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In a2 letter dated January 14, 1375, the Honorable
Henry 5. FReuss, former Chairmaﬁ of the Subcommittes, asked
us to determine whether the Envir-nmenta. Protection Agency /¥
was fully complying thn our decision of July 2, 1874

s

{B-166506), whicn stated that sd valorem tars systems did not
meet the statutory reguirements £or user chargs systems,
The law requires each recipient (or user) of waste treatment
services to pay its oreportionate share of the coste to ¢per-
ate, maintain, and replace facilities constructes with Federel
arants aweraed afver marecn 1, 19273, 24 wyalaren toy avstors
are besec on preperty valucs rather than on the recipients’
use of the treatment ftacilities.
In & subseguent wseting, we ag T
grant conditieons reguiring grantzes UAes
svetems were in corpliance with the w and whethery
Agency weas comolving with its user ch arge requlations. We
also agreed to make our review at region V headauarters,
Chicago, Illinois. and Agency headguarters, Wachingten, D.C.
We reviewed 45 ¢f the 166 construction grants awarded
in region V between March 2, 1973, and March 15, 1675,
Before awarding the grants, egxon V required grantecs -to
ensure that an &accepiable user charge System would De
developed in compliance with the law,

We found that region V had complied with our decigion in
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~—-grants zwarded before the decisicn were amended to
prohibit the use of ad valorem tax systems,

—-~grants awardad after the decision ceontained the care
mrokibition =na
{J-.Vl. J.l.l.'_l—L\JL.r (=1

--user charge systems the Agency approved were noh based

on al valorem taxss.
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Region V, however, had not enforced the Agency's recuire-
ment that grantees submit a plan and schedule of implementation
of the user charge system resulting in the Agency's inability
to determine whather grantees were proceeding toward develop-
ment of user charge systems in a prompt manner.

BACKGROUND

Under section 204(b}{1l) of the Federal Water Pollution
Contrel Act Amendments of 1972 (Public Law 92-500), the
Agency Administrator shall not approve any grent for any
treatment facility after HMarch 1, 1973,

“# % #*Unless he shall first nave determined that the
applicant {A) has. adopted or will adopt a system of

charges 0 assure thet each recipient of waste treatment
services * * * will pay its proportionate share of the
costs of operation and maintenance (including replace-~
ment) of any waste treatment services provided by the
applicantg® * =®_ ¢

Local governmente traditionally obtain revenues to
finance public services through ad vaiorem tax levies, that
is, levies based on the assessed valuation of property within
their 3Lr1°dlct&ono. In many ceses, the costs of -operating
and maintainin« catment Zfacilitiesz were funded with these
revenues,

Utility charges, on the .,ther hand. are usually rnot
taxes but are separate charges levied on users of treatment
facilities.

Before April 1974. the Agency would not accept z use
charge system that was based on ad valorem taxes. Becaus
many grantees were already using ad valorem tax svstems,
however, the Agency in April 1974, made a major policy change
and permitted under certain .conditions the use of an ad
valorem tax system.

On July 2, 1974, we ruled that the ad valorem tax method

1id not comply with the act in that
"* * %*the ad valorem system is clearly a tax based on
the value of the property and, cenceptually at least,
the Congress did not intend that 2 tax be used to obtain
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the user charges. In zdditica, the &t valorem system
will not reach tax~esemwvt property and the users of
waste treavment services could constitute a relatively
significant segment ¢l the users of Sewage systems,

This omission is, in our view, one of tie major failings
of an ad valorem gsystem. icrecver, &d valorem taxes

will reach industrial orerationz wnd otners that co not
discharoe into a public sewage system. Of major imwor-
tance also is the fact that the ud valorem tax does not
in any way reward ccnservaticn ¢f water and this was
clearly an important factor in the congressional alop-
ticon of the user charge.”
We said that, if the Agency believed that an ad valorem
system would be appropriate in certain ¢ircumstances, it
should seek to obtain statrtory auvtherity therefor.

Many bills have been introduced in the Ccngress to allow
the use of the ad valcrem sycstem, but, 33 of July 1975,
none have been acted upon.
COMPLIANCE WITH STATUTORY REQUIRE-
MENTS FOH USLR ChHARGE SYST"VS

rrom Harch 1¥73 to March L1375, reqgion V oowarded 1E6
construction grants. Uzer charge roaulrenents epply to all
grants approved after Mar. 1, 13973.) we revicwed 45 of thes
grantc, swaerded te 27 grantees. Nineveen ygrants bad been
warded to the HMetropolitan Sanitary District of Greater
{niccgc. &As of Harch 31, 1573, § user charge svstems had
been approved in region ¥V, and es of June 30, 1875, 11 a&addi-
ticnal systems had been zpproved.

we found that JET
ad valorem taxes, These SVCtems were for relat
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municipalities which had not funded cocts of waste tr ent
services from ad valorem tax revenues,

0 insure compliance with the July 2, 1974, decision,
the region, in September 1974, amended all construction grants

awarded after March 1, 1973, to include the following clause:

"The grantee agrees ad valorem taxes will nct be used in
the development of the user charge system reguired pur-
suant to Sechtion 204(b) ¢©f the TRIrCAAa {Pederal Water
polluticn Control Act Amcerndments]i of 1572, and 40 CER

{ Code or Federa. Regulations! 35.935-13."

Region V grant f:les chowed that grant conditions for user
charges were in compliance with the &ct. We noted chat grants
approved efter March 1. 1973, coniained, in essence;. tne
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£~16485406
follawing conditicn:
"* % #the grantee agrees to adcgt a system of user
charges andg to recovsr from industrial userz that portion
of the grant amount allocable te the treatment of wastes
from such users, pursuant to Section 204{h} of the
Federel Water Pollution Control ace® * *,°
In additicn, each applicant macde the f{oilowing tyre
statement i» 2n attachment to the grant applic ation.
*Therefore, be it resclved by* * * the appli 3
goveraing bedy, that 5 ©ian znd scheduals of inm sentatiop
for a system 9f user charates will t: adected t ssure
that each recipient of waste freatment services will
pey 1ts proporticonate share 0f the cosic of cperation
and maintenance (including replacement) of treatment
works provided by the applicant, and that said plan,
—pebyee S Yo P N e e B [ S N BT Y o I e
seagcguig, ana system shall be Satisfactory Lo State
and Federal Environmental Protection Agencics.”
COCHPLIANTE WITH AGENCY REGULATIONS
Acoording o A e ula recicnzl adminictracer,
Detore awerdin? a grant for gevs Gf plans and soecifics-
tions for a trecatment facilitv T constructisrn, must
detcrmine that the grante2 heas "ap epproveble plan
ancd scheduls of implementation® sten of uner charges.,
This requirement was 1ncon31°tently applzed by the region.
In ocur review 3 selected Ohio and Illinois grant files, wa
fecund that generally Ohio fileq contaired impleAenta?iOn
schpdulc for development of user rharge systems, whercas,
Illinocis files did not. An Agency official indig¢atel that this
anorszfrency was caused by different dearees of appreciztion
as to the need for such a schedule by Agency grant personnzi,
Implermentation schedules that were submitted in come cases
were very brief, that is, indicating only the date of submission

of a proposed system to the Agency for

Reqgion V grant files showed that,
approval, most crantees had submitted
to acdopt a plan and a schedule of impl
actually submitting plans and schedules
reguosted grant payments., region V reg
information on the status of their dev
systems.

we found that grantees were able
recunst with little effort. Grantees’

approval.

at the time of grant
applications agreeing
mnenrubo rather than

when grantees
uEStEj them to submit
elopment of user charge
to comply with this
accions accepted by
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the Aguncy included {l) hiring & consultant to develop a
system, (2) submi:tting draft ordinances, {3) passing a resolu-
tion stating a system wculd be developed, or {4) meeting with
Agency officials to discuss the requirements.

However, because region V did not enferce the -ecuirement
antces subnit plans and implementation schefules as to
expected completion of various steps in developing their
systems, the Ageancy had no criteria or timetable to monitor
aageguate.y the gjrantees® progress.

Regior ¥ was in bompllance with Agency requlations which
stated that a regional edministretor could not pay more than 80
percent of the Federal share of any construction project unless
he had epproved the user charge system. As of HMarch Z4, 1875,
]{} af tne AC, cavrandn an':-.—igvi to Q r\i‘ ')! nr:rxﬁ-epc woerp h(‘i!"‘(_‘!

cf tne Grants vere bein
held at the 30-percent payment level because the arantees
lacked approved user charge systems. 1 Four of the 27 grantees
hat approved systems. The table below {llustrates the 3tatus
of the remaining grantees.
Federa: share paid to arantee
Statug of zysoten B0 % 50 to 753 tira 5803 Totsl
Grantee developing user 1 3 3 12 ,
charge syatem
System under Ageacy -review 2 - 3 5
System being revisege after _ 1 - 6
Agency review
Total 8 5 3 23

|

Most of the grantees Feinq held at 80 percent had submitted
proposed systems to the Ages v, The ygrantee being held at the
g0-percent limit but still develOang a user charaf system was
the Metorpolitan Sanitary District of Greater Chicsgo. The

Districe, which covers Chicago, Illi..ois, and over 100 suburbin

communities, utilizes an ad valorem tax svstem to finence its

waste treatment services, As of March 1%753, the Agency had
approved 13 constriction grants to the District for $35.6

miilion.

17\” o~ h ‘i T 1TaTc A . PPN I s LY e s b P e 3 2 mu ta 14 e [ S
A5 OL JuUly Lr, 12772, 14 region grants were peing neia at the
s0-percent payment level.
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Before our decision, the District had scught to have the
Agency approve ilts ad valorem system as being in complizrce with
the 1972 amendments. Since the decision, ¢<he District and the
Agency are seeking legislative relief Ircm the Congress,

In August 1974, the District's board of rus%ees passed

a resolution (1) stating its intent to acopt an acceptable
user charge syscem and (2) clrecting the superintengent o
repert to the becard within 130 daye witn

~-a formula for the imposition of user charges,

[
nLorgem

or

1)

2]

7

-~legislation necessary to imolement a vser charge system,

and
--the system's impact on the District's total revenue
system.
The resolution did not contain a timetable for developing
> system or for subkmitting the sy~tem to the Agesncy. In
September 1874 reglon V advised the District that the board's
rescluton consticutad an epdrovabic olan and scnacuis of
inplementation to cdevelon & user cherge system., however, the
Agency did not enforce the reguirement that the Zratrict
submit an ixplenentztion schedule showing i steps ond dates
in developing such & system.
Since the board's resclution, the District has taken some
steps to develop an approvable system (See enc. I for a
chrouology cof events.} As of July 157 the District had 7

of its 19 grants held at the B80-percent Davment level. The
District has ccntinued to recelive pavmenits on its other gorants
even though the 30-gercent limitatieon has been met

its grants. Region V alsc made eight acditional a

$203.7 million to the District from April 1975 to 30, 1975.

Region V officials have told us that the District is making
adequate proaress in developing an acceptable system. Region V
cfficials caid that, if it ever rcvame obvious that the District,
or any other qran%tes, was nut going to comply, payments would
be stopped on all grants. uew awards would not be made, and/or
legal action would Le tak:zn.

However, without an impliementaticn schedule the Agency
cannot adegusately menitor a2 grantee's prodress and cannot
determine whether timely development has bezen acheilvea. Agency
headquarters officials agreed that plans and schedules of imple-
mentation would provice the Agency with a better tccl to monitor
cranteca’ nrogcracs, PBegion V gfficialn 0l un £hat bvhevw nlanneld
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to reguire the subcmiszici of plans and schedules of implemen—
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tation when additional staff becomes avallable.

RECORMENDATION TO Tt
ENVIROLMENTAT FPRUTEU
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recommend t \gency require the submission of

plang and schediles of ciientation from the grantees ab .lhe
time of grant acproval sufficient cetail to provide the
Agency with enforceeble compliance schedules.

As reguested by vour office, we did not give ths Acency
an opportunity to formally review and comment on the matters
ciscussed n this repcrt. We have, however, discussed thase
matters with Agency officials and have incorporated their views
where appropriate.

We want to invite your attention to the fact that this
report contains a reconmendation to the Administrator. As
you know, secticn 226 of the Legislative Reorganization Act

f
of 1970 recguires the head of a Federal agency te submit a
writien statement on aciicns ne has taken ¢n our recommenda- N R
tions to the House and Senate Cormittess on Goverament Opera=- 2 < - ©
tions not later than 62 days after the date of the report a1§;£K .
“to the licuse and Senate Committees on Appropriations with the” » Y. "+
dgency's first request for apgropriations made more than 60 =

davs after the date of the report. we shall be in touch with %4
your cffice in the near future to arrange for the release of
the report so that the requirements of section 236 can hbe set
in wotion.

We are sending a copy of this report to Congressman Rsuss,
Sincerely yours,

A,,A/L, e

F VT Red dan
Acung Comptroller General
of the United States

Enclosure
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ENCLOSURS I ENCLOSURE I

CHRONOLOG. OF EVENTS RLLATED TO

METROPOLITAN SANITARY DISTRLICT OF GREATLR CHICAGO
USER CHARGE SiSTEM SINCE OUR DECISICN

Date Action
ision which stated that a
sed on an ad volo rem
m
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PR R o
151y statulory reguiren

July 1974 We issued &
user charge

tax would 71
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July 1974 The District's 1
ing on the Compt
stated that the Di
join the Agency or
legiziative autho

tax systen.

g ment, in comment-
olle ral's decision,
rict wou cervainly
obby on its own to seek
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ty o approve an ad valcorem
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August 1974 The District's board of tristees pecssed a
resolution (1) stating its intent to adopt
an accentable uzer charge syrctem and 2}
directing the superintencent o repert &o

P the board witnin 130 days with .
-~3 formula for ixposing user charges,
--methods of ¢ollection and enforcement,
~-~legisliation necessary to implement a
user charge system, and
~~-the system's impact on the District's
total revenue system.

September 1574 Region V advised the District that the board
resolution constituted an approvable plan
and schedule of implementation to dzvelop a
user charge system.

September 1974 A consultant for the District submitted a
draft of "Outline of a system of charges f[or
collaction and treatment of wactcowater" to
the District.

Octorer anc District depertments reviewsed the consultent's

Hovember 1987 report.
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February 1375

April 1975

June 1475
July 1275
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In response tc the District's reguest, a
major accounting firm suommitted a prcposal
to the District for (1) evaluating and salecec-

ing 2 user charge and an industrial cost
recovery system which would meet the Agency
requirements, (2) determininag the cost of
implementing such a system, and (3} develop~-
ing an implementa-ion work plan,

B Ex)

The District veported on exploratory efforts
made regarding user charge svstems and
recommended that the proposal submitted by
the accounting f£irm be accepted,

The board approved the propocal and auihorized
$30.000 tor the work.

Accountinag firm preliminary study was com-
pleted and submitred to the board

ra.,

The bcard reguestis adliticnal Agcency funding

of 230,000 for a consvltant proposal ke

. -

cdevelop alternative cyctem concepts, ccconomic

impact of user charges, detail aesian of

industrial cost recovery system, and further

studies on user charge concepts,
!
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