Attachment 7

Solid Waste 2-Year Rate Proposal

Effective January 1, 2020 and January 1, 2021

1. Proposed Rate Increases:

Salem-Marion County Salem-Polk County
Effective 1/1/2020 Combined | Cart | Container| Rolloff Combined | Cart | Container| Rolloff
Year-1 Rate Increase 3.00% 4.25% 0.00% 4.19% 5.50% 5.00% 7.18% 11.50%
Target Return on Revenue 8-12% 9.9% 9.7% 10.3% 9.7% 9.3% 9.5% 8.5% 9.4%
Effective 1/1/2021 Combined | Cart | Container| Rolloff Combined | Cart | Container| Rolloff
Year-2 Rate Increase 3.00% 4.25% 1.46% 2.31% 5.50% 5.00% 7.50% 10.00%
Target Return on Revenue 8-12% 10.8% 11.3% 10.1% 10.6% 11.5% 11.3% 12.2% 11.4%
Residential 35-Gallon Cart Cart Cart
Year-1 Annual Increase $15.00 $14.40
Year-2 Annual Increase $15.60 $15.00

2. Expenditure Growth Assumptions:

Salem-Marion County Salem-Polk County

2019 | 2020 | 2021 2019 | 2020 | 2021
Personnel [ 3.00%] 3.00%)| 3.00%| | 3.00%] 3.00%|  3.00%]
Medical Insurance | 5.00%] 4.30%| 430%| | 5.00%|  430%|  4.30%]
Fuel | -5.70%| 9.40%| 5.00%| | -5.70%|  9.40%|  5.00%|
Disposal [ 1.94% 1.00%| 0.18%| | 8.02%|  2.40%|  1.54%|
Garbage - Covanta 0.00% 0.00% 0.00%
rates|S 87.45|5S 87.45 | S 87.45
Garbage - Coffin Butte 4.76% 0.00% 2.74%
rates S 33.00|s 33.00|s 33.93
Yard Debris /Kitchen Waste 9.21% 1.61% 9.21% 1.61%
rates| 5 55.38 |5 61.00 | s 62.00 S 55385 61.00 | s 62.00
Commingled Recycling 23.12% 0.00% 0.00% 23.12% 0.00% 0.00%
rates| S 104.38 | S 104.38 | S 104.38 S 104.38 | s 104.38 | S 104.38
General Inflation | 2.81%] 2.81%)| 2.81%| | 2.81%| 2.81%|  2.81%|
Depreciation - Vehicles | 2.35%| 2.35%| 2.35%| | 2.35%|  2.35%|  2.35%]
HB 3427 Gross Receipts Taxl S - | S 139,000 | S 143,000 | | S | S 15,130 | S 16,000 |
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Solid Waste 2-Year Rate Proposal

Effective January 1, 2020 and January 1, 2021

3. The Disposal for Carts in Marion County is 31% of Total Operating

Costs, However, only 18% of Total Cost is Covanta

Marion County Disposal as a % of Total Cost

Garbage (Covanta)

Yard Debris / Kitchen Waste

Commigled Recycling

Total Disposal

Cart |Container| Rolloff |

18%|

39%)|

60%|

0%|

0%|

5%|

3%)|

0%|

31%|

|
|
[ 8%
|
|

41%|

60%|

4. Tonnage Trend (Recycling Decline):

Total Solid Waste Volume for Carts and Containers
Commingle Recycle
Year Garbage YoY| Recycling YoY Total YoY| % of Total
2015 119,529 21,838 141,367 15.4%
2016 127,202 6% 22,549 3% d 149,751 6% 15.1%
2017 131,716 4% 24,780 10% d 156,496 5% 15.8%
2018 133,617 1% 19,821 -20% d 153,438 -2% 12.9%

5. What if no rate increase was approved (0.00%) would the City

achieve its SRC “reasonable” Return on Revenue target of 10%?
No, as follows:

Effective 1/1/2020

Year-1 Rate Increase
Target Return on Revenue 8-12%

Effective 1/1/2021
Year-2 Rate Increase

Target Return on Revenue 8-12%

Salem-Marion County

Salem-Polk County

Combined

Cart

Container

Rolloff

Combined

Cart

Container

Rolloff

0.00%

0.00%

0.00%

0.00%

0.00%

0.00% 0.00%

0.00%

7.4%

6.2%

10.3%

6.3%

4.7%

5.3% 2.5%

4.2%

Combined

Cart

Container

Rolloff

Combined

Cart

Container

Rolloff

0.00%

0.00%

0.00%

0.00%

0.00%

0.00% 0.00%

0.00%

5.8%

4.3%

8.9%

5.3%

2.3%

3.0% 0.0%

1.5%
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Solid Waste 2-Year Rate Proposal

Effective January 1, 2020 and January 1, 2021

6. How did Salem arrive at a 10% pre-tax profit margin target? How
do other cities arrive at their rate structures, do they use the same
10% target?

e ORS 459.017 (b) gives local jurisdictions the primary responsibility for solid
waste management.

e ORS 459A.085(3) provides legislative intent “that a city or county may
displace competition with a system of regulated collection service by
issuing franchises which may be exclusive if service areas are allocated.”
Further

e SRC47.099 (f) (5) notes that rates must be adjusted to yield a “reasonable
operating margin” for the haulers. For decades Salem has targeted a pre-
tax margin of 10% for Salem haulers. If the pre-tax margin is below a range
of 8%-12%, rates are adjusted.

The pre-tax margin sometimes called a Return on Revenue (ROR) is calculated by
subtracting Allowable Expenses from Total Revenue to determine Franchise
Income. Franchise Income is then divided by Total Revenue to determine the
ROR.

e Total Revenue — Allowable Expenses* = Franchise Income

e Franchise Income / Total Revenue = Return on Revenue

*Some expenses such as donations and executive life insurance are excluded from the calculation.

Chris Bell and Associates produced the following table in 2013 for the Oregon
Refuse and Recycling Association (ORRA) outlining the top 10 populated cities in
Oregon and their target operating margins. Gresham has since codified its target
margin to be 10% and Beaverton’s code targets 9%. From this margin, haulers pay
local, state and federal taxes (approximately 3%). Another 3% is allocated to
reserves used to run the day to day activities of the business. The remaining 4% is
passed back to the owners in the form of dividends and distributions, which are
again taxed as income.
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Solid Waste 2-Year Rate Proposal

Effective January 1, 2020 and January 1, 2021

Current Operating Margin for SW
in Oregon’s 10 Largest Cities

Target

Portland Annual Review 9.50% Residential Franchise
n Eugene Annual Review 11% Open Mkt. w/ License
ﬂ Salem Annual Review 10% Franchised Areas
n Gresham Annual Review 7 Franchised Areas
“ Hillsboro Annual Review 8% Franchised Areas
“ Beaverton Annual Review 9% Franchised Areas
Bend Annual Review 10% Franchised Area
“ Medford CPI / Request 8 to 10% Franchised Area
“ Springfield Rate Request 8 to 11% Franchised Area
m Corvallis Annual Review 8 to 10% Franchised Area

RRA Rate of Return — Rate Setting
March 7, 2013 10/9/2019 24

7. What has been the Haulers’ 5-year income trend? How much are
they bringing in compared to the 10% targeted rate of return?

Below are two tables: the first showing the financials for the haulers as a
composite in Marion County and the second for Polk County. The bottom blue
row shows the actual pre-tax margin experienced by the haulers for each year. It
is important to note that while rates are set to target a 10% pre-tax margin, there
is no true-up for haulers if the actual margin falls below the target.

City of Salem (Marion County)
Cost of Service Analysis

2018 2016 2015 2013

TOTAL 0 TOTAL Yo TOTAL 0 TOTAL
TOTAL REVENUE 5 28,557,557 4.1%(5 25528265  14.5%| 5 22,577,Bif B.E%| 5 20,745,503 7.6%|5 15280571 1.5%| 5 15,585,315
DIRECT COST OF OPERATIONS § 22,369,776 7.3%| $ 20847528  16.9%| § 17,525,8E1 53%| 5 16,318,022 7.4%|5 15,192,137 2.4%| 5 14,537,039
GROSS PROFIT 5 4,615,180 -8.1%|5 5078736 7.0%| 5 4,747,538 72%|5 4,430,885 Bi%|5 4095544 -1.5%| 5 4,182,280
TOTAL G&A EXPENSES 5 2,843,887  -25%|5 3032481 E.1%| & 2,505,506 37%| 5 2,704,825 4.0%(5 2501005  10.1%| 5 2,382,835
INCOME FROM OPERATIONS 5 1,674,283 -1E.2%|5 2046275 5.4%| 5 1,542,341 125%| 5 4,726,082 15.3%(|5 1457445 -165%| 5 1,785,344
TOTAL ADIUSTMENTS 5 (652} 3 {a55) 5 {455) 5 3,638 5 71 5 156
FRANCHISE INCOME 5 1,673,632 -1B2%|5 2045820 5.4%| 5 1,541 BB6  123%| 5 1,725,700  15.5% (|5 1487720 -165%| 5 1,785,500

FRANCHISE MARGIN
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Solid Waste 2-Year Rate Proposal

Effective January 1, 2020 and January 1, 2021

City of Salem (Polk County)
Cost of Service Analysis

2018 2017 2016 2015 2014 2013

TOTAL Yo¥ TOTAL TOTAL Yo¥ TOTAL Yo¥ TOTAL YoY TOTAL
TOTAL REVENUE 5 3,083,277 3.1%| % 3,001,543 5.1%| 5 2,856,036 43%| 5 2,740,786 7.8%| % 2,538,588 2.5%| 5 2,470,682
DIRECT COST OF OPERATIONS 5 2,602,341 13.5%| & 2265543 oE%| 5 2,081,330 30%| 5 2,020,230 15%|5 1581545 0.0%| 5 1,581,597
GROSS PROFIT 5 490,835 -31.4%| 5 715,600 -7 5 774,545 F5%| 5 720,565  28.1%| % 55B251 14.2%| 5 4EE,5E5
TOTAL GEA EXPENSES % 485,551 7.0%|5 435045 2.6% 5 424,103 51%|5 403,665 7.5%| & 374,331 4.4%| 5 358,603
INCOME FROM OPERATIONS 5 25,254 -21.0%| 5 260,555  -2000%| 5 350,543 10.6%| & 316,801 72.3%| % 183,520  41.4%| 35 130,082
TOTAL ADJUSTMENTS 5 - 5 - 5 - s - 5 [B.0EE) s 2,219
FRANCHISE INCOME ] 25,284 -21.0%| 5 280,555 -2000%| & 350,543 106%| & 316,901  BD.2%| S 175,534  32.0%( 5 132,301

FRANCHISE MARGIN T2 2 2

8. Is Salem’s rate methodology of avoiding preferences between
product lines a practice or policy? For example, can we reduce
residential (cart) rates by increasing commercial (container) rates?

SRC 47.015 (b) states that part of the responsibility of solid waste
management is to “prohibit rate preferences and other discriminatory
practices.”

Staff interprets this language to mean that through the management of solid
waste, the City is not to show preferable rate adjustments whether by hauler
or by line of business (e.g. residential v. commercial).
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Solid Waste 2-Year Rate Proposal

Effective January 1, 2020 and January 1, 2021

9. What if the City were to propose a flat increase for each year by
County?

Solid waste services are provided by six companies within Salem. Each of these
companies services an exclusive territory within the city and therefore have
varying mixes of customer bases (e.g., residential vs. commercial). In order to
avoid rate preferences from one line of business to another, or from one
customer type to another, Salem has a practice of targeting the 10% margin,
not only by zone (Marion and Polk counties), but also by line of business (cart,
container, and rolloff). This practice helps to ensure that no one hauler is given
preference over another and that one group of customers isn’t given
preference over another. In general, artificially adjusting rates to flatten
increases year-over-year should be avoided unless the pre-tax margin of 10%
(or at least within the range of 8%-12%) can be maintained for each line of
business.

10. Describe Salem’s process for analyzing vendor financials and rate
increase requests along with Salem’s engagement of a professional
third party to assist in these analyses.

During the rate setting process, haulers individually submit their most recently
completed financials and their year-end projections for the current year to the
City and/or the City’s consultant. The haulers also provide important
gualitative metrics like tonnage, disposal rates, fuel prices and the
number/type of customer accounts which impact incomes. This information is
reviewed and analyzed by staff and the consultant and then the haulers and
the City meet to discuss their proforma. Using all this information, the City
creates a suggested rate recommendation to the Council for approval in such a
way that rates are “just, fair, reasonable and adequate” as described in SRC
47.015 (d)
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Solid Waste 2-Year Rate Proposal

Effective January 1, 2020 and January 1, 2021

11. What have been the changes to the market recently in solid
waste/recycling that have caused rate increases higher than
anticipated?

Higher than anticipated rate increases in recent years are largely due to a
significant downturn in the recycling commodities market, which local haulers
and processors have no control over. Historically, the sale of recycled material
collected by haulers in curbside carts and containers, and metals recovered
from the ash at the Covanta burner helped to offset customer rates. As the
value of these recycled and recovered materials dropped, the offset to
customer rates disappeared.

e |n 2016 staff reported that:

o Lower demand overseas resulting in a reduction of recyclable material
purchased by China significantly impacts demand and pricing in the
United States. Most market forecasters predict the average value for
recyclable material will be lower over the next five years as compared to
the previous five years.

o Low oil prices reduce the price of virgin plastic, which in turn, reduces
the demand for recycled plastic.

o Paper pricing had declined over the last year due to further mill
closures, including the last local newspaper mill in Newberg, Oregon.
China’s lower demand has also caused fiber pricing to drop significantly
over the last year.

o The price for recycled steel has hit historic lows due to China’s
significant reduction in demand, as well as a reduction in demand
domestically. There is also excess smelting capacity worldwide that is
driving down aluminum and other non-ferrous metal prices. Domestic
prices for recyclable metal dropped approximately 85 percent over the
last two years.
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Solid Waste 2-Year Rate Proposal

Effective January 1, 2020 and January 1, 2021

e January 2018, China’s announced that as of January 1, 2018 they would no
longer accept material that has more than 0.5% contaminate level. With
existing technology, reducing contaminates to this level was not cost
effective and remains so today. At the time, approximately half of all
recycled material was sent to China.

e By the end of 2018, haulers were paying nearly $85 per ton to dispose of
commingled recycled material, when in 2017 they were being paid an
average $0.33 cents per ton.

e 1In2019:

o Comingled recycling now costs haulers over $100 per ton and as much
as $110 in the last quarter of 2019.

o Cardboard, which was the last recycled commodity to have value has
also dropped to nearly no value. Haulers currently receive less than $S10
per ton but averaged almost $30 per ton in 2018. Domestically,
cardboard is being stockpiled as there is reduced demand.

o Metal, which recovered some since 2016, dropped 45% year over year
from an average of $225.90 per ton in 2018 to $125.00 per ton in 2019.

Even though the cost of processing and disposing of commingled recycling
material is greater than garbage, Oregon state law requires all cities with a
population of over 4,000 to offer curbside recycling.

12. What is the recent history of operational and cost for the Covanta
facility?
e Marion County and Covanta extended current contract for one year to

accommodate further legislative efforts to qualify Covanta as a source of
sustainable energy.
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Solid Waste 2-Year Rate Proposal

Effective January 1, 2020 and January 1, 2021

Franchise Solid Waste Rates by Jurisdiction

Residential-20 Gal

Proposed Proposed

Jurlzsdictlon 2016 2017 Yo 200E Yo 2019* Yo 2020 Yo 2021 Yol
Springfield 51165 51185 25% %13.31 114% 513.36 0.4%

Eugene S11.BD S11.80 0% 514.45 225% %14.45 0.0%a

Salem-Polk 519.95 520.10 0.B% 51E.10 -10.0R% 521.15 15.9%: 52220 5% 52330 5B
Corvallts =17.B4 S1E19 2% 52092 15.0%: $22.00 5.2%

Hillsboro 318.10 319.10 0% S21.80 14.1% 322,29 2.2%

Kelzer 518230 52027 5% 5027 0% 524.62 21.5%

Eeaverton 522.05 522105 0% 52470 12 10% 52470 0.0%a

Salem-Marion 519.95 52285 145% %23.55 31% %25.30 11. 7% 52740 432% %2855 42%
Sresham 525,91 525391 0% %2E.24 9.0 52B.24 0.

Meadford A T A M A T NfA

Residential-35 Gal

Proposed Proposed

Jursdict lom 2016 2017 YoY Z00LE YoY 2019* Yo 2020 YoY 2021 Yo
Springfield 516.60 L17.00 24% S1E.20 1132% 19.00 0.5%

Medford 517.03 519,08 1218 518.44 195 220.30 4.4%

Salem-Polk 20,25 52040 0. 52065 131% 523.B5 15.5% 525005 5% 52630 5%
Corvallts 519 B9 52028 2% 58309 1395 524.30 5.2%

Eugens 321.50 52150 0. 5265 14. 7% 524.65 0.3

Hillsbaro 522 B5 S22.E5 0.3 £5.75 12 7% 526.24 1.9%

Ketrer 521.45 52252 5% 522.52 0% 527.13 20.5%

E=averton 525,20 31520 0% SI7.E5 10.5% 227.E5 0B

Salem-Marion 222,25 $15.E5  1E2% S2XE.E5 11% $29.50 10T 23075 43% 232105 43%
Sresham 329,69 1359 0.3 3136 2k 332.36 0.3

Commercial-2 Yard

Proposed Proposed

Jurlzsdictlon 2016 2017 Yo 200E Yo 2019* Yo 2020 Yo 2021 Yol
EZalem-Polk SET.05 LETSES 1% 58120 3T $99.40 9% 510555 72% 511455 75%
Salem-Marion 5113.25 512520 114% 5126320 0B 5132.80 53% 513290 0B 513485 153
Kelzer 512311 512927 508 512927 0B 513897 7.5%

Sresham £15E.02 215802 0@ 515802 0ms 5158.02 0.3

Corvallls 2138, E7 514257 153% 514E860 43% 5156.33 3.2%

Hilkeboro 5135.44 513544 oee 515713 1503 5157.13 0.0%a

Eeaverton 5147.56 514756 0F: 5S1EEEL 144% 516B.El 0.0%a

Eugene 5142.45 514245 0ee 517475 22T 517475 0.0%a

Springhield =174.70 S17TEBES 24% F18E.70 11.1% 5199.85 0.5%

Medford S14E.61 16651 111% 18|.7 13% 5216538 2T.6%

* Sorted lowest to highest on 2019 rates
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Solid Waste 2-Year Rate Proposal

Effective January 1, 2020 and January 1, 2021

MID-VALLEY GARBAGE

AND RECYCLING ASSOCIATION
GARBAGE FRANCHISE DISTRICTS

This prociuct iz prodded a3 i3, without wamanty. In no event
Is the CRy of Salem lable for damages fom e use of his
product. This prodiuct 15 sutject o Scense and copyright

Imiations and further disrbuton or resale |3 prohibited.

Map printed January 15, 2009
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