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	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:  
	October 11, 2006
	Job No:  
	 44768/46182


RE: Alternate Rate Methodology Review for CFL and UVDS 

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.

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 on March 31, 2006, 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 simplified rate methodology for UVDS and CFL is shown in the two attached tables, comparing the existing rate methodology to the proposed new rate methodology.


This is an update of our September report to the Board. A summary of all issues discussed and agreed upon since the beginning of this engagement is included below. Since the September report, several important issues have been resolved, including the percent of CPI to use for both UVDS and CFL, and the cost index to be used to account for changes in fuel prices. In addition, UDVS & CFL had two somewhat related issues regarding landfill fees. First, they were concerned that decreasing waste disposal volumes could make CFL unprofitable. Second, they were concerned that freezing the $1,120,000 of allowable expenses (as is done in the current UVDS contract) would erode UVDS’s financial position as inflation decreased their profit on this line item. To resolve these issues, UVA has proposed and UVDS/CFL has agreed that the $1,120,000 be adjusted for inflation using the UVDS CPI multiplier. In addition, bringing in a limited amount of waste from outside of the UVA service area (outside waste) was discussed to offset the decreasing waste disposal volumes.       
We understand that currently, bringing any outside waste for disposal at the Clover Flat Landfill requires prior Board approval. In order to provide UVDS/CFL flexibility and speed in their ability to receive small amounts of outside waste, it was proposed that up to 5% of the maximum annual waste volume may be brought in from the outside without prior Board approval. This would be a minor amendment to the December 2005 amended Section 8.2, as it allows only a small amount of outside waste to come in without Board review. We believe it is unlikely to cause any impacts to traffic or landfill capacity, but benefits the rate payer because it provides the UVDS/CFL flexibility in managing the waste and revenue streams (though leveling out intermittent increases and decreases). Any amount of outside waste will still be reported to the Board on a monthly basis via the standard reporting system.  Outside waste exceeding the 5% figure will still be subject to prior Board approval. If UVDS/CFL proposes bringing in outside waste exceeding the 5% volume, the Agency reserves the right to request that UVDS/CFL prepare a transportation plan for UVA's approval that outlines the type of vehicles, conformance with existing codes, routes, litter control, etc. This could be a document generated once and used for all the haulers coming into the Valley. This will be the sole means for dealing with waste volume shortfalls.
In addition, 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.

UVDS – RATE METHODOLOGY
	Current Rate Methodology
	Proposed New Rate Methodology

	

	Allowable Expenses

	Review all Allowable Expenses for adjustment
	Review only large Allowable Expenses including Wages & Related Benefits (excluding officer’s salaries), Depreciation, and New Programs/Modifications for adjustment; all other non-fuel related Allowable Expenses to be adjusted by 93% of CPI; fuel related Allowable Expenses to be adjusted using OPIS index  

	

	Recoverable Expenses

	Review all Recoverable Expenses for adjustment
	Review only large Recoverable Expenses including Landfill Fees, Principal & Interest, and New Programs/Modifications for adjustment; Recoverable Expenses for Development will be handled as a pass-through with no adjustment; all other Recoverable Expenses to be adjusted by 93% of CPI.

	

	Rate Setting Period

	Rate setting for period of three (3) years
	Rate setting applies only to each individual year, using 2003 audited amounts as base

	

	Operating Ratios

	Utilize a band of operating ratios (minimum 91% & maximum 86%)
	Utilize a single operating ratio of  88.5% (average of minimum and maximum)

	

	Rate Application

	Rate applications submitted by UVDS April 1st for review to apply to following year rates
	Rate applications submitted by UVDS May 1st for review to apply to following year rates; first submittal due May 1, 2007 with rate effective July 1, 2007

	

	Non-Allowable Expenses

	Non-allowable expenses reviewed
	Non-allowable expenses are excluded from any review and consideration

	

	Percent of CPI for Indexing

	Percent of CPI to be indexed at 75% 
	Percent of CPI to be indexed at 93%; all CPI indexed items to be adjusted from 2003 figures; CPI will be based on Table 3. Consumer Price Index for  All Urban Consumers (CPI-U) for San Francisco, Oakland, San Jose, CA; adjustment to occur annually based on percent change from February of previous year

	

	Fuel-related Adjustments

	Fuel-related expenses adjusted through review
	Fuel-related expenses adjusted using OPIS index

	

	Allowable Landfill Expense

	Allowable Landfill Expense of $1,120,000 not adjusted
	Allowable Landfill Expense of $1,120,000 adjusted by 93% of CPI using 2003 as base

	

	Contract Term

	Current contract term through July 1, 2015
	Extension of contract term through July 1, 2025

	

	Fee for Service

	$50,000 per jurisdiction
	Increased by $25,000 per jurisdiction to coincide with new contract extension

	

	Other Franchise Agreement Provisions

	Maintain other existing franchise provisions
	Maintain all other existing provisions of the franchise agreement except those changes discussed above



CFL – RATE METHODOLOGY
	Current Rate Methodology
	Proposed New Rate Methodology

	

	Allowable & Recoverable Expenses

	Review all Allowable & Recoverable Expenses for adjustment
	No allowable or recoverable expenses to review; new rate of $61 per ton (2006) to be adjusted annually by a percentage of CPI  

	

	Percent of CPI for Indexing

	Percent of CPI to be indexed at 75% 
	Percent of CPI to be indexed at 89%

	

	Rate Setting Period

	Rate setting for period of three (3) years
	Rate setting applies only to each individual year, using 2006 $61/ton as a base

	

	Operating Ratios

	Utilize a band of operating ratios (minimum 91% & maximum 86%)
	Operating Ratio/profit already calculated into tipping rate

	

	Rate Application

	Rate applications submitted by UVDS April 1st for review to apply to following year rates
	CPI rate verified by staff and presented to Board for acceptance

	

	Non-Allowable Expenses

	Non-allowable expenses reviewed
	Non-allowable expenses were excluded from rate

	

	Future Landfill Development Costs

	Review and added as necessary 
	Future landfill development costs through 2025 contract term included in current tipping fee

	

	Fuel-related Adjustments

	Fuel-related expenses adjusted through review
	Fuel-related expenses already calculated into tipping rate

	

	Outside Waste

	Requires prior Board approval before accepting outside waste
	Up to 5% of the maximum annual waste volume can be accepted by CFL without prior Board approval. Greater than 5% can be requested by UVDS/CFL and will be considered by Board (with possible conditions)

	

	Contract Term

	Current contract term through July 1, 2020
	Extension of contract term through July 1, 2025

	
	

	Other Franchise Agreement Provisions
	

	Maintain other existing franchise provisions
	Maintain all other existing provisions of the franchise agreement except those changes discussed above
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