City of
s~z Santa Rosa

[ 4
MEMORANDUM

Date: June 6, 2017

To; Council Members

From: Gloria Hurtado, Deputy City Manager
Subject: Garbage Rate Increase

North Bay Corporation has requested their annual Refuse Rate Index (RRI) adjustment, which is a
provision of their current contract. The City contracted with R3 Consulting Group, Inc. to review the
request. The attached memo includes the details of the R3 analysis and revised rate sheets, effective
July 1, 2017.

Also included in the rates, is the disposal charge pass through increase resulting from landfill tipping
fee and green waste tipping fee increases implemented by Republic Services of Sonoma County. The
increases implemented by Republic Services are included in provisions of the Master Operations
Agreement.

The residential customer increase for a 32-gallon cart from July 2016 to July 2017 is $0.29.

City Manager’s Office
Phone: (707) 543-3010 ® Fax: (707) 543-3030
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To: Ms. Gloria Hurtado, Deputy City Manager

From: Carrie Baxter, R3 Consulting Group

Date: May 22, 2017

Subject: Santa Rosa Refuse and Recycling Inc.’s Refuse Rate Index Application Memo

Attachments: Attachment A — Comparison of Current Rates and R3’s Correction of Proposed Rates
L N e B e e Y e e Py A S T S e WIS

R3 Consulting Group (R3) was engaged by the City of Santa Rosa (City) to review Santa Rosa Refuse and
Recycling Inc. (SR&R)’'s Refuse Rate Index (RRI) application for a rate increase effective July 1, 2017. This
memorandum presents the findings of our review of SR&R’s RRI application. Attachment A contains a
comparison of the current customer rates and R3’s correction of SR&R’s proposed customer rates.

Refuse Rate Application

The rate application has two separate customer rate components that comprise the total customer rates.
These are summarized below:

= Collection Component: This component is adjusted by the annual change in five (5) price indices
produced by the US Bureau of Labor Statistics (BLS), SR&R’s annual financial statement, and
SR&R’s diversion report.

o Financial Statement: Each cost category (Labor, Fuel, Vehicle Replacement, Vehicle
Maintenance, and All Other) is assigned a weighted percentage factor based on the
category’s proportionate share of the total costs shown on the financial statement.

o Diversion Report: The diversion adjustment is applied to the Collection Component based
on the previous year’s diversion achievement. The diversion adjustment is as follows:

Table 1
Diversion Adjustment

Diversion Rate Between Diversion Adjustment
0-25% 50%
25.01-45% 75%

Over 45% 100%
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= Disposal Component: This component is determined by the change in the landfill tipping fee and
the green waste tipping fee.

Summary Findings

Collection Component

The franchise agreement specifies that the collection component of the total rate is to be calculated using
the changes in the five (5) price indices produced by the U.S. Bureau of Labor Statistics (BLS). Changes in
these indices are applied to SR&R’s collection cost categories as specified in the franchise agreement. This
is shown in Table 2 helow.

Table 2
Collection Component Calculations
Cost Category SR&R % Weight of % Change in Weighted
Collection Cost Total Cost BLS Index % Change
Labor 57,436,346 55.16% 2.30% 1.27%
Fuel $932,125 6.91% -5.42% -0.38%
Vehicle Replacement 51,243,483 9.22% 1.00% 0.09%
Vehicle Maintenance $903,881 6.70% 1.41% 0.09%
All Other $2,966,133 22.00% 3.16% 0.52%
TOTAL $13,481,968 100% 2.45% 1.60%

R3 identified some errors in SR&R’s adjusted collection component. When calculating the fuel category
and the vehicle maintenance category, it appears that preliminary data has been used annually (December
of previous year through March of current year) and minor changes have occurred after SR&R's
application was submitted each year. R3 has not adjusted any previous year’s data; however, there was
one instance in the fuel category and two instances in the vehicle maintenance category that the
preliminary data has changed since the current application was submitted to the City. R3 adjusted the
collection component to be reflective of the new (i.e. current) data points for the fuel and vehicle
maintenance categories.

R3 also found that SR&R used a different series ID for the vehicle maintenance and vehicle replacement
categories.

= Vehicle Maintenance: It appears that the vehicle maintenance series ID is still updated; however,
it was not updated from July 2008 through December 2009. This caused a gap in the index which
prevented SR&R to continue adjusting the rates as specified in the franchise agreement. An
updated index (Series ID: PCU333924333924) has been used as a replacement by both R3 and
SR&R.

= Vehicle Replacement: The vehicle replacement series ID that is included in the franchise
agreement is no longer being published. An updated index (Series ID: PCU336211336211) has
been used as a replacement by both R3 and SR&R.
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Financial Statement
In reviewing the 2016 financial statement submitted by SR&R, there was a notable increase in the labor

costs from 2015 to 2016. The increase was approximately $1 million dollars. All other cost categories had
nominal deviations.

Diversion Report

SR&R submitted the 2016 annual diversion report of exclusive franchise materials collected in the City.
The following table shows the total exclusive franchise tons collected, processed, recycled, and disposed
resulting in a 36.59% diversion rate. Based on these results, a 75% diversion adjustment was applied to
the collection component.

Table 3
City of Santa Rosa 2016 Diversion Report (tons)
Generated Processed Recycled Disposed

Recycling Materials 36,623.84 36,623.84 27,597.39 9,026.45
Food Waste 3,963.20 3,963.20 3,963.20 0
Residential Green Waste 25,155.86 25,155.86 25,155.86 0
C&D Boxes 344.76 344.76 253.73 0
Garbage (SFD/MFD/Commercial) | 89,625.04 0 0 89,625.04

Total | 155,712.70 66,087.66 56,970.18 98,651.49

Disposal Component

SR&R’s RRI application does not include an adjustment to the disposal component due to no change in
the current landfill tipping fee of $134.36 per ton and green waste tipping fee of $76.53 per ton. These
were previously adjusted in the disposal pass through increase request submitted by SR&R in March 2017.

Refuse Rate Index Adjustments

SR&R'’s annual rate adjustment application included a 1.60% increase in the collection component of the
customer rates. R3’s calculations produced the same result; however, some rates had minor adjustments
due to the changes to the preliminary data previously mentioned. The corrected rates are provided in
Attachment A. The disposal component had no increase due to no change in the current landfill and green
waste tipping fees.
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Recommendations

The City should adopt the revised customer rate adjustments calculated by R3, effective July 1, 2017,
which will result in the following average percentage adjustments over current customer rates:

®  Residential Carts (0.64% increase)
= Commercial Carts (0.65% increase)
= Commercial Bins (0.69% increase)

=  Roll-off Boxes (1.21% increase)
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