ach year, solid waste haulers pay
Ehundreds of ‘millions of dollars in

franchise fees or gross receipt fees
to local governments. Based on gross rey-
enues billed to the haulers’ customers; these
fees compensate cities for the'use of their
streets and rights of way.

Because the resulting revenues may. be
used for any lawful purpose, the fees have
a significant impact on'local services.

Unfortunately, the task of ensuring that
these revenues: accurately. reflect’ contract
specifications often falls to overworked or
inexperienced staff; As a result, local gov-
emments often use/a third party to imple-
ment oroversee franchisee contract audits—
often’ uncovering thousands of dollars in
underreported revenue in the process.

Notall'auditsTesultin such: windfalls.
But in addition to providing
solid waste franchisees with
performance benchmarks, reg-
ular audits'help public agen-
cies:manage the mountain of
financial reports they receive
from' contractors.

Depending on'complex-
ity of! the franchise’ agree-
mentand the number of fran-
chisees; audits take three to [
six months to complete and |8
cost $30,000 to. $100,000:

TECHNIQUES'AND'TOOLS |
In August 2006, the city
of Redondo; Beach, Calif:,
employed aconsultantto con-
duct a solid waste franchise |
audit, The; audit, akin to an
annual medical check-up; il- |

® Funding & user fees / By Marc Rogoff, PhD

lustrates some of the techniques and tests
often used to ensure the franchisee prop-
erly billsiand remits franchise fees to the
local government.

The consultant audited franchisee Con-
solidated Disposal Services. Under terms
of'its solid' waste handling services agree-
ment with the city, Consolidated collects
the city’sirefuse, green waste, recyclables;
and household hazardous waste. In retum,
the company sends a monthly bill for the
various fees for the exclusive right to pro-
vide'refuse collection seryice to the city.

These franchise fees provide revenue
for the city to fund'its integrated solid waste
management programs and activities, The
fees include a combination of an' amount
per dwellingunit, a percentage of gross rev-
enues, reimbursement for operation of the

Auditors took inventory of cartsiin this Charlotte County,
Fla:; neighborhood. The full audit took several months
because auditors had to pull together different types of
data, Photo: SCS Engineers

household'hazardous waste collection cen-
ter; and a split in recycling revenues.

Upon request from the city, Consol-
idated gave the auditor financial and ac-
counting records pertaining to'cash; billing,
disposal, and recovered materials sales
transactions for the primary purposes: of.
reviewing billing operations; accounts re-
ceivable, and disposal fee charges for the
previous 12-month contract period.

Given the size of Consolidated’s sery-
ice area and number of accounts within
the ‘city, both the city and the franchisee
agreed to a series of financial and billing
tests. They included:

e Selection of a random three-month
sample of monthly statements of fees payable
submitted to the city by Consolidated

* A 15% sample of commercial bin
service accounts

* A sample of the 100
largest multifamily accounts.

The/auditor’siaim: to
verify'supporting documents,

and schedulesifrom Consol=
= idated. The first test ensured
- source documents supported
. the monthly statements; The
| second test used account in-
 formation maintained in Con-
 solidated’s customer data-
i basethrough the performance
of selected' site inspections
\ to document seryice levels.
\ Lastly, the consultant re-
. viewed Redondo Beach City
| Planning Agency records and
 contacted customers toiden-
tify differences with the com-
 pany’si customer database:
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Top reasons to conduct an audit
Payback comes in many forms.

« Responds directly to
specific citizen com-
plaints

« Establishes measurable
benchmarks for fran-
chisee performance

» Knowing that everything
is potentially auditable
keeps franchisees “on
their toes”

« Ensure customers are
being billed correctly

« Ensures that you are
receiving all fees due per
local government ordi-
nance or contract

« Establishes reimburse-
ment for damages to the
public right of way (e.g.
maintenance costs from
the impact of collection
trucks on local streets
and arterials)

« Generates funds to sup-
port specific solid waste
management objectives
(e.g., recycling programs,
solid waste facuhtles, etc.)

- Generates additional
revenues for local gov-
ernment to improve
public infrastructure

« Provides funds that are
now being paid from
general fund {e.g,, code
enforcement, storm-
water, etc.)

« Provides documentation
when franchise renewals
are being considered.

Thc Ellldﬂ levealed a number of im-
portant findings. Records for the com-
mercial and multifamily’accounts revealed
that 14.3% of the 83 sampled accounts
were billed incorrectly, of which 12% were
under billed and 2.4% were over billed.
Collectively, the 83 accounts were incor-
rectly billed by 10.9%.

The cstlmated annuahzed error was
$94,828, calculated by applying this eiror
rate from the sample. They mostly found
container errors—when the size of the con-
tainers in the field did not agree with the
quantity and size of containers billed:

The auditor’s review of the customer
billing records also noted a minor error in

the customer billing rate for administra-
tive fees due the city; Consolidated had
billed each ‘customer at a rate of 1.71%
for administrative fees rather than the rate
of 1.70% as noted in the agreement. A
software glitch in the billing program de-
veloped by Consolidated’s main head-
quarters caused this error; They corrected
it in a reyvised billing schedule and issued
customer reimbursements for ovelﬁcl]arg(:s,

Luastly, the review, of the monthly state:
ments and multifamily accounts indicated
that there were minor inconsistencies' in
revenues and house counts resulting in the
franchisee overpaying recycling revenues
to the city by about $2000.

Redondo Beach' used' this “extra”
money to pay for the cost of r-ecycli'ng
services and household hazardous waste
disposal.

INCONSISTENT REPORTING

In Marion County, Fla., each fran-
chisee collecting commercial and construc-
tion and demolition debris must remit a fee
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of 10% of gross receipts to the county quar-
terly for services rendered to these cus-
tomers. Pursuant to the county code, the
county engaged a consultant to conduct an
independent audit to ensure that their 22
franchisees complied with the requirements
of the franchise and remitied the proper
solid waste franchise fee to the county.

The objectives: to validate the fran-
chisees’ records ‘and whether reasonable
adjustments could be made based on solid
waste industry standards.

As expected, the typical business prac-
tices of customer service; recordkeeping,
billing software, and reporting varied dra-
matically from business to business, mak-
ing the audit complex. Some firms used
tailored financial software with online ac-
cess while others used accounting soft-
ware programs like Quicken, QuickBooks,
customized templates using Microsoft Ac-
cess or Excel, or manual data-entry forms.

The results of this six-month audit,
completed in June, suggests that the def-
inition! of gross receipts varied, and as a

Top 10 auditing issues

What to ask when working with
potential solid waste franchisees.

« What is the definition of gross receipts
or gross revenues in the franchise
agreement or ordinance?

. Should sales tax be charged for solid
waste collection services?

« Are service area boundaries clearly
defined and addressed during cus-
tomer signups?

« What kind of customer software does
the firm use? Can it easily provide
detailed reports?

| + What level of accounting staff turnover
is the franchisee experiencing?

| « Do the customer records provided
match actual experience gained by
field audits?

« How many “write-offs" of invoice cred-
its is the franchisee experiencing?

« Are there mathematical errors in re-
| ports provided to the local govern-
ment?

: « What is the level of customer satisfac-
tion? What are the statistics on fran-
chisee performance?

consequence, affected the total fees remit-
ted to the county. For example, some
haulers billed their customers the 10%
franchise fee for all services, while others
did not include items such as fuel adjust-
ments charges, or fees for replacement of
roll-off boxes on a jobsite. Others remit-
ted only those franchise fees paid by their
customers, not all gross receipts billed to
their customers.

Franchisees owe Marion County nearly
$200,000 in additional franchise fees for
the most recent fiscal year. These funds
will be poured back into the solid waste
department’s services. PW

— Rogoff is a project director spe-
cializing in solid waste management and

Jinancial planning with SCS Engineers,

Tampa, Fla.

| « Are billing practices standardized?

(I-r) Tommy, John and‘bél‘dﬂ"ﬂat; the
Manchester Creek WWTP"
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you can depend on to last longer.
Rags, rocks, plastics, sticks and trash
are obliterated so sludge pumps can
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The trend is veering toward testier relationships between private utilities
and local governments over right of way.
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This year’s American Public Works Association International Congress &
Exposition includes numerous seminars, workshops, meetings, and
other events for infrastructure managers. Our planner will help you
get the most out of the show.
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