
DOCOURNiT RE 8E

06363 - B1786808

DOD Problems in Joining civilian Sever Systems. LCD-77-359;
B-166506. June 23, 1978. 31 pp. + 4 appendices (11 pp.).

Report to Secretary, Department of Defense; by Robert G.
Rothwell (for Fred J. Shafer, Director, logistics and
Communica tions Div.

Issue Area: Are Agencies aintaining Goverument Facilities
Cost-Effectively? (713); nvironmental rotection Programs:
Federal Controls Over astewater reatment Construction
Grant Funds (2202).

Contact: Logistics and Communications Div.
Budqet Function: National Defense: Department of Dfense -

dilitary (except procureaent 6 contracts) (051).
Organization Concerned: Environmental Prctecticn Agpncy;

Department of the Navy; Department of the Army; Depatsmnt
of the Air Force.

Congressional Relevance: House Committee on Arsed Services;
Senate Committee on Armed Services.

Authority: Federal ater Pcllution Ccntrol Act, as amended (33
U.S.C. 1251). Clean ater Act of 177 (P.L. 95-217).
Military Construction Authorizatics Act of 969 (P.L.
90-408). Truth-in-Negotiations Act (10 U.S.C. 2306(f)). 10
U.S.C. 2304(a). 10 U.S.C. 2674. =4C C.l.a. 35. Defense
Acquisition- Regulation Supp. 5, sec. S5-107.2(a). HB.. 11167
(95th Cop ;.) . S. 2636 (95th Cong.).

The military seriices have a choice of eitber pgrading
their onbase sewage treatment facilities or ccntracting with
civilian sever system authorities for sewage treatment. rom
fiscal year (Y) 1972 to F 1979, the services reguested $169.7
million in _liltary construction funds for 146 projects to
upqrade onbase facilities and 71.3 sillict for 44 projects to
join civilian systems. Findings/Conclusions: ahe choices were
often made without analyzing relative costs and benefits. the
Navy and Air Force will pay ore for jicining civilian systems
rather than upgrading onbase systems. ihe Army was primarily
influenced by requirement for seccndary treatment. Some tases
did not have adequate data on sewuge capacity needs which are
used in determining their share of construction costs fir
civilian systems. One bse is paying its construction share
usinq operation and maintenance funds instead of military
co-struction fnds. This will increase the cost of participation
ani reduce oversight. In contracting for civilian systesm, the
services sometimes did not comply with requirements for
certified cost or pricing data nor obtain contract pricing
reviews. The Department of Detense was revising instructions
related to economic evaluation of projects and was directing
components i review compliance with requirements.
Recommendat..na: The Secretary of Defense should require
contracting officers to support treatment capacity purchases



with enqineerinq estimates of base sewage flow and infiltration
volume and with cost effectiveness ccmariscns. Se should
require the service Secretaries to: obtain verification that
prices were sat by law or regulations for contracts negotiated
under an exemption; where exemptions do not apply, obtain
certified cost or pricing data, a cost or price analysis, and a
contract price adjustment where applicable; and assign contract
specialists to bases committed to joining civilian sewerage
systems. In cooperation with te Director of the Office of
Ranaqeent and Budget, he should request approval to reprogram
funds for unforeseen costs of upgrading base plans or
participating in civilian systems. He sould direct the
Secretaries of the services to determine the amount of
commercial borrowing they have done to join civilian systess and
request funds to prepay such amounts where it is economical.
(aTU)



REPCORT BY THE U. S

Genera I Accounting Office

DOD Problems In Joining
Civilian Sewer Systems

The Department of Defense can connect its
sewer systems to civilian ones or upgrade Adj
base systems. Sound choices and improved
participation in civilian sewer systems require

--consistent analysis of the options to up-
grade an onbase system or join a civil-
ian one,

--improved estimates of capacities need-
ed in civilian systems,

--stricter compliance with the proper
contracting regulations, and

--more judicious financing arrangements.

This report recommends actions that Defense
should take to resolve the problems.
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UNITED STATES GENERA! ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

LOGISTICS AND COMMUt iCATIGON
DIVISION

B-166506

The Honorable
The Secretary of Defense

This report describes how the ilitary services
negotiate and finance their partici'ation in civilian
sewer systems. We made the review to evaluate the deci-
sions to join such systems as a means of complying with
the clean water laws.

Our previous report (LCD-76-312, June 18, 976) dis-
cussed the improvements needed in operating and maintain-
ing onbase treatment plants to meet water quality standards.

Our report contains recommendations to you on pages 8,
11, 22, and 28. As you know, section 236 of the Legisla-
tive Reorganization Act of 1970 requires the head of a
Federal agency to submit a written statement on actions
taken on our recommendations to the House Committee on
Goiernment Operations and the Senate Committee on Govern-
melital Affairs not later than 60 days after the date of
the report and to the House and Senate Committees on
Appropriations with the agency's first request for appro-
priations made moLe than 60 days after the date of the
report.

We are sending copies of this report to the Chairmen
of the House Committee on Government Operations, the Senate
Committee on Governmental Affairs, the House and Senate
Committees on Appropriations, the House and Senate Committees
on Armed Services, the House Committee on Public Works and
Transportation, and the Senate Committee on Environment and
Public Works. We are also sending copies of the report to
the Director of the Office of Management and Budget; the
Administrator of the Environmental Protection Agency; and
the Secretaries of the Army, the Navy, and the Air Force.

Sincerely yours,

J. Shafer
/ Director



GENERAL ACCOUNT.:NG OFFICE DOD PROBLEMS IN JOINING
REPORT TO THE SECRETARY OF DEFENSE CIVILIAN SEWER SYSTEMS

D I G E S T

The military services have a choice of
either upgrading their onbase sewage treat-
ment facilities or contracting with civilian
sewer system authorities for sewage treatment.

From fiscal year 1972 to 1979, the Army, the
Navy, and the Air Force requested $169.7 mil-
lion in military construction funds for
146 projects to upgrade onbase treatment
facilities and requested $71.3 million for
44 pojects to join civilian sewer systems.
(See p. 2.)

EVALU rTG . ALTERNATIVES

For seven bases these choices were made
without an analysis of their relative costs
and benefits. Consequentlly the services
did not kn3w if they chose the more eco-
nomical system. (See p. 4.)

To join civilian systems rataer than upgrade
onbase systems, the Navy will pay 30-percent
extra cost and the Air Force will pay
25-percent extra cost. The Army does not
set a cost premium. In cnoosing between
onbase and offbase systems, officials were
influenced by the July 1, 1977, legal deadline
for achieving secondary treatment and other
factors. (See pp. 4 to 7.)

Less than 12 percent of the services' con-
struction proposals to the Congress in
fiscal years 1976 and 1977 were evaluated
by economic analysis. GAO previously
recommended that the Secretary of Defense

-- make sure that the services use economic
analysis when required and document reasons
for omitting analysis, and

-- evaluate the services' compliance.

Ieu.I5ej. Upon removal, the report
cover date should be noted hereon. i LCD-77-359



The Department of Dcfense (DOD) said that
it was revisinc instructions to require its
components to state on budget exhibits
whether construction projects were evaluated
by economic analysis and, if not, why not.
It was also directing its components to re-
view their compliance with DOD's requirements
for economic analysis; DOD will Leview such
analyses during the planning, programing, and
budgeting process as appropriate.

If officials adhere to these additional eco-
nomic analysis equirements, they will have
a sounder basis for choosing between improving
an onbase plant and joining a ivilian system.
To better assist the services, the Secretary
of Defense should decide whether joining a
civilian system merits a cost premium and,
if so, issue guidelines to the services on
how and when it should be used. DOD expects
to issue such guidance soon. (See p. 7.)

SEWAGE CAPACITY NEEDS

The services must have reasonable estimates
of sewage capacity neads when joining civilian
systems because their share of construction
cost is based on the capacity they need.
Four bases did not have adequate sewage flow
data for determining capa-ity requirements,
six did not prevent rain rind groundwater from
entering the system and, therefore, included
xcessive inflow in reserving treatment capac-

ity, and two of them did not update capacity
estimates when their requirements changed.
(See p. 9.) Reliable flow and infiltration
data are essential for determining the present
and future capacity which a base should re-
serve in a civilian sewerage system. In the
absence of such data, contracting officers
do not have a sound basis for determining
the capacity which will be the most economical
to reserve in a civilian system.

To avoid buying too much or too little capac-
ity and to reduce the cost of joining civilian
systems, the Secretary of Defense should re-
quire contracting officers to support treat-
ment capacity purchases with
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-- engineering estimates of current and future
base sewage flow and infiltration volume,
and

-- comparisons of the cost effectiveness of
repairing base sewer lines to avoid in-
filtration treatment cost with paying for
infiltration treatment to avoid sewer line
repair cost. DOD agreed but said that the
cost to correct infiltration often exceeds
its available funds. (See p. 11.)

CONTRACTING FOR SEWAGE TREATMENT

in recent lears, bases have contracted for
capacity in civilian systems by sharing in
the capital costs. In addition, they pay
recurring service charges. For eight con-
tracts the services (1) did not comply with
the Defense Acquisition Regulation require-
nents for certified cost or pricing data
and defective pricing contract clauses and
,2) did not obtain contract pricing reviews.

When participation in a civilian sewer system
costs more than $100,000, the contracting
officers should obtain certified cost or
pricing data and a cost analysis of such
data becluse the sewer authority is the sole
source o the services and its charges are
not set by an independent regulatory body.
(See p. 12.)

The services disagreed on whether these
requirements apply.

-- Army: Contracts are exempt because prices
are set by law or regulation.

-- Navy: Contracts are exempt because prices
are based on adequate competition.

-- Air Force: Contracts are subject to certi-
fied cost or pricing data re-
quirements. (See pp. 14 to 17.)

The terms which the services agreed to were
questionable, such as using military con-
struction funds to help a city finance its

Tear Sheet iii



share of a joint system and paying part of
a city's outstanding debt on an abandoned
treatment plant. (See pp. 17 to 19.)

Exemptions for prices set by law or regula-
tion should be verified because the sewer
authorities say that their rates are not
regulated. DOD sees no need to verify
exemptions or to require cost or pricing
data when the sewerage system construction
is competitively bid. Differing pinions
on contracting requirements, the lack of
evidence for exemptions, and the question-
able contract terms show the need for better
compliance with DOD's own procurement regula-
tions and more specialized assistance. (See
pp. 20 to 22.)

The Secretary of Defense should have the
service Secretaries:

--Obtain verification that prices were set
by law or regulations for those sewage
treatment contracts which have been nego-
tiated under this exemption from procure-
ment regulations.

-- Where such exemptions do not apply, obtain
certified cost or pricing data from the
civilian system authorities; a cost or
price analysis of the data; and a contract
price adjustment in all cases where the
price was increased because certified data
is found defective.

--Assign contract specialists to visit bases
committed to joinirng civilian sewerage
systems to assess the prospective contract
complexity and the assistance which the
procurement team will need to negotiate
terms and prices in the Government's inter-
est and in conformity with Federal procure-
ment laws. (See p. 22.)

PAYING FOR SEWAGE TREATMENT

For the military share of the capital costs
of joining the civilian sewerage system,
service officials usually ask for a lump sum
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of military construction funds. In one major
exception, the base is paying its $7 million
construction share in the service rate using
operation and maintenance funds. The rate
includes about $4 million in interest for
10 years. The use of operation and mainte-
nance funds for this purpose will increase
the cost of participation substantially in
the civilian systems and deprives the Con-
gress of its basic oversight function.
(See p. 23.)

Some Defense officials doubt that construc-
tion funds can be authorized in time to meet
civilian sewer construction schedules, and
that Defense installations can hnrn in system
upgrading costs under existing coiiLa s. On
the latter question, the Comptroller General
decided that payments for capital improvements
would be improper where existing contracts
do not provide a basis for such payments.
(See p. 26.)

The Secretary of Defense, in cooperation with
the Director of the Office of Management and
Budget, should request approval of the Armed
Services and Appropriations committees to re-
program funds for unforeseen costs of upgrad-
ing base plants or participating in civilian
sewer systems.

DOD sent draft legislation to the Congress
which would revise the military construction
authorization act to provide for emergency
funding of urgent pollution control projects.
This should help solve the funding coordi-
nation between DOD and the community.

The Secretary should direct the Secretaries
of the services to determine the amount of
any commercial borrowing they have done to
join civilian systems and request funds to
prepay such amounts where it is economical.
DOD agreed. (See p. 28.)
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CHAPTER 1

INTRODUCTION

The 1972 amendments to the Federal Water Pollution Con-
trol Act (33 U.S.C. 1251 et seq.) gave new impetus to State,
local, and Fedoral efforts to improve sewage treatment. The
amendments require publicly owned sewage treatment works to
achieve secondary treatment by July 1, 977, to apply the
best practicable waste treatment technology by July 1983,
and as a goal, to eliminate the discharge of pollutants into
navigable waters by 1985. The amendments provide that in-
dividual States may set more stringent standards. Military
installations are subject to both Federal and State standards.

The 1972 amendments spawned the Nation's largest public
works program. About $19.5 billion has been authorized by
the Congress for grants to construct publlcly owned treatment
facilities or upgrade existing facilities, either in degree
of treatment or capacity, to meet 1977 and 1983 standards.

The Clean Water Act of 1977 (Public Law 95-217) extended
the secondary treatment deadline for municipalities to July 1,
1983, and authorized an additional $25.5 billion in construc-
tion grants through fiscal year 1982.

The Environmental Protection Agency (EPA) awards loca:
civilian agencies grants of 75 percent of the eligible costs
to construct waste water treatment systems. Other funds may
come from participating local governments, the State, and
private industry. Participating military bases usually pay
a share of the co:;ts based on the portion of the system re-
quired to meet their needs. As of August 31, 197/, EPA had
obl:gated about $15.4 billion to the individual States for
thi. grant program.

During this period, the Department of Defense (DOD)
received appropriations totaling $583 million for water
pollution abatement projects at DOD installations. These
appropriations were for sewage treatment systems, sewer
collection systems, industrial waste ater systems, and
other water pollution projects.

Before spending any funds authorized in fiscal year
1969 and future years for construction of any waste treat-
ment or disposal system in connection Ith any installa-
tion, the Military Construction Author.zation Act of 1969
(Public Law 90-408) requires the Secretary of Defense to
consult with the Federal Water Pollution Control Adminis-
tration (now EPA) and determine
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-- that the degree and type of waste disposal and treat-
ment required in the area of the installation are
consistent with applicable Federal or State water
quality standards or other requirements and

-- that the planned system will be coordinated in timing
with a State, county, or municipal program which re-
quires communities to take such related abatement
measures as are necessary to achieve areawide water
pollution cleanup.

Construction costs incurred by military bases to upgrade
onbase sewage treatment systems or join civilian systems are
generally funded through the military construction program.
The following table shows the appropriation requests and the
number of projects to upgrade onbAse plants or join civilian
treatment systems from fiscal year 1972 to 1979.

No. of - .. ApproiatiolJs reouested
Fiscal years Projects Army Navy Air Force Total

(millions)
Projects tr up-

grade onbase
plants:

1972 40 $ 2.8 $ 7.3 $ 5.5 $ 15.6
1973 19 2.1 10.3 3.7 16.1
1974 13 0.4 3.8 3.9 8.1
1975 20 11.3 5.7 6.8 23.8
1976 19 26.6 8.1 2.3 37.0
1977 25 25.2 6.5 6.4 38.1

a/1978 2 - - 8.0 8.0
1979 8 18.7 0.6 3.7 23.0

Subtotal 146 87.1 42.3 40.3 169.7

Projects to
join civilian
systems:

1972 5 $ 0.1 $ 0.3 $ 0.4 $ 0.8
1973 10 13.9 6.0 - 19.9
1974 5 0.3 7.1 0.1 7.5
1975 2 - - 3.7 3.7
1976 8 0.1 3.2 3.2 6.5
1977 5 0.2 13.0 2.5 15.7

a/1978 2 - 2.1 0.7 2.8
1979 __7 b/7.9 3.8 2.7 14.4

Subtotal 44 22.5 35.5 13.3 71.3

Total 190 $109.6 $77.8 $53.6 $241.0

a/In addition to the services' requests, the Congress appropriated
$12 million for 8 projects to upgrade onbase systems, and
$14.2 million for 5 projects to join civilian systems.

k/This amount includeL 2 projects to upgrade civilian systems.
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The three services stated in appropriations requests
for these fiscal years that civilian systems would be used
when local conditions enabled advantageous treatment proj-
ects through use of combined systems. Military bases also
gain the additional advantage of being relieved of the day-to-
day management and operation of sewage treatment facilities.
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CHAPTER 2

EVALUATING THE ALTERNATIVES OF UPGRADING AN ONBASE

TREATMENT PLANT OR JOINING A CIVILIAN SYSTEM

Officials at seven of the 16 bases we reviewed chose
between upgrading an onbase treatment plant and joining a
civilian sewer system without analyzing the relative costs
and benefits of these alternative systems. Consequently,
the services lack assurance that they chose the more eco-
nomical and effective sewage disposal system.

IMPORTANCE OF ECONOMIC ANALYSIS

An economic analysis is a systematic approach to the
problem of deciding how to achieve a given objective in the
most efficient and effective manner. Among its key elements
are defining the objective, identifying alternatives for
achieving the objective, and determining and comparing the
costs and benefits of each alternative.

The importance of economic analysis is well recognized
in the Congress. For example in approving $7.4 million for
sewage treatment and disposal at Chanute Air Force Base,
Illinois, the House Committee on Appropriations mentioned a
connection to the community wstewater treatment facility as
an alternative that should be pursued. Therefore, it directed
the Air Force to report, prior to contract award, on the re-
quirement for the total funding requested and the feasibility
and cost effectiveness of connecting to the local treatment
facility. (H.R. 95-388, June 2 1977.)

Defense policy in general requires an economic analysis
for choosing between alternatives and specifically calls for
one when deciding whether to construct a new waste treatment
system or connect to a municipal system.

The services have interpreted DOD's policy differently
because DOD has not clearly defined the conditions under
which bases should join civilian sewerage systems. The
policy requires the services to use municipal or regional
waste collection or disposal systems for the disposal of
liquid and solid wastes whenever feasible. However, DOD
and the three services have no written guidelines on how
much extra should be paid above the cost of upgrading a
base's plant for the benefit of joining a civilian system.
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The DOD Director of Water Programs said that, since DOD
would like to get out of the sewage treatment business,
joining civilian systems is the preferred choice if the cost
of doing so is not much more than the cost of upgrading on-
base facilities. Naval Facilities Engineering Command offi-
cials said that they would accept proposals to join civilian
systems if the costs of doing so are no more than 30 percent
greater than the costs of onbase treatment. Air Force offi-
cials said bases should join civilian systems if the cost
does not exceed the cost of upgrading the onbase facilities
by more than 25 percent. Army officials said that they have
no established percentage difference in cost for choosing be-
tween upgrading an onbase plant or joining a regional system.

DOD indicated the importance of making the right choice
in a May 1975 letter to the Environmental Protection Agency.
DOD cited its policy for participating in joint treatment
facilities to the maximum practicable extent bu, noted that
joint projects have become less attractive beca.ue of higher
costs, delays in completion, lack of assurance that the proj-
ects will be undertaken, and timing differences in budget and
funding cycles. DOD said that problems of cost and delays
would likely he greater in meeting the 1983 standards where
it is already connected to a regional plant and has no cost-
effective option to fall back on.

INDEQUATE EVALUATION OF AVAILABLE OPTIONS

The base officials made decisions without making an
economic analysis of alternative systems for treating base
sewage for seven of the 16 bases reviewed. We believe that
this shows the need for DOD to enforce and review its eco-
nomic analysis requirements to determine whether base com-
manders are evaluating and selecting the best alternative.

Upgrading onbase plants

Where a civilian system near a base would not be in
operation in time for the base to meet the secondary treat-
ment deadline (July 1, 1977) by joining the system, some
officials be]lieved that the base had no choice but to upgrade
the onbase plant even though its necessary improvements could
not be completed until after the July 1977 deadline. The
desire to retain effluence for golf course irrigation and
other potential onbase uses was another factor which may
have influenced officials to upgrade onbase treatment plants.
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Fort Detrick, Maryland

Fort Detrick officials did not maki an economic analysis
of alternatives before deciding to upgrade their onbase treat-
merit plant. Base officials requested and received $2.5 mil-
lion in fiscal year 1976 to increase the capacity of the base
treatment plant. A base official told us that he did not be-
lieve the DOD requirement for economic analysis applied to
this project since there were no existing alternatives.
Frederick County is building a new sewage treatment plant
3-1/2 miles from Fort Detrick. The City of Frederick, adja-
cent to the base, plans to enlarge its sewage treatment plant.
Base and city officials said that the city was concerned about
treating the base's sewage because of possible contaminants
from base research projects. The county excluded the base
from its- planning in the belief that the base was not inter-
ested in joining a regional system.

Fort Carson, Colorado

Fort Carson officials did not make an economic analysis
of alternatives before deciding to upgrade their treatnent
plant. Base officials requested and received $5.1 milion
in fiscal year 1977 to upgrade the onbase sewage treatment
system. A City of Colorado Springs official informed us
that the municipal treatment system is capable of handling
the base's sewage. A base official believed that connecting
to the Colorado Springs system would be too expensive because
the sewage would have to be pumped over an approximately
300-foot elevation, and the flow direction would have to be
reversed. However, Colorado Springs officials informed us
that it was possible to make a cdnnecting line to an exist-
ing city sewage pumping station that would require less than
a 100-foot elevation change and would not alter the base's
present sewage flow direction.

In addition to the Colorado Springs municipal system, a
regional system is being planned in the Fort Carson area.
Regional officials invited the base to join the system but
base officials declined. Fort Carson officials stated that
the July 1, 1977, deadline for achieving secondary treatment
was a major factor n their decision to not join the regional
system. Environmental Protection Agency officials said that
they did not want Fort Carson to wait to join the regional
system. Base officials advised us that the regional system
would be operational in 1980 or 1981 while the onbase improve-
ments are scheduled for completion in 1978 or 1979.
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Joining civilian systems

Factors which influenced officials to join civilian
treatment systems were anticipation of more stringent water
quality requirements, concern about being able to employ and
retain qualified employees for the onbase treatment plant,
and pressures from State or local governments.

Keesler Air Force Base, Mississippi

Keesler Air Force Base officials did not mate an economic
analysis of alternatives before deciding to join a civilian
treatment system. Base officials requested and were author-
ized $2.2 million for fiscal year 1975 to join the civilian
system. A base official said that the connection fee and
onbase work for joining the civilian system will cost about
$3 million. The base could have upgraded its existing onbase
sewage treatment plant, but the work required on the existing
plant would have been extensive. In an environmental assess-
ment for the project, the cost of joining the civilian system
was estimated to be $350,000 less than building a new onbase
plant, but the assessment did not contain detailed cost data
on the alternatives. A base official said that it was obvious
that the base should join the regional system.

CONCLUSIONS AND AGENCY COMMENTS

We believe that without economic analyses for deciding
between sewage treatment options, service officials did not
have a sound basis for determining whether the course of
action chosen was more or less economical than other alter-
natives.

A prior GAO report to the Secretary of Defense indicated
that less than 12 percent of the Army, Navy, and Air Force
construction poposals submitted to the Congress in fiscal
years 1976 and 1977 were evaluated by economic aalysis. 1/
We recommended that the Secretary of Defense

--make sure that the services use economic analysis
when required and document reasons for omiLting
analysis and

--evaluate the services compliance.

1/"Before Construction of Military Projects--More Economic
Analyses Needed" (LCD-77-315, Mar. 28, 1977).
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DOD replied on May 31, 1977, that it considered all
requirements, alternatives, and pricing, and provided suf-
ficiently detailed justifications to the Congress to enable
a comprehensive review of all proposed projects. Neverthe-
less, DOD said that it is revising instructions to require
its components to state on budget exhibits whether construc-
tion projects were evaluated by economic analysis and, if
not, why not. DOD is also directing its components to review
their compliance with its requirements for economic analysis
and will review such analyses during the planning, programing,
and budgeting process, as appropriate.

We believe that officials who adhere to these additional
economic analysis requirements will have a sounder basis for
choosing between improving an onbase plant and joining a
civilian system. However, we believe that DOD should have a
consistent policy on asigning any cost premium for joining
a civilian system.

The Office of Management and Budget agrees (see app. II)
that the decision to pay a cost premium for faster compliance
would benefit from additional guidance from the Secretary of
Defense.

RECOMMENDATION

To assist service officials in choosing between onbase
and offbase systems, the Secretary of Defense should decide
whether the preference for joining a civilian system merits
a cost premium and, if so, issue clarifying instructions on
how and when a cost premium should be used.

DOD believes (see app. IV) that the 25-percent to
30-percent premiums are realistic and expects to issue spe-
cific guidance on this matter soon.
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CHAPTER 3

ESTIMATING SEWAGE TREATMENT CPACITIES

Installations must have reasonable estimations of their
sewage treatment needs to forecast probable construction and
treatment charges associated with joining civilian sewage
treatment systems. Four installations could not make reli-
able measurements of their sewage flows; two did not update
estimates of capacity needs to reflect changes in sewage
volumes; and six installations did not control excessive
infiltrations and inflows.

Installations contracting with civilian sewerage system
authorities pay charges which vary in proportion to treatment
plant costs and the percentage of the plant's capacity re-
served by the installation. An inaccurate -estimate of re-
quirements will result in the purchase of too much or too
little treatment capacity. Therefore, charges will be greater
than necessary if excess capacity is purchased or the purchase
of insufficient capacity will lead to extra expenses and ad-
ministrative problems as additional sewage treatment services
become necessary.

MEASUREMENT DATA

Four installations visited either had no means of meas-
uring sewage flow or cheir measurements were unreliable. In
the absence of reliable measurements, contracting officials
used estimates to calculate sewage treatment requirements to
be handled by civilian facilities.

For example, Barksdale Air Force Base, Louisiana, has
no sewage flow meters. To determine the amount of sewage
to be treated under contract with a civilian sewage plant,
installation officials estimated sewage flow as 70 percent
of the average daily domestic water consumption. An Air
Force sanitation engineer told us that the 70-percent method
prescribed in an Air Force manual is not an accurate means
of predicting sewage flow. In fact, the average flow at
other installations visited varied from 24 to 148 percent
of average water consumption. Climate and weather, the
condition of sewage lines, and other environmental factors
affect the ratio of sewage flow to water consumption.

INFILTRATION AND INFLOW UNCONTROLLED

Rain and ground water entering sewage collection systems
increase sewage flow. Leaks in sewage lines (infiltration)
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and drainage into manholes and storm drains (inflow) are
possible sources of this unwanted water. Isolation of the
sewage collection system from these sources can greatly
reduce sewage treatment requirements.

Six of the installations visited did not control in-
filtration and inflow prior to joining a civilian system.
Installations can reduce their costs by controlling infiltra-
tion and inflow prior to contracting with civilian sewerage
system authorities.

For example of the 2.5 million gallons of sewage a day
at Mare Island Naval Shipyard, Cali ;rnia, which Navy offi-
cials contracted to have treated, . lion gallons a day,
or 40 percent, result from infiltra in and inflow. Base
officials recognized the sewer infiltration problem but did
not correct it prior to purchasing sewage treatment from a
civilian system.

DOD said (see app. IV) that at Mare Island it plans to
correct 31 percent of the infiltration and 72 percent of the
inflow, or 66 million of the 207 million gallons a year, but
correction of the remainder would take further evaluation of
the relative merits of treatment ersus repair.

SEWAGE CAPACITY NEEDS NOT UPDATED

In two cases (Fort Belvoir and Fort Monmouth), officials
used outdated estimates of sewage treatment requirements in
contracting with civilian sewerage system authorities. This
can result in unnecessary costs when personnel reductions and
infiltration control projects, which reduce sewage flow, are
not reflected in requirement estimates.

For example in February 1969 the communities partici-
pating in the regional system began constructing a treatment
plant which included a capacity of 1.4 million gallons a day
for Fort Monmouth. In June 1969 the base accepted the ca-
pacity estimate. A regional system official told us that
they had built their facilities with sufficient capacity for
Fort Monmouth because they were confident that Fort Monmouth
would join the system However, by the time final contract
negotiations took plac in 1974, the base's population was
declining substantially. The installation's actual sewage
flow had dropped from about 1.1 million gallons a day in 1969
to about 700,000 gallons a day by 1976.

In our opinion Army officials should not have committed
Fort Monmouth to purchase a specific capacity before funds
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were appropriated and final contract negotiations were begunin 1974. The initial estimates of requirements should havebeen qualified as tentative, and Fort Monmouth's sewage treat-ment needs should have been reassessed before contract nego-tiations were completed.

CONCLUSIONS

Reliable flow and infiltration data are essential fordetermining the present and future capacity which a baseshould reserve in a civilian sewerage system. In the absenceof such data, contracting officers do not have sound basisfor determining the capacity which will be the most economicalto reserve in a civilian system.

RECOMMENDATION AND AGENCY COMMENTS

The Secretary of Defense should require contracting of-ficers to support treatment capacity purchases with

-- actual measurements, where available, or, if not
available, engineering estimates of current and
future base sewage flow and infiltration volume;

--comparisons of the cost effectiveness of repairingbase sewer lines to avoid infiltration treatment cost
with the cost effectiveness of paying for infiltration
treatment to avoid sewer line repair cost; and

-- up-to-date estimates for ngotiating the base's re-quirements prior to civilian system design.

DOD agreed in principle (see app. IV) and said that itstrives to arrive at the most accurate capacity estimates.It cited scarcity of funds and the rush to comply with water
pollution control laws as factors in preventing full con-
sideration and correction of infiltration.
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CHAPTER 4

CONTRACTING DIFFICULTIES

Most electric, gas, and telephone systems are public
utilities whose service rates are regulated in most States
and are designed to recover capital costs. Most sewage
treatment systems, however, are public entities whose rates
are not regulated by the States. When a new system or capital
improvements are required to meet new treatment standards,
these public entities often ask large customers to pay a
share of capital costs in advance of service in lieu of
recovering capital costs in service rates.

The services have negotiated contracts over $100,000 for
sewage treatment in civilian systems without following the
Defense Acquisition Regulation (formerly Armed Services Pro-
curement Regulation) requirements for obtaining contractors'
certified cost or pricing data and contract pricing reviews.
The services generally contracted to join local sewer systems
under the regulations governing procurement of utility services
ordinarily sub-gct to Federal, State, or local regulatory
bodies. Civilian sewer systems, however, are not ordinarily
subject to an independent regulatory body.

CONTRACTING FOR SEWAGE TREATMENT

Defense has delegated to the services tne authority to
negotiate sewage treatment contracts. The Army Corps of
Engineers district offices, the Naval Facilities Engineering
Command field divisions, and the Air Force base procurement
officers negotiate sewage treatment contracts subject to higher
level review and approval. The staffs responsible for public
utility contracting also have responsibility for sewage treat-
ment contracting.

Contracting officers for several bases that joined civil-
ian systems used the guidance in the regulation governing pro-
curement of utility services (Defense Acquisition Regulation
Supplement No. 5). The October 1974 supplement defines
utility services as services such as the furnishing of elec-
tricity, gas, water, steam, and sewerage that are available
tc the general public and performed by governmental agencies
or by private companies ordinarily subject to governmental
regulations.

Many DOD bases which have contracted for sewerage services
are paying a proportionate share of the entire capital costs of
the civilian sewer system. (See table on p. 13.) The propor-
tionate capacity that the base reserves in the system usually
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determines the base's hare of capital costs. DOD's cost
share and service charSg are negotiated without competition
or regulatory control because the civilian swer agency is
the sole source of the services and is not subject to regula-
tion by a public: regulatory body.

Payments for joining civilian systems
Contract Connection Other capital

Installation/State date line costs costs (note a) Total

(000 omitted)
Army:

Fort Belvoir, Va. 7/7/75 (b c/$S1,261 c/S1,261
Fort Monmouth, N.J. 6/26/74 $ 367 1,416 1,783

Navy:
Naval Weapons 12/9/74 - 188 188
Center, China
Lake, Calif.

Fleet Combat Train- 10/11/74 215 - 215
ing Center, Dam
Neck, Va.

Mare Island Naval 3/1/74 1,001 3,229 4,230
Shipyard, Calif.

Pacific Mssile Test 2/23/77 9 546 555
Center, Point Mugu,
Calif.

Naval Construction 2/23/77 - 1,709 1,709
Battalion Center,
Port Hueneme,
Calif.

Air Force:
Barksdale AFB, La. 6/24/76 - 749 749
Keesler AFB, Miss. 12/8/75 - 2,282 2,282
Travis AFt, Calif. 5/21/76 - d/7,165 d/7,165

a/Includes the bases' proportionate share of items such as existing systems,
improvements to and construction of systems, interceptors, outfalls, etc.

b/Fort Belvoir is constructing onbase connecting lines to the civilian system
at an estimated cost of $3.5 million.

c/Tne Army is renegotiating the contract with the county to allow an estimated
$1.3 million capital contribution for a pumpover facility. This contribution
is required by EPA's cost-sharing guidance.

d/Travis is paying the $7.2 million in monthly installments over a 10-year
period. The amount does not include $3.9 million bond interest the base
will pay.
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CONTRACTING REGULATIONS NOT FOLLOWED

The Truth-in-Negotiations Act (10 U.S.C. 2306 (f)) and
the Defense Acquisition Regulation provide that the con-
tracting officer shall require contractors to submit cost
or pricing data and to certify that it is accurate, complete,
and current prior to the award of any negotiated contract
expected to exceed $100,000. Tha contract must include a
clause giving the Government a right to reduce the contract
price if the price is increased because the contractor
submitted certified data that was not accurate, complete,
or current (defective data). Exceptions to these require-
ments are allowed if the price negotiated is based on

-- adequate price competition,

--established catalog or market prices of commercial
items sold in substantial quantities to the general
public, or

-- prices set by law or regulation.

Also, in exceptional cases, the Secretary or head of a procure-
ment agency may waive the requirements.

The cost o: pricing data certificate and the related de-
fective pricing contract clauses were not executed in eight
of the 10 Army, Navy, and Air Force contracts reviewed. We
asked the three services why these requirements had not been
met.

The Army said that cost or pricing data was not required
for the Fort Monmouth and Fort Belvoir sewage servic, con-
tracts because contracts for public utility services are
exempt since the negotiated prices are set by law or regula-
tions. The Defense Acquisition Regulation (Supp. No. 5)
states that rates not established by an effective, independent
regulatory body are not considered prices set by law or
regulation. An official of the Northeast Monmouth County
Regional Sewerage Authority, New Jersey, told us that the
Fort Monmouth service rate is not set by an independent reg-
ulatory body. In addition to the rate, Fort Monmouth is
contributing $1.8 million to plant construction costs. In
the Fort Belvoir contract with Fairfax County, the county
sets the sewerage service rate. A county official told us
that the rate is not set by an independent regulatory body.
We believe that the Fort Monmouth and Fort Belvoir contracts
are subject to the cost and pricing data requirements because
the exemption for prices set by law or regulation does not
apply.
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The Navy said that the connection charges paid under the
contracts for the China Lake Naval Weapons Center and the
Mare Island Naval Shipyard were substantially based upon
competitive construction bids received by the sewer system
authorities and that the statutory exemption of adequate
price competition was applicable. We believe that these con-
tracts do not fit this exemption because the competitive
bids that the Navy cites pertain to the sewer authorities'
contracts with another party, not to their contracts with
the Navy. The weakness of the Navy'- argument is also proven
by the services having negotiated the contracts under the
authority that it was impracticable to obtain competition
(10 U.S.C. 2304 (a)(10)).

The Navy said that cost or pricing data was not required
for treatment service rates because the annual charges were
not expected to exceed $100,000. We believe that the procure-
ment regulation has broader application than the Navy describes.
The regulation does not relate the $100,000 minimum to any
time period. It requires cost or pricing data for any nego-
tiated contract expected to exceed $100,000, not just $100,000
a year.

At Keesler Air Force Base, the contracting officer had
not required the City of Biloxi, Mississippi, to provide
certified cost or pricing data. He believed that the "adequate
price competition" exception was applicable, since the city's
price would be based on the lowest bid received for construction
and expansion of the sewage treatment facility. The Air Force
concluded that the contcacting officer's interpretation while
reasonable under the circumstances, was a mistake. The Air
Force would instruct the base to attempt to amend the contract,
if feasible, to include the defective pricing clause and to
require the city to produce certified cost or pricing data.

At Travis Air Force Base, the Travis Wastewater Authority,
California, submitted a certificate of current cost or pricing
data, but the price reduction clause was omitted from the con-
tract. Air Force Headquarters said that it would instruct the
base to place the clause in the contract.

CONTRACT PRICING REVIEWS

The negotiation of contracts to join civilian sewerage
systems is' complicated because prices frequently include both
rates for treatment service and costs to finance, construct,
and connect to new or expanded treatment plarn.s. Some pricing
problems are whether or not:
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-- The shared capital and operating costs are accurately
computed.

-- The sharing percentages for connecting lines and
equipment, as well as mail. plants, are based on
reasonable estimates of respective use.

-- Rates to DOD include a portion of the municipality's
interest cost for financing.

--Appropriated military construction funds and/or opera-
tion and maintenance funds may be used for the various
purposes covered by these contracts.

-- Charges to special funds, such as reserve funds for
plant and equipment replacement, may properly be shared
by DOD.

The Defense Acquisition Regulation, pursuant to The Truth-
in-Negotiations Act, requires a contracting officer:

--To obtain a cost analysis whenever cost or pricing
data is required. (A cost analysis is the review and
evaluation of a contractor's cost or pricing data
and the judgment factors applied in arriving at the
estimated costs to form an opinion on the degree to
which the contractor's proposed costs represent the
amount that the contract should cost, assuming reason-
able economy and efficiency.)

-- To record the negotiation decisions.

Contracting officers obtained advisory pricing reviews for
only two of the 10 contracts we reviewed. In both cases (Fort
Monmouth and Travis Air Force Base) the Defense Contract Audit
Agency review brought about cost reductions.

The Corps of Engineers instructed the audit agency to
review most of the proposed capital costs to be shared by
Fort Monmouth. The auditors questioned four cost items, one
of which was sustained by the negotiators for a price reduc-
tion of about $84,000.

Procurement officials at Travis Air Force Base had the
audit agency review the cost proposal submitted by Fairfield,
California. The auditors questioned the costs of seven items
in the contract proposals. In the negotiations the city changed
the allocation of financing costs so that the Air Force paid
about $753,000 rather than $1,77],000 in financing costs.
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We asked Navy and Air Force officials why they do not
request pricing eviews on all sewage treatment contracts.
Officials in the Naval Facilities Engineering Command
Western Division Utilities Branch said that they did not
ask for a price review for the China Lake and Mare Island
contracts because they normally do not use the services of
the Defense Contract Audit Agency. They believe that the
agency's role is to audit actual costs charged after a con-
tract is signed. However, a utility branch official planned
to request the audit agency's review of the price proposals
for Port Hueneme and Point Mugu.

Air Force Headquarters officials said that it is not
their policy to request an audit as a regular part of utility
contract negotiations. An audit is usually requested only
when there is a question about a rate increase or when the
Air Force questions the contractor's records.

The contracting officer for Keesler Air Force Base said
that he did not request audit assistance because there were
no past costs to be reviewed. Barksdale Air Force Base of-
ficials said that they had performed their own analysis of
Bossier City's contract and cost proposal. One official said
that the base would have requested an audit if they had
had problems with the city's data.

We believe that the audit agency's role is not fully rec-
ognized in the officials' replies. The Defense Contract
Audit Agency is responsible for making all necessary contract
audits for DOD and provides accounting and financial advisory
services to contracting officers for the negotiation and
administration of contracts.

Questionable contract payments

Contracting officers agreed to payments to special re-
serve funds, sharing a city's debt on its existing facilities,
and advancing funds for a city's share of construction costs.

Payments to special reserve funds

Some sewage system authorities establish reserve funds
for replacement of operating equipment, future expansion
of sewer lines or treatment facilities, and bond redemptions.
The Environmental Protection Agency requires grantees to
charge users enough to keep the treatment plant operating
during its service life, usually from 15 to 30 years. EPA
officials said that while a reserve fund is not intended for
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basic plant replacement or expansion, they do not object if
grantees expand the scope of the fund or establish other
funds.

California requires grantees to establish a wastewater
capital reserve fund to be used for plant and equipment
replacement, expansion or improvements to plants, payment of
bond principal, and payments required by the Environmental
Protection Agency under its industrial cost recovery program.
This program requires the grantee to recover from industrial
users the grant amount allocable to treatment of their wasces.

The Mare Island Naval Shipyard and Travis Air Force Base
contracts provide for payments to a wastewater capital reserve
fund. The Defense Contract Audit Agency auditors questioned
such payments in the case of Travis Air Force Base, because
they would constitute double recovery since the base's capacity
charge contains its share of the construction costs. The city,
Fairfield, agreed with the audit agency but claimed that the
Environmental Protection Agency and the California Water
Resources Control Board require that the same user rate be
charged all customers. Because the contracting parties did not
resolve the differences during negotiations, the contracting
officer accepted the disputed charges pending resolution. If
the parties agree that the charge is not allocable to the Air
Force, the city will refund the payments with interest. In
December 1977, the Air Force informed the city that only the
portion of the charge attributable to operations, maintenance,
and equipment replacement would be acceptable. The city
had not responded by April 1978.

Mare Island Naval Shipyard contributes to a similar waste-
water capital reserve fund of thp Vallejo Sanitation District.
The Navy contracted to pay $4.2 million for its share of con-
struction costs and a user charge of $320 per 1 million
gallons. Vallejo had informed the Naval Facilities Engineering
Command that the user charge covered certain capital costs,
future expansion, and improvements, but neither the contracting
officer nor the Command asked for a Defense Contract Audit
Agency pricing review.

The Navy denied that any payments are made to the con-
tractor for future expansion or improvements. It said that
the reserve fund is an appropriate charge since the Navy
pays only operation and maintenance charges in the rates.

Because of the status of a similar capital reserve fund
at Travis Air Force Base (outlined above), we believe that
the Navy should obtain an audit of the user charge in the
Mare Island Naval Shipyard contract.
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Sharing debt on existing facilities

Under the contract between the Navy and Ridgecrest,
California, the city will lease the existing China Lake Naval
Weapons Center sewage treatment plant. The city will expand
and upgrade this plant to treat the combined Navy and city
sewage, and will abandon its old plant. In addition to pay-
ing the city a nonrefundable connection charge for the Navy's
share of construction costs and a refundable connection
charge for part of the city's share of construction (see fol-
lowing sec.), the Center will also pay the city a fee for
the cost of treating the base's sewage. The service fee, as
defined in the contract, covers all maintenance, operations,
repair, debt service, financing charges, replacement, and
relocation costs of the contractor.

The Navy said that it has not paid any financing charges
since it had its capital contribution available when required
and that the reference to financing charges will be removed
from the contract.

Procurement officials of the Naval Facilities Engineering
Command said that the Navy agreed orally that the city could
charge the Navy an annual share of remaining bond amortiza-
tion payments for the old city plant. The procurement of-
ficials said that they wanted to help the city through its
difficulties in financing both the new operation and the
remaining debt on its old system.

Refundable connection charge

The Navy paid $390,000 of military construction funds to
Ridgecrest, California, to finance part of the city's share
of the construction costs of the joint sewerage system that
will serve the China Lake Naval Weapons Center. The city
is to repay this amount to the Navy over a 10-year period
by reducing the annual sewage treatment service charges by
$39,000 each year. This arrangement is questionable because
funds that were appropriated for military construction were
used only indirectly for that purpose, that is, as a contri-
bution for the city's share of construction costs. Also,
in view of the payback, the Navy has in effect paid for future
services with construction funds instead of operation and
maintenance funds ordinarily used to pay for services during
the year in which they occur.
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CONCLUSIONS, AGENCY COMMENTS, AND OUR EVALUATION

When participation in a civilian sewer system costs
more than $100,000, contracting officials should obtain
either

-- certified cost or pricing data in support of both the
military's contribution to total plant cost and the
rate for treatment services and a cost ~lysis
of such data or

--proof for a cost or pricing data exemption, such as a
price set by law or regulation or a price based
on adequate competition.

Defense Contract Audit Agency services are essential
for verifying that the cost elements supporting DOD's contribu-
tions to civilian sewer systems and its user rates are allow-
able and reasonable for the services which the Government re-
ceives.

DOD believes (see app. IV) that cost or pricing data is
not required where the civilian system construction is compe-
titively bid unless other elements of DOD's contract price
exceed $100,000. As pointed out on page 15, the competitive
bids which DOD cites pertain to the sewer authorities' con-
tracts with another party, not to their contracts with DOD.
Furthermore, DOD's contracts provide for substantial recurr-
ing payments to sewer authorities which are the sole sources
of service, in addition to payments for construction costs.
Therefore, while we agree that adequate competition from
qualified sources for construction would exempt the construc-
tion portion of the contract, that exemption could not, in
our opinion, be extended to the other contract costs. Also
in cases where the Government reimburses a contractor for
part of the cost to construct facilities to secure services,
such as sewage treatment, the agency needs cost or pricing
data to determnine that the service rate does not include
costs for which the sewer authority has been reimbursed by
the Government.

DOD commented (see app. IV) that there is no need to
have the Defense Contract Audit Agency verify the determina-
tions as to whether an exception to the cost and pricing data
requirements apply, as we had proposed, and that the Defense
Acquisition Regulation contains no such requirement.
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Section 3-807.3(j) of the Defense Acquisition Regulation
states that a contractor shall be required to submit a claim
for exemption from certified cost or pricing (DD Form 633-7)
if an exemption is claimed on the ground that the contract
price is based on an established catalog or market price,
or a price set by law or regulation. With each Form 633-7
submission, the contracting officer shall perform or obtain
verification (including assistance by audit or contract admin-
istration personnel) if the officer deems it necessary to be
satisfied with the reliability of the data. The contracting
officer may dispense with the submission requirement if the
officer knows that a prospective contractor has an acceptable
established catalog or market price, or price set by law or
regulation for the item.

The regulation for procurement of utility services rec-
ognizes that rates not established by an effective, independent
regulatory body are not considered prices set by law or re-
gulation and, accordingly, the certified cost or pricing
data requirements apply.

Our evidence (see p. 14) shows that the Fort Belvoir and
Fort Monmouth sewage rates were not established by an indepen-
dent regulatory body nd, therefore, the rates cannot be
considered prices set by law or regulation. The Defense Con-
tract Audit Agency may make annual audits under the terms
of the Fort Monmouth contract but the Fort Belvoir contract
does not contain such a provision. Unless the Army can verify
that the Fort Belvoir rate is set by law or regulation, we
recommend that the Army take the necessary action to obtain
an analysis of the contract rate. DOD should also make it
clear to officials who contract for utility services that
sewerage service rates ae rarely set by law or regulation.

We proposed that contract specialists be assigned to
assess the prospective contract complexity and the assistance
which the procurement team will need to negotiate in conformity
with procurement laws.

DOD said that the Navy's Engineering Field Divisions cur-
rently perform such a function. However, DOD does not believe
that every case is too complex for base personnel and agrees
with the Army that a specialist is needed only for complex
cases. The Army said that assistance is given on request and
headquarters is not staffed to negotiate all the contracts.
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We did not propose to have headquarters negotiate all con-
tracts but to have a contract specialist make an initial
assessment of the complexity of a prospective contract to join
a civil 3ewerage system so that the specialist can advise
the procuLt.nent team whether they need special assistance in
negotiating DOD's participation. The number of projects,
which has not exceeded 10 a year since 1972 (see p. 2), would
not make this a burdensome workload. A contract specialist's
advice is warranted because of the services' various positions
that prices for sewage services

--are set by law or regulation, according to the Army
(p. 14);

-- are based on adequate competition, ccording to the
Navy (p. 15); and

-- are subject to certified cost or pricing data require-
ments, according to the Air Force (p. 15).

RECOMMENDATIONS

We recommend that for negotiated contracts costing more
than $100,000, the Secretary of Defense direct the service
Secretaries to:

-- Obtain verification that prices were set by law or
regulation f -Those contracts in which contracting
officers this exemption rom statutes govern-
ing proci: egotiation.

-- Where exemptions do not apply, obtain certified cost
or pricing data from the ivilian system authorities;
a cost or price analysis of the data; and a contract
price adjustment in all cases where the price was
increased because certified data is fouiid defective.

-- Assign contract specialists to visit bases committed
to joining civilian sewerage systems to assess the
prospective contract complexity and the assistance
which the procurement team will need to negotiate terms
and prices in the Governmett's interest and in con-
formity with Federal procurement laws.
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CHAPTER 5

PAYING THE MILITARY SHARE OF CIVILIAN SYSTEM

CAPITAL COSTS

Service officials generally request military construction
funds to pay their share of civilian sewer system construction.
Shares for the 10 bases we reviewed ranged from $188,000 to
$11 million (See p. 13.) For Travis Air Force Base, officials
are using operation and maintenance funds to pay, in install-
ments, the share of sewer system capital costs which are in-
cluded in the service rate. We believe that the use of opera-
tion and maintenance funds to pay for Defense's share of
system capital costs in the service rate deprives the Congress
of its basic oversight function and usually is uneconomical
because of the added interest charges. We believe that the
statute governing minor military construction (10 U.S.C. 2674)-
reinforces congressional oversight by establishing clear
Limitations on the amount of money that may be spent on con-
struction without specific approval by the Congress. While
authorizing the military services to spend up to $400,000
to acquire public works not otherwise authorized by law, in-
cluding the furnishing of utilities, the statute limits the
use of operation and maintenance funds for any project to
$75,000.

PROBLEMS IN FUNDING PARTICIPATION
IN CIVILIAN SYSTEMS

Some of the funding problems are whether or not:

-- Operation and maintenance funds should be used to pay
part or all of a base's share of system capital costs
as part of its service rate.

-- Military construction rules and limitations should apply
to a base's share of system capital costs.

--Military construction appropriations can be obtained
fast enough to coordinate with the civilian system
schedule.

-- Existing sewer service contracts may be renegotiated
to share in system upgrading costs.
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GUIDANCE ON FINANCING DOD'S SHARE

DOD's regulation for procuring utility services defines a
connection charge as a Government payment for special or local
facilities which are required to make connection with the
nearest point of supply and which are installed and owned
by the utility supplier. The regulation (Defense Acquisition
Regulation Supp. No. 5, sec. S5-107.2(a)) prohibits use of
the connection cnarge method for the installation of new
facilities related to the supplier's production and general
backbone system unless authorized by legislation.

Title 40 of the Code of Federal Regulations (sec.
35.925-16) requires the Environmental Protection Agency to
determine that the costs eligible for a grant do not include
costs of treating wastes from major Federal activities, which
another Federal agency has agreed to pay. The code states
that such Federal agencies may extend, over a period of years,
their contribution to support capital costs incurred by
municipal treatment facilities that provide them service.

EPA's December 1975 guidance for Federal agencies join-
ing civilian systems in Program Requirements Memorandum 75-35
states that if the Federal agency's payment of its share of
system cost cannot be made on a timely basis, the grantee
may finance the Federal share ver an agreed upon period and
accept periodic payments of principal and interest. Payments
would be provided for in 10-year renewable utility contracts
which are authorized by the Federal Property and Administra-
tive Service Act (see app. I).

EPA's guidance prompted an exchange of legal opinions
within DOD on the meaning of EPA's guidance and on whether
construction appropriations or operation and maintenance ap-
propriations can be legally used to pay connection charges.

In a March 1976 memorandum, an attorney in the Office
of the Air Force General Counsel stated that a connection
charge is payable only from construction appropriations. He
also believed that there is nothing to indicate that the au-
thorization for long-term utility contracts may be used as
authority to pay capital costs.

In an April 1976 reply to the Air Force, the Counsel
for the Naval Facilities Engineering Command outlined several
solutions to the connection charge problems. The preferred
solution was to submit a full explanation to obtain military
construction authorizations and appropriations to make a
capital contribution to the utility's plant. In the Navy
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counsel's opinion, connection charges, except for backbone
plant, are proper charges to operation and maintenance ap-
propriations. He said that the costs of the backbone facil-
ities are usually too large to be absorbed in operation and
maintenance funds but one possible method might be to treat
them as a kind of expanded connection charge necessary to
obtain initial service. The Navy counsel believed that mili-
tary construction appropriations for acquisition of public
works are not, without special authorization, available for
connection charges since the Government does not acquire
any facilities and equipment.

USING OPERATION AND MAINTENANCE FUNDS FOR
SHARING IN CIVILIAN SYSTEM CAPITAL COTS

In accordance with procurement regulations for utility
services, the Military Airlift Command told Travis Air Force
Base in early 1975 to avoid connection fees in joining the
regional system and directed that the Air Force portion of the
capital improvement costs be borne through a user fee and a
termination liability clause for the shortest possible time.
Under the installment method, the Government will incur in-
terest payments of about $3.9 million over the 10-year con-
tract.

Travis Air Force Base contracted with the City of Fair-
field in 1976 for the base's share of the construction costs
of the civilian system. The City sold bonds to finance the
base's share of these costs. Under the terms of its contract,
the Air Force will pay the bond principal and interest over
a 10-year period. If the entire 10-year period is used, the
Air Force will pay $3.9 million in interest in addition to
$7.2 million for its share of the construction costs. The
payments from operation and maintenance money will initially
amount to about $676,500 a year. The Air Force's request to
construct the nbase connection line did not inform the Con-
gress that the base was also paying a proportionate share
of the construction costs in installments with operation and
maintenance money.

In commenting on this matter, DOD likened the acquisition
of sewage service to procurement of electricity, gas, and
water. DOD said that every utility rate includes charges for
some construction and that the construction part of the rate
will vary according to DOD's capacity requirement in the
civilian system. DOD noted that this does not result in
acquiring title to the facilities and, therefore, the use of
operation and maintenance funds is appropriate.
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We believe, however, that DOD's sharing in major sewer-
age system construction and expansion costs with the
alternatives of paying its share directly in a lump sum
or indirectly in the service rate sets these purchases apart
from the customary utility services. When the capacity in a
civilian system is large enough to require a base to share
in construction costs under EPA's policy (see app. I), DOD
should submit all such requests for authorization under the
military construction program. This is consistent with DOD's
own regulation which prohibits ue of the connection charge
method for the installation of new facilities related to the
utility supplier's general backbone system unless authorized
by legislation.

TIMING AND UPGRADING PROBLEMS

In the next few years many civilian sewerage systems
will be upgraded to meet increasingly demanding water quality
standards. Some service officials believe that they will
have funding problems because many bases will be expected to
pay their shares in less time than 2- to 3-year construction
budget cycles and because some existing contracts may not allow
for payment of higher charges to cover system upgrading costs.

The Navy's Director of the Environmental Protection Divi-
sion, Office of the Chief of Naval Operations, informed DOD
in April 1975 that, of 15 military construction projects con-
taining connection charges which have not been funded, 6 con-
nections totalling $11.7 million had known timing problems.
He noted that a larger number of future timing problems will
undoubtedly occur as existing regional systems are upgraded
to meet 1977 and 1983 standards. He said that more than 70
Navy activities are connected to municipal systems, and many
may require funding for their proportionate share of any addi-
tional improvements required by the municipal systems.

The Army expects to pay about $7 million in upgrading
costs for four of its 58 bases connected to civilian systems
and $32 million to have another seven bases join civilian sys-
tems. The Air Force expects to pay about $2 million in up-
grading csts at three of its 65 bases connected to civilian
systems and $36 million for 12 of the 20 other bases planning
to join civilian systems.

The Air Force General Counsel's August 27, 1976, memo-
randum raised the question of whether the Air Force can make
lump sum payments or assume an additional termination liability
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for upgrading the civilian systems now serving two of its
bases. The memorandum stated that under the contracts, the
Air Force has no obligation or availaole mechanism to pay the
contractor for upgrading his facilities.

In June 1977, the Air Force requested an advance deci-
sion on the propriety of renegotiating or terminating sewage
service contracts to comport with the aforementioned EPA
policy. Under that policy, the expansion or upgrading costsallocable to a Federal installation do not qualify for EPA
grant funding. The Comptroller General decided that lump sum
or increased istallment payments for capital improvements
would be improper where contracts do not provide a basis for
such payments. (B-189395, Apr. 27, 1978):

CONCLUSIONS AGENCY COMMENTS, AND OUR EVALUATION

We agree that DOD may use operation and maintenance funds
to pay for the cost of minor construction such as connection
charges up to some monetary limit. However, we believe that
DOD should observe the $75,000 limit which the Congress set
on the use of such funds for minor construction and should
request military construction appropriations to pay for the
cost of any construction project costing over $75,000. This
would most likely include all projects for installing new fac-
ilities related to the utility supplier's general backbone
system. The use of operation and maintenance funds for such
projects deprives the Congress of its basic oversight func-
tion as contemplated in the law governing minor military con-
struction (10 U.S.C. 2674); is not consistent with DOD's own
regulations on utility financing; and usually is uneconomical
because of the added interest charges.

We recognize that at times, a base may not be able to ob-
tain military construction funds to meet the local agency's
construction schedule, since the military construction program
budget cycle takes 2 to 3 years from the initial request to
congressional approval. This potential timing problem should
be eliminated to encourage art open-mindedness in comparing
onbase and offbase construction and treatment costs and to
coordinate with community programs as required by the
Military Construction Authorization Act of 1969 (see p. 1).

Accordingly, we proposed that the Secretary of Defense in
cooperation with the Director, Office of Management and Budget,
request approval of the House and Senate Armed Services and
Appropriations Committees to reprogram funds for unforeseen
costs of upgrading be plants or participating in civilian
sewer systems when coordination in areawide cleanup cannot
wait for obtaining funds through the normal budget cycle.
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EPA and DOD agreed with this proposal. But instead of
seeking reprograming approval, DOD said (see app. IV) that it
sent draft legislation to the Speaker of the House of Rep-
resentatives on February 27, 1978, which it believes would
provide for emergency funding where it could not wait for
funding through the normal budget cycle. The provision has
been included in the emergency construction sections of
the Senate bill (S. 2636) and House bill (H.R. 11167) to
authorize construction of military installations for fiscal
year 1979.

We believe the legislative provision is an acceptable
solution. However, if the Congress does not accept the pro-
vision, the Secretary of Defense should take the reprograming
action we proposed.

RECOMMENDATION TO THE
SECRETARY OF DEFENSE

We recommend that the Secretaries of the services be
directed to determine the outstanding amount of civilian
system capital shares under commercial market financing (such
as the Travis Air Force Base share) and request funds to
prepay such amounts where it is economically justified.

DOD agreed (see app. IV) with this recommendation.
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CHAPTER 6

SCOPE

We reviewed Defense policies and regulations for choosingbetween sewage treatment systems and for contracting with
civilian systems. We reviewed relevant decisions and contracts
over the last 4 years at 16 installations and discussed these
matters with responsible officials.

Our review was conducted at the following installations,
civilian sewage treatment authorities, and responsible agencies.

INSTALLATIONS

Army

Fort Belvoir, Virginia
Fort Carson, Colorado
Fort Detrick, Maryland
Fort Monmouth, New Jersey
Fort Riley, Kansas

Fleet Combat Training Center, Dam Neck, Virginia
Mare Island Naval Shipyard, Vallejo, California
Naval Air Station, Whidbey Island, Oak Harbor, Washington
Naval Construction Battalion Center, Port Hueneme,
California

Naval Weapons Center, China Lake, California
Naval Weapons Station, Charleston, South Carolina
Pacific Missile Test Center, Point Mugu, California

Air Force

Barksdale Air Force Base, Louisiana
Keesler Air Force Base, Mississippi
March Air Force Base, California
fravis Air Force Base, California
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CIVILIAN SEWAGE TREATMENT AUTHORITIES

City of Biloxi, Mississippi
City of Bossier City, Louisiana
City of Colorado Springs, Colorado
City of Fairfield, California
City of Frederick, Maryland
City of Junction City, Kansas
City of Manhattan, Kansas
City of Oak Harbor, Washington
City of Oxnard, California
City of Port Hueneme, California
City of Ridgecrest, California
County of Fairfax, Virginia
Eastern Municipal Water District, Hemet, California
Frederick County Metropolitan Commission, Maryland
Hampton Roads Sanitation District, Virginia Beach,
Virginia

Northeast Monmouth County Regional Sewerage Authority,
New Jersey

Pikes Peak Area Council of Governments, Colorado
Springs, Colorado

Vallejo Sanitation and Flood Control District,
Vallejo, California

RESPONSIBLE AGENCIES

Department of Defense

Office of the Deputy Assistant Secretary of Defense
for Environment and Safety

Office of the Deputy Assistant Secretary of Defense
for Installations and Housing

Office of the Deputy Assistant Secretary of Defense
for Procurement

Office of the Chief of Engineers, Washington, D.C.
Baltimore District, Corps of Engineers, Baltimore,
Maryland

New York District, Corps of Engineers, New York,
New York

Materiel Development and Readiness Command,
Alexandria, Virginia

Training and Doctrine Command, Fort Monroe, Virginia
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Navy

Headquarters, Naval Facilities Engineering
Command, Alexandria, Virginia

Atlantic Division, Naval Facilities Engineering
Command, Norfolk, Virginia

Southern Division, Naval Facilities Engineering
Command, Charleston, South Carolina

Western Division, Naval Facilities Engineering
Command, San Bruno, California

Air Force

Headquarters, United States Air Force, Washington, D.C.
Headquarters, Military Airlift Command, Scott Air Force

Base, Illinois
Headquarters, Strategic Air Command, Offutt Air Force

Base, Nebraska

Environmental Protection Agency

Headquarters, Washington, D.C.
Region VIII, Denver, Colorado
Region X, Seattle, Washington
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APPENDIX I APPENDIX I

UNITED STATES ENVIRONMENI AL PROTECTION AGENCY
%4 ass'! WASHINGTON. ')C. 20460 December 29, 1975

PROGRAM GUIDANCE MEMORANDUM
No. 62

SUBJECT: Allowable Costs for Construction of Treatment Works that
Jointly Serve Municipalities and Federal Facilities

FROM14: John T. Rhett, Deputy Assistant Administrator < 0A -
for Water Program Operations (WH-546)

TO: Regional Administrators,

ATTN: Water Program Division Directors

I. PURPOSE

A number of questions have arisen on FPCA grant funding of the
construction of municipal treatment works that would join'ly serve
Federal facilities and municipalities. This memorandum provides guid-
ance on determination of allowable costs of such treatment works and
options for payment of the Federal facility portion of construction
costs.

II. ALLOWABLE COSTS

Whenever a planned treatment works will jointly serve a munici-
pality and a Federal acility, that portion of construction cost allo-
cable to the Federal facility will not be allowable for 75 percent
construction grant funding, subject to the following exceptions:

1. Facility planning (Step 1) costs.

2. Cost of Step 2 work if a Step 2 grant has been certified
by the State for funding to EPA prior to the date of
this guidance.

3. Design and construction costs allocable to a Federal facility
producing less than 250,000 gallons per day or 5 percent of the
total design flow of waste treatment works, whichever is less.

That portion of the construction costs allocable to the Federal
facility shall be based on all factors which significantly influence the
cost of the treatment works. Factors such as strength, volume, and
delivery flow rate characteristics will be considered and included to insure
a proportional allocation of costs to the Federal facility.
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2

* . As a minimum, the portion of constuction cost allocable to the Federal
facility should be based on the ratio of its total hydraulic requirements,
including allowances for future needs, to the total design flow of the treat-
ment works.) The portion (percentage) allocable to the Federal facility must
be areed upon by the municipality and Federal agency, and approved by EPA
prior to award of a Step 2 or Step 3 grant, whichever is applicable, for the
works or any portion thereof.

As an example, in a 10,000,000 actual construction project for which
the Federal facility share has been agreed upon as 20 percent of the total
project cost, the allowable cost and construction grant funding would be as
follows:

Total joint project cost i0,000,000

Federal facility share 2,000,000 (20X)

Maximum allowable cost $ 8,000,000

Grant 0.75 (75X)

EPA grant funding $ 6,000,000

IIl. OPTIONAL PAY1E:!T ARRANGEr'EMITS FOR FEDERAL FACILITY COST SHARE

The EPA grantee may negotiate a payment schedule for the Federal
facility share with the concerned Federal agency. If payments are not
possible on a timely basis, a possible option is for the grantee to finance,
through bonds or a bank loan, the Federal facility cost sare over an
agreed upon number of years and accept periodic paynments of principal
and interest. Payments would be provided for in lO0-year renewable utility
contracts which are authorized by the Federal Property and Administrative
Services Act. Other payment options may be possible, depending upon the
local situation.

IV. COST SHARIG ASSURANCES

The EPA grantee should provide assurances satisfactory to EPA as part
of the Step 2 grant application (or Step 3 if the Step 2 grant was awarded
prior to the effective date of this guidance) that:

1. the Federal fadcility cost share has been determined as required
herein,

2. the Federal facility cost share has been deducted from the grant
eligible costs, and

3. funds comprising the local plus Federal facility cost shares
will be provided as needed to meet design end construction
payment schedules.
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A . -! EXECUTIVE OFFICE OF THE PRESIDENT
... ti ' *OFFICE OF MANAGEMENT AND BUDGET

N', WASHINGTON, D.C. 20503

March 7, 1978

Mr. Victor L. Lowe
Director, General Government Division
U.S. General Accounting Office
441 G Street, N. W.
Washington, D. C. 20548

Dear Mr. Lowe:

My staff has reviewed your draft report on Department of
Defense problems in joining civilian sewer systems.

It is the Administration's position that Federal agencies
should not only comply with applicable environmental
standards but that they should provide leadership in the
nationwide effort to protect and enhance the quality of
our ir, water and land resources.

When determining the relative cost of on-base and civilian
systems, we concur that the relative costs and benefits
should be determined in an economically rigorous manner.
The decision to pay a cost premium for faster compliance
would benefit from additional guidance from the Secretary
of Defense.

The Office of Management and Budget is ready to cooperate
with the Secretary of Defense on any changes that would
expedite compliance within budget limitations.

Sincerely,

J mes T. McIntyre, Jr.
Acting Director
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UNITED STATES ENVIRONMENTAL PROTECTION AGENCY
q4,. G.t WASHINGTON. D.C. 20460

February 20, 1978
OFFICI OF

PLANNING AND MANAGEMENT

Mr. Henry Eschwege
Director, Community and Economic

Development Division
United States General Accounting Office
Washington, D. C. 20548

Dear Mr. Eschwege:

EPA has reviewed your draft report entitled "Department of Defense
Problems in Joining Civilian Sewer Systems" and wishes to provide
the following comments.

[See GAO Note 2.1

Also we believe clarification of your recommendation on page 16 is
required. The final point of that recommendation suggests that
estimates of needed capacity be brought up to date at the time of
contract negotiations. We interpret this time to be prior to
facility design, as required by the Program Requirements Memorandum.

The consunmmation of financial arrangements between State, Federal
and local governments and agencies for funding area-wide sewage
facilities is a very difficult process. To prevent delays to project
planning and initiation of construction, it is considered essential
that federal facility commitments to participate in them and finan-
cial payments to municipalities be made in a timely manner. There-
fore, the Environmental Protection Agency strongly supports the
recommendation on page 40 of the draft report that DOD obtain approval
to reprogram funds for necessary sewage facilities when coordination
of civilian sewage projects cannot wait for obtaining funds through
the normal budget cycle.

It is inappropriate at this time for us to address in greater depth
the, broad issues of Federal participation in EPA fund.d civilian sewage
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- 2 -
[See GAO Note 3.1

facilities for two reasons:

First, this subject is presently under review by your Office of
General Counsel. While not wishing to coment substantively on
the issues raised in your report, we disagree with a number of
the premises underlying your recomnendations which are at variance
with prior determinations of the Comptroller General of the ;inited
States, such as the letter dated July 26, 1977 to Congressman Larry
Iressler.

Second, the recently enacted Clean Water Act bears importantly on
the issue. The Agencv'c trategies to implement this act, when
formulated, will. he addressed in the proceedings before your General
Counsel.

We appreciate the opportunity to comnent on this draft report.

Sincerely yours,

illiam Dr Jr.

William Draytof, Jr.
Assistant Administrator
for Planning and ~Miagement

GAO Notes: 1. Page references in this appendix refer
to the draft report and do not necessarily
agree with the page numbers in the final
report.

2. Deleted comments relate to matters which
were included in the draft report and are
omitted in the final report.

3. In a meeting to obtain clarification of the
comments on this page, EPA said that it had
no specific disagreements with our recommenda-
tions other than its comments on the first
page of its reply.
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ASSISTANT SECRETARY OF DEFENSE
WASHINGTON. D. C. 20301

MANPOWER,
RESERVE AFFAIRS

AND LOGISTICS 26 April 197

Mr. F. J. Shafer
Director, Logistics and

Communications Division
U. S. General Accounting Office
Washington, D. C. 20548

Dear Mr. Shafer:

This is in reply to your letter to the Secretary of Defense re-
garding your report dated December 5, 1977, on "DoD Problems in
Joining Civilian Sewer Systems," OSD Case #4776, Code 945278.

This report covers the general area of connectics by military
installations to regional or local civilian was:a water treat-
ment plants including cases where decisions weru made not to
connect. The draft is generally factual and we agree with the
thrust of the report.

Connections to regional/local systems are the preferred method as
stated in E. 0. 11507 and in several Congressional reports. Most
DoD projects in the past three years have been accomplished or
programmed in this manner. We believe that our exceptions have
been justified by adequate economic reasons or by legal requirements
to meet pollution abatement deadlines.

The disagreement with the report centers on the use of Operation
and Maintenance (O&M) funds to pay for the DoD pro rata of con-
struction work by the local civilian authority. It appears to us
that GAO does not understand that every utility rate (e.g. elec-
tricity, gas, water) includescharges for some construction and that
the DoD has had hundreds of such contracts for many years. There is
no question that part of every utility rate involves some construction.
When we connect to an existing utility where there is already adequate
or almost adequate plant capacity, the rate may include only a small
percentage for construction. When a large military installation joins
with a small municipal system we may represent 50 percent of plant needs
and the rate would reflect this requirement. In these cases we see no
difference in principle, only a difference in degree. We are not in-
volved in construction of "public works," we acquire no title to real
property, but we do pay for a utility service.
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With regard to "connection charges", the method of funding depends upon the
circumstances in each particular case, and we proceed under the most ap-
propriate and/or economical method. We must also take into consideration
agreements which are acceptable to the local authority and the necessity to
meet legal deadlines to abate pollution.

We are also concerned that while the report is entitled "DoD Problems" it
does not address a major problem which has had considerable impact on this

,matter. This major problem relates to the difficulty in hitting a moving
target. The entire waste water pollution abatement effort has been an ac-
celerated requirement with several changes in Federal laws, including P.L.
95-217, (December 27, 1977), and a very significant number of changes in
state, regional and local laws and regulations. Against this background
we believe our overall pollution abatement effort is very good.

We concur with several of the conclusions and recommendations. There are
areas of disagreement. A review of the recommendations and our comments
on these are presented in Enclosure 1. Also included are detailed Military
Department comments on some of the specific cases cited in the draft report.
Army comments are presented in Enclosure 2 and Navy comments are in Enclosure
3.

The opportunity to review the draft report is appreciated and the delay in
responding is regretted.

Sincerely,

ROBERT B. PIRIE, JR,
Principal Deputy Assistant SeIoraets

of Defen9s MRML), "

Enclosures
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DOD COMMENTS ON THE RECOMMENDATIONS "DOD PROBLEMS PRESENTED IN JOINING
CIVILIAN SEWER SYSTEMS" (OSD CASE #4776)

Recommendation 1:

To assist service officials in choosing between on-base and off-base
systems, the Secretary of Defense should decide whether the preference
for joining a civilian system merits a cost premium and, if so, issue
clarifying instructions to the services on how and when a cost premium
should be used in economic analyses.

Comment: Concur. The DoD is fully aware of the statement on the use
of municipal and regional waste water treatment systems as included in
E. O. 11507. We also have noted strong interest by the Congress, EPAand the various states in the use of the local or regional systems in
lieu of on-base systems. Generally, as the record will reveal, we have
decided for the civilian system. There are a number of benefits in-
cluding some intangible, from such connections by the DoD. We are
aware of the 25 percent to 30 percent premiums in use by the military
departments and believe these are realistic. We propose to issue
specific guidance on this point in the near future.

Recommendation 2:

The Secretary of Defense should require contracting officers to support
treatment capacity purchases with (1) actual measurements where available
and, to the extent actual measurements cannot be taken, engineering esti-
mates of current and future base sewage flow and infiltration volume; (2)
comparisons of the cost effectiveness of repairing base sewer lines to
avoid infiltration treatment cost with the cost effectiveness of paying
for infiltration treatment to avoid sewer line repair costs; and (3)
estimates brought up to ate at the time of contract negotiation.

Comment:

Concur in principle. Accurate estimates of wastewater treatment require-
ments are essential for economically defining DoD's participation in
regional systems. In each instance DoD strives to arrive at the most
accurate figure. It must be remembered that DoD must allow for mobiliza-
tion requirements, which often create an immediate overcapacity but which
provide capacity for defense mobilization use.

Infiltration is a difficult problem. With limitless resources all in-
filtration could be studied and corrected. Unfortunately with the
scarcity of funds available for this purpose, the need for such repairs
often exceeds the capability to satisfy them. Also, in some cases it

Enclosure (1)
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actually proves less expensive to treat the infiltration and inflow

rather than to correct the problem. The rush to comply with the
Federal Water Pollution Control Act has also been a factor in pre-

venting full consideration of infiltration problems.

With regard to the Mare Island Naval Shipyard problem (p. 15), a
study has been completed which indicates infiltration and inflow

(I & I) at approximately 207 MG year. A repair project is planned
which will correct 66 MG year or 31 percent of the infiltration and

72 percent of the inflow. Correction of the remaining I & I will be

very expensive and require additional analysis to evaluate the re-
lative merits of treatment versus repair.

Recommendation 3:

GAO recommends that, for negotiated contracts over $100,000 the Secretary

of Defense have the service Secretaries:

(a) Obtain Defense Contract Audit Agency c;..;fication that

prices were in fact set by law or egulations for those contracts
which in the Army's opinion come under this exemption from statutes

governing procurement by negotiation.

(b) Where exemptions do not apply, obtain certified cost or

pricing data from the civilian system authorities; a cost or price
analysis of the data; and a contract price adjustment in all cases

where the price was increased because certified data is found de-

fective.

(c) Assign contract specialists to visit bases committed to

join civilian sewerage systems to assess the prospective contract

complexity and the assistance which the procurement team will need

to negotiate terms and prices in the Government's interest and in
conformity with Federal procurement laws.

Comment:

(a) Non Concur. There is no need to have DCAA verify the determi-

nations made by the services as to whether an exception to the cost and

pricing data requirements apply. ASPR contains no such requirement. It

must be recognized that utility rat, matters involve a specialized field

and we believe that a determination in this area should be made by per-

sonnel experienced in rate making analyses. The DCAA role in the past
in these types of contracts has been limited to cost analysis and recom-

mendations and we feel this role should continue unchanged.
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(b) Concur. DoD; however, continues to believe that where
the contractor competitively bids the construction, that cost and
pricing data is not required unless other elements of the price
exceeds $100,000. For example, the Military Departmcnts price
may be fixed as 50 percent of the competitively bid price of a
municipal plant, s3 that the Military Departments price is based
upon "adequate price competition."

(c) Partially concur. The Navy reports that the Engineering
Field Divisions of the Naval Facilities Engineering Cmand currently
perform such a function. The Army reports that it responds to more
complex cases at installation request but that it does not have suf-
ficient staff to handle every case (see Army detailed comment #9).
Ideally a utility specialist should visit each base to assist in con-
tract work. However, we do not believe that every case is too complex
for base personnel and agree with Army that specialist are needed only
for more involved cases.

[See GAO Note 2.]
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Recommendation 5:

The Secretary of Defense in cooperation with the Director, Office of
Management and Budget, should request approval of the House and Senate
armed services and appropriations committees to reprogram funds for
unforeseen costs of upgrading base plants or participating in civilian
sewer systems when coordination in area-wide cleanup cannot wait for
obtaining funds through the normal budget cycle.

Comment: Concur. In a letter dated February 27, 1978, to the Speamer
of the House of Representatives, the Secretary of Defense forwarded
draft legislation relating to military construction as part of the
DoD legislative program for FY 1979. Sections 102, 202 and 302
(Emergency Construction) contain new language relating to "environmental
considerations". It is our belief that this authority, if granted by
the Congress, wou-ld enable us to provide for funds for improving base
plants or for participating in civilian waste water treatment plants
in cases where we could not wait for funds obtained through the normal
budget cycle.

Recommendation 6:

The Secretary of Defense should direct the service Secretaries to:

[See GAO Note 2.]

(b) Determine the outstanding amount of civilian system capital
shares under commercial market financing (such as the Travis Air Force
Base share) and request funds to repay'such amounts where it is economi-
cally justified.

Comment:

[See GAO Note 2.]

(b) Concur. The preferred method of funding by DoD is to obtain
military construction funds in advance whenever possible.

GAO Notes: 1. PAge references in this appendix refer to the
draft report and do not necessarily agree with
the page'numbers in the final report.

2. Deleted comments refer to matters which were
in the draft report and are omitted in the
final report.

3. Army and Navy comments have been incorporated
into the report where appropriate.
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