate some of the situations
that can arisc when major repairs ani replacements are not ade-
quately financed:

--Los Angeles, Calitornia, has three plarts, with primary,
secondary, and advanced treatmeni, to process the wastes
from the city and 1ts 14 contract agencies. The city has
received LPA construction grants totaling more than $50
million. The treatmnent plarts® yearly operating budget 1s
more than $16 million. The comh:zned design flow 1s 470
mgd ard the plants se ve more than 3 miJlion residents.

Several officials, includ'ng the chief enginesr of the
sewage treatment division and the assistant director of
the Bureau of Sanitation, told us that despite recent
significant increases in the user charge, the sewage
treatment division wvas not getting the funds needed to
properly maxntain the facility because user charge
revenues were being used to finance the lccal capital
share of planned »nrojects. The division was unable to
purchase needed equipment and hire needed personnel. As
a result, many maintenance tasks were being deferred.
The reported backlog of deferred mairtenance was "several"
years. The backlog in electrical repair work alone,
according to one pudget document, wvas nearly 10,000
staffhours.

The director, Bureau of Sanitation, in a 1980-81 budget
statement, 1ndicated that the limited funding and per-

sonnel shortages 1in vasc years have seriously affected

the operatioral 1rtegrity of the division—--excessive
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numbers of sedimentation tanks out 2f service for revairs
and continuous emergency-type revalrs on process control
instrumentation. 1lthough a division engineer 11 the
Burcau of Engineering disajreced with both our assesstuent
and statements by Bureaa of <anitation officials, the
Department of Public #orks recentlv asked the city council
to approve $14.5 million fer critical revairs from the
general fund.

--Altus, Oklahoma, has a 3 mgd secondary treatment olant
that cost about $1.8 mi1llion and serves about 6,700 cus-
tomers. This facility received a $1.4 million grant.
Although the scwer budget for 1980-81 1included $9,500 for
equipment maintenance, the city administrator indicated
that none of this amount 1s carried forward as a separate
replacement fund. The city has a cavpital wmprovement fund,
general fund contingency reserve, and insurance on plant
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could be used. Recently, a speed reduction gearbox had to
be replaced at a cost of $10,000. The money for the pur-
chase came from the city's contlngency reserve. The city
hopes to be reimbursed for about half of this amount from

the 1nsurance.
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~-~-Jrbana, Ohio, has a 3 mgd secondary treatment plant serving
more than 11,000 residents. The facility received a $2.2
million grant and had operating expenses 1in 1979 of about
$415,000. EPA region V approved the city's user charge
system in December 1975. As part of the approval, Urbana
agreed to make minimum annual contributions to 1ts replace-
ment fund of at least $14,000, until the fund reached a
minimum balance of $70,000. Although the plant has been
operating since 1976, the $14,000 replacement contribution
was first budgeted in 1980. The reason® The director of
finance said that insufficient revenues were obtained
during the first 4 years of treatment plant operation and
no funds were availlable for a replacement reserve.

Lack of serious effects on treatment
plants from 1inadequate user charges

An indicator of the quality of operation and maintenance 1is
the ability of the municipality to operate the treatment plant
wlthin the limits of 1ts NPDES permit. 1In 21 of the 36 municipal-
ities 1n our sample, permit violations have occurred during the
period we reviewed. We could not attribute the violations to
neglect of operations and maintenance due to the shortage of funds;
however, 1n our previous reports 1/ of noncomoliant wastewater

1/ "Continuing Need for Improved Operations and Maintenance of
Municipal Waste Treatment Plants," CED 77-46, Aor. 11, 1977,
and "Costly Wastewater Treatment Plants PFail to Perform as
Expected,” CED 81-9, WNov., 14, 1980.
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treatnent »lants, oneration and maintenance deficilenciles were
1dentitied as one of the major causes. Our 1977 report soecifi-
cally related operation and maintenance oroblems to 1nadeguate
funds. An example of tq1s 1s presented below.

—-Duraing 1969 a 350,000 gallon per Jay secondary treatment
plant 1n Earlington, Kentucky, was 1n poor operating con-
dition and the city apvarently was not aware of what would
be required to proverly operate and maintain the plant.

A State official believed the major problem was 1nadequate
staffing. In a 1975 wvisit, the plant was found to be badly
neglected, with many 1tems of equipment broken down and
inoperable., State officials i1ndicated that because of an
inadequate operating bhudget, the olant could not afford to
purchase the needed equipmert. 1A joint EPA/State 1nsvec-
tion 1n April 1975 showed no 1morovement 1n operation and
maintenance. The 1nspection team commented in 1ts report
that (1) the olant was 1mproperly overated and maintained
because of understaffing and (2) the city should allocate
sufficient funds to enable proper plant operation and
maintenance.

The newness of the treatment nlants was a primary reason we
1identified few significant operation and maintenance oroblems
at the 36 municipalities we visited. For example, the consulting
engineer for Holliday, Texas, indicated that the treatment »nlant
had only vassed 1ts warranty pveriod in early 1981, Because of
this factor, we were unable to directly relate operation and
maintenance problems or permit violations to an 1nadequate user
charge system.

DISTRIBUTION OF OPERATION AND MAINTENANCE
COSTS BETWEEN USERS IS NOT ALWAYS EQUITABLE

Of the 36 municipal user charge systems in our sample, 14, or
39 percent, contained apparent 1nequities both between or within
user classes. These 1nequities 1included senior citizen discounts,
specilal commercial/industrial rates, subsidized city buildings, and
volume discounts.

The 1972 amendments to the Water Pollution Control Act estab-
lished the premise that recipients of olant services pay their
proportionate share of operation and maintenance costs. ®PA regu-
lations orovide only general guidance for establishing and assuring
proportionality. These regulations state that costs must be dis-
tributed to each user in proportion to such user's contribution to
the total wastewater loading of the treatment plant. Factors such
as strength, volume, and delivery flow rate characteristics shall
be considered and included as the basis for the user's contribution
to ensure a proportional distribution, The user charges can be
computed for classes of users and levied on water deliveries.

15



Exam»les of the 14 systems tnat e Helieve contairaed elemonts
that did not assure equitanle distribution of costs are »resented
below.

--Lyndon, Vermont, has a $3.5 raillion, 730,300 jallon oer
day, secondary troacment olant serving aoout 1,700 custom-
ers. This factiiity received a 32.6 million grant. The
operating exoenses for 1379 were about 3165,000. The 1ni-
tial costs teo users 1n 1977 was a mlnimum charge of 525/
quarter, up to 10,000 gallons of water consumed (S52.50 per
1,000 gallons), olus $1.25 for every additional 1,000 gal-
lons., 3ince users were charjed only half the original
rate for consumed water 1n excess of 10,000 gallons, large-
volumne users were recelving a subsidy.

1973 a commercial customer rate was 3adooted for those
ing more than 200,000 gallons/quarter. Twelve of the
1,000 customers fell 1in this range and were charjed a rate
cof $1.40 per 1,000 gallons, with no minimum charge levied.
Subsequent rate changes increased the residertial fee to a
minimum of $33/quarter per 10,000 gallons, ©vlus $1.70 for
each additional 1,000 gallons, while commercial rates were
set at $1.55 for each 1,000 gallons consumed--with no mini-
mal charge levied. These rates are 1inequitable because 62
peicent of the users were paying the minimum fee--consuming
less than 13,000 gallons ver Juarter.

In
us

Our analysis of 10 users 1n each of four water meter books
showed 45 percent of these 40 users actually consumlng
less than 5,000 gallons per quarter., Accordingly, not
only were large residential and commercial users receiving
quantity discounts, the floor upon which the minimum fee
was based appears too high.

--Yukon, Oklahoma, has a $2.4 million, 3 mgd secondary treat-
ment plant serving about 4,600 customers. This facility
received a $1.8 million grant. The estimated 1979 annval
operating budget was about $120,000. The user charge rate
for both residential and business users 1s $1.50 for the
first 4,000 gallons of water consumption olus 20.4 cents
per each additional 1,000 gallions. Apartment owners pay
tnis same rate on total water used. We believe this can
create 1inequities for single-family residences. For
exampie, the city utility office manager stated that each
apartment unit 1in one Yukon complex with 74 units uses the
minimum of 4,000 gallons. +dowever, the complex only pays
the $1.50/4,000 gallons once and all additional usaje 1s
charged at the 20.4 cent ver additional 1,000 gallon rate,
In contrast, each residential user would vay the 51.50
minimum charge. For a l-month pveriod, the apartment comonlex
paid $65.48 on 317,625 gallons of water. If 74 residen-
tial users paid only the $1.50 minimum rate, the total
charge would be S5111.00, or $45.52 more than the apartment
complex.
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Therefore, we believe apartment owners are receiving the
benefit of a quantity discount. If an ceguitable cost
distribution system were used, each anartmen: unit would
be required to pay the same rate as single-family resi-
dences.

Although the amounts 1in this ovarticular example may not
be significant, 1t does 1llustrate the existence of
inegulities which may 1involve large amounts of morey 1in
dunicipalities outside our sample.

CONCLUSIONS

The user charge system established by half of the 36 munici-
palities 1in our sample provided insufficient revenue to meet
operation and maintenance costs. To offset these deficits, munici-

palities obtained additional funds from other revenue sources,
such as connection fees, short-term bank loa
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recelpts.

ns, or general tax

14

EPA has no restrictions or regulations on municipalities
using other sources of funds to subsidize treatment plant opera-
tions and maintenance costs. We can see where some of the sources
of runds are related to treatment plant operations-—interest earned
on sewer fund balances--and could be offset against operation and
maintenance expenses. However, continuilng to rely on the other
sources of funds--general funds and short-term bank borrowing--does
not, 1n our opinion, conform with the intent of the legislation.
In addition, we question the use of connection and hook-up fees
as a source of treatment plant overating revenues. Although a
municipality collects these fees from svsiem users to offset the
capital costs of both extending a sewer line 1n front of a user's
property and connecting the user to that line, we found that thais
"return-of-costs" was used to offset treatment plant operation and
maintenance expenses. We believe EPA should identify which other
sources of funding—-1f any-—a municivality can use to offset opera-
tion and maintenance costs and reemphasize to regional admini-
strators, delegated State agencies, and municipalities the purpose
of user charge systems.

In addition o user charges not providing adequate operation
and maintenance funding, we found that 20 of the 36 municipalities,
or 55 percent, were neither collecting nor setting aside the finan-
cial resources needed to renlace major pieces of equipment during
the service life of the treatment plant.

We believe these major exvenditures could cause both a severe
financial strain on the municinalities and affect the cortinued
successful operations of their treatment nlants. Also, we believe
the failure of municivalities to collect or set aside Ffunds for
the eventual revlacement of major equivment 1s 1inconsistent with
the legislative requirement that the i1molemented user charge
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systems provide for adequate revenues to oroverly operat= and
maintain treatment plants during tneir aseful lives. Ve "elieve
EPA needs to agailn stress to ooth delegated »tate ajenci=s and
municipalities the reqguirenent and necessity 0of 92lanning fFor tae
eventual replacement of najor cquinuent to assare that ithe treat-
ment plants continue to do theilr part 1n neetiny the Jation's ~ater
qualitvy object.ves.

In addition, we believe TPA should incorpoiate, as rart of
exlsting operation and maintenance inspections and closeout finan-
cial audits of construction grants, a review of user charje system
adequacy, including a review of the vrovisions for replacing major
pireces of esseatial equivpment.

AGENCY COMMENTS AND OUR EVALUATION

In a letter dated October 30, 1981 (.ee apo T), commenting
on our draft report, OPA stated that it generally agrces with
our findings and that a recent EPA management =valuation ¢Z nine
utilities localted 1n the Northeast United States resulted 1n
simrlar co-clusions. 92ne of the prainicipal conclusions 1in our
report and t.ae EPA evaluation was that local wastewater authorai-
t1es seldom provide for sufficient equivment revlacement funds.

The letter also stated that LPA recognizes that a revblacement
set-a-side fund 1s an essential element of muricipal self-suffi-
ciency and local governments must be made aware of this responsi-
bility so they can prog.am sufficiently for funding to cover
future municipal wastewater expenditures.

However, 1n commenting on our proposal that 1t 1dentify other
sources of funding-~1f any-—-a municipality can use to offset
operation and maintenance costs and re-—-emphasize to EPA redional
administrators, State agencies, and municipalities the purpose of
user charje systems, EPA stated that except for ad valorem taxes,
the act provides for no source of operating and maintenance funding
other than direct user charges. According to EPA, municipalities
can finance debt service through various weans, 1including bonds,
special assessments, and connection charges.

EPA stated that municipal wastewater treatment expenditures
may oe divided 1in two general categories. The first category 1s
for capital costs, debt revayment, reconstruction, and ex»nansion.
The second category 1s for operation and maintenance exvenses, for
which the establishment of uaser charges 1s fixed by law. TUPA
stated however, that in many cases, hecause of 1nattention or in-
flexibility, user charge systems become obsolete.

We believe this latter point has been validated not only oy
the findings contained 1in this report but by the ajency itself 1n
several of 1ts studies. However, the major 1issue still remains——
municipalities are not complying with either (1) the intent of
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the‘Conjyress #han Lt estaolisned the user charje requirements that
treatment plaats »e self-sufficient or (2) that excepot for ad
valorem taxes, direct user charges be the only source of revenue
to otfset treataent vlant operation and maintenance exvenses.
CPA's response 15 silent on hcs TPA 1intends to deal with these
1ssues,

TPA =stated that 1t will look to ways of develooing financial
managaement guidance for use by the municivalities and that this
quidance would a<sist communities 1n determining whether general
economlc or fiscal conditions merit review and revision of their
existing uscr charge systems as well as how this might best be
accomplisned. In a November 5, 1981, meeting with SPA officials,
the director, office of program operations, advised us that EPA
hoped to have the new financial management guidance package
avallable for distribution to municicalities in -9 months.

Although the agency's financial management guidance package 1is
a step 1n the right direction, we believe that the information in
the package should clearly reiterate to the municipalities (1) the
purpose of the user charge program, (2) that except for ad valorem
taxes, direct user charges are the only source of funding approved
for financing treatment plant operation and maintenance expenses,
(3) the need to review and revise, when necessary, user charge
systems 1n accordance with grant agreements, and (4) the need to
maintain the treatment dlants' Eirancial integr.ty and self-suffi-
clency as envisioned by the Congress w#hen 1t enacted the user
charge system requirements 1n the Federal Water Pollution Control
Act amendments of 1372.

EPA disagreed with our proposal that it incorporate, as part
of existing operation and maintenance inspections and closeout
Einancial audits of construction grants, a review of user charge
system adequacy, including a review of the provisions for replacing
major pleces of essential equipment. EPA stated that, while the
Clean Water Act requires user charge systems to be reviewed and
aporoved before construction grants are awarded, 1t makes munici-
palities responsible for maintaining adequate user charge systems.
EPA believes 1n a results-oriented system, whereby the orimary
determinations made 1n an audit are whether the facility was
constructed 1n conformance with approved plans and svecifications
and whether the facility can and will meet applicable NPDES
effluent limits. TIf the latter result 1s not achieved, then it
1s 1ncumbent upon the delegated State to take whatever actions
are necessary to 1induce the municipality to achieve compliance.

We agree that the primary determinations made 1in an audit
are whether the Eacility was constructed i1n conformance with
approved olans and specifications and whether the facility can and
w1ll meet applicable NPDES effluent limits. 1In Fact, that 1s the
basis of our ovrovosal. If, in Lhe course of 1ts 1nsvections and
audits, either =PA and/or a delegated State determines that a
municivality 1s not providing for replacement of major oieces of
essential equipment, then 1t surely follows that 1t 1s not a matter
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of 1f a plant will violate 1ts IPDES vermit »ut rather when tbe
perunlt will be violated. The only 3disagrecements that aovear to

Fe left ortween us and EZPA 1s (1) «hen the aunicioality should oe
ncti1fied of .ts snortcomings, (2) who should make the notification,
ard (3) what actions can pe taken to remedy noncompliance. Ae
believe that the reports 1ssaded as a result of insoections and
audits are an effective neans of communicating to the nunicinalities
any deficiencies 1dentified 1in their user charge programs.

RECOMMENDATTONS TO THE ADMINISTRATOR, LPA

To improve admninistration of the user charge program anid to
ensure continued compliance with the user charge concept envisioned
by the Congress, we recommend that the Admninistrator, CPA-

-—Incorporate, as part of the financial management guidance
package, instructions to the municipalities that clearly
state (1) the purpose of tue user charge orogram, (2) that
eLcept for ad valorem taxes, direct user charges are the
only source of funding authorized for financing trestment
plant operation and maintenance expenses, (3) the need to
review and revise the user charge system 1n accordance with
Federdl regulations and Lhe grant agreement, and, (4) the
need to maintain the treatment plants' financial 1ntegrity
and self-sufficiency as envisioned Ly the Congress.

--Incorporate, as part of existing operation and maintenance
inspections and closeout financial audits of construction
grants, a review of user charge system adequacy, 1licluding
a review of the adequacy of reserve accounts for replacing
major pleces of equipment considered essential for con-
tinued plant operations.
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CHAPTER 3

FOLLOWUP NEEDED TO ASSURE

CONTINUED USER CHARGE SYSTEM

COMPLIANCE

As with many other aspects of the construction grants orogram,
prime responsibility for maintaining an appropriate user charge
system rests with the municipality. However, municlvalities have
wavered from tnis responsibility by failing to review and update
rates and user classes as needed to meet 1increased costs or changed
conditions. In addition, neither EPA nor the delegated States we
visited have any mechanism for verifying municipalities' continued
compliance with user charge grant conditions. This failure by EPA,

State, and municipal officials to assure continued user charge com-
lriance may eventuallv resnlt 1n nlant nannrmanﬂn nrnh]pmq that
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could defeat the purpose of the constructlon grants program-—to
clean up the Nation's waterways.

MUNICIPALITIES NEED TO REVIEW AND
UPDATE USER CHARGE SYSTEMS AS REQUIRED

The user charge poroblems we 1dentified are often related to
the failure of municipalities to periodically review and update
their user charge systems. From our visits to 36 municipalities,
we 1dentified 15 where the required biennial review of the systems
was not performed. WNine of the 15 systems had not been reviewed
in 5 or 6 years and 3 had not been revised although changes had
occurred within the municipality. Occasionally, reviews and
updates of the user charge system can be adversely affected by
politics, at which time the self-sufficiency of the system becomes
of secondary importance.

EPA user charge regulations and guidelines have two
requlrements concerning a municipality's responsibilities to review
and revise 1ts user charge system. The first requires the muni-
cipality to review the user charge rate annually and revise this
rate periodically to reflect actual treatment plant costs. The
other requires the municipality to review, not less often than
biennially, the wastewater contribution of users and user classes,
the total costs of operation and maintenance of the facility, and
the approved user charge system. During this review, the munici-
pality 1s required to revise the charges to maintain the propor-
tionate distribution of costs, ensure that sufficient revenue 1s
being generated, and apply any excess revenues to the future
charges of the class generating the surplus.

Reasons given by the municipalities Eor not performing the
biennial reviews 1included:



~--The annual budget review of costs and rates was adequate
--The requirement for a oiennial review was forgotten.

--The community had remained unchanged and no adjustments
were necessary.

--The costs 1nvolved to perform this type of detailed review
were too much.

--The availability of other funding sources minimized the
need to adjust user charge rate structures.

The following examples 1llustrate reasons given by municipal
officials for not performing biennial reviews.

--Albion, Michigan, has a 4 mgd secondary treatment facility
serving 3,200 customers. The plant was built at a cost of
$4.9 million with a Federal grant of $3.7 million. The
director, Department of Public Works, stated that although
the rates were changed there was no need to review the
user charge system because ncthing significant had changed
in the community. However, we were subsequently informed
that several changes have occurred, including the closing
of two 1industries and a reduction 1in the city's population.
Currently the plant 1is treating an average wasteload of
2.1 mgd.

~-Orange, Massachusetts, has a $2.7 million, 1.1 mgd second-
ary treatment plant serving 3,500 people. This facility
receirved a $1.9 million grant. The user charge system 1n
Orange has not been reviewed since fiscal year 1977. The
superintendent of the treatment plant stated that he was
unaware of the requirement for a biennial review.

The political climate of a municipality can also affect the
performance of the review or the enactment of rate increases. The
costs of local government (1including wastewater treatment costs)
are a major concern to local politicians and citizens, and we
found examples both 1n our sample municipalities and through
discussions with EPA regional officials where these concerns
affected the process of reviewing and adjusting user charge rates
to keep systems self-sufficient. 1In these cases, rates and rate
increases were made based on what would be acceptable to residents
rather than on what was necessary for good plant operation and
maintenance. For example:

--Hartford, Vermont, has a $4.9 million, secondary treat-
ment plant serving 1,000 people with a design flow of
1 mgd. This facility received a $3.4 million grant.
The user charge rate recommended by the city's consult-
ant and later adopted by the city--$11 for the first
1,000 cubic feet of water plus $1.10 for every 100 cubic
feet thereafter--was reduced significantly, as a result of
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public clamor, to 58 for the first 1,000 cubic feet and
$0.80 for every 100 cuoic feet thereafter. To defray
operation and malintenance costs, the city had to use a
$139,000 connection fee paid by a local Veterans Adminis-—
tration hospital.

--In New Haven, Connecticut, a S50 million, 40 mgd praimary
and secondary treatment system with 24,000 hook-ups had
to borrow $400,000 from the city's general fund to help
finance 1ts operating budget of $4.75 million in fiscal
year 1980. The chief civil engineer told us that this
borrowing was necessary because the governing Board of
Aldermen was reluctant to increase rates without more
substantial justification than was provided. He believed
that recently enacted property tax increases contributed
to the Board's reluctance.

In several cases, we lesarned that increases 1n user fees can
cost elected officials their positions. In March 1977 hearings
before the Subcommittee on Water Resources, House Committee on
Public Works and Transportation, a witness testified that a Tucson,
Arizona, city councilman was the subject of a petition for recall
because he attempted to comply with the requirements for a user
fee system. In Simi Valley, California, cicy officials were re-
called when the sewer charge was 1increased from $5/month to
$8/month. Following the recall election, the rates were reduced
back to $5/month.

REGULATIONS DO NOT REQUIRE EPA OR STATE
FOLLOWUP OF USER CHARGE SYSTEMS

Construction grant conditions require that municipalities
annually review their user charge rates and biennially review
the wastewater contribution of users and user classes. EPA
regulations do not require either EPA or the States to monitor
the municipalities' compliance with these grant conditions.

Although the regulations provide that user charge systems
may be reviewed by EPA not more often than annually, this option
was not exercised at any of the 36 municipalities 1in our sample.
EPA officials told us that once systems are approved no further
review 1s made of their adequacy, except when a complaint 1is
recelved and they consider 1t worthy of an investigation. These
officials also stated that even 1f such reviews were made and defi-
ciencles 1in the municipality's user charge system were 1dentified,
no penalties exist under current regulations short of court action
based on breach 0f grant conditions. Finally, EPA officials stated
that no followup reviews are made to determine the status of the
municipal user charge system because not enough personnel are
availlable to make the reviews and the regional offices are not
assigned the specific responsibility for performing the reviews.
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The EPA regional offices we visited »ad from one to eijht
staff members responsible for reviewiling and approving user cnarge
systems. In each of the regional offices, the section chief veri-
fied that followup on implemented user cnarge systems would not be
possible with existing staff levels.

PRIOR STUDIES OF USER CHARGE SYSTEMS
IDENTIFIED SIMILAR SHORITCOMINGO

Two studies have been made of the use of user charges by
municipalities. The first, performed by Coopers & Lybrand, an
accounting firm, resulted 1n a report entitled "Management
Evaluation of User Charge/Industrial Cost Recovery Systcms,”
dated October 19, 1978. The consultant recommended that EPA:

--Fstablish and appropriately staff a headquarters unit

responsible for overall coordination of user charge system
reviews and postimplementation reviews.

--Establish centralized review groups 1in each regional
office to be responsible for user charge system reviews,
approvals, and postimplementation reviews.

——Perform a staffing analysis to determine the estimated
user charge system workload 1n each region and the mix
of skills and personnel necessary to meet the estimated
workload 1in each region.

—--Develop formal procedures and systems for monitoring
user charge system development and postimplementation
reviews, to include separate user charge system files.

—--Develop standardized formats and procedures for user
charge systems and eliminate piecemeal reviews.

--Implement postimplementation reviews of user charge
systems.

The second study, performed by the western region, Office of
Inspector General, EPA, covered an audit of 19 grantees 1n three
western EPA regional offices. This report, issued January 13,
1981, 1dentified several noncompliant user charge systems and
cited deficiencies similar to those discussed previously 1in this
report. The Inspector General report also confirmed the continued
existence of the deficiencies i1dentified by Coopers & Tybrand
2 years earlier and reiterated 1ts recommendations.

In discussions with the deputy director of the EPA Municipal
Construction Division, we were advised that the recommendations
made 1n both studies have not been acted on and that no action
1s currently being contemplated. He further advised us, howcver,
that the agency has been directed by the new Administrator to
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review and revise all existing nrogram regulatiors. During the
course of t1is review process, the recomaendecions contalned 1in
the studies will be considered. ©PA Joes not know whan the
regulation review and revision process wlly. be completed.,

CONCLUSIONS

EPA's grant conditions anri the regulations require, respec-
tively, that municipalitiles annually review their rate structure
and biennially review the user class structure to assure that both
self-sufficiency and equitahility are maintained. Such reviews
are not always made. Although all 36 municinalities per Zormed
some type of annual review of their rate structures, only 15 of
the 36 municipalities performed the required biennial review.

Neither TPA nor the delegated State agencies we visited have
any porovision for verifying that nunicinalities have performad
elther the annual or biennial reviews. Even 1f such followup
reviews were made by EPA or the delegated States and deficiencles
in municipalities' user charge systems were 1dentified, no oenal-
ties exist under current EPA regulations short of court action
based on breach of grant conditions.

Jithout an enforcement mechanism to compel municivalities to
comply 1f shortcomings are i1dentified, such reviews of the user
charge systems will not provide the needed results, We believe
EPA could periodically review user charge systems as part of the
compliance 1inspections performed under the NPDES permit program.
Also, either by administrative action or by appropriate amendment
to the act, 1f necessary, EPA should make the user charge require-
ment a permit condition and enforceable 1in the same manner as
other vermit conditions. By making these user charge requirements
a peruit condition, EPA and/or the delegated States would obtain
an enforcement mechanism to ensure that municipalities maintain
a self-sufficient plant and additional assurance that the Nation's
water quality objectives will be met.

AGENCY COMMENTS AND OUR EVALUATION

In commenting on our draft report, EPA disagreed with our
proposal of i1incorporating the user charge requirements under the
NPDES permit program. According to EPA, NPDES compliance 1inspec-
tions are praimarlly concerned with permit effluent limitations,
treatment plant performance, laboratory facilities, and sampling
techniques.

EPA stated tnat one of 1ts compliance 1mprovement 1nitiatives
for municipal wastewater treatment plants 1involves diagnostic
inspections of noncomplying plants. According to EBPA, these
inspections, which wi1ll be conducted primarily by delegated State
agencies, will focus on evaluations of overation and maintenance
procedures and may 1nclude reviews of financial management pro-
Jrams. Such reviews could evaluate user charge systems.
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EPA also disagreed with us that comoliance with the user
chargje system should be an enforceable vart of a municivality's
NPDES permit. According to TPA, the primary intent of the NPDES
program i1s to establist effluent quality limits, schedules, and
reporting requirements. It 1s not the avorooriate place or means
to aadress the adequacy of municipal fianancial management programs.

Identifying user charge shortcomings does not aopear to be the
basis for the disagreement between us and CPA on this proposal.
The disagreement, 1in our opinion, lies 1n how best to correct the
problem once it 1s i1dentfied. Ve believe the NPDLS permit enforce-
ment program affords the best ooportunity for both EPA and the
delegated States to take corrective action., Under the enforcement
program, a series of steps can be taken to induce a municiloality
to comply with the permit requirements before executicn of the
final action--formal submission to the courts for judgment.
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ment program as a means of addressing the adequacy of municipal

financial management programs and has stated that the primary
intent of the NPDES program 1s to establish effluent quality
liwmits, schedules, and reporting requirements. We are not 1in

total disagreement with EPA that this should be the vrogram's
primary intent. However, as previously stated, we do believe

that the lack of sufficient operating ard espense revenues will
have a significant adverse i1imoact on the ability of a treatment
plant to operate within WNPDES permit limits. The failure of munic-
ipalities to provide adequate revenues often results in the lack

of spare parts 1inventories, qualified trained staff to operate the
plants, preventive maintenance programs, etc, Inadequacies of this
type will, 1in our opinion, 1nevitably lead to plant failures and
permlt violations.

Fot these reasons, we believe the user charge system
requirements should become part of the NPDES permit program.

RECOMMENDATION TO THE ADMINISTRATOR, EPA

We recommend that the Administrator, EPA, 1incorporate the user
charge system requirements under the NPDES permit program.
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CHAPTER 4

SOURCES OF FINANCING PLANT

REPLACEMENT ARE UNCERTAIN

The question remains: Who will finance the billions of
jollars needed to replace the thousands of plants now 1n owera-
tion? Wastewater treatment vlants built during the earlier years
of the construction grants program are nearing the end of their
economlc/technological lives and must eventually be replaced.
Although the needed replacement costs will be 1in the billions
of dollars, current Federal legislation 1is silent on the sources
of these funds and little has been done to answer this question
by Federal, State, or municipal governments. In our samole of

36 man1c1pa11u*es, only three were presently setting aside funds

for plant replacement.

FUTURE TREATMENT PLANT
REPLACEMENT WILL BE COSTLY

Although no precise estimate exists, replacing the thousands
of treatment facilities that have obtained funding under the
Federal Water Pollution Control Act, as amended, will be 1in the
bi1llions of dollars. For examole, EPA estimates a 10 mgd activated
sludge treatment plant constructed in 1960 for $2.5 million would
cost at least $13 million 1f 1t were replaced 1in 1980. Over a
20-~year period, this represents about a sixfold increase 1n con-
struction costs. As shown in chapter 1, the 1977 average construc-
tion costs for secondary treatment plants range from $2.6 million
to $155 maillion.

The estimated reconstruction costs, when added to the present
unmet needs to meet the Nation's water quality goals (estimated by
EPA to be $119 billion), are staggering and will probably continue
to grow.

SOURCES OF LOCAL FINANCING FOR
TREATMENT PLANTS ARE LIMITED

Municipalities have traditionally financed the local share of
waste treatment project costs through municipal bonds or special
assessments. Municipal bonds, either general obligation or reve-
nue bonds, are the most common method. Most officials in the
36 selected municipalities said that they would continue to use
these methods to finance the local share of project costs and, 1f
necessary, the total costs of future projects, assuming Federal
funding were not available. Realistically, however, these methods
of financing are limited by legal, economic, political, and other
factors. For example, those communities that have used municipal
bonds for all capital projects and have reached their "debt ceil-
ing" are legally unable to sell bonds above this laimit. Other
communities may find their bonds difficult to sell because of
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higher interest rates for other securities (e.g., Treasury bills),
which have nade the lower yieslding, tax—-free municipal honds less
attractive to i1investors.

In California and Massachusetts, citizens' dissatislactlion
with the cost and size nf government nas resulted in statevide
inirtiatives such as "Prooosition 13" (California) and "2toposition
2-1/2" ( lassachusetts) that limnited the availahility of funds to
municivalities, 1ncluding funds for new capital »rojects.

This type of limitation nas had a significant impact, for
example, on the city of Los Angeles. 1In March 1980 the lavor of
Los Angeles executed a consent decree resolving litigation with
EPA., The total capital costs associated with 1uolementing the
consent decree, at the time of our review, was apvoroximately $711
mrllion. At that time, 1t was anticipated that $375 million woulAd

he fFinanced hy arante from rthe Fpdoral and S+ara dgovernmente whila
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the remaining $336 million would be borne by the city.

According to the city administrative officer, Los Angeles
traditionally financed 1ts sewer projects with general obligation
bonds. However, since the passage of Proposition 13 (which re-
quires two-thirds voter approval for State or local tax increases),
this financing 1s no longer feasible. Although under State law 1t
1s still theoretically vossible to 1ssue revenue bonds for sewer
purposes, such action does not aovpear vractical due to statutory
interest rate limitations and market conditions. Consequently,
the city 1initiated a fourfold increase 1n 1ts sewer service charge
and now uses 65 percent of 1ts user charge revenues to finance
the local capital share of planned projects.

Another factor cited by officials of the municivmalities was
citizen resistance to special assessments or increased user
charges that were designed to raise funds f{or future orojects
(e.g., replacement of sewage treatment plants) that would not
directly benefit them.

LITTLE IS BEING DONE BY FEDERAL,
STATE, AND LOCAL GOVERNMENTS TO
PROVIDE FOR LONG-TERM FINANCING

Neither EPA nor the delegated States we visited require that
municiralities set aside funds for financing olant renlacement, and
little 12 being done voluntarily. Only three municipalities 1in
our sample of 36 were making provision, by earmarking funds, to
meet a portion of the long-term capital needs., Officials in 23 of
36 municipalities told us that they would return to the Federal
Government (or replacement funding; officials from the remaining
10 municivalities were undecided.

EPA has made several references to the question of plant
replacement 3In congressional testimony and, most recently, 1in
the "1990 Preliminary Draft Strategy for Municinal Wastewater
Treatment", dated January 1981, This study was undertaken by
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CPA's office of water and waste management to review and reassess
tne aunicinal constructinn grants orojram goals. The purvose of
this strateqy study w~as to esaine what 1s to be accomolished by
the year 1393 ard vhat steps (advinistrative, lejislative, etc.)
are necessary to accomplish those joals. The study was divided
into £ parts--funiing, nanageaent, operations, compliance, and
olanning. The compliance part of the Araft strategy states that
municipalities, under the current program, are "conditioned to
expect™ treatment »lant revlacement funds {rom the Federal Govern-
ment. This strategy provoses chanjes to the construction grants
program to reduce the continued reliance oy municipalities on the
Federal Government for future financial assistance regarding treat-
ment plant revlacement. However, the deouty director of the
Municipal Construction Division told us that no action has been
taken to finalize and 1i1mnplemcent those changes related to treatment
nlant replacement. The finalizing of the 1990 draft strategy 1is
being held 1in abeyance pending review by the new CPA Administrator.

In our review of the 36 municioalities, we found tnat, with
the exceotion of California, none of the remaining nine States had
imposed any requirement for municipalities to accumulate funds
for replacing treatment plants.

In 1974 California instituted a requirement that municipali-
ties collect and deposit funds for »lant replacement 1n a waste-
water capital reserve fund. The annual contribution to the fund
was to be determined by taking the construction cost of the
existing wastewater treatment system and dividing that cest by
30 years. The requirement was difficult to enforce and apparent-
ly oroved burdensome to the municivalities. Therefore, 1n 1978
the State made using the wastewater reserve fund optional.
Currently the State 1s studying a revised requirement that woulAd
be less burdensome to municipalities. Wo time frames have been
established for completing the study.

CONCLUSIONS

Inadequate funds Eor wajor replacements during the service
li1fe of a treatment plant can create monetary problems for a
municipality. However, a similar situation, on a much larger
scale, wi1ill occur later as the plant nears the end of 1ts useful
life. Since the 36 municipalities we visited had recently com-
pleted treatment plant construction under the Federal grants oro-
gram, 1t was not surprising that many plan on returning to the
Federal construction grants program when revlacement or reconstruc-
tion becomes necessary.

HJowever, the guestion remailns Who will be resovonsihle for
financing the billions of dollars needed to eventually re»lace
the thousands of plants now under construction or 1n overation?
Neither Federal, State, nor local governments are currently
addressing this 1ssue.
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RECOMMUNDATION TO THE CONGRESS

In view 9f the huge fature 4dollar requireaent for this »ro-
gram, the Congress 3houald considar whetaer ithere will be further
Federal participation 11 treatnent Dlant renlacement »r vhether
plant replaceaent will oecome Yie res»nonsibility »f State »na/or
local governments. If the lonjress shouald decide <hat State
and/or local governments are to be held res»oonsible, thesa jov2rn-
ments must be made aware of this requirement so that they can begin
planning for such future exoenditures.

AGENCY COMMENTS

In commenting on omr draft report, LPA stated that w#ith
regard to replacing entire facilities constructed wicth Federal
funds when they reached the extent of their economical/technolo-
gical lives, or upgrading of treatment facilities unrelated to
increased Tederal requirements, 1t believes all municioalities
should he made aware of the fact that the wastewater construction
grants program will not continue 1indefinitely and communities
should plan to replace these facilities.
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APPENDIX I APPENDIX I

) z UNITED STATES ENVIRONMENTAL PROTECTION AGENCY
w ; WASHINGTON D C 20460
N

0CT 30 1981

QFFICE OF
POLICY AND RESOURCE MANAGEMENT

Mr Henry Escnwege

Director

Community and Economic Develonment Division
U S8 General Accounting Office

Washington, D C 20548

Dear Mr Eschwege

The Environmental Protection Agency (EPA) has reviewed the
General Accounting Office (GAO) draft report, "Municipal Funding
of Wastewater Treatment Plant Operation and Maintenance Costs
Is Inadequate." Public Law 96-223 requires the Agency to submit
comments on the draft report whicn are presented below. Our
comments are divided into two sections The first section covers
general findings and the second section contains our comments
on the report's recommendations In addition to these comments,
we provide editorial comments i1n an enclosure

General Findings

The Agency generally agrees with the report's findings A
recent EPA management evaluation of nine utilities 1n Region I
resulted 1n similar conclusions Onc of the principal con-
clusions of the GAO report and our evaluation was that local
wastewater authorities seldom provide for sufficient equipment
replacement funds.

We recognize that replacement set-aside 1s an essential
element of municipal self-sufficiency and local governments
must pe aware of this responsibility so they can provide suf-
ficient funding for future municipal wastewater expenditures
Reflecting this concern, FPA recently sponsored a series of
five seminars to introduce a draft version of the Wastewater
Utility Management Manual which features measurces to achieve
municilpal self-sufficiency

With regard to replacement of entire facilities constructed
with Federal funds, or upgrading of treatment facilities
unrelated to increased Federal requirements, we believe that
all municipalities should be made aware of tne fact that the
wastewater conslruction grant program will not continae
indefinitely Communities should plan to replace these
fFacilities themsclves.
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The Agency’s OfLFice of Research and Development (ORD)
undertook a comprehensive national study of publicly owned
municipal treatment works in 1975 The main objective 0F thne
studv was to 1dentify and quaniLify the specific causes of
1nadequate verformance and to formulale recommendations for

I

1mproveaent. As a r=s1lt of this comprchensive national stily,

completed in 1978, a ncw aoproach called Coqposite Correction
Program (CCP) was develooed by ORD lhis apnroacn has neen
found to be very effective in i1mproving existing treatment
works performance and reliability without major plant
modifications The general approach of CCP 1s to eliminate
all performance limiting factors at a facility through the

1mplementation of the correction recommendations that are nade

as a part of the cowmrrehensive evaluation. CCP has peen

successfully demonstrated at several facilities. Because major
plant modifications and capirtal exnendilares are nol required 1n

this approach, user charges are kept as low as possible

T.PA has adopted this procedure [or widespread use as a
part of 1ts national enforcement strategy for publicly owneil

treatnment facilities because we belicve 1t will be an effective

means of i1mproving the compliance of municipal treatment works

with Vational Polutant Discharge Elimination System (NPDLS})
reyuirements

Report's Recommendations

As a basis for our response to the recommendations in the

draft report, the framework of requirements for local financing

of municipal treatment works should be clearly understood. A
summary of relevant sections of the Clean Water Act (the Act)
and EPA's implemnenting regulations regarding user charges
follows The Act requires

o the grant apvlicant to adoot a system of charges to
recover the cost of operaltion and maintenance
(0&lf); including replacement costs, and

0 each recipient of waste treatment services to pay

1ts proportionate share of the cost of O&M, i1ncluding

replacement,

Section 212(3) of the Act defines "replacement” as "

those

expenditures for obtaining and installing equipment, accessoriles
or avpurtenances during the useful life of the treatment wiorks

necessary Lo maintain tne capacity and performance for wnich

sucn works are designed and construcled " Replacement of the
factlity 1tself at tne end of its useful Life, as discussed on

page 5 of the dralt report, 1s outside the scope of tne Act
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Construction grant regulations require that user charge
systens, whether based on actual usc or ad valorem taxes, generate
sufficient revenue for the proper operation and maintenance of
the treatment works, including replacement, and distripute these
charges proportionately to cach user or user class

GAO Recommendation

Identi1fy other sources of funding--1f any--a municipality
can use to offset operation and maintenance costs and re-emphasize
to EPA Regional Adminlstrators, State agencies, and municipalities
the purpose of user charge systems

EPA Response

Except for ad valorem taxes, the Act provides for no source
of operating and maintenance funding other than direct user
charges. The municipality can {inance debt service through
various means, including bhonds, special assessments and connaction
charges.

Municipal wastewater treatment expenditures may be divided
1n two general categories The first category 1is for capital
costs, debt repayment, reconstruction and expansion The second
category 1s for operation and maintenance expenses, for which
the establishment of user charges 1s fixed by law However, 1n
many cases, because of inattention or inflexibility, user charge
systems become obsolete.

CPA wi1ll look to ways of developing financial management
guidance for use by municipalities This guidance would assist
communities in determining whether general economic or fiscal
conditions nerit review and revision of tnelr existing user
charge and debt repayment systems and, 1f so, how this might
best be accomplished

GAO Recommendation

Incorporate, as part of existing opcration and maintenance
inspections and closeout financial audits of construction grants,
a review of user charge system adequacy, i1ncluding a review of
the provisions for replacing major pieces of essential eguipment.

®
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CPA Response

FPA d.saqgrees with CAO's premise that "PA snould bhe
responsible for monitoring tie adeauacy of wunicipal user
charge svstens While the “lean water Acl requires user
charge systems to be reviewed and approsed orior to the awari
of step 3 grant assistance, 1t makes municipalities resnonsiole
for maintaining adequate user charge systems T'e believe 1n
a results-oriented system, whereoy the prirary determinations
made 1n an audit are whether tne facility was constructed 1in
conformance with approved plans and speciflications and vhetner
the facility can and will meet apolicaple N®DES efflucnt
limits. If tne latter result 1s not acnieved, then 1t 1s
incumbent upon the delegated State to take wnatever actions are
necessary to induce the municipality to remedy the non-compliance.

GAO Recommendation

Incorporate the uscr charge requirenent for periodic reviews
and updates as part of compliance inspections perforuned under
the NPDES vermit program

EP2A Recponse

We disagree with this recommendation NPDES compliance
inspections are primarily concerned with permit effluent
r1mitations, treatment plant verformance, laboratory facilities

and sampling techniques

Onc of EPA's compliance improvement initiatives for
municipal wastewater treatment plants 1nvolves diagnostic
insdect1lons of noncomplying plants Thesce inspections, which
w1ll be conducted primarily by delegated Statc agencies,
w1ll focus on cvaluations of operation and maintchance
procedures and may include reviews of Ffinancial management
programs. Such reviews could evaluate user charge systems.

We also disagree with the comment following the last
recomuendation which indicates that compliance with the user
charge system should bhe an entorceable part of the municipality's
NPDLS permit. The pnrimary intent of the NPDCS orogram 1s to
establish effluent quality limits, scnedules and reporting
r~qqulremenis Tt 1s not the appropriate place or means to
address the adequacy of municipal financial nanagement prograns
We believe the compliance 1improvement initiative discusscd ajove
w1ll achicve GAO's objective morc eflficiently
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We very much appreciate the onportunity to respond to
this dralt report prior to its publication.

Sincerely yours,

}Zseph A. Cannon

Acting Associate Administrator
for Policy and Resource ilanagement

Enclosure (See GAQO note belogw.)

GAO Note In the enclosure, EPA provided technical comments which
were considered These comments resulted in no revision
to the conclusions and recommendations in our report.

(089146)
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