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EXECUTIVE SUMMARY
The Commercial Refuse Collection audit was included on the Council-approved fiscal year
2009/10 audit plan to determine whether services to commercial refuse generators are
timely and accurately invoiced, and whether collection efforts are taken when services
remain unpaid. After preliminary review of the City’s Commercial Refuse Program (Program),
we added two additional objectives. These included determining whether commercial
service rates and fees cover the cost of the Program, and whether an appropriate continuity
of operations plan exists.
The Program provides collection services to businesses, multi-family housing developments,
and City facilities. State statute allows for a competitive commercial refuse market in cities
with a population in excess of 60,000; therefore, the Program competes with private refuse
haulers. With about 1,460 commercial customer accounts, Program management estimates
it will collect approximately 51,500 tons of refuse this fiscal year.
We found that the Program has systems in place to provide reasonable assurance that
services to commercial customers are timely and accurately invoiced, and collection efforts
are made for delinquent accounts. Also, the Program has a basic continuity of operations
plan.
The following areas were noted for improvement:
•

Commercial refuse fees have not generated sufficient revenues to cover the
Program’s costs since fiscal year 2005/06. Despite the operating losses, a separate
analysis and assessment of commercial refuse fees has not been presented to the
City Council as part of its annual adoption of the City’s rates and fees. Instead, the
Program’s fees have been adjusted based on the increase that is approved for the
Residential Solid Waste Program rates.

•

Certain commercial refuse customers who are charged a flat rate for services are
inadvertently double charged for a state landfill fee. This occurs because the
Program coordinator was including the state landfill fee in the rates calculated for
these customers, but the NorthStar utility system automatically adds the fee during
billing.

•

Some administrative processes could be streamlined and improved, providing
greater internal control in managing the program. These include updating customer
account information online, handling credit card information more carefully,
addressing remittance envelopes correctly, and initiating collection efforts sooner.
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BACKGROUND
The City's Commercial Refuse Program (Program) is part of the Solid Waste Management
department located within the Public Works & Water Resources Division. This Program
provides commercial refuse collection services from one to six days per week to businesses,
multi-family housing developments, and all City facilities and parks. The Program’s current
objectives stated in the fiscal year 2009/10 program budget include increasing commercial
recycling participation and continuing to meet the needs of downtown area businesses.
Program Operations
The Program is comprised of commercial refuse and roll-off1 collections. Program staff
consists of a solid waste services coordinator, eleven refuse vehicle drivers, and two
container repair specialists. The Program has a fleet of eight commercial front load
collection vehicles, six of which are currently in service on a daily basis, and three roll-off
trucks, one of which is a spare. Currently there are six commercial routes per day, with
seven being optimal given current resources. The Program has an emergency callout plan to
ensure essential work functions continue in the event of an unforeseen incident. The
Residential Solid Waste Program collects all commercial and residential recycling, and
reflects the associated revenues and expenditures.
Contracts are not required, allowing customers to cancel service at any time. However, for a
contract for one year or more, the City applies a five percent discount to the basic monthly
charges. Additional Program services include supporting special City events and activities
throughout the year, like the Neighborhood Clean Up Program, New Year’s Eve Block Party,
and WestWorld events.
Program Demographics
As of November 2009, the Program had 1,463 commercial customer accounts, including
approximately 245 shared accounts with multiple businesses dividing the cost and use of
containers. The Program services about 93 percent of commercial refuse containers
located in the City’s downtown area. As shown in Figure 1, commercial refuse collection for
fiscal year 2009/10 is forecasted to be 51,500 tons, which is comparatively flat with last
fiscal year’s approximately 51,000 tons, and lower than fiscal years 2007/08 and 2006/07
totals of approximately 57,000 and 58,000 tons, respectively.

A roll-off container is an open top dumpster commonly used for construction debris or other high volume
refuse. The open top container is designed to be transported by special roll-off trucks.

1
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SOURCE: Program data provided by Solid Waste Management

Program Competition
Unlike the City’s residential solid waste collection, a competitive market exists for
commercial refuse collection. According to Arizona statute, cities with more than 60,000 in
population, such as Scottsdale, cannot prohibit private commercial solid waste or recycling
companies from competing for business within the city. However, cities are allowed to
require commercial permits to regulate solid waste haulers. Currently there are 26 private
companies with 91 licensed vehicles operating in Scottsdale. According to management,
the Program monitors all private commercial waste haulers licensed to work in Scottsdale to
ensure they comply with City requirements for collection and disposal of solid waste.
In years past, Program marketing efforts were minimal, consisting of advertisements on City
refuse vehicles and the Solid Waste internet page of the City’s website. However, the recent
economic downturn has resulted in closed accounts and reduced collection frequency for
remaining accounts, so the Solid Waste Services Coordinator is initiating sales visits to
solicit new business.
Program Service Rates and Billing
Commercial and roll-off rates are set annually through the City’s rate adoption process.
Rates are based on a five-year financial plan that incorporates the Program’s projected
operating and capital expenses and revenues. This process is used to help ensure that rate
adjustments generate sufficient revenues to cover the cost of providing service to customers
and to maintain adequate reserves in accordance with the City’s adopted financial policies.
Each year the City Council adopts the City’s financial policies by resolution, with Resolution
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No. 7963 passed on May 19, 2009, being the most recent. Among these, Financial Policy
No. 9 requires enterprise user fees to be set to cover the activity’s direct and indirect costs.
Prior to the start of each fiscal year, any rate changes are required to be presented to the
City Council for approval. Increases to Program rates over time, shown in the Table 1, have
been based on approved residential solid waste rate increases:

Table 1. Commercial Solid Waste Rate Increases
Fiscal Year

Rate Increase

2009/10

2.0%

2008/09

4.0%

2007/08

2.5%

2006/07

2.5%

2005/06

None

SOURCE: Auditor analysis of City Council Reports.

Commercial refuse service rates, expressed in dollars per minute, include three
components: haul time, service time, and travel time. The commercial basic rate for fiscal
year 2009/10 is $3.80 per minute. Based on the 3-factor formula, the monthly charge for a
5-yard container picked up twice per week would be about $155. Service charges are billed
through the City’s NorthStar utility accounting system, and they are billed in conjunction with
water and sewer charges, if applicable. Payments are received by the Remittance
Processing area of the Customer Service Department.
Roll-off rates are based on container size and include the first five tons of weight. Weight in
excess of five tons is billed to the customer based on the City’s current tipping fee2.
Customers are required to pre-pay the base fee using a credit card and are billed for the
balance after service is rendered. Roll-off charges are billed and receipted by Finance and
Accounting staff through the City’s SmartStream accounts receivable module. For a 20-yard
container, the current base rate is $237.31, for a 30-yard is $265.58 and for a 40-yard is
$287.32.

A tipping fee is the rate charged by the landfill for refuse disposal. Currently, the City is charged a tipping fee
of $23.59 per ton.
2
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OBJECTIVES, SCOPE, AND METHODOLOGY
This audit was conducted in accordance with the City Auditor’s fiscal year 2009/10 audit
plan. The objectives were to determine whether:
1. Services to commercial refuse generators are timely and accurately invoiced and
appropriate collection efforts are taken if services remain unpaid.
2. Service rates and fees cover the cost of the program.
3. An appropriate continuity of operations plan exists.
The scope of audit work included reviewing activities that support the Commercial Refuse
Program during fiscal years 2007/08 through current. We did not review commercial
recycling service as all recycling container service is performed by the residential program.
To gain an understanding of the Commercial Refuse Program, we reviewed:
•

Arizona Revised Statutes, Title 49, Chapter 4, Solid Waste Management, and City Code
Chapter 24, Solid Waste Management.

•

Rates and fees from City Code chapters 2, 16, 24, associated ordinances, City Council
Reports for rate and fee adoption, and City Financial Policies as adopted by City
Council for fiscal years 2006/07 through 2009/10.

•

Program information from the fiscal year 2009/10 program operating budget, and City
of Scottsdale Solid Waste internet site.

To acquire knowledge of the day-to-day operations of the Commercial Refuse Program we
participated in a ride-along with a Solid Waste Equipment Operator in a commercial front
load collection vehicle, and toured the City Transfer Station & Salt River Pima-Maricopa
Indian Community Landfill. We also conducted staff interviews with the following:
•

The Solid Waste Division Director, the Solid Waste Services Coordinator in charge of
the Commercial Refuse Program, and the Enterprise Finance Director responsible for
financial planning of enterprise operations.

•

The Citizen Services Representative regarding administrative aspects of the
Commercial Refuse Program, and the Sr. Account Specialist responsible for roll-off
billing.

To accomplish the audit objectives, we:
•

In the NorthStar utility accounting system, reviewed a sample of 40 accounts of the
1,463 commercial refuse accounts to determine whether invoices for service are
timely.

•

Traced a sample of 56 of the 143 roll-off accounts (as of February 29, 2009), from
landfill tickets to the file generated by the Citizen Service Representative to determine
whether data is transmitted timely and accurately to the Sr. Account Specialist for
billing through SmartStream.
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•

Recalculated charges on sample invoices to ensure accuracy and compliance with
established rates.

•

Reviewed delinquent accounts identified during testing to determine the collection
efforts made.

•

Reviewed the Commercial Refuse Program’s 5-year financial plan for fiscal years
2004/05 through 2009/10, reconciled budgeted program revenues and budgeted
program costs to worksheets, and reviewed the current user rate methodology for
fiscal year 2009/10.

•

Reviewed and evaluated the basic continuity of operations plan.

Based on these audit procedures, the Commercial Refuse Program has systems in place to
provide reasonable assurance that services to commercial refuse generators are timely and
accurately invoiced. Customer accounts are managed and billed through the NorthStar
system, which is updated regularly with new service information and annually as rates
change. Invoices for roll-off collection service are verified for accuracy each month before
issuance, and customer credit card information is obtained whenever possible to help
ensure payment. The Solid Waste Services Coordinator personally makes collection efforts
when delinquent commercial service accounts are identified. The Solid Waste Management
department has a basic business continuity plan in place, which includes steps to ensure
uninterrupted collection of commercial refuse.
However, the audit identified three areas for improvement. First, commercial refuse fees
have not generated sufficient revenues to cover direct and indirect costs since fiscal year
2005/06. Additionally, certain commercial refuse customers who are charged a flat rate
were inadvertently double charged for a state landfill fee. Further, some administrative
processes could be streamlined and improved, providing greater internal control in
managing the program.
This audit was conducted in accordance with generally accepted government auditing
standards as required by Article III, Scottsdale Revised Code, §2-117, et seq. Generally
accepted government auditing standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence obtained provides
a reasonable basis for our findings and conclusions based on our audit objective. Joyce
Gilbride and Kyla Anderson conducted the audit work during November and December
2009.
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FINDINGS AND ANALYSIS
1. Commercial refuse service costs are not recovered through user fees.
Since fiscal year 2005/06, the Commercial Refuse Program (Program) fees have not
generated sufficient revenues to cover direct and indirect costs of serving customers.
Despite operating losses, a separate analysis and assessment of commercial refuse fees
has not been presented to the City Council as part of its annual adoption of the City’s rates
and fees. Instead, the Program’s fees are adjusted based on the increase approved for the
Residential Solid Waste Program.
Table 2 presents an analysis of the Program’s actual revenues and expenditures from fiscal
year 2005/06 through fiscal year 2008/09 and the current fiscal year’s adopted budget.
Table 2. Commercial Refuse Service Program
Cost Recovery Analysis

Revenues
Expenditures
Cost Over/(Under)
Recovery

Actual FY
2005/06

Actual FY
2006/07

Actual FY
2007/08

Actual FY
2008/09

Adopted FY
2009/10

$3,477,824

$3,962,982

$4,105,815

$4,112,935

$4,193,094

3,793,801

4,018,429

4,114,067

4,351,805

4,607,121

$(315,977)

$(55,447)

$(8,252)

$(238,870)

$(414,027)

SOURCE: Auditor analysis of Commercial Refuse Program 5-year Plan.

These operating losses conflict with the City’s adopted financial policies for enterprise funds.
City of Scottsdale Financial Policy 9 states:
Enterprise (Water, Sewer, Solid Waste Management, and Airport) user fees
and charges will be examined annually to ensure that they recover all direct
and indirect costs of service and be approved by the City Council. Any
unfavorable balances in cost recovery will be highlighted in budget
documents. Rate adjustments for enterprise operations will be based on
five-year financial plans.
The annual Council Action Reports that accompany the staff recommendation for adopting
the City’s rates and fees show that the Financial Services staff has historically focused on
presenting and recommending the City’s residential solid waste user fees. A separate
analysis and assessment of commercial solid waste user fees has not been presented to
Council. Instead, each fiscal year since 2006/073, the Commercial Refuse Program rates
have increased based on the percentage approved for residential fees. However, during this
time, the five-year financial plans prepared by the Solid Waste Management department
3

Neither residential nor commercial user fees were increased for fiscal years 2002/03 through 2005/06.
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have documented the need for a higher percentage increase in commercial fees to cover
related costs. Yet the City Council was not asked to approve the higher rates for the
Program. As a result of rates not recovering Program costs, it appears the Residential Solid
Waste Program’s revenues may have effectively subsidized the Commercial Refuse
Program. Program management believes this has not occurred yet due to prior year
reserves, though they have not been accounted for separately in the past.
Recommendation: The Commercial Refuse Program’s rate adjustments should be
determined independent of the Residential Program’s fees, and should be requested to
recover the direct and indirect costs of service in accordance with City policy. Staff should
make full disclosure in the Council Action Report if the proposed Commercial Refuse
Program fee increases will not recover the related costs.
2. Certain Program customers are inadvertently double charged a state Solid Waste
Landfill Disposal fee, but the fee would not otherwise cover costs.
The Arizona Department of Environmental Quality (ADEQ) assesses the City a Solid Waste
Landfill Disposal Fee (landfill fee) based on tonnage deposited at the landfill. Because it is
impractical for the Program to directly charge the landfill fee to each customer based on
individual solid waste tonnage, a standard fee of $0.52 per commercial solid waste
container is assessed. However, certain customers are being charged twice for the landfill
fee, and the standard fee is not reviewed annually to ensure costs are recouped and
customers are not overcharged.
While most Program service charges are calculated by the NorthStar utility accounting
system, some customers’ charges are entered into NorthStar as a flat-rate fee. This is done
because NorthStar cannot calculate the annual contract discounts or split fees between
multiple accounts when customers share a refuse container. Additionally, accounts with
multiple different-sized refuse containers were entered as a flat-rate because the Solid
Waste Services Coordinator believed that NorthStar could not calculate these fees4. We
found that these flat-rate customers are charged twice for the landfill fee. This occurs
because the Solid Waste Services Coordinator includes the landfill fee as part of the flat-rate
fee calculation. However, NorthStar automatically calculates the landfill fee as part of the
monthly utility bill for the Program’s customers. Further, for customers that share a refuse
container, NorthStar charged the landfill fee to each account rather than prorating it
between all customers sharing the same container. As a result of these duplicate landfill fee
charges, approximately $13,500 has been overbilled during the last three fiscal years with
another $4,900 of overcharges likely this fiscal year.
However, without these overcharges, the landfill fee revenues would not have been
sufficient to recoup the landfill fees paid to ADEQ, as shown in Table 3.

While the previous utility billing software could not calculate an account billing for multiple different-sized
containers, the NorthStar Technology Coordinator stated NorthStar is able to calculate these service charges.
4
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Table 3. Commercial Refuse Program Estimated Landfill Fees
A

B

C

D
Net landfill fees
without doublebilling
(A - B - C)

Fiscal Years

Landfill fees billed
to customers

Landfill fees paid to
ADEQ

Estimated
double-billing
(included in A)

2006/07

$15,699

$13,532

$4,464

$(2,297)

2007/08

$15,794

$13,496

$4,368

$(2,070)

2008/09

$15,196

$12,108

$4,643

$(1,555)

2009/10 (est.)

$14,224

$ 13,922

$4,925

$(4,623)

SOURCE: Auditor analysis of NorthStar billings and Solid Waste Management 5-year plan.

Recommendation: The Program should only calculate flat-rate fees for accounts where
NorthStar cannot calculate the correct rates for service (shared container and contract
accounts). The shared container account rates should be calculated with the landfill fee
included, and NorthStar should be programmed to not add an additional landfill fee.
Each year, the landfill fee customer charges should be compared to actual amounts
remitted to ADEQ to ensure the cost is being recouped and the Program’s customers are not
being overcharged.
3. Process improvements in the Commercial Refuse Program administration would
strengthen internal controls and improve efficiency.
Currently, Program staff receive all requests for new commercial refuse service, changes to
service, or special services. However, current procedures are not efficient and do not
adequately protect customer data. Following are administrative processes and internal
controls that can be improved:
A. Program staff are unable to enter customer information into the NorthStar system
because they are limited to read-only access. As a result, the customer account
information they receive must be handwritten on a form, scanned, and emailed to
the Utility Billing Section to be entered into NorthStar. This manual process delays
timely customer information and is more error-prone. A more efficient process would
be to provide Program staff with limited access to NorthStar so they can directly enter
customer information. However, to provide separation of duties Program staff should
not be able to delete customer accounts.
B. Program staff collects the customer’s credit card information when scheduling roll-off
service. This information is then sent to the Sr. Account Specialist to be entered into
the City’s SmartStream accounts receivable module. The transmittal method
potentially compromises the customer’s credit card information. Payment Card
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Industry Data Security Standards require merchants to comply with certain
regulations, which include safeguarding cardholder data.
C. While they should be addressed to Remittance Processing, preprinted customer
payment envelopes are addressed to the accounting office where billings are
generated. Although the Sr. Account Specialist indicated the Mail Room knows to
send these envelopes to Remittance Processing, they should be correctly addressed.
Customer billing and payment processing duties should be segregated for proper
internal controls. Delivering payments to the accounting office not only delays
payment processing, it also increases the potential risk of fraud or inadvertent loss.
D. The Solid Waste Services Coordinator personally conducts collection activities for
delinquent accounts. However, the initial collection contact is generally not made
until an account is 90 days delinquent. Additionally, records are not kept of the
specific collection efforts and standard collection procedures have not been
documented. The City’s Financial Policies require departments to follow an
aggressive, consistent collection policy. However, the 10-day notice letters, which are
required to be sent to delinquent customers prior to terminating service, are not.
Recommendation: Processes should be streamlined and improved by:
A. Allowing applicable Program staff limited access to enter and update customer
accounts in the NorthStar system.
B. Installing a credit card terminal for processing customer payments received by
commercial refuse staff.
C. Properly addressing preprinted customer payment envelopes to Remittance
Processing, rather than Accounting.
D. Initiating collection efforts sooner, maintaining a chronological record of collection
efforts for each delinquent customer, documenting collection procedures, and using
a 10-day termination of service letter.
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ACTION PLAN
1. Commercial refuse service costs are not recovered through user fees.
MANAGEMENT RESPONSE: Management concurs with this finding for the period looked at
in the audit.
The audit did not consider the years prior to fiscal year 2005/06. From fiscal year 1999/00
through fiscal year 2004/05 the commercial refuse service program added $1.18 million to
the Solid Waste Enterprise fund. Regarding our initial projection of a $414,000 revenue
shortfall for fiscal year 2009/10, management has taken a number of steps to reduce
operating costs including enacting routing and scheduling changes that, combined with
having two 10 year old front loaders replaced, has allowed us to operate with two less
commercial front loaders than we needed in fiscal year 2008/2009. We feel that
commercial refuse services will come close to breaking even this fiscal year.
PROPOSED RESOLUTION: Solid Waste Management will work with the Enterprise Finance
Director and his staff to provide independent residential and commercial rate analysis and
assessments based on recovering the fully burdened operational costs for each program.
This information will be included in future rate adjustment requests during the annual
adoption of rates and fees. Additionally, the current Solid Waste Enterprise Fund balance
will be divided between residential and commercial services and tracked separately.
RESPONSIBLE PARTY: Rick Pence/Solid Waste Director, John Ralston/Enterprise Finance
Director, Mark Powell/Solid Waste Management Service Manager
COMPLETED BY: 12-30-2010
2. Certain Program customers are inadvertently double charged a state Solid Waste
Landfill disposal fee, but the fee would not otherwise cover costs.
MANAGEMENT RESPONSE: Management concurs with this finding. Beginning with the
12/28/09 billing, changes have been made in NorthStar to stop the billing of the state
recycle fee on Shared Container Accounts.
PROPOSED RESOLUTION: We are currently in the process of reviewing the remaining Flat
Rate Billing accounts that are non-contract, to either get them changed in NorthStar to the
calculated rate or to get them properly identified as a Shared Container in NorthStar. Utility
Billing can also write a report that will tell us how much we billed so we can compare it to
what we did or will send to ADEQ. Another potential resolution would be to include the total
projected annual cost of the commercial Solid Waste Landfill disposal fee with other
operational or allocated costs used in setting the dollars per minute cost used in
determining service fees each fiscal year. Both of these options will be evaluated to select
the most efficient and accurate method to assess the ADEQ fee to customers in an
equitable manner and assure the annual cost is recovered.
RESPONSIBLE PARTY:
Billing
Commercial Refuse Collection

Mark Powell/Solid Waste Management Service Manager; Utility
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COMPLETED BY: 9-30-2010
3. Process improvements in the Commercial Refuse Program administration would
strengthen internal controls and improve efficiency
A) Allowing applicable program staff limited access to enter and update customer accounts
in the NorthStar system.
MANAGEMENT RESPONSE: Management is willing to evaluate this finding.
PROPOSED RESOLUTION: The Solid Waste Commercial Service Manager will meet with
Utility Billing to see if this is possible, to identify the ramifications involved, to see how this
would affect our staff time and how to ensure data accuracy, and to determine whether
changing the current process would result in improving efficiency. There would need to be a
new check and balance system in place.
RESPONSIBLE PARTY:
Billing

Mark Powell/Solid Waste Management Service Manager; Utility

COMPLETED BY: 9-30-2010
B) Installing a credit card terminal for processing customer payments received by
commercial refuse staff.
MANAGEMENT RESPONSE: Management concurs.
PROPOSED RESOLUTION: Management will work with the appropriate Financial Services
staff to identify potential issues, acquire an iNovah cashiering system, develop process
protocols, develop a check and balance system, and implement this recommendation.
RESPONSIBLE PARTY: Mark Powell/Solid Waste Management Service Manager; James
Livingston/Solid Waste Management Systems Manager; Utility Billing, Accounting and
Remittance Processing
COMPLETED BY: 9-30-2010
C) Properly addressing preprinted customer payment envelopes to Remittance Processing,
rather than Accounting.
MANAGEMENT RESPONSE: Management concurs.
PROPOSED RESOLUTION: There are currently 17,000 envelopes in stock. Accounting will
continue to utilize this stock before changing the address. Mail Services is aware that these
envelopes, when received, go to Remittance Processing, so there currently is no delay in this
work being processed. When stock begins to run low, Remittance Processing and
Accounting will discuss the new address that would be used.
RESPONSIBLE PARTY: Accounting and Remittance Processing
COMPLETED BY: When Remittance Processing starts to run short on the old envelopes.
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D) Initiating collection efforts sooner, maintaining a chronological record of collection efforts
for each delinquent customer, documenting collection procedures, and using a 10-day
termination of service letter.
MANAGEMENT RESPONSE: Management concurs.
PROPOSED RESOLUTION: Mark Powell will continue to be on the front end of the collection
effort, and in conjunction with Utility Billing, Accounting and Revenue Recovery, will draft a
10 day termination letter. He will also maintain a collection log.
RESPONSIBLE PARTY: Mark Powell/Solid Waste Management Service Manager; Revenue
Recovery, Utility Billing, and Accounting
COMPLETED BY: 6-3-2010
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