TOWN OF FAIRFAX
STAFF REPORT

To: Mayor, Members of the Town Council
From: Michael Rock, Town Manager ﬁ@
Date: March 3, 2010

Subject: Adoption of a Resolution approving a garbage and recycling service rate increase of
3.18% in the Town of Fairfax

RECOMMENDATION

That Council hear the presentation, open the public hearing, take public comment, then adopt a Resolution
providing for an average 3.18 percent rate adjustment for Marin Sanitary Service, inc. (MSS) beginning May 1,
2010.

The rate will increase from $21.84/month for a 32-gallon cart in flat areas to $22.53/month for a 32-gallon cart in
flat areas. The hill rate will increase from $25.50/month to $26.31/month.

The Town Code (Section 8.08.030) requires all garbage service rate increases to be approved by resolution of the
Town Council.

DISCUSSION

Six agencies in central Marin County regulate Marin Sanitary’s rates. For the purpose of this staff report, they are
called the “Franchisers”. The Franchisers include the following agencies: Town of Fairfax; City of Larkspur;, Town
of Ross; City of San Rafael; County of Marin (Kentfield), Ross Valley Sanitary District No. 1{unincorporated
portions of the upper Ross Valley); and Las Gallinas Sanitary District. Representatives from these agencies met
with the Marin Sanitary representatives and the consultants in December 2009. The rate adjustment

analysis is attached to the staff report for ease of reference.

The proposed 3.18 percent rate adjustment contains the following components:

1. A 1.66% increase in benefits for Marin Sanitary employees

2. A 2.74% decrease in the cost of fuei;

3. A 2.74% decrease for Disposal fees;

4. A 2.44% percent increase in other operating costs for the company that has been determined to be
compensable through rate analysis, and include wage adjustments, depreciation, other vehicle related costs,
administrative expenses and other operating costs; and

5. A 4.55% increase to cover a substantial revenue shortfall in 2009

The Town of Fairfax Council approved a 20% rate increase in January 2009 that took effect on April 1, 2009. The
only other rate increase in the eight years prior to April 1, 2009 was passed on January 4, 2005. The rate was

increased 5.5% over all rate categories. This increase addressed road impacts and is used exclusively to repair
streets impacted by garbage trucks.




The Solid Waste Committee (Council Members Bragman and Hartwell-Herrero} conducted one public meeting on
January 25, 2010 regarding this proposed rate increase.

FISCAL IMPACT

This rate increase will affect all residential and business rate payers of solid waste and recycling services in the
Town of Fairfax. The Town budget will receive a slight increase in franchise fees coliected from Marin Sanitary
Service.

ATTACHMENTS

1. Resolution Approving a Garbage and Recycling Service Rate Increase in the Town of Fairfax
2. Report from HF&H Consultants to the Marin Franchisors Group on Marin Sanitary Rates



RESOLUTION NO.

A RESOLUTION OF THE TOWN COUNCIL OF THE TOWN OF FAIRFAX
APPROVING A GARBAGE AND RECYCLING SERVICE
RATE INCREASE IN THE TOWN OF FAIRFAX

WHEREAS, the Town Code Section 8.08.030 of the Fairfax Town Code provides that garbage service charges
will be established by resolution of the Town Council; and

WHEREAS, the franchisee, Marin Sanitary Service, has submitted an application for rate review, requesting an
increase in service charges to commence on May 1, 2010, in order to pass on the increased cost of doing
business caused by poor recycling markets, increases in labor costs and the general increase in costs due to the
consumer price index over the last eight years; and

WHEREAS, in accordance with the requirements of Section 16, “Notice of Rate Review,” of the garbage disposal
contract agreement dated April 19, 1993, the Town of Fairfax published a notice of the public hearing on March 3,
2010, in the Marin Independent Journal dated February 17 and February 21, 2010; and

WHEREAS, a public hearing was held on March 3, 2010, to review the franchisee’s application;

NOW, THEREFORE, BE IT RESOLVED, that effective May 1, 2010, the combined rates for both garbage and
recycling charges shall be raised 3.18% over all rate categories. All rates are rounded to the nearest five cents.

The foregoing Resolution was duly passed and adopted at a Regular Meeting of the Town Council of the Town of
Fairfax held in said Town on the 3rd day of March, 2010 by the following vote, to wit:

AYES:
NOES:
ABSENT:

Lew Tremaine, Mayor
Attest:

Judy Anderson, Town Clerk
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Mr. Kenneth Nordhoff Mr. Mark Williams Mr. Michael Frost

City Manager District Manager Deputy Director of Public Works
City of San Rafael Las Gallinas Sanitary District  County of Marin

1400 Fifth Avenue 300 Smith Ranch Road 65 Mitchell Blvd Suite 200-B

San Rafael, CA 94915-1560 San Rafael, CA 94903 San Rafael, CA 94903-4155

Mr. Gary Broad Ms. Jean Bonander

Town Manager & Planning Director City Manager

Town of Ross City of Larkspur

31 Sir Francis Drake Blvd. 420 Magnolia Avenue

Ross, CA 94957 Larkspur, CA 94939

Reference Number: 53776

Subject: Review of Marin Sanitary Service’s 2010 Rate Application

Dear Ms. Bonander and Messrs. Nordhoff, Williams, Frost, and Broad:

This report documents HF&H Consultants, LLC's (HF&H) findings and recommendations from
our review of Marin Sanitary Service's (MS5) application for a 2.91% increase to its solid waste
rates, effective January 1, 2010 (Application), submitted to the Cities of San Rafael and Larkspur,
the Town of Ross, the County of Marin, and the Las Gallinas Valley Sanitary District (collectively
referred to as “Franchisors”).

Findings

Based on our review of the Application, we determined that a total increase of 3.18% to current
rate revenues is necessary to compensate MSS for its expenses and provide it the agreed-upon
level of profit for its current operations. This higher-than-applied-for increase is based on
several adjustments to MSS' rate calculation (agreed upon by MSS Management and HF&H) as
described in Section IV of the report and reflected in Attachments 2 and 3. The 3.18% rate
increase results primarily from a decline in projected revenues due to downsizing of service
Ievels by residential and commercial customers and from closure of residential and commercial
accounts partially offset by the decrease in operating costs resulting from the changes in the
applicable Consumer Price Indices, the decrease in fuel expense due to the volatility of prices
when projecting fuel costs, a decline in disposal expense due to lower disposal volume and an
increase in employee benefits according to the collective bargaining agreement.
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The following table summarizes the recommended rate increase:

Rate Increase Components

Current Operations

Benefits 1.66%
Fuel -2.74%
Disposal -2.74%
Other Operating Costs* 2.44%
-1.38%

Franchise Fees and Projected
2010 Revenue Shortfall 4.55%
3.18%

* Includes wages, depreciation, other vehicle-related costs, general & administrative costs {e.g.,
public education, customer service, etcs.) and various other operating costs.

Survey of Comparable Rates

Attachment 4 shows the results of HF&H's survey of solid waste rates for jurisdictions located
throughout the Bay Area as of October 2009. We have applied the base increase of 3.18% to
MSS's existing rates for purposes of comparing the Franchisors’ rates to other jurisdictions.
Agencies noted with an asterisk (*) will be considering rate adjustments to be effective january 1,
2010. The percentage change for these agencies is not known at this time. Consequently, their
rates have not been adjusted.

The Franchisors’ residential rates for a 32-gallon container range from $22.17 (LGVSD) to $25.27
(County RVSD). The survey shows the Franchisors” average residential rate for 32-gallon service
($24.39) is 1.7% higher ($0.40/ month) than the average of the Bay Area jurisdictions included in
the survey. The Franchisors’ residential rates are 3.9% lower ($1.00/month) than the other Bay
Area jurisdictions with similar services included in the survey {Attachment 5).

The Franchisors’ commercial rates for a 3-yard bin serviced one time per week range from
$308.24 (City of San Rafael) to $321.61 (Larkspur). The average rate for the Franchisors is $317.47,
which is 5.0% more ($15.06/ month) than the average of the Bay Area jurisdictions included in
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the survey and 7.8% lower ($27.03/month) than the other Bay Area jurisdictions with similar
services included in the survey (Attachment 6).

We caution the Franchisors that this survey is presented for information only. They should not
draw conclusions from this information, because rate comparisons are intrinsically difficult and
often misleading. This difficulty results from differences in items such as:

The services provided;

The terrain in which the service is performed;

Disposal costs;

Rate structures; and,

Governmental fees (e.g. franchise fees, vehicle impact fees, etc).

T W=

* % *

We would like to express our appreciation to MSS management and staff for their assistance. In
addition, we express our appreciation to each of you for assistance and guidance during the
course of the review. Should you have any questions, please call me at 925-977-6952.

Very truly yours,

HF&H CONSULTANTS, LLC

Raobert D. Hilton, CMC Marva M. Sheehan, CPA
President Vice President

cc: Mr. Joseph Garbarino, Marin Sanitary Service

Mr. Joseph |. Garbarino, Marin Sanitary Service
Ms. Patricia Garbarino, Marin Sanitary Service
Mr. Ray Holmes, Marin Sanitary Service
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Review of Marin Sanitary Service’s 2010 Rate Application -Draft Report

SECTION 1. BACKGROUND

Description of Services

Marin Sanitary Service (MSS) provides solid waste, recyclable materials, and yard waste
collection and processing services to the residents and businesses of the Cities of San Rafael and
Larkspur, the Town of Ross, the County of Marin, and the Las Gallinas Valley Sanitary District
(collectively referred to as “Franchisors”). In addition, MSS and its related entities (Marin
Resource and Recovery (MRR) and Marin Resource Recovery Center (MRRC)), provide solid
waste, recyclable materials, and yard waste collection and processing services to the residents
and businesses of San Anselmo, the north area of the Ross Valley Sanitary District, Fairfax, and
San Quentin prison. MS5 also provides non-franchised debris box, street sweeping and
document shredding services to residents and businesses throughout the County of Marin that
contract for their services.

MSS delivers refuse collected from waste generators within the Franchisors’ service area to the
MSS transfer station (Marin Sanitary Service Transfer Station) then transports it to the Redwood
Sanitary Landfill (Redwood). MSS delivers recyclable materials to the MRR, where materials
are processed and marketed. MSS delivers recyclable-rich loads of refuse (typically
commercial) and separated yard waste loads (collected from residents), along with public self-
haul loads, to the MRRC facility where recyclable materials are extracted from the waste stream,
processed, and marketed. MRRC delivers residual waste, remaining after the recyclable
materials are extracted, to the transfer station:  This residual waste is transferred to Redwood.
Yard waste is delivered to Northern Recycling Compost - Zamora (Zamora) for composting.

Foodwaste Collection Plans

MSS, in conjunction with CalRecovery, began a research program in 2007 combining foodwaste
and ground yardwaste to produce compost inside a “bio-cell” vessel. MSS targeted 21
commercial customers for this program. The collection goal was between two and three tons of
foodwaste per day. The collected foodwaste must initially contain no meat or beef products.
Collection took place daily using a dedicated foodwaste truck until the bio-cell vessel is full,
approximately ten collection days. Once the bio-cell is full, it took 21 days to generate the
compost. During this time, the participating customers reverted to the collection of foodwaste in
the refuse collection trucks. While the program was successful in processing the materials into
compost, the amount of food waste that can be processed is very limited due to Marin County
Local Enforcement Agency permitting constraints. MSS plans on continuing the collection and
processing for its current customers in 2010 but has not requested additional compensation
from the ratepayers.

MSS is continuing to evaluate Food Waste to Energy (F2E) through several aspects of feasibility:
financial; environmental; and effectual. Together with their potential partner, the Central Marin
Sanitation Agency, they have presented information, and collected letters of interest from the
jurisdictions they mutually serve. MSS is currently, refining infrastructure and cost information
and should have draft reports for those jurisdictions in the beginning of 2010
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SECTION II. RATE REVIEW APPROACH

Scope of Work

Rate Adjustment Methodology

The Rate Index Methodology was developed and approved in 2001. This method was used to
determine 2010 rates. The results from the 2009 rate review were adjusted by changes in certain
indices (e.g., consumer price index, employment cost index and the transportation index). Also,
new projections of certain costs (e.g., disposal expense, fuel expense, workers’ compensation
expense, depreciation, interest expense, and fees imposed by the Marin County Hazardous and
Solid Waste Management Joint Powers Authority) and revenues (e.g., collection rate revenues)
are made to adjust the results from the 2009 review to determine the 2010 rates.

The Franchisors engaged HF&H in September 2009 to perform a detailed review of MSS's
application in accordance with the Rate Index Methodology. The scope of this review is
described in our engagement letter dated August 6, 2009. These procedures included the
following activities:

» Reviewing MSS application to determine completeness, mathematical accuracy, and
reasonableness and logical consistency of the assumptions supporting the projected
revenues and expenses;

e Reconciling the MSS’ application to the Company’s most recent financial statements;

e Reviewing and testing projected revenues to ensure that they are consistent with past
trends and anticipated conditions;

e Reviewing MSS' calculation of rate year 2010 indexed expenses such as wages and
salaries, benefits, transfer, transport, fuel, equipment and vehicle maintenance by
comparing them to the Company’s reported actual 2008 expenses and the calculated
expenses for 2009, established in our prior report, and the calculated changes to the
applicable indices;

* Reviewing other projected expenses including depreciation, interest, disposal and
recyclables/yardwaste processing expenses by evaluating the reasonableness of MSS’
estimates for these expenses based on historical trends and MSS management’s plans;

* Reviewing MSS’ calculation of projected profit for compliance with the procedures and
mathematical accuracy;

* Reviewing the methodology and appropriateness of MSS" allocation of revenues and
expenses among the Franchisors and other service areas;

* Reviewing our recalculation of MSS' projected results of operations and our
recommendations with MSS and the Franchisors representatives; and,
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Franchisors of Marin Sanitary Service Section 11 Rate Review Approach

Review of Marin Sanitary Service’s 2010 Rate Application - Draft Report

¢ Preparing a written report that documents our findings and recommendations.

Limitations

Our review was substantially different in scope than an, examination in accordance with
Generally Accepted Auditing Standards, the objective of which is the expression of an opinion
regarding the financial statements taken as a whole. Accordingly, we do not express such an
opinion. However, Chiao Smith McMullin + McGuire issued an unqualified opinion of M55’
2008 financial statements.

There are related party transactions included in MSS’ 2010 projections at rates that have been
discussed and allowed by the Franchisors in previous reviews and therefore we did not review
the underlying basis for such rates.

Our conclusions are based on the review of MSS' projections of its financial results of
operations. Actual results of operations will usually differ from projections, because events and
circumstances frequently do not occur as expected, and the difference may be significant.
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SECTION III. MARIN SANITARY SERVICE’S PROJECTION
METHODOLOGY

On September 15, 2009, MSS submitted a rate application to the Franchisors requesting that
solid waste collection rates be increased by 2.91%, effective January 1, 2010. The following
describes MSS” methodology for projecting 2010 revenues and expenses.

Revenues

Route Revenues

MSS projected its 2010 route revenues of $23,259,202 by annualizing the revenues received
through June 2009 and calculating franchise fees payable to each jurisdiction in accordance with
the franchise agreements.

Under the accrual method of revenue accounting, bad debt is recorded when it has been
determined an account is uncollectible. MSS has collection procedures in place to attempt to
collect past due accounts. MSS projected a reduction of $98,186, less than one half of one
percent of revenue, to the accrued route revenues for bad debts. This amount was determined
by annualizing the actual write-off of uncollectible accounts for the six months ending June 2009

Non-Regulated Revenues

MSS projected 2010 non-regulated revenues of $53,211 by annualizing revenues received for the
six months ending June 2009. The non-regulated revenues are disposal fees received at the
transfer station for the transfer, transport, and disposal of solid waste from MSS’ recycling
facility (MRR) and Household Hazardous Waste facility.

Expenses
MSS projected its 2010 expenses in accordance with the procedures described below:

¢ Wages. Multiplying 2008’s actual wages for Union employees by the Collective
Bargaining Agreement (CBA) percentage increases plus 1 for 2009 - Drivers 4.3%,
Mechanics 4.6% and then again by 1 plus the percentage increases for 2010 - Drivers
4.5% and Mechanics 4.8%. Salary and non-union wages were projected by taking
actual 2008 expense multiplied by 1 plus the 4.7% change in the San Francisco-
Oakland-5an Jose Metropolitan Consumer Price Index {Urban Wage Earners) from
June 2007 to June 2008 and then again by 1 plus 4.5% an amount determined by MSS
based upon the Union Drivers 2010 rate increase and not the change in Consumer
Price Index.

* Benefits. Following the guidelines of the CBA for union employee’s benefits. The
union pension contribution for 2010 was projected by multiplying the 2009
contribution rate (an increase of 7.09% from the prior year 2008) by 6.6%. MSS
projected the Union’s Retirement Security Plan and the health and welfare
contribution by multiplying the projected 2009 expense (YTD June 2009 expense plus
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six months of expense calculated using the most current monthly premium amount)
by 1 plus the 1.3% change in the Employment Cost Index-Benefits (Private Industry
Workers) from june 2008 to June 2009.

* Disposal Fees. Annualizing the June 2009 YTD disposal expense. MSS anticipates a
decline in disposal tonnage based upon YTD tonnage. MSS reflected a $0.11 increase
for 2010 in its per-ton disposal fee at Redwood in accordance with the agreement
between MSS and Redwood, effective January 1, 2007. MSS also included a $1.00
per-ton increase in the yard waste composting fee at Zamora. Effective August 1,
2009 the fee increased to $19.00 per ton.

Consistent with prior years, an adjustment is made to the 2010 disposal expense to
reflect the difference between the projected and actual disposal expense for 2008 and
the difference between the 2009 projections done in 2008 and the revised 2009
projections done as part of the current rate application process. HF&H has
recommended these adjustments in prior years. For the 2010 rate application, MSS
calculated the adjustments and included them in their initial rate application. MSS
proposed a decrease of $73,565 to adjust the 2008 disposal expense to actual and a
reduction of $264,147 to update its projection of 2009 disposal expense.

e Fuel. Multiplying annualized June 2009 YTD fuel expense by 1 plus the 37.7%
decrease in the Consumer Price Transportation Index - Motor Fuel (All Urban
Consumers) from July 2008 to July 2009.

* Maintenance. Multiplying annualized June 2009’s YTD maintenance expense by 1
plus the 3.5% change in the Consumer Price Transportation Index - Motor Vehicle
Maintenance and Repair (All Urban Wage Earners) from July 2008 to July 2009.

» Depreciation/Lease. M55’ 2010 projected expense was based on the sum of existing
equipment depreciation plus depreciation for remaining 2009 capital expenditures
less remaining adjustments for fully depreciated assets plus projected depreciation
on capital expenditures for 2010. MSS included the amortization of financing fees
associated with the California Pollution Control Financing Bonds issued in 2006.
Also included was the lease expense on existing equipment and an adjustment for
Gé&A and shop allocation.

e Other Operating/G&A.  Multiplying annualized June 2009s YTD other
operating/G&A expense by 1 plus the 0.2% change in the San Francisco-Oakland-
San Jose Metropolitan Consumer Price Index (All Urban Consumers) from June 2008
to June 2009,

» Interest. Interest expense was calculated using amortization tables to calculate the
actual interest portion of future debt (loan and bond) payments. MSS included the
interest on their working capital line of credit.

Profit

MSS calculated its 2010 profit of $2,008,279 by applying a 90.5% pre-tax operating ratio to its
2010 total projected expenses eligible for profit.
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SECTION IV. PROPOSED ADJUSTMENTS

The following is a summary of HF&H's proposed adjustments to MSS’ projected 2010 revenues,
expenses, and profit.

Exhibit1
Marin Sanitary Service - Rate Adjustment Calculation
As Adjusted By HF&H
($000's Unless Otherwise Indicated)
Projected
YE 12/31/2010
REVENUES
1. Route Revenue at Current Rates Projected By MSS 23,259
2 Route Revenue Adjustment (11)
3. Adjusted Gross Route Revenues 23,248
4. Less: Franchise Fees Projected By MSS (at current route revenue) (2,197)
5. Recalculation of Franchise Fees Based on Revenue Adj. Above (101)
6. Adjusted Franchise Fees {2,299)
7. less: Vehicle Impact Fees Projected by MSS {196)
8. Adjusted Net Route Revenue (Line 3 + Line 6 + Line 7) 20,753
9. Plus: Non-Regulated Revenues Projected by MSS 53
10. Total Projected Net Revenues (Line 8 + Line 9) 20,807
EXPENSES
11. Operating Expenses Eligible for Profit Projected by MSS 19,131
12. HF&H Operating Expense Adjustments
13. Wages Expense (120)
14. Benefits Expense 0
15. Fuel Expense 259
16. Depreciation Expense (8)
17. Other Operating / G&A Expenses {186)
18. Adjusted Operating Expenses 19,077
19. Profit at 90.5% Operating Ratio Projected by MSS 2,008
20. Recalculation of Profit Based on 90.5% Operating Ratio (6)
21. Adjusted Profit 2,003
22. Interest Expense Projected by MSS 387
23. Adjusted Interest Expense 387
24, Total Revenue Requirement (Lines 18+ Line 21 + Line 23) 21,466
25. Surplus / {Deficit) (Line 10 - Line 24) (659)
26. Rate Adjustment 3.18%
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Adjustments to 2010 Projected Revenues

Route Revenue / Franchise Fee Adjustments (Line 2 & 5): HF&H recommends a net $11,276
decrease to MSS projected route revenues. MS5' projection methodology of annualizing June
2009 YTD route revenues did not take into account the rate increases effective October 1, 2009
for Ross Valley South and the County of Marin nor the effect of the decline in Commercial
revenue that is occurring. HF&H projected route revenue using an additional four months of
actual revenue for 2009 and projected the remaining months in 2009 (November and December)
using the average of the prior three months. The trend shows a decline in commercial revenue
offset by the inclusion of the late year (10/1/09) rate increase of 5.88% for Ross Valley South
and County of Marin.

HF&H recommends a net increase of $101,239 in the franchise fees projected by MSS to capture
the 5% franchise fee increase for Ross Valley South and County of Marin and the decrease due
to declining route revenues.

In addition, HF&H tested rates before and after the rate increase for each member agency to
verify that MS5 implemented the correct rate adjustment. The rate adjustments were effective
January 1, 2009 with an additional increase on October 1, 2009 for the County of Marin and Ross
Valley South to reflect the 5% increase in franchise fees. MSS applied a one-time retroactive
adjustment to each County of Marin and Ross Valley South account as necessary based upon
the implementation date of the increase. HF&H also tested accounts from each member agency
to verify the correct calculation of this retroactive adjustment and to verify that the retroactive
adjustment was billed. HF&H found no exceptions in the testing of accounts.

Adjustments to 2008 and 2009 Projected Expenses

Fuel Expense (Line 15): HF&H recommends decreasing 2008 and 2009 diesel fuel expense by a
total of $192,050, due to the following:

* A 516,738 decrease to reflect the over-reimbursement of 2008 diesel fuel expense
compared with the actual diesel fuel expense. The actual average diesel fuel price
per gallon for 2008 was $3.64 compared to the $3.70 per gallon projected at the time
of the review of the 2009 rate application; and,

e A $175,312 decrease to 2009 diesel fuel expense resulting from a downward revision
in projected average fuel cost to $2.45 per gallon from $3.00 per gallon. HF&H
calculated the adjustment based upon actual 2009 fuel expense through October 12,
2009 and trended for the remaining two and a half months of the year. The actual
price paid in 2009 by MSS will be reflected in the rate-setting process for 2011.

Adjustments to 2010 Projected Expenses

Wages (Line 13): HF&H recommends decreasing wages by $120,431 as a result of the
following:
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A $17,583 decrease in wages and applicable employer taxes due to: 1) the omission of a
vacation accrual credit adjustment in the 2008 base year used for the 2010 projection;
and, 2) a cell reference error in a worksheet that understated the 2010 projected wage
expense.

A $10,265 decrease to the 2010 projected G&A wages. A credit to wages was
understated for the percentage of time spent by G&A staff at affiliated facilities (i.e.
MRRC & MRR). MSS used 2008 actual wages for the calculation of the credit and had
not adjusted for 2009 or 2010 escalation in wages.

A $74,894 decrease to non-union employee wages and related employer taxes due to
MSS projecting an increase of 4.5% to non-union employee salaries and wages, similar
to its wage adjustment per the collective bargaining agreement. However, the change
in the San Francisco-Oakland-San Jose Metropolitan Consumer Price Index (Urban
Wage Earners) from june 2008 to June 2009 was zero. Therefore HF&H recommends
no increase in non-union employee salaries and wages from the 2009 levels.

A $17,690 decrease in 401K Contribution due to the 2009 year to date general ledger
including a payment relating to the 2008 contribution. Therefore the 2010 MSS
projection was overstated. Additionally, an adjustment was made for the decrease in
wages due to the 0% wage increase for non-union employees

Benefits Expense {Line 14): HF&H recommends a net increase of $192 in benefits expense due
to the following:

An $81,123 decrease in workers compensation expense to reflect lower than anticipated
premiums. Subsequent to MSS submission of the Application, the final premium quotes
were made available by the insurance carrier. HF&H recalculated the workers
compensation expense using the updated premium information as well as the
recommended adjustments to wages (see above) used in the expense calculation. This
reduction was offset by the following.

A $15,314 increase to Tearnsters Benefit Trust-Retirement Security Plan expense to reflect
a full year of the current premiums before applying 1.3% for inflation in the 2010
projection. MS5 included an adjustment to only the second half of 2009 before applying
the inflation factor.

A $66,001 increase in medical expense to include more recent premium information not
available to MSS at time of Application. HF&H projected 2010 franchisors’ expense,
reflecting the higher Union monthly premium of $1,203 effective 11/01/09. A 9.89%
increase from the prior Union monthly premium of $1084.

Fuel Expense {Line 15): HF&H recommends a $451,513 increase in 2010 diesel fuel expense.
The increase results from HF&H and MSS using different prices per gallon for diesel fuel and
HF&H's review and subsequent adjustment to the gallons allowed. MSS projected the 2010
diesel fuel expense by taking the YTD June 2009 expense annualized then adjusted for the
negative 37.7% change in the Consumer Price Transportation Index - Motor Fuel (All Urban
Consumers) from July 2008 to July 2009. HF&H recommends using $2.95 per gallon for 2010.
This represents the average price per gallon for the trended 4™ quarter of 2009 based upon actual
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Franchisors of Marin Sanitary Service Section 1V: Proposed Adjustments
Review of Marin Sanitary Service's 2010 Rate Application - Draft Report

purchases through October 12 of 2009. While the trend is climbing slightly in 2009, there are
no assurances it will continue through 2010. The highest price per gallon in 2009 was $2.81 in
September compared to the lowest price in March of $1.71. The highest price per gailon in 2008
was $4.90 in July compared to the lowest price in December of $1.95. It is understood that
projecting fuel prices for 2010 is difficult based on the significant swings in pricing over the last
few years.

Additionally HF&H looked at the actual gallons purchased through October 12, 2009 then
trended the remainder of the year. The estimated annual gallons purchased in 2009 are 395,936.
When multiplied by the shop allocation percentage to regulated departments of 72.45% it
calculated that 286,737 gallons will be used by the franchisors’ group.

Using $2.95 per gallon for 2010 and the allocated 286,737 gallons, HF&H projected the 2010
fuel expense to be $845,760, an increase of $451,513. The projections for 2010 will be reviewed
and adjusted as part of the rate-setting process for 2011.

Depreciation/Lease (Line 16): HF&H recommends a $7,586 decrease in depreciation expense,
due to the following:

¢ A 545,395 decrease to reflect the adjustment of asset lives for trucks purchased with
bond proceeds to seven years {from the five years used in the MSS’ fixed asset system);
and,

» A $9,249 decrease for the non-regulated portion of depreciation for two G&A assets
acquired in 2006 that were included in error; offset by a $29,574 increase to reflect the
adjustment of asset lives for trucks purchased with traditional bank financing to five
years (from seven years to match the asset lives to the financing term consistent with
past practice); and, a $17,484 increase for the inclusion of depreciation expense on a
portion of the Soft-Pak billing system’s cost that was not included in MSS’ fixed asset
system.

Other Operating / G&A (Line 17): HF&H recommends an $186,236 decrease in other
operating/ Gé&A expense, due to the following:

¢ A decrease to MS5 projected Accounting expense for 2010 of $156,223 based upon actual
expenses through September 2009 vs. annualized YTD June 2009 and removing
accounting fees relating to MRRC erroneously included in the projections.

e A $14,738 reduction to Professional Fees for duplicate consultant fees that were included
by M55 in both the G&A allocation and G&A direct expense.

* A $15,275 decrease due to a formula error in the Allocation spreadsheet provided by
MSS. Customer counts used to allocate expenses only reflected five months of customer
counts and not the full year. Therefore, the 2010 MSS projection overstated the
Franchisors' portion of G&A expenses.

Profit (Line 20): Due to the adjustments recommended above, HF&H recommends a reduction
to MSS’ profit by $5,732 (based on a 90.5% operating ratio.)
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Franchisors of Marin Sanitary Service Section V: Rate Adjustment
Review of Marin Sanitary Service’s 2010 Rate Application — Draft Report

SECTION V. RATE ADJUSTMENT

Rate Adjustment

Based on a revenue requirement of $21,465,942 for the calendar year 2010, resulting from our
recommended adjustments to MSS’ projected expenses and profit, we recommend a rate
increase of 3.18%, effective January 1, 2010.

This rate increase of 3.18% results primarily from:

e A decline in 2010 projected revenue due to: the loss of customers in both the residential and
commercial areas. There were 73 less residential customers and 84 less commercial
customers in 2009 vs., 2008. Additionally less revenue is realized as both residential and
commercial customers continue to down size as evidenced by the decline in disposal
tonnage/ volume and the comparison of year over year subscription levels. The greatest
impact on revenue has been realized in the commercial area with an approximate $630,000
or 6.2% drop in anticipated 2009 revenue from the prior years review.

e An overall decrease in 2010 projected fuel expense vs. 2009 as the result of the inclusion of
reconciling amounts which are intended to adjust for actual fuel expense incurred in the
prior years.

* Anoverall decrease in 2010 projected disposal volume and the inclusion of larger reductions
to prior year projections than those included in 2009. Reductions were the result of the
reconciliation of projected to actual disposal expense.

The following table shows the components of the rate increase:

Rate Increase Components

Current Operations

Benefits 1.66%
Fuel -2.74%
Disposal -2.74%
Other Operating Costs* 2.44%
-1.38%

Franchise Fees and Projected
2010 Revenue Shortfall 4.55%
3.18%

* Includes wages, depreciation, other vehicle-related costs, general & administrative costs (e.g.,
public education, customer service, etcs.) and various other operating costs.
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Bay Area Rate Survey

Attachment 4

Bep, Single-Famity Cominercial Srvies_nfo
1YD Bin 1¥D Bin VT Bin YD Bin
Jurisdictian Connly IWT5Cal, 664Gl 90-96Gal. | Ixweck Infwerk Infweel Infwrek | Rec.Freq. YW Freq. Sort

City of Alameda Alameda S I6 5 97 5 6WS7]5  111M 5 MISE S 3K 5 LoN7d | Weekly  Weelly Singir
Clly(!' Albany Alamrda 5 232 S {187 5 545315 YR58 5 a6 5 MWhad & Lo Wuekly Weekly Si“lg‘!r
City of Berkeley (Dintrict 1& ) Alumeda S TN S 5007 5 RI23[%  1MMT & dedar & W26 & 4TB25 ] Weekly  Biweckly Multiphe
[City of Borkelny (Dustrict 3) Alamoda S oMby 5 3721 & WAAL|S 13097 § 3047 S 2T S LITRIS|  Weelly  Biweekly Mullpic
ity of Dublin Alasneda S MBS w7 5 MIM(S  p33 5 2031 S 19059 5 6] Weekly Weekly  Single
City of Emeryville Alarmeda s ns s 2n s waw|s  wns Wede 5 We1T & PIB19 ] Weekly Waekly Single
Cily ol Frememt Alameda B I T 539§ 1524 S Hom | Wieky Werkly
City of Huyward” Alameda 5 7 5 4240 5 el|5 10402 S M2 5 Jekia & 73000 | Wrekly Werkly
Cty ol Livermar Alameds S 1821 5 35ed 5 swiz|s  7eld 5 TA7se 5 2243 § 72775 | Weebdy Werkly
Cily of Newark Atameda 5 N8 5 3 S SAMN[S KK 5 mald & Mems 5 SHK7 | Weeky Warkly Single
City of Qukland® Alarurds S XN S 399 S WSS 1K § 0691 5 WA S LIBATT | Wiekly Werkly Single
City of Predmont™ Alameds 5 4671 5 5119 S KISALS . 14613 S AV N/A N/A Weekly Werkly Single
City uf Pleasanion Almedn [ N/AS  M5T|S 12273 5 AN S 5040 5 GIRKS | Wedly Weekly Single
City af San Leandro Alsniedla 5 357§ 3756 S 515415 GBS & 29018 & 241 & 745 | Biweokly . Weelly Singhe
City of Unien City Alameda S M5 610 5 BER2IS 1MW S MFS1 & w17 S 79515 | Weekly Werkly Single
Castro Villey Sanitury District Alameda 5 ®H & 1908 5 #9931 % W9 5 SUSH 5 S5 LA9LDE | Werkly Wiwkly Single
Orss Lorna Sanilazy Distrivt (L1 & L) unincorp Alamd Alameds S 1184 S 3wl S mEsls e S AR S 2IM S w040 [ Boweekly  Weekly Single
CIrus Larswa Sanitary District (L3 San Leandro® Alameda S 1362 & 277 5 0BS5S 1062 S 2774 & BUIE S 69 | Biweekly . Weekly Single
Ciry of Richmond Contta Casla 5 Pl 5355 & Fc ey - 19306 % 44937 S 43981 5 LA97 | Bi-weekly Bi-weekly Sinplr
City of San Pables ContraCosta  |§ 2705 § 5175 S 72075 AT S 52171 & 47796 S LAZAI| Beweekly  Biweeldy Sinple
Cily of Bl Cerrilo [ .13 N/A S wiss € 070D NiA N/A Brwrekly
City of Berulos ComraCosta 3§ IBeE S J040(S 21437 § 53R 5 49A3 5 136265 Biwrekly
City of Pinole Contra Cosla §5 S 4uBs & TRM|S 218 S M7EL S S091 5 1288 Biwoekly  Biweehly Single
Unitwarrp.-Wsl Contra Costa Comiza Costa 15 2884 § 5553 & AZeB|S 19940 5 SRR S 5198 S 1217H | Brwewkly . Biweekly Sngle
Tawa al Faptax Marin S NM 5 4368 & 51|15 10690 & 25335 5 35073 & 5630 | Weekly Werkly Mtiple
[Twn of San Anselma Morin S BN S 4hIb 5 M| NfA NfA 5 3957 § 1L138a1 | Weely Workly Mudtiphe
City o Belvedore® Marin S 96 S 4pd 5 7K 1S 14482 § 40005 N/A N/A Winkly Bi-weehly
Tawn of Tiburon Marin S ;B S 507 s TAI7ls 1349 § a2 N/A NfA Warkly Hi-weekly
[Towin of Carlr Madera® Marin 5 W55 5 47w s 71i5|s NNIB 5 2% N/A “N/A T Werkly Ri-weekly
City ol Mill Vattoy Mutin s %12 § 4RG3 5 66d3 ]S 12900 §  M7a7 N/A N/A Weekly Bi-werkly
City od San Rafacl” Matin 52185 8 1980 5 7483|S  16l0e § 49246 5 AA2 S #7590 | Weakly Brweekly  Dual stream
Las Guallines - County” Marin S 17 5 4135 S 6518 1587 8 a7heR § AN § 8005k | Woekly  Biwewkly  Dual stream
Tty of Larkspus® Musin S /L & 5041 & Ji6b|S 16013 §  4M6 S a2l S 35327 | Weekly Biweekly . Dual strvam
Town of Rons® Marin S 3426 § 4AS2 5 7276 | N/A N/A 5 31505 G339 | Weekly . Brweekly  Draal srvam
Crunty (RVSD) Macin S 227 5 s 5 7RIS 772§ Sieml 5 a2n & 13,54
Cuminty - Marin Franchisors' Group- Marin 5 145 5 B3 5 73k IN/A N/A s ars 5 WRA
City of Camphell® Susia Clara S 145K S W17 5 73S 906 S 695 & Wl S 54389 Single
City ol Cuperling Santa Clars 5 NP S Jddh 5 hIeRIS 117 5 30T 5 1860 & Sitr 34 Werkly Single
City of Gilray' Sarrta Clasa 5 627 S A7z 6 4937 N/A N/A S 2538 & 70007 | Weekly Workly Single
Cily of Lon Allust Santa Clasa § 11 S 5623 5 M34I5S 18547 5 M247 5 ZiaL S 78035 | Bwekly  Bi-weekly Multiple
Cily of Milpitzs Santa Clars 028 5 3028 5 WS 85T S 205 1847 5 55213 | Weekdy Wekly Single
City of Monte Sermo. Santa Claza S 06 S 4BH S 7L1715 13753 5 11653 5 B30 | Wrekly Wewlly Singhe
City of Morgan Hill' * [Santa Clara 5 1S 335§ 2335 N/A N/a $ s 75016 | Biweekly Weokly Muliiple
City 1f Mounlain View* Santa Clara S 1755 S 3510 S G268 ]S 9510 & 545 s 77735 | Biweekly . Biveehly . Dual siream
City of Palo Alto Santa Clara 5 H00 5 a0 §  Seii|8 15600 5 w0 S s a0 | Weekly Weekly Singlr
City vl San Jose Santa Clara $ TS § 5500 5 8250 NJA nN/A WA | Werkly Weeekly Singir
City 0l Santa Clara® Sanks Clara 5 100 S 5 B[S e s e S 5 ases1 | Wenkly Wenkly Maltiphe
City o Sunnyvake' Sanls Clara PR CREE E 3637 5 s BILI9 | Weokly Wendly Multiple
C alopa’ Santa Clara T 5 m0|s  wEee 5 4LE S s ST CWeenly  Simgle

 Abton Hills Sants Clara N s wsnls  wor s 01 5 130 S 12809 Bi-weekly Sinple
Tuwn of Los Galos' Sants Clara 5 s s 5 sam|s 1051 5 B N w50 | Weekly Weehly Single
Cily of San Francisco San Franciwo |5 276§ sl s e s THO2 5 wl%2h S THSTTR| . Weekly Werkly Single
City of Brishuane® San Malew s 19s 5 5 SAKALS 16075 4833 § . W15 § WIS Weekly  Bi-weebly Muftiple
City f Daly City San Malen 5 1w § s TMmls 10w s 4941 S 369M S 13MS | Weekly Workly Single
City wi Hatt Moon Bay Gan Matea S 1508 § S 4501|5781 s P60 5 DeH 5 1037 | Weekly Weckly Maitiple
Caty uf Midibrse 5an Matea R s Ipa7lE ienm s SRIB1 5 35030 5 LOTLI | Weekly | Bi-wenkly Maltiple
City of Pacifica™ San Maico 5 39S S RS 25654 % 666,82 N/A N/A Waeekly Bi-weekly Multiple
City of San Bruno* San Maten Y S wT07|5  1190% 5 w207 s 35737 5 9961 | Werkly Bi-werbly Singi
City oof Scnath San Francisco” Sn Matro s Al s 22 5 S 13k & 46105 % Mie1 & 1082 |  Weekly Bi-werdly Mulliple
Town of Postola Vatly* 50n Mateo S 262 5 4722 S AN |S W § 73041 § 1m0 S 17768 | Weskly Wevkly Single
Town of Woodsils™ San Mateo S W7 §  Serl & BLl5 % BH00 § 40006 S 176 S 47758 | Weekly Weekly Single
Town of Atherlon Sun Malew S B 5 47w 5 7IM|S  wan 5 xFmn 5 T S AVTINY | Bweekly  Brweekly  Mullipte |
Cily of Belmmt® Sam Matro $ 235 S5 4335 S 63655 H0I4G 8 3320 5 30kM9 § 91637 [ Bowekly  Biweekly Mullipre
City of Burlingani® Sart Malew 5 1524 S JR40 S 427 |S  E9ol §  JW04R 5 299§ MY Bowerkly  Bioweekly Multiple
City of Enst Palus Al San Malro N/A N/A $  Mosls 15419 5 U0l 5 amp7 s Hoh ] Beweebly  Biweekly Multiple
Neo. Faix Ok San Males 5 221 5 4442 5 we63 |5 13950 & 4IRS0 S 1630 S 1255507 Biweekly  Bi-weekly Mulliple
City ul Femter City San Matew 5 1320 S 260 S e0LS  &3AY S w5 1505 ST T Biweekly  Bi-woukly Multiply
Town of Hillshorough® Gan Maleo S NI S K1 §  BIAGIS 91w 5w s 451307 Biweekly  Biwerkly Multiple
City of Mento Pars® San Malea 5 1950 5 4530 5 F0I6[S MK § S 2576 §  Re602] Biweekly | Biwerkly Multiply
City ol Redwood Cily” San Matea S 192005 IBAN 5 S7601S  suD S 5 iy S B07 | Bioweekly  Biweekly Multiple
City o San Carkos’ San Malea 51981 % 413 5 w1615 7T S A 747 | Biwewkly  Biveerkly Maltiple
City 0l San Maleo' San Mateo 5 1341 5 50 5 43118 s § 5 WU S 03318 | Biwerkly | Biweekly Multiple
Wkt Bay Sanilary Distrd” 5un Muteo 5 % $ 051 S sby7 5 IS S s T s WILIR [ Bowrckly . Biwerkdy Multiple
Marin Franchisums' Average EEEEED] T 50 E T BB (G5
[Woekly, Bi-weekly, Multiple Sort EREEEY I I B B g Wis]5  L0aa
AU City Averngr T DBo9|s  mel|5 T |% 129508 BB §79.01

' 1 vw vd containers not available. Rales reflected bere sre for 15 cu. yds.

¥ Cily has ane rate los unlimited solid waste collection lrom customes-providel containers

* Rale refleets customer-provided containers (1 32-gal tan. 2 32-gal cans, and 3 32 gal cans)

! East Pulo Allo residents receive 1 %-gallon conlainer as haseline service; Additional containers may be used, for an additional chaspe.

* Ssmalist Comemenial Bin is 2 yil,

* Larges! commercial bin is 2 yards.
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