	[image: image1.png]I i )' t ONE COMPANY
s Many Solutions™




	Memo

	To:  
	Steven Lederer, Upper Valley Agency

	From:  
	Michael Greenberg/Tom Vence, HDR/BVA

	Project:  
	CFL & UVDS Rate Methodology Review

	CC:  
	Pam Kindig, Karen, Querin

	Date:  
	September 14, 2006
	Job No:  
	 44768/46182


RE: Status of Alternate Rate Methodology Review for CFL and UVDS 

A. Introduction

HDR/Brown, Vence and Associates, Inc (HDR/BVA) was retained by the Upper Valley Agency (UVA) to review and develop a simplified rate methodology for solid waste collection through Upper Valley Disposal Service (UVDS), and disposal through Clover Flat Landfill (CFL). We also were asked to review the current rate structure and provide our opinion of whether it can be simplified. Our scope included reviewing documents and meeting with UVA, UVDS and CFL personnel. The objective of the review was to develop a recommendation to serve as the basis for amending the existing franchise agreements. Assistance for preparation of the actual amendments to the existing franchise agreements is outside the scope of this study, but can be prepared after the final rate methodology is approved.
B. Proposed Alternate Rate Methodology for UVDS and CFL
UVA with assistance from HDR/BVA has developed a rate methodology that incorporates input from all parties including CFL/UVDS and UVA. As discussed, the purpose of the proposed approach is to simplify the rate setting process which has been time consuming and costly for UVA, and maintain a near revenue neutral outcome for UVDS and CFL. Our approach included: 1) reviewing and evaluating the “UVDS Proposed Rate Methodology Changes” that were submitted to UVA in 2005, 2) meeting separately with UVA and CFL/UVDS to gather input to the revised rate methodology, 3) prepare a draft rate methodology, and 4) meet with UVA and CFL/UVDS to discuss and revise the methodology accordingly. The highlights of the proposed alternative rate methodology are presented below. 

· Annual review cycle with audited statements to be submitted by May 1st for the previous rate setting year (i.e., May 1, 2007 for 2008 rate setting)

· Establishment of a base year of 2003 for CPI indexed categories

· Establish Allowable and Recoverable categories for UVDS and CFL that provide for a limited number of large expense items to be reviewed and have all remaining expenses to be adjusted by either a CPI or fuel index for rate increases based on 2003
· For UVDS the reviewable items under Allowable Expenses include Wages and Related Benefits (excluding officer’s salaries) Depreciation, and New Programs/Modifications; reviewable items under Recoverable Expenses include Landfill Fees and Principal and Interest, and New Programs/Modifications. The local CPI index will be used to adjust all other remaining non-fuel Allowable and Recoverable expenses (except Recoverable Development Expenses which are proposed by UVA to not be inflated); fuel will be adjusted according to an agreed upon fuel index.

· For CFL the reviewable items under Allowable Expenses include Wages and Related Benefits (excluding officer’s salaries) Depreciation, and New Programs/Modifications; reviewable items under Recoverable Expenses include Principal and Interest and New Programs/Modifications. CPI will adjust all other non-fuel remaining Allowable and Recoverable expenses; fuel will be adjusted according to an agreed upon fuel index. 

· Non-allowable expenses are excluded
· Based on a review of the UVDS expenses reasonably effected by CPI, increase CPI percentage from 75% to 85%

· Maintain all provisions of franchise agreements with the exception of adjustments discussed above

· Implementation of the new methodology will start with submittal by UVDS and CFL of audited financial statements for 2006 by no later than May 1, 2007 to establish rates for 2008.

There remain a few unresolved issues. UVA staff and CFL/UVDS are still in discussion on the following:

· The percentage used to increase CPI on an annual basis (proposed at 85% by UVA staff, CFL/UVDS are requesting 100%)

· Selection of a fuel index to adjust fuel expense (CFL/UVDS are requesting review of this item; UVA does not want to undertake this lengthy review process)

· Handling of UVDS’s Landfill Expense (UVDS requests that 100% of Landfill Expense should be Allowable; UVA would index  $1,120,000 at 85% CPI starting with 2003 as base year for Allowable Landfill Expense and the remainder as a Recoverable Expense). 

C. Extension of CFL and UVDS Term

UVDS and CFL have proposed an extension of ten and five years respectively to the current contract terms. The proposed extension would extend both agreements to June 30, 2025.

If the extension is granted CFL is proposing the following:

· Use the present value of the estimated cost of installing the remaining landfill modules over the extended term of the franchise agreement to establish a 2007 tip fee rate increase to $61 per ton compared with $54.25 per ton today. HDR/BVA conducted a conceptual level review compared to industry standards of CFL’s future module development costs. The review indicates that CFL’s cost estimate is conservative in nature allowing funds to develop the required module(s) with a large enough contingency to cover most any future required modifications.
· Simplify the CFL rate methodology by indexing the tip fee by CPI each year for the duration of the extended term. Indexing of the tip fee will be the only rate adjustment each year with the exception of any pass-through expenses related to mandated regulatory issues.

UVA staff is generally favorable to the extension since it will only have a minor effect on UVDS monthly household rates, will provide predictable increases over the term and greatly simplify UVA efforts in setting rates. However there is one unresolved item; the amount of CPI to adjust the tipping fee on an annual basis (currently at 75% of CPI; CFL is requesting 100% of CPI).
D. Review of Current Rate Structure

HDR/BVA reviewed the current rate schedule for UVDS. The current rates indicates three

container sizes; 30, 40 and 45 gallons, six choices of the number of cans to be set out and two roadside locations. The current service does not reflect the above container sizes since 32, 64 and 96 gallon wheeled carts are used to service solid waste, recycling and green waste.

It is recommended that the current rate schedule be modified to more reflect the current service.

A suggestion is to use the Napa South County rate schedules as a model for modification.

E. Summary 

UVA staff supports the implementation of an alternative rate methodology for UVDS and CFL. Providing an extension to both UVDS and CFL will have minimal impact to the UVDS rate, provide predictability on future CFL rates and simplify UVA staff efforts in setting rates. However, the outstanding issues discussed above need to be resolved before a rate methodology can be put in place and the franchise agreements amended.
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