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This Attachment E describes the procedures used to adjust Contractor’s Rates under Article 9 of the Agreement. Unless defined differently in this Attachment E, the definitions in the Agreement and Attachment A shall control the interpretation of this Attachment E. In the event of any inconsistency between the terms in the Agreement and Attachment A thereto and the terms in this Attachment E, the defined terms herein shall control the interpretation of this Attachment E.
I. DEFINITIONS
The definitions set forth below shall govern the interpretation of this Attachment.
Allowable Profit. The calculation described in Section III.C of this Attachment (or Calculated Profit).
Base Year. A Rate Year where the Rates are set using the Base Year Methodology in Section III of this Attachment.
Base Year Application. The Submittal by Contractor when Base Year Methodology is used pursuant to Section III of this Attachment.
Base Year Methodology. The methodology used to set Rates in the manner described in Section III of this Attachment.
Collection Revenue. Revenue billed to customers, determined on an accrual basis, for services provided under the Agreement.
CPI Index. The Consumer Price Index for All Urban Consumers (CPI-U) for the San Francisco-Oakland-Hayward, CA area (1982-84=100) [Bureau of Labor Statistics Series I.D. CUURS49BSA0].
Indexed Year. A Rate Year where Rates are adjusted using the Indexed Year Methodology described in Section IV of this Attachment.
Indexed Year Methodology. The methodology used to set Rates in the manner described in Section IV of this Attachment.
Operating Ratio. A value, expressed as a percentage, used to calculate profit in Section III.C of this Attachment. The Operating Ratio to be used in the applicable Rate Years is as follows:
		Rate Year One				87.5%
		Rate Year Two				86.5%
		Rate Year Three and thereafter		85.0%		
Phase-In Period. The first Rate Period governed by the Agreement, consisting of Rate Years One through Three. The Rates for all Rate Years in the Rate Period will be set based on the outcome of the first Base Year Application in 2021.
Prior Rate Year. The Rate Year prior to the Current Rate Year. For example, Rate Year One is the period from July 1, 2021 to June 30, 2022. The Prior Rate Year would be the period from July 1, 2020 to June 30, 2021.
Profit. Total Current Revenue (Section III.F) minus the sum of Allowed Cost of Operations (Section III.B) and Pass-Through Costs (Section III.D). 
Rate Period. When the term “Rate Period” is used in this Attachment, it refers to the Rate Years beginning with a Base Year and including all subsequent Indexed Years up to but not including the next Base Year. The standard Rate Period will be three Rate Years consisting of one Base Year and two subsequent Indexed Rate Years.  
Rate Year. When the term “Rate Year” is used in this Attachment, it refers to the fiscal year for which Rates are being set.  For example, Rate Year One is the period from July 1, 2021 to June 30, 2022.
II. CONTRACTOR’S RATE APPLICATION
[bookmark: _Hlk53532814]By May 1, Contractor shall submit a Base Year Application requesting the amount of Contractor’s Rate adjustment for the next Rate Year (commencing July 1) or Rates will be adjusted using the Indexed Year Methodology (Section IV).

A. Base Year Methodology:  The Base Year Methodology will be used by Contractor to set Rates once every three years, commencing with Rate Year One, and no sooner than three years after the Base Year Methodology was last used. By May 1, Contractor shall submit a Base Year Application requesting the amount of Contractor’s Rate adjustment for the next Rate Year, commencing July 1.  However, nothing contained herein shall preclude Contractor and the Agency from mutually agreeing to use the Base Year Methodology earlier than would be allowed in the schedule stated above. The Agency may also use the Base Year Methodology for the following Rate Year at its discretion. Unless the use of the Base Year Methodology is initiated by the Agency, Contractor must pay the Agency’s reasonable costs to review the Base Year Application, including the costs of accountants, attorneys and/or consultants. Contractor shall pay these costs when they become due and no later than thirty (30) days after receiving an invoice therefor from the Agency. These costs will be considered an allowable cost (i.e., administrative expense) of Contractor.

The Base Year Application shall be based on: Contractor’s audited financial statements for the most recently concluded calendar year; year-to-date internally-generated financial results of operations for the Current Rate Year; and Contractor's forecasted costs for the next Rate Year. The Base Year Methodology’s cost projections shall be directly derived from and directly reference revenues and costs by category as listed in Contractor’s audited financial statements such that all figures presented as the basis for Contractor’s Application can be tied back to the financial statements for the most recently completed calendar year preceding the Rate Application due date. 

Contractor shall clearly explain in its Rate Application the methods used to produce such adjustments and forecasts.  

B. Indexed Year Methodology: Every year that there is no use of the Base Year Methodology, commencing with Rate Year Five and when applicable thereafter, the Rates shall be based on the Indexed Year Methodology. 

C. Phase-In Period Rates:  The Agreement contains pre-determined changes in certain cost elements and the Operating Ratio during the Phase-In Period. Because of the difficulty of incorporating these changes utilizing the Indexed Year Methodology, Contractor and the Agency have agreed to establish the Rates for the next three Rate Years, beginning with Rate Year One utilizing the Base Year Methodology. The expenses used in the Rate Year One Base Year Methodology, excluding Agency Fees and Franchise Fees, will not vary by more than 5%, in the aggregate, from the amounts provided by Contractor for use in developing the Agreement and which are shown in Section VI.

III.	CALCULATION OF CONTRACTOR’S BASE YEAR RATE REVENUE REQUIREMENT
The Base Year Application shall clearly document Contractor’s calculation of the Base Year Rate Revenue Requirement and proposed Rate adjustment based on the methodology described in this Section III. Contractor's Base Year Rate Revenue Requirement shall equal the sum of the forecasted amounts set forth in this Section III, each of which shall be calculated in accordance with this Section III. The application will be presented in the format attached in Section VI.
A. Forecasted Annual Allowable Cost of Operations. The forecasted allowable cost of operations consists of the forecasted sum of the following expenses, adjusted to remove excluded costs described in Section III.B.2:
1. Wage expense;
2. Benefits expense (including workers’ compensation);
3. Maintenance & other operating expense;
4. Depreciation expense;
5. Fuel and oil expense; and
6. General and administrative expenses.
B. Methodology for Forecasting Annual Allowable Cost of Operations
1. Determine Actual Costs. Contractor’s audited financial statement shall be reviewed to determine Contractor’s actual costs necessary to perform all of the services in the manner required by the Agreement. Contractor’s auditor shall ensure costs have actually been incurred and have been assigned to the appropriate cost category.
2.  Calculate Adjusted Costs. Contractor shall adjust actual costs calculated pursuant to III.B.1 to eliminate costs that are unnecessary or unreasonable for the performance of the services required by the Agreement. These excluded costs include the following:
a. Costs of any category or type not actually incurred, not necessary for the provision of services under the Agreement or unreasonable in amount;
b. Payments directors and/or owners of Contractor, unless paid as reasonable compensation for services actually rendered; 
c. Fines or penalties of any nature;
d. Federal or state income taxes;
e. Payments to Affiliates for offices and other facilities, products or services in excess of the fair market value for those products or services, except for payments to Subcontractors as approved by the Agency. 
f. Charitable or political donations of any nature;
g. Expenses for collection vehicles, containers, and other equipment, if such items are leased from an Affiliate at more than their actual cost;
h. Attorneys’ fees and other expenses incurred by Contractor in any court proceeding in which the Agency and Contractor are adverse parties, unless Contractor is the prevailing party in such proceeding;
i. Attorneys’ fees and other expenses incurred by Contractor arising from any act or omission by Contractor in violation of the Agreement;
j. Attorneys’ fees and other expenses incurred by Contractor in any court proceeding in which Contractor's own negligence, violation of law or regulation, or wrongdoing are at issue; and
k. Goodwill.

3. Forecasted Allowable Cost of Operations. The Allowed Cost of Operations for the Rate Year shall be forecasted in the following manner:
a. Wage expense for the Base Year shall be reasonably forecasted based on negotiated labor agreements for represented employees as well as reasonable wage and salary adjustments for non-represented employees.
b. Benefit expense for the Base Year shall be reasonably forecasted based on negotiated labor agreements for represented employees, reasonable adjustments for non-represented employees, and changes in insurance premiums net of any refunds. Benefits includes workers’ compensation expense, which shall be calculated by multiplying the wages established in Section III.3.a above by the applicable premium rates from Contractor’s insurance carrier for the projected Rate Year.
c. Maintenance and other operating expense for the Base Year shall be reasonably forecasted based on historical costs adjusted for Contractor’s forecasts.
d. Depreciation expense for the Rate Period shall be forecasted based on Contractor’s actual depreciation, which shall reflect the retirement and addition of assets. Projected depreciation shall include anticipated capital purchases for the Rate Period and reflect decreased depreciation expense due to assets reaching the end of their depreciable lives during the same Rate Period. Forecast for expenses which do not occur in every year of the Rate Period shall be modified to be recovered evenly over the Rate Period. If Contractor does not make the projected capital purchases in the Rate Year they are projected to be made, the Allowable Cost of Operations forecasted for the next Rate Period will be reduced by the sum of the overcollection of depreciation in the previous Rate Period, divided by the number of years in the following Rate Period. 
e. Fuel and oil expense for the Base Year shall be reasonably forecasted based on historical costs adjusted for inflation and Contractor’s reasonably projected fuel consumption.
f. General and administrative expense for the Base Year shall be reasonably forecasted based on historical costs adjusted for Contractor’s forecasts.
C. Calculated Allowable Profit. Contractor’s forecasted calculated profit for the Rate Year shall be derived by dividing the forecasted allowable cost of operations (Sections III.B.3 - III.B.3.f above) by the Operating Ratio and subtracting the forecasted allowable cost of operations. For example, if the forecasted allowable cost of operations was $100 and the Operating Ratio was 0.85 or 85%, the Calculated Profit will be $17.65.
D. Forecasted Pass-Through Costs. The forecasted pass-through costs for the Rate Year, which are not used for the basis of calculating Contractor’s profit as described above, shall be forecasted in the following manner:
1. Disposal and processing expense – Approved Disposal Facility.   Disposal and Processing expenses paid to the Approved Disposal Facility for the Base Year shall be reasonably forecasted based on the forecasted Disposal or Processing tip fee per ton multiplied by the forecasted Disposal or Processing tons for the Base  Year. The projected tons shall be based upon the most recently concluded calendar year tons subject to reasonable adjustments for anticipated changes. Contractor will pay a specified rate per ton for disposal at the Approved Disposal Facility in each of the Rate Years shown in the following table.
	Disposal Stream
	Rate Year 1
	Rate Year 2
	Rate Year 3

	Refuse 
	$99.
61
	$109.54
	$119.46

	Green Waste
	$72.92
	$78.94
	$84.97



In each subsequent year, the tip fee per ton shall be adjusted annually on July 1 by multiplying the current tip fee per ton by one (1) plus the percentage change in the CPI Index, or as provided for in the CFL Agreement.

If additional waste streams are added to the Approved Disposal Facility, Contractor will propose initial, comparable tip fees per ton and the Agency will approve or disapprove such tip fees in its reasonable discretion. In subsequent years, the tip fees per ton which will then be adjusted in the same manner as the existing waste streams. 

The tip fee paid by Contractor at the Clover Flat Landfill will not be greater than the tip fee charged to other customers at that Landfill, except under special circumstances, including, without limitation, large volume or long-term arrangements, or in the case of natural disasters, such as fires and earthquakes.
2. Disposal and processing expense – third party.  Disposal and Processing expenses paid to subcontractors that are not the Approved Disposal Facility for the Base Year shall be forecasted based on the Base Year projected Disposal or Processing tip fee per ton multiplied by the projected Disposal or Processing tons for the Base Year. The projected tons shall be based upon the most recently concluded calendar year tons subject to reasonable adjustments for anticipated changes. This calculation shall be performed for each separate waste stream and Disposal or Processing tip fee. If the Base Year projected tip fee per ton is not available, then Contractor will project the tip fee per ton by multiplying the current tip fee per ton by one (1) plus the percentage change in the CPI Index.

3. Forecasted interest expense for the Base Year shall be based on Contractor’s actual interest from money paid on loans with periodic payments based on a loan agreement made by Contractor. Interest expense shall be forecasted in a similar manner to depreciation expense (Section III.B.3.d). Forecast for expenses which do not occur in every year of the Rate Period shall be modified to be recovered evenly over the Rate Period. If Contractor does not make the projected capital purchases in the Rate Year they are projected to be made, the Interest Expense forecasted for the next Rate Period will be reduced by the sum of the overcollection of interest in the previous Rate Period, divided by the number of Rate Years in the following Rate Period. 

4. Forecasted Franchise Fee for the Base Year shall be calculated by multiplying the applicable franchise fee percentage times the projected Collection Revenue for the Base Year. Projected Collection Revenue for the Base Year is calculated by multiplying current Collection Revenue times the Rate Adjustment Factor (calculated in accordance with Section III.H). 
Note the above calculation creates a circular relationship because the Rate Adjustment Factor is dependent on the Total Contractor’s Rate Revenue Requirement (calculated in accordance with Section III.E); Contractor’s Total Rate Revenue Requirement is dependent on the Forecasted Franchise Fees; the Forecasted Franchise Fees are dependent on the projected Collection Revenue for the Rate Year; and the projected Collection Revenue for the Rate Year are dependent on the Rate Adjustment Factor. Because of this circular relationship, it is necessary to use a computer which can run iterative calculations to resolve this circular reference and yield accurate calculations for each of the interdependent elements described in this Section.
5. Forecasted AB 939/ Statutory Fee for the Bate Year shall be calculated by multiplying the applicable AB 939/ Statutory Fee percentage times the forecasted Base Year Collection Revenue. 
Note the above calculation creates a circular relationship because the Rate Adjustment Factor is dependent on the Total Contractor’s Rate Revenue Requirement (calculated in accordance with Section II.E); Contractor’s Total Rate Revenue Requirement is dependent on the Forecasted Agency Fees; the Forecasted Agency Fees are dependent on the projected Collection Revenue for the Rate Year; and the projected Collection Revenue for the Rate Year are dependent on the Rate Adjustment Factor. Because of this circular relationship, it is necessary to use a computer which can run iterative calculations to resolve this circular reference and yield accurate calculations for each of the interdependent elements described in this Section.
E. Total Forecasted Revenue Requirement. Contractor’s Total Forecasted Revenue Requirement shall consist of the sum of the following items:
1. Forecasted Allowable Cost of Operations (determined in accordance with Section III.B.3 above); plus
2. Calculated Allowable Profit (determined in Section III.C above); plus
F. Pass-Through Costs (determined in Section III.D above)Total Forecasted Revenue. Contractor’s Forecasted Total Current Revenue is the sum of the following:
1. Forecasted Collection Revenue at Existing Rates. Current Collection Revenue shall be based on the most recently concluded Rate Year multiplied by the most recently applied Rate Adjustment Factor, plus 
2. Other Revenue. Revenue from the sale of Recyclables and other Franchised Materials  shall be based on the most recently concluded calendar year amounts as determined by Contractor’s auditor and presented in the audited financial statements.  
G. Revenue (Shortfall/Excess). Revenue (shortfall/excess) shall be as follows:   Total Forecasted Revenue (Section III.F) minus Total Forecasted Revenue Requirement (Section III.E).
H. Rate Adjustment Factor. The Rate Adjustment Factor shall be calculated as follows:
1. The calculation in Section III.G will yield either a negative Shortfall (requiring a Rate increase) or a positive Excess (requiring a Rate decrease).
2. The Rate Adjustment Factor is calculated by dividing the Shortfall or Excess by Forecasted Collection Revenue at Existing Rates (Section II.F.1) and rounding to the nearest hundredth percent.
a. For example, assume the following:  the Forecasted Collection Revenue at Existing Rates is $12,500,000; the Total Forecasted Revenue is $13,000,000; and the Forecasted Contractor’s Total Revenue Requirement is $13,500,000. The Rate Adjustment Factor would be calculated as follows:  $13,000,000 minus $13,500,000 equals negative $500,000 Revenue Shortfall divided by $13,000,000, equals a 3.85% Rate Adjustment Factor (Rate increase).
I. Adjustment of Rates. Each Rate approved for the Current Rate Year shall be multiplied by one (1) plus the Rate Adjustment Factor to calculate the effective Rate for the next Rate Year. For example, if a Rate in the Current Rate Year was $5.00 and the Rate Adjustment Factor is 3.85%, the effective Rate for the next Rate Year will be $5.19.
IV.	CALCULATION OF INDEXED RATE ADJUSTMENT
The Indexed Year Rate Adjustment shall be calculated as follows:
A. Rate Adjustment Factor. The Rate Adjustment Factor shall be equal to the percentage change in the CPI Index from the CPI Index value for February of the Prior Rate Year to the CPI Index value for February of the Current Rate Year, rounded to the nearest hundredth of a percent. For example, if the CPI Index value for February of the Prior Rate Year is 100 and the CPI Index value for February of the Current Rate Year is 110, the Rate Adjustment Factor would be 0.1 or 10%.
B. Adjustment of Rates. Each Rate approved for the Current Rate Year shall be multiplied by one (1) plus the Rate Adjustment Factor to calculate the effective Rate for the next Rate Year. For example, if the Rate Adjustment Factor is 0.1 the Rates established in the Current Rate Year will be multiplied by 1.1. If the Rate established in the Current Rate Year is $2.00, the new Rate for the next Rate Year will be $2.20. 
V.	EXTRAORDINARY RATE ADJUSTMENTS
In the case of an extraordinary Rate adjustment as described in Section 9.3 of the Agreement, such adjustment shall be calculated using the Base Year Methodology set forth in Section III of this Attachment E. An extraordinary Rate adjustment shall be applied for or initiated prior to May 1 and the adjusted Rates thereunder, if any, shall be effective July 1 of the same year.

VI.	BASE YEAR RATE REVENUE REQUIREMENT CALCULATION EXAMPLE AND       ASSUMED EXPENSES

	Forecasted Annual Allowable Cost of Operations
	

	Wage Expense
	$4,692,071

	Benefits Expense
	1,306,375

	Maintenance and Other Operating Expense
	984,000

	Depreciation Expense
	1,369409

	Fuel and Oil Expense
	654,147

	General and Administrative Expense
	945,505

	Total Forecasted Annual Allowable Cost of Operations
	$9,951,507

	Calculated Allowable Profit 
	$1,421,644

	Forecasted Pass-Through Expenses
	

	Disposal and Processing Expense – Approved Disposal Facility
	$2,840,784

	Disposal and Processing Expense – Third Party
	100,031

	Interest Expense
	117,276

	Agency Fees
	444,084

	Franchise Fees
	370,070

	Total Forecasted Revenue Requirement
	$15,245,396

	Forecasted Collection Revenue at Existing Rates
	$12,619,597

	Other Revenue
	442,329

	Total Forecasted Revenue
	$13,061,926

	Revenue (Shortfall)/Excess
	($2,183,470)

	Rate Adjustment Factor
	17.30%

	Collection Revenue after Rate Adjustment
	$14,802,787
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