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1 Dr. Carlton Goodlett Place

San Francisco, CA 94102-4645

Re: 2013 Rate Application
Dear Ms. Kelly:

The San Francisco collection and processmg companies, Recology Sunset Scavenger
' - - Recology Golden Gate and Recology-San Francisco (the Companies). are. pleased to
submit the following rate apphcatlon for the period.of July 1, 2013 to June 30, 2014.

It is a pnv1lege to serve the Clty and County of San Franmsco its residents and
businesses, as we have for nearly 100 years. We are partlcularly proud of our shared
accomphshments working closely with the City to build and maintain our joint status as
the nation’s leader in innovative waste diversion programs. Together we have made great
progress over the last several years. San Francisco had set a goal of 75 percent diversion
by 2010, and we are pleased the City exceeded that goal by achieving an 80. percent
diversion rate for 2010, again affirming the City’s national environmental leadership.
The City was recently 1 named the Greenest City in North America, in large part due to its
100 percent score on the waste diversion and resource management portions of the
evaluation.

The City has an even more ambitious goal of Zero Waste by 2020. Meeting this
challenge will require si gmﬁcant changes to the current service and rate structure, along
with new facilities and processing capabilities. The attached rate application represents a
meaningful step towards reachmg that goal.

One of the key elements of the rate apphcatlon is the proposal to make structural changes

to both residential and apartment rates in an effort to establish a more sustainable revenue

stream. Since rates were last set in 2006, there has been significant migration from trash

o (black bin) service to diversion (blue bin and green bin) service. The migration was a
‘ result of Recology customers’ embrace of the existing diversion programs, driven further
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by the City’s mandatory recycling and composting ordinance, which became effective in
2009. Under the existing rate structure, this migration resulted in reduced revenues, since
customers reduced black bin service and utilized diversion services that are currently
provided without additional cost to the customer. At the same time, the Companies’ costs
have increased as a result of providing expanded diversion services along with
inflationary changes. As we continue to move towards zero waste and the trash stream
continues to shrink as a percentage of total service, it is vital that the rate structure
evolves to apply charges to all services. The specific costs of providing service (labor
cost, vehicle costs, etc.) apply to all types of service, irrespective of the color of the bin or
the materials inside. At the same time, the proposed structures ‘continue to promote
diversion services, along with encouraging source reduction, both important components
of the City’s Zero Waste plan.

The application includes a request for an overall increase of 21.51%. This increase is
intended to apply to all customer segments. Due to the varying structure of each
customer segment and the varying levels of service currently being provided, customers
may see individual adjustments more or less than the 21.51%. The requested increase
percentage reflects a reduction from the draft application of 2.24%. This reduction is a
result of revenue and cost adjustments included in the final application based on input
_ from City staff, the ratepayer advocate and the public. . ,

Another key element of the rate application is the inclusion of ‘costs: associated with
processing compostable materials that customers still deposit in the trash (black) cart.
This additional processing activity is an important part of the diversion program, since a
significant portion of the trash stream is compostable. Operating costs for additional
black cart processing, along with planning and entitlement costs for new facilities, are
included in the Recology San Francisco projections. :

The proposed' residential rate structure includes some significant changes. The current
charge, although it covers all residential service costs, is calculated solely on the volume
of the black ‘cart. ‘The proposéd structure’ will include a fixed charge, based on the
nuimber of units in any building (residential service is defined as any building with less
than 6 units), a small volumetric charge for blue and green bins, and a charge for the
black bin. Residential customer rate increase percentages will vary depending on _ the
composition and volume of service. The typical household (32 gallons of each service)
will see an increase from $27.91 to $34.51 per month. A typical 20-gallon customer will
see an increase from $21.49 to $24.94 per month. This proposed structure is a step
towards aligning the rates charged with the cost components for residential service.

The proposed apartment structure also includes some significant changes. The proposed
structure is similar to the discounted-volumetric structure currently employed in the
commercial sector. The new structure also includes a fixed charge for each dwelling unit.
This structure is intended to. charge equally for each type of service and provides
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discounts for diversion services. The discount, up to 75 percent of the volumetric portion
of each bill, is based on diversion volume in excess of 10 percent as a percentage of total
volume. This approach is designed to encourage apartment customers to increase their
diversion services. To partially mitigate the impact of implementing this structural
change, the Companies are proposing to include a two-year cap for all apartment
customers. The first year cap would limit the increase under the new structure to 25
percent of current charges, moving to 50 percent in the second year, and finally 100
percent, or the full effect of the structure, in the third year. The caps will allow ample
time for customers to embrace the new structure and adjust service levels to mitigate
further rate increases. It is anticipated that changes to service levels and configuration
will offset any additional revenue generated by the removal of the caps.

The rate filing explains the need for higher rates to address increased costs and lower
than anticipated revenues, and also describes the rate structure proposals discussed above.
The last rate adjustment was effective July 1, 2010, and in the three-year period leading
to the requested rate adjustment, costs have increased with inflation and the expansion of
diversion programs. The proposed rate adjustment is also intended to reset the rates to
account for the impact of more diversion services than were anticipated in the last rate,
due to migration and the mandatory recycling ordinance. The Companies also seek to
* recover additional costs associated with expanded City programs and services.

Adjusting for inflationary cost increases, providing new diversion programs and support
for City programs, and resetting the rate structure to help account for some of the
unrealized program revenue due to migration to diversion services will require a revenue
increase of approximately 21.51 percent from each customer segment (residential,
apartment and commercial). Since each of the segments is proposed to employ a slightly
different structure, the exact increase could vary slightly. In addition, due to the fact that
rates are dependent on volumes and service configuration, individual rate changes will
vary. Finally, rates will vary as the increases are based on current service levels, which
are expected to change with implementation of the new structures. The Companies will
endeavor to work with customers to increase diversion services, which in many cases will
partially mitigate the rate increase.

The rate application follows the general rate-making methodology utilized in past rate
processes. A thorough presentation of Company expenses, proposed program changes
and impacts of the proposed new rate structures are included in the application.
Company representatives will be available to explain the content of the application and
answer all questions related to the submission.

The application presents Recology Sunset Scavenger and Recology Golden Gate as a
single entity for rate setting purposes. This is consistent with the last rate order and with
the reports the Companies have submitted since the completion of the last rate process.
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The Companies have created a new Web site specifically to make facts and information
available to customers about the rate application and the impact on rates for refuse and
recycling collection. By spending a few moments at www.SFZeroWasteRates.com,
customers can quickly see what rate dollars pay for, rate comparisons to other Bay Area
cities, and the factors contributing to the need for an application to increase collection
rates.

We believe our rate filing is complete in accordance with the Refuse Collection Disposal
Initiative Ordinance of the City and County of San Francisco, the April 6, 2006 Directors
Report, and the Department of Public Works Order No. 180,851 (Rules of Procedure:
Refuse Collection and Disposal Rate Hearings”). We have advised City staff that reports
from experts and consultants relevant to the application will be forwarded to the City as
completed.

We look forward to further review and discussion of these matters and we are happy to
respond to any questions you or your staff might have.

Please be advised that communications regarding this draft application and later
applications, including notices of hearings, should be sent to the following persons:

Michael J. Baker ‘ John A Legnitto

Gabriel N. White Jon Braslaw

Armold & Porter LLC John Glaub

Three Embarcadero Center, 7th Floor Recology Sunset Scavenger
San Francisco, CA 94111 250 Executive Park, Suite 2100
mike.baker@aporter.com San Francisco, CA 94134

Gabriel.white@aporter.com
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CC:

Very truly yours,

Ll

A Legnitto

ice President and Group Manager
Recology Sunset Scavenger, Recology
Golden Gate and

Recology San Francisco

(w/o encls.)
Mohammed Nuru, Director, Department of Public Works

Douglas Legg, Manager of Finance and Budgets, Department of Public Works
Melanie Nutter, Department of the Environment

Robert Haley, Department of the Environment

Thomas Owen, Esq., Deputy City Attorney

Jon Braslaw

John Glaub

Michael Baker, Esq.

Gabriel White, Esq.






2013 RATE APPLICATION
NARRATIVE SUMMARY

March 14, 2013

Recology Sunset Scavenger
Recology Golden Gate
Recology San Francisco



I. OVERVIEW

A. MANAGEMENT OF RESOURCES IN SAN FRANCISCO

The City of San Francisco is recognized as a world leader in environmental stewardship. In
2011, San Francisco was named the Greenest City in North America, in large part due to its
number one ranking in waste management. In 2012, San Francisco announced that it had
achieved 80 percent landfill diversion, again demonstrating international leadership for a
major urban city. The San Francisco collection and processing companies — Recology Sunset
Scavenger, Recology Golden Gate, and Recology San Francisco (the “San Francisco
Companies” or “Companies”) — work in concert with the City to achieve these important
goals. The combined efforts of the City and the Companies have been the focus of local,
national, and international media coverage as one innovative achievement after another has
been recognized.

The City is not resting on its past accomplishments. San Francisco’s Board of Supervisors
has passed two major policy initiatives that steer the City forward to even greater
environmental stewardship: (1) the Mandatory Recycling and Composting Ordinance (the
Mandatory Ordinance) and (2) Zero Waste by 2020.

1. Mandatory Recycling and Composting Ordinance

The Mandatory Recycling and Composting Ordinance took effect in October 2009. It
requires all residents and businesses to separate discarded materials into three streams -
recyclables, compostables, and trash. While the City’s residential and commercial customers
have been served by this three-stream system for about ten years, until passage of the
Mandatory Ordinance, participation had been voluntary. The Mandatory Recycling and
Composting Ordinance not only mandated full compliance with the separation system, it also
included enforcement provisions.

The Ordinance has resulted in substantial impacts to both service and customer billings. As a
result of the Ordinance, participation increased and diversion rates picked up significantly,
particularly as previously non-participating or poorly-participating multi-family and
commercial customers moved to greater recycling and composting service. Presently,
residential/apartment customers are billed solely on the basis of trash bin volume and
commercial customers receive steep discounts on recycling and composting services. As a
consequence of the current rate structure, billings to customers decreased as trash service
(black landfilled stream) decreased and recycling service (blue stream) and composting
service (green stream) increased.

The current rate structures for both residential/apartment rates and commercial rates were
designed to promote diversion, and both provide strong financial incentives for customers to
orient their service to diversion (recycling and composting services). Under these structures,
however, as the diversion programs became more successful and the service configuration
shifted, the Companies’ revenues have decreased. At the same time, costs have increased
related to the additional recycling and composting services provided. Any cost reductions in




providing reduced trash services have been far outweighed by additional cost of expanded
recycling and composting services.

2. Zero Waste By 2020

Zero Waste by 2020 is a policy goal adopted by the City in 2003. Zero waste includes
eliminating tonnage from going directly to landfill and finding the highest and best use for all
discarded materials. Achieving zero waste is a very challenging goal that will require
significant planning, infrastructure investment, and changes to collection and processing
operations. The Companies have been working with the City to identify the necessary system
improvements, including the incorporation of new waste processing technologies and changes
to collection practices. These planning activities will continue during the near-term horizon
covered by this rate application. In addition, the Companies will begin the challenging task of
processing the trash stream (i.e., black bins) to further reduce the quantity of materials being
landfilled.

B. RATE APPLICATION GOALS AND OBJECTIVES

The fundamental goal of the Companies in submitting this rate application is to obtain
approval for fair and reasonable rates that will generate sustainable revenues to allow the
Companies both to maintain quality service and to continue developing and operating
innovative programs to help the City attain its ambitious diversion goals. The Companies’
application is driven by two main objectives:

* Begin implementation of sustainable zero-waste residential and apartment rate
structures.

® Advance the effort to achieve zero waste by 2020

The rate application includes a request for revenue adjustments equal to 21.51% from each
customer segment (residential, apartment, and commercial). Individual customer rate increase
percentages will vary depending on their respective volume and composition of service.
Customers who in the past have received recycling and composting services without a specific
charge related to those services may see rate increases greater than the average increase.

C. RATE APPLICATION PROCESS

The rate application process follows the Rules of Procedure set forth in Department of Public
Works (DPW) Order No. 180,851. The Companies are proposing a one-year rate period
beginning on July 1, 2013 and ending on June 30, 2014. Cost of Living Adjustments (COLA)
would be applied in subsequent rate years until new rates are established as a result of a new
application process.

D. WEBSITE: www.SFZeroWasteRates.com

To promote transparency in the rate application review process, the Companies have
established a website to make facts and information about the rate application easily available



to San Francisco residents. Customers can find information about the rate process at
www.SFZeroWasteRates.com.




II. PROGRAMS INCLUDED IN THE RATE APPLICATION

A. CURRENT PROGRAMS

The rate application assumes that programs currently provided to San Francisco’s residential
and commercial customers will continue in the new rate period. These programs play an
integral role in achieving the City’s diversion goals. The core of the system is the three-
stream collection of recyclables, compostables, and trash from residential, apartment, and
commercial customers. In addition, the three-stream program is augmented by a variety of
specialized collection and processing operations.

Current programs and operations to be continued include:

1. COMINGLED RECYCLABLES COLLECTION (Blue Stream): Residential and
commercial collection of comingled recyclable, including paper, glass, aluminum, tin
cans, and hard plastics (cups, tubs, lids, buckets, and toys without wires or metal
parts).

2. COMPOSTABLES COLLECTION (Green Stream): Residential and commercial
collection of food scraps, plant materials (yard waste), and soiled paper.

3. TRASH COLLECTION (Black Stream): Residential and commercial collection of
non-recyclable and non-compostable materials.

4. BULKY ITEM RECYCLING (RecycleMyJunk.com): Special collection and
recovery of bulky items, such as appliances, electronics, furniture, scrap metal, and
wood through scheduled pick ups to facilitate customer participation and maximize
recycling.

5. CURBSIDE BATTERY RECYCLING: Customers place batteries in zip-lock bags
and place them on top of their black bins. Trash collectors place them in a special
bucket in the collection truck. Workers at the transfer station then sort the batteries
according to DOT rules and ship them to battery recycling facilities.

6. COMMERCIAL WOOD, SCRAP METAL AND LARGE PLASTIC RECYCLING:
Special routes collect broken pallets from warehouses, wood scraps from
cabinetmakers, and car doors and bumpers from auto shops, which are then sorted
and recycled.

7. WINDOW GLASS RECYCLING: Glass from window shops and commercial
customers is collected.

8. CHRISTMAS TREE RECYCLING: Christmas trees are collected at the curb during
the first two weeks of January, chipped, and used at biomass facilities.

9. CONSTRUCTION-AND-DEMOLITION WASTE RECYCLING: As buildings are
constructed, remodeled or demolished, metal, wood, sheetrock, rigid plastic, and
other construction materials are captured in debris boxes, then taken to Recology’s
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10.

11.

12.

13.

14.

15.

16.

17.

18.

construction-and-demolition recycling facility (iMRF) for sorting.

HOUSEHOLD HAZARDOUS WASTE DROP OFF: Recology operates the San
Francisco Household Hazardous Waste Collection Facility (HHWCF), where
residential customers can drop off household hazardous wastes (e.g., paint, oil,
pesticides, and household chemicals) three days per week for safe recycling and

disposal. This facility has been open since 1987 and was the first permanent
HHWCEF in the nation.

DOOR-TO-DOOR HOUSEHOLD HAZARDOUS WASTE COLLECTION:
Recology also collects household hazardous wastes directly from homes using
specialized trucks for handling and transporting these materials.

VERY SMALL QUANTITY GENERATOR PROGRAM: Qualifying small business
generators of hazardous waste in San Francisco may use the HHWCEF by appointment
for a fee on designated days each month.

E-WASTE RECYCLING: Most electronic waste is banned from landfill in
California. Fluorescent tubes, monitors, televisions, computers, and other electronics
are collected from drop-off locations, curbside collection appointments, and the
transfer station then shipped to facilities specializing in recycling specific types of e-
waste.

SAFE NEEDLE PROGRAM: The San Francisco Safe Needle Disposal Program
(SESNDP) provides San Francisco residents with safe, convenient disposal of home-
generated sharps at more than 70 pharmacies throughout the City. Residents can pick
up empty sharps containers at participating pharmacies, fill them, and then return
them for disposal as medical waste.

SELF-HAUL RECYCLING: Recology operates a special sorting line to recycle
wood, metal, rigid plastic and other materials self-hauled by individuals and small
contractors to the Public Reuse and Recycling Area (PRRA) at the Tunnel and Beatty
facility.

PERFECTLY-GOOD REUSE PROGRAM: Recology pulls items that are in good
condition for reuse (e.g., bicycles, furniture, clothing) from loads brought to the
PRRA by individuals and small contractors. The re-useable items are either donated
directly or given to organizations (e.g., St. Vincent DePaul) that process them for
distribution in thrift stores.

MATTRESS RECYCLING: Mattresses from residents, hotels, and designated
collection trucks are loaded into trailers at Tunnel and Beatty and transported to a
local company specializing in mattress recycling.

TEXTILE DROP-OFF AND COLLECTION: Residents and businesses can drop off
textiles at the PRRA. In addition to the drop-off, Recology collects source separated
textiles from businesses that manufacture clothing and cut garment patterns.
Residents can also have textiles collected through Bulky Item Recycling. The textiles
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19.

20.

22.

23.

24,

25.

26.

27.

28.

29.

are sent to reuse and recycling markets.

TOILET RECYCLING: Old toilets are segregated from the waste stream and
transferred to a company that specializes in porcelain recycling. Prior to shipment,
toilet seats and lids are removed and baled with other rigid plastics for recycling.

TIRE RECYCLING: Used tires are handled separately at Tunnel and Beatty and then
taken to a company that shreds and recycles the rubber.

. STYROFOAM DROP-OFF: Residents and businesses can drop off clean styrofoam

blocks at the PRRA for recycling. Recology San Francisco operates a special
densifier that condenses loose pieces of styrofoam into ingots, which are recycled into
such products as base boards and moldings.

FILM PLASTIC DROP OFF: Residents and businesses drop off clean polyethylene
film plastic (e.g., plastic bags) at Recycle Central at Pier 96 and the PRRA for
recycling. The film plastic is baled and shipped to plastic recycling markets.

PUBLIC LITTER CAN COLLECTION: Recology collects from over three-thousand
public litter cans distributed around the City. Each can is emptied at least once per
day, and some cans are emptied regularly as many as three times per day. Cans
emptied more than once are emptied outside of the regular route service and on
demand within 2 hours of notification of service necessity by the City.

DISTRICT CLEAN-UP EVENTS: Special clean-up events are held at least annually
in each of the City's eleven Supervisorial Districts to allow residents to drop off items
too big to fit in the regular collection bins, including all three refuse streams. Motor
oil, batteries, and fluorescent lamps are also accepted.

EVENT RECYCLING: Recology provides recycling and composting collection
services to neighborhood festivals and major functions such as the Chinese New Year
Parade and the Pride Parade.

CONCRETE AND ASPHALT RECYCLING: Recology’s Sustainable Crushing
operation crushes and recycles concrete, asphalt, bricks, and porcelain into recycled
construction products. Our aggregate and engineered-fill products not only displace
virgin materials, but they play an integral role in a closed-loop recycling system,
whereby old City streets and structures are recycled back into similar construction
uses within the City by local companies.

CONCRETE REUSE: Recology also utilizes excess wet concrete from cement
companies for creating building-block products as well as on-site construction
applications.

BUY-BACK CENTERS: Recology operates buy-back centers for customers who
want to bring in bottles and cans for deposit redemption.

ARTISTS IN RESIDENCE: Recology sponsors an artist in residence program to
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demonstrate the possibilities of creative reuse of materials and to promote recycling.
The Company sponsors about 8 residencies per year through this award-winning
program, providing work space, access to materials, administrative support, and
exhibition opportunities.

30. EDUCATIONAL TOUR PROGRAM: Recology provides educational tours to
thousands of children and adults annually. The focus of the tour is on recycling,
composting, reuse, and resource conservation. The tour includes visits to Recycle
Central and Tunnel and Beatty.

31. COMPOST GIVEAWAY: Periodically, Recology provides free compost to San
Francisco residents at various locations in the City. In addition, free compost is
provided at District Clean Up events. The compost is derived from food and garden
wastes generated in San Francisco, collected by Recology, and composted at one of
Recology’s composting facilities.

The Companies and the City have worked together for many years to provide the public
education and outreach needed to support these programs, and the continued success of the
programs requires on-going public education and outreach efforts. General outreach and
specialized, targeted outreach programs will continue through the rate period and beyond.

B. NEW PROGRAMS

The Companies are proposing new programs, detailed below, to help move the City towards
zero waste. The Companies endeavor to hire qualified San Francisco residents whenever
possible to staff these new initiatives.

1. Trash Processing

In 2013, Recology San Francisco plans to begin processing a portion of the trash (black bin)
stream. The processing operation will be conducted on the west side of the transfer station.
The processing equipment consists of a bag breaker, a mechanical screen, a sorting platform
and conveyor, a Bio Separator, and associated transfer conveyors. Black stream loads will be
unloaded onto the transfer station floor and inspected for prohibited wastes. The waste will
then be loaded into the bag breaker and fed through to the screen. Large materials that do not
pass through the screen will be sorted for recovery (e.g., metals, glass, paper, plastic
containers). Small materials that pass through the screen (unders) will be loaded into the Bio
Separator, which separates the waste into two streams: an organic-rich material suitable for
anaerobic digestion and/or composting and a separate stream consisting mostly of plastic and
other non-organic materials. The objectives of this project are to achieve increased diversion
of materials from landfilling and to gain experience with trash processing, thereby providing
insight and experience in advance of the zero waste facilities design.

2. Abandoned Materials Collection

At the request of the City, the Companies have proposed the assumption of a part of the
abandoned materials collection program currently operated by the DPW compactor trucks.
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This proposed program includes the collection of items identified through the City’s 311
reporting system, along with abandoned materials identified by Company personnel. The
Companies propose to operate the program similar to Bulky Item Recycling, with utilization
of five rear-loading packer trucks, five box trucks (for mattresses, electronics, appliances,
etc.) and one pickup truck. Each crew would consist of two drivers, one in a rear loader and
one in a box truck. Drivers would be assigned to a specific service area, and would be routed
to collect abandoned materials reported through the 311 system. The company’s goal is to
respond to abandoned waste requests within a four-hour window on weekdays and an eight-
hour window on weekends and holidays. Drivers would also be expected to collect any
abandoned materials present on their routes where practical, even if it is not part of the 311
calls. All stops and collections will be documented. This program structure will increase
collection and diversion of abandoned materials.

In addition to collection of materials related to 311 calls, the abandoned materials program
will provide support for events identified by the City, including selected parades, festivals and
‘holidays. The proposed plan includes all program costs, including 10 drivers each weekday, 8
drivers on Saturday, 6 drivers on Sunday, supervision, administrative support, vehicle costs,
and disposal costs corresponding to expected tonnage.

3. Public Litter Can Maintenance

During the last year the Companies have expanded their collection of public litter cans at the
direction of DPW to address an increased level of activity in the City and to assist DPW with
litter control. The Companies currently operate 10.5 dedicated public litter can collection
routes seven days per week, and a small part time sweep truck during the work week on
Market St. Mission St. and the Financial District transit corridors. In addition to servicing the
cans with regular route and sweep trucks we also employ a rover position that walks the
shopping districts in Union square seven days per week during the Holiday shopping season
from mid-November through mid-January and also during the summer from June through
September. The combination of the dedicated route trucks, sweep trucks and rover helps to
ensure that all of the public litter will receive adequate service throughout the day. The
Companies are working with the City’s 311 Customer Service and Dispatch System to better
deploy resources and have agreed to respond to service issues within two hours of receiving a
request from the 311 system. The Companies are also proposing to procure and implement a
route tracking system to manage the additional public litter can routes.

In addition to the services described above, the Companies are proposing to assume
responsibility for replacement of liners and doors for all public litter cans. This additional
service will be performed by existing Company personnel and will be added to their current
responsibilities without an increase in headcount. DPW will supply the Companies with
liners and doors as necessary to maintain the public litter cans. The City, through DPW, will
retain responsibility for major can repairs, installation and removal, graffiti abatement, and
steam cleaning.

The Companies are proposing to fund the replacement of up to five hundred (500) newly
designed public litter receptacles to support DPW Street Environmental Services. The funds
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will be collected and transferred to the Impound Account and new receptacles will be
purchased and installed by DPW Street Environmental Services. The current estimated
procurement cost for a public litter receptacle is $1,680.00, not including any installation
charge.

C. CONTINGENT SCHEDULES

The Companies are proposing two contingent schedules that would be triggered upon future
actions by the Companies and corresponding future approvals by the City. These costs are
not included in the base rate application.

1. Contingent Schedule 1 — Zero Waste Facility Expansion

Providing the infrastructure necessary for meeting the City of San Francisco’s zero waste
goals requires the expansion of Recology’s Tunnel and Beatty facilities. Achieving zero
waste will involve processing all materials, including the trash (black bin) stream. In
addition, more advanced processing of the recycling (blue bin) and composting (green bin)
streams is envisioned for the future in order to divert more materials from landfill and to
ensure sustainable markets for recovered materials. The additional processing operations
would take place in new facilities that cannot be accommodated on the existing site.
Contingent Schedule 1 addresses the costs associated with the acquisition of additional land
necessary for the zero waste infrastructure. The Companies are requesting that reasonable
carrying costs for the land investment be included in the rates. The request for reimbursement
follows a utility regulatory framework covering land acquired for future use. The proposed
contingent rate would become effective once Recology takes possession of the land. The
proposed increase related to the land purchase would be adjusted to reflect the actual cost of
the acquired land but would not exceed 0.67 percent, or $0.19 on the 32 gallon black bin rate.

2. Contingent Schedule 2 - West Wing Project

Infrastructure at Recology’s Tunnel and Beatty site is space-constrained (as noted above).
The Companies have identified one near-term facility-expansion opportunity to provide
building space for testing and developing the processing technologies needed to achieve zero
waste. This project would involve constructing a west wing next to the existing transfer
station. The West Wing Project would provide approximately 13,500 square feet of
additional building area. It is envisioned that following construction of the zero waste
facilities, the west wing building would be used for either specialized recycling operations or
maintenance of mobile equipment used in the transfer station and in the construction-and-
demolition recycling facility located on the east side of the transfer station. The Companies
are requesting that building costs be added to the rate base following submittal of proof of
first payment to the building contractor. The proposed contingent increase would be adjusted
to reflect the actual cost of construction but would not exceed 0.16 percent or $0.04 on the 32-
gallon bin rate.

15




III. CHANGES TO RATE-SETTING METHODOLOGIES

1. Residential Rate Structure

The current residential rate structure was designed to incentivize residents to participate in
diversion programs by billing residential customers solely on the basis of trash service
volume. During the last rate process, the black bin rate was set to cover all of the estimated
costs of the residential collection program at that time, including fixed costs and costs
associated with the recycling (blue) and composting (green) streams. As the City moves
toward zero waste, it is widely recognized that the refuse rate structure needs to be
reconfigured, as higher levels of diversion are accompanied by a shrinking volume of trash.
Since the current residential rate structure applies total system costs to that shrinking volume,
residential revenues are not sustainable based on the current rate configuration. In addition,
since a growing portion of the overall system costs (both collection and processing) are
related to the costs of the recycling and composting streams, it is a natural evolution of the
rate structure to include charges for those streams now and into the future. The proposed rate
structure for residential rate customers includes a nominal charge of $2.00 per 32 gallons of
capacity for the recycling and composting streams. This charge is not expected to impact the
amount of recycling and composting service provided. Customers are still incentivized to
move towards recycling and composting service as the proposed volumetric charge for these
diversion services is substantially less than the proposed volumetric charge for trash service.

In addition to the variable cost changes described above, the Companies are proposing a fixed
charge of $5.00 for each residential dwelling unit to be included in the new residential rates.
The fixed charge is intended to cover some of the fixed system costs, including capital costs,
administrative costs, and regulatory costs.

Individual residential customer rate increase percentages will vary depending on their
respective volume and composition of service. Customers who in the past have received
additional diversion services without a specific charge related to that service may see rate
increases greater than the base increase. A typical residential customer with three 32-gallon
bins will see an increase from $27.91 to $34.51 per month.

2. 20-Gallon Rate

The Companies are proposing to charge 20-gallon trash customers at 20/32 (62.5 percent) of
the 32-gallon rate, rather than the previously established 77 percent. Consequently, all
volumetric charges for residential customers are now proportional. 20-gallon customers will
also be subject to the charges for recycling and composting services discussed above.
Recycling and composting services are provided to all residential customers, including 20-
gallon trash customers, in 32-gallon increments only. In addition, 20-gallon customers will
also be subject to the fixed charge for single-family dwellings described above.

The change in the volumetric charge for the black bin described above reduced the overall
increase for the 20-gallon customers. A typical residential customer with a 20-gallon black
bin will see an increase from $21.49 to $24.94. This is intended to partially mitigate the total
magnitude of the increase for these customers.
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3. Apartment Rate Structure

During the last rate process, apartment customers and apartment rates were conformed to the
residential rate structure. At that time, the uniform structure was effective in providing
incentives for apartment customers to move toward recycling and composting service. This
was important to support the diversion programs during their development stage. Since that
time, there has been a substantial increase in recycling for apartment customers. With the
maturity of these programs, institutionalization of recycling and composting as accepted
practices, and the adoption of the Mandatory Ordinance discussed above, the apartment rate
structure needs to evolve in order to continue providing incentives to apartment customers to
increase their diversion services while stabilizing the revenue stream and addressing the
overall cost of providing the service.

The Companies are proposing to implement a discounted volumetric apartment rate structure
patterned after the commercial rate structure adopted in 2006. The new structure includes a
fixed charge and equal volumetric charges for all service volume, irrespective of the type of
service. These volumetric charges are partially offset by discounts for the proportional
amount of recycling and composting service. The details of the proposed apartment rate
structure are summarized below.

The proposed structure includes a $5.00 per dwelling unit fixed charge. This charge is the
same as the per unit fixed charge proposed for residential customers. The fixed charge is
intended to cover some of the fixed system costs, including capital costs, administrative costs,
and regulatory costs.

In addition, the proposed structure includes volumetric charges equal to $25.51 per 32 gallons
of weekday service, irrespective of type of service. This change applies the proposed
residential black bin charge to all service volumes. The calculated gross revenue is largely
offset by the discounts available for recycling and composting services, as described below.

Discounts of up to 75% of the volumetric charges are calculated from each customer’s
diversion percentage as a percentage of total volume, less 10%. The first 10 percent of
diversion is not eligible for a discount due to the fact that there is a minimum level of
diversion service required by the Mandatory Ordinance. This discount structure rewards
customers that have more diversion services and encourages others to migrate towards more
diversion service. As customers increase their recycling and composting services and their
discount percentage, they will be able to partially mitigate the rate increase. As an example, if
a customer has 3 equal size bins (one for each of the black, blue and green streams) they have
a 67 percent gross volumetric discount rate. The discount they would receive on their
volumetric charges is 57 percent (67% — 10%). If the customer added another recycling bin,
the discount would become 65 percent (75% — 10%).

To partially mitigate the impact of implementing this structural change, the Companies are
proposing to include a two-year cap for all apartment customers. The first year cap would
limit the increase under the new structure to 25 percent of current charges, moving to 50
percent in the second year, and finally 100 percent, or the full effect of the structure, in the
third year. The caps will allow ample time for customers to embrace the new structure and
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adjust service levels to mitigate further rate increases. It is anticipated that changes to service
levels and configuration will offset any additional revenue generated by the removal of the
caps.

4. Commercial Rate Structure

Commercial rates were reconfigured in 2006 to recognize the desire to move towards zero
waste, and encourage commercial customers to help the City reach higher diversion goals
through economic incentives. The commercial rates currently include a base component and
a variable service component, with a discount available on the variable service component
based on the proportion of recycling and composting services to the total service volume. The
variable service component of the rate for collection of trash, recycling, and composting is
based on total service volume, with a consistent charge across all volume irrespective of the
type of service. The discount, taken as a reduction of the volumetric charge, is currently
capped at 75 percent. The base rate covers certain system fixed costs outside of direct costs
for trash, recycling, and composting service.

The Companies intend to implement some minor changes to the commercial rate structure.
The changes are designed to maintain a sustainable revenue stream within the context of the
movement towards zero waste, along with creating new incentives to drive further diversion
by commercial customers. Commercial revenues are expected to increase as a result of the
structural changes. The overall increase will be consistent with the approved residential and
apartment increases. The increased commercial revenue is included in the rate model as a
reduction of the revenue requirement used to calculate residential and apartment rates.

The fixed component of the rate is moving from 5 percent to 10 percent of each commercial
bill.  This change moves the fixed cost component closer to the actual fixed cost as a
percentage of total cost. The variable component is correspondingly changed from 95 percent
to 90 percent of each commercial bill.

Discounts of up to 75 percent of the variable component of each commercial bill is still
available based on the proportion of recycling and composting service in excess of 10 percent,
up to 85 percent of total volume. The first 10 percent is no longer eligible for a discount since
there is now a minimum level of recycling and composting service required by the Mandatory
Ordinance. For example, if a commercial customer has one 96-gallon bin for trash, one for
recycling, and one for composting service, all collected once a week, then total diversion
service volume represents 67 percent. The discount for this customer would be 57 percent
(67% — 10%). If a customer has one 2-cubic-yard bin for trash, one 1-cubic-yard bin for
recycling, and one 1-cubic-yard for composting, all collected once a week, then total
diversion service volume is 50 percent and the discount would be 40 percent (50% — 10%).

5. Zero Waste Incentives

As the City and Recology pursue San Francisco’s goal of zero waste, the recycling incentives
must evolve to reflect the focus on further processing of materials and alternatives to landfill.
For RY2014 and forward, the Companies propose zero waste incentives (ZWI) based solely
on landfill disposal tonnage. As with the current diversion incentives, there would be four
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operating ratio reward tiers of 0.5% each. For RY2014, the first tier would be equal to
projected total disposal tons in Recology San Francisco Schedule E, adjusting to add back the
new, and as yet unproven, black stream processing. The fourth tier would be the straight line
amount from these tons to a 90% reduction in them by 2020. This recognizes that the final
10% of landfill reduction requires producer responsibility and new and yet to be proven
technologies. The other two tiers would be equidistant between the first and fourth tiers. First
tier targets in subsequent years will be based on expected changes in baseline tonnage.

The collection and distribution of ZWI funds when goals are met would remain the same as
for the current diversion incentives. Since disposal reductions and consequently ZWI goals
will be more challenging in future years, the Companies propose that when ZWIs are not
achieved, the Companies be allowed to propose to utilize those funds for new diversion
programs, subject to Department of the Environment and DPW approval.

6. Toxics Collection Incentives

The Companies and the City are currently advancing Extended Producer Responsibility (EPR)
policies which require manufacturers of products needing special handling, such as paint,
household batteries, and fluorescent lamps, to provide for end-of-life management of these
products. To this end, the City is establishing an EPR Fund to receive end-of-life
management payments from manufacturers. Under the Toxics Collection Incentives system,
the Companies will become eligible for monies collected in the EPR Fund upon meeting
performance targets established by the Department of the Environment. The goal of these
incentives is to increase collection rates of certain specified materials such as paint, household
batteries, and fluorescent lamps.

Table 1 below outlines the targets in terms of tons of each material the Companies will need
to collect and the corresponding incentive. The incentives have two tiers and the incentive
amount would be received for each tier that is achieved. In order to achieve a tier, the
Companies must meet or exceed the tonnage targets for all three material categories. The
total amount of the annual incentive will be capped at the dollar amount available in the EPR
Fund, plus interest, on the last day of each rate year. If the second tier is not achieved, the
Companies would be allowed to propose a program to utilize those funds subject to
Department of the Environment and DPW approval.

Table 1 Batteries Lamps Paint Incentive

RY (tons) (tons) (tons) ®)

14 Tier 1 86 46 407 82,188
Tier 2 91 49 442 82,188

s Tier 1 97 52 489 82,188
Tier 2 103 55 535 82,188

16 Tier 1 109 59 600 82,188
Tier 2 116 62 665 82,188
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7. COLA

In the 2001 Rate Application, the Companies and the Rate Board approved a Cost of Living
Adjustment (COLA) to enable the Companies to recover cost increases resulting from
inflation over the five-year rate period (2001-2006). This COLA carried over to the 2006-
2011 rate period, with modification to include a fuel index. The COLA that applied to the
2006 — 2011 rates had four adjustment components: (1) a labor component based on COLA
increases included in the current labor agreements, (2)a Consumer Price Index (CPD
component for certain specified cost items, (3) a California Diesel Fuel Index and (4) a
Producer Price Index (PPI) component for other certain specified cost items. A fifth
component is for capital lease costs that are not subject to changes once the lease amounts are
set.

The Companies propose to apply the COLA annually to the rate periods subsequent to the
2014 rate year until a new rate is set by the City as the result of a new rate proceeding. The
COLA is updated to reflect the cost structure in the rate application with weightings of the
COLA components adjusted as appropriate. The proposed COLA includes a labor component
that is reflective of the current labor agreements, which include annual wage adjustments of
between 3 percent and 5 percent. In addition, the Companies propose to modify the COLA by
adding a component for health and welfare costs. As is widely recognized, health and welfare
costs have increased greatly over the last several years and are expected to continue to rise. In
addition, because of the uncertainty related to recent legislative and regulatory changes, the
increase in costs could be quite dramatic and are hard to predict. The Companies propose to
use a five-year average of historical cost increases, as determined by the Company’s actuaries,
as the proxy for future cost increases.

The proposed modified COLA is designed to ensure that the Companies fairly recover costs
that increase during the periods subsequent to the 2014 rate period until a new rate is
established through a new rate proceeding. This annual adjustment will protect both
ratepayers and the Companies by increasing or decreasing rates in conjunction with economic
trends and will eliminate the need for the Companies to submit an application for changes to
the rates in the absence of significant new programs and/or facilities cost.

8. Special Reserve Surcharge

Under the Facilitation Agreement to the Altamont landfill disposal contract, a 1.3 percent
surcharge was previously added to bills to provide a fund for unexpected cost increases
associated with the contract (i.e., in between rate-setting processes) and to build a reserve for
any future liabilities associated with disposal at the Altamont landfill. In the 2010 and 2012
rate processes conducted by the City, a determination was made that (1) the Special Reserve
Fund had reached adequate levels to meet its intended uses and (2) the 1.3 percent surcharge
should be redirected to the Department of Public Works for its costs associated with solid
waste management. In the proposed rates, the City has directed the Companies to include the
equivalent of the 1.3 percent surcharge in its rates and to eliminate the surcharge on top of the
rates.
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9, Landfill Contract

Under the current Rules of Procedure the Companies are required to submit a Notice of Intent
to File [a Rate] Application several months before a new rate can take effect. DPW’s rules
allow shorter notice for applications submitted by the City. The City’s landfill capacity under
the current Altamont contract may be exhausted before the Companies submit their next rate
application. In anticipation of that occurrence, the City may enter into new contracts for
waste disposal and landfill transportation. Those new contracts could require the Companies
to incur costs greater than those in the current application and consequent rate orders. The
Companies therefore ask that a streamlined rate setting procedure be adopted that would allow
the Rate Board and the Director of Public Works to order an interim rate adjustment if new
contracts trigger additional costs prior to the next full rate proceeding.

10. Discount for E-Bill Customers

To encourage source reduction, E-bill customers will be credited $1 for each bill presented
and paid electronically. Costs associated with providing this discount to existing customers 1s
included in the rate application. Costs for discounts provided to additional customers that
sign up for paperless billing will be borne by the Companies, as the cost will be partially
offset by cost savings associated with reductions in printing and postage costs and the
Companies recognize that it is an important sustainability issue.
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IV.PROPOSED RATE STRUCTURE

A. RATE-SETTING BASIS

The rate application is based upon the combined revenues and expenses of the Companies.
Revenue requirements and a consequent tipping fee are calculated at Recology San Francisco,
with the consequent disposal and processing costs passed through to the Collection
Companies. The costs of the Collection Companies are then used to calculate the individual
rates charges for collection services.

Revenues and expenses are provided in 2014 dollars.
B. REVENUE REQUIREMENTS

The Revenue Requirement for the Collection Companies represents an increase of
21.51 percent over current revenues received by the Collection Companies. However, the
Revenue Requirement only represents an increase of about 9 percent over Rate Year 2011
revenues approved in the 2006 rate-setting process. The major components of the need for
additional revenue are (1) the migration of service from trash (black stream) to recycling
service (blue stream) and composting service (green stream), (2) recovery of inflationary cost
increases, and (3) new programs to support zero waste initiatives and support clean city
programs.

C. PROPOSED RATES

As described in Section III, the Companies are proposing that residential rates include (1) a
fixed charge, (2) a volumetric trash charge, (3)a volumetric recycling charge, and (4)a
volumetric composting charge. The proposed monthly residential rates for weekly weekday
collection are:

Fixed Charge = $5 per household dwelling unit

Volumetric Trash Charge = $25.51 per 32-gallons of bin capacity

Volumetric Recycling Charge = $2 per 32-gallons of bin capacity

Volumetric Composting Charge = $2 per 32-gallons of bin capacity
The proposed monthly apartment rates for weekly weekday collection are:

Fixed Charge = $5 per household dwelling unit

Volumetric Charge = $25.51 per 32-gallons of bin capacity

Discount of up to 75% of volumetric charge based on diversion capacity percentage minus
10 percent
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All volumetric charges for residential and apartment customers, respectively, are proportional
to the 32-gallon rates.

D. BREAKDOWN OF COST COMPONENTS
Following is an approximate breakdown of operating costs for the Companies:

e Labor represents the largest Company cost. Labor and benefits amount to nearly
64 percent of total costs.

e The next largest category is truck-operating costs, which represent approximately
14 percent of total costs. Truck-operating costs include fuel, oil, repair and
maintenance, licenses, and City permits.

e Disposal and recycling processing costs (exclusive of labor and benefits costs)
account for about 6 percent of total costs.

e Facility operating and maintenance costs represent about 9 percent of costs. Facility
costs cover Recycle Central and Tunnel and Beatty, including the iMRF, transfer
station, Public Reuse and Recycling Area PRRA, Household Hazardous Waste
Collection Facility, scale facilities, administrative offices, and maintenance and
related operational facilities.

e The remaining 7 percent of total costs consist of supplies, professional services,
contract services, information technology, environmental and safety compliance,
human resources, and accounting.

E. BREAKDOWN OF REVENUE INCREASE

The costs described above result in a revenue increase requirement of 21.51 percent. The
contribution of major items is as follows:

1. The collection revenue shortfall due to migration to diversion services and the
economic slowdown increases the required revenues by 16.1 percent.

2. The recycling revenue shortfall due to lower quantities and lower prices increases the
required revenues by 2.1 percent.

3. Migration of existing customers to greater recycling and composting services and
service reductions initiated in response to changes in rate structure increases required
revenues by 1.6 percent.

4. Additional funding of City Departments and assumption of the abandoned material
collection program increases required revenues by 1.8 percent.

5. Zero waste and other initiatives (Brisbane recycling fee, black stream processing,
Less-Than-Weekly testing) increase the required revenues by approximately 2.0 '
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6. Decreases in other expenses decreases required revenues by 2.3percent.

7. Benefit cost savings decrease the required revenues by 1.1 percent.
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V. CONCLUSION

The Companies and the City share a common goal of attaining Zero Waste by 2020. In
striving to achieve that goal, the Companies are working to (1) implement a zero waste rate
structure that is sustainable as trash bins are minimized and ultimately eliminated and
(2) begin the challenging task of trash processing. The Companies believe that the revisions
to the rate structure proposed for Rate Year 2014 will create the foundation for a sustainable
revenue stream to support the programs as the City and the Companies continue to move
towards their joint objectives of zero waste. The rate request for revenue adjustments reflect
program and cost changes and satisfy the requirement of the governing ordinance that rates be
“just and reasonable.”
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Recology Sunset Scavenger and Recology Golden Gate

Rate Schedules

Description

Residential and Apartment Refuse Rates
Rate Calculations - Total Revenues

Rate Calculations - Residential Revenues
Revenue Detall

Summary of Significant Assumptions
Total Operating Expenses

Historical and Projected Revenues
Impound Account

Payroll Headcount and Expenses
Employee Pension Expenses

Health Insurance and Postretirement Expenses
Workers Compensation Expenses
Depreciation and Lease Expenses
Detailed Capital Items and Lease Expenses
Depreciation Expenses

Insurance Expenses

Intercompany Disposal Expenses
Intercompany Processing Expenses
Repair and License Expenses

Fuel Expenses

Contract Services Expenses

Professional Services Expenses
Corporate Services Expenses
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Recology Sunset Scavenger/Recology Golden Gate
Schedule A
Residential and Apartment Refuse Rates
Effective July 1, 2013

Description of Monthly Charge

Charge

Rates for 1-5 Unit Residential Buildings

Base Charge for Service

Per dwelling unit

$5.00

Trash Volume Charge for Weekly Collection

20-gallon bin

$15.94

32-gallon bin

$25.51

Recycling Volume Charge for Weekiy Collection

32-gallon bin

$2.00

Composting Volume Charge for Weekly Coliection

32-gallon bin

$2.00

Low Income Discounts

Households with income less than or equal to 150% of the poverty level may qualify for 25% base and
volume discounts.

Distance, Elevation and Key Charges

No extra charge for collection less than 25 feet from curb. Distance charge per bin for collection from each
25 foot increment thereafter.

$9.20

No extra charge for collection less than 4 feet elevation change from street level. Elevation charge per bin
for collection from each 8 foot increment thereafter.

$9.98

Weekly key use.

$13.43

Distance, elevation and key charges are waived for customers with a permanent disability that pay for
individual service and certify they are physically unable to place bins at the curb and no able-bodied
persons live in their residence. Customer must place bins in a location as accessible as possible for
collection.

Rates for 6 Unit and Larger Apartment Buildings

Base Charge for Service

Per dwelling unit

$5.00

Volume Charges for Weekiy Collection

Collection volume is charged equally for trash, recycling and composting. A landfill diversion discount
equal to the diversion volume percentage less 10% is then subtracted, up to a maximum discount of 75%.

Diversion volume percentage equals recycling and composting volume divided by total volume.
32-gallon bin :

$25.51

1-cubic yard bin

$161.01

Distance, Elevation, Key and Special Service Charges

No extra charge for collection less than 100 feet from curb. Distance charge is 25% times volume charge
(before diversion discount) for weekly collection from any additional distance. Distance is from curb to
farthest bin.

No extra charge for collection less than 4 feet elevation change from street level. Elevation charge is 25%
times volume charge (before diversion discount) for weekly collection from elevation changes within each
8 foot increment thereafter. Elevation is from street level to farthest bin.

Weekly key use.

$13.43

An extra charge of 50% times volume charge (before diversion discount) applies for each trap door
(collector must lift a cover and pull bins up to street level), clearing of a disposal chute, rake-out (disposal
chute without a bin) or bin located on a ledge one foot or more above floor.
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Recology Sunset Scavenger/Recology Golden Gate
Scheduie A
Residential and Apartment Refuse Rates
Effective July 1,2013

Description of Monthly Charge

Charge

Additional Provisions and Requirements for all Customers

Residential and apartment rates apply to single and multi-family homes, flats, apartments, condominiums,
tenancies in common, in-law units, lofts, live/work spaces (unless clearly commercial), single room
occupancy hotels (with an apartment license) and low income housing. Buildings with more than 600
rooms (not counting kitchens and bathrooms) or with bins 3 yards or larger or compactor service, mixed-
use buildings without dedicated residential bins and all other buildings are charged commercial rates.
Customer must provide accurate unit and room counts, subject to verification by Recology.

City law mandates everyone must have adequate refuse service, pay for service on time and properly
separate recyclables, compostables and trash. Minimum trash service is 20 gallons weekly for single-
family and 16 gallons weekly per unit for multi-family buildings. Minimum service is 16 gallons weekly per
unit for recycling and 4 gallons weekly for composting, unless there are no recyclables or compostables in
the trash. Bins may be shared by dwelling units within one building if refuse service minimums are met.
Apartment rates are for shared bins only.

Recycling, composting and trash bins should be at the same location. Bins shall be unobstructed and
placed for easy access so they can be used and serviced in a normal and safe manner, as determined by
Recology.

Refuse is to be in standard bins. Standard bin volume charges are linear. Loose material, overflow (lid
must be closed), overweight {(more than 2 pounds per gallon) or non-standard bins may be charged the
next highest standard bin rate. Cardboard must be put in a bin, cardboard box or paper bags not
exceeding 2 feet in any dimension, or else it may be charged $5 per setout.

Additional frequency charges are linear (weekly service charges are multiplied by the number of
collections per week). 20-gallon bins are not serviced more frequently than once per week.

Saturday service is 75% more than the applicable rate (including volume, distance, elevation, key and
special service charges) for weekday service. For Saturday collection, at least 3 day per week service is
required.

Sunday service is 175% more than the applicable rate (including volume, distance, elevation, key and
special service charges) for weekday service. For Sunday collection, daily service is required.

Street level and curb is where vehicle must park to service customer's bins. Distance is measured from
vehicle along service path to bins. Elevation is determined by adding all distances up and down along
service path.

Volume, distance, elevation, key and other charges are per location, regardless of number of trucks used
for service. Charges may be split among customers at the same or adjoining locations at 150% of the
otherwise applicable rate. If two or more customers split service charges, they will be applied to each
billpayer equally or as designated by the customers, subject to approval by Recology.

A key charge is applied each time weekly a key (including a key pad, combination lock, electronic door
opener or other such entry mechanism) is required to enter or leave/secure premises, or unlock or relock
containers (including having to get out of vehicle again even if no key is required, such as relocking
frontload bins). A key charge will not be applied for relocking rearload or sideload bins.

Contaminated recycling and composting bins may be charged as trash. Trash with excessive recyclables
or compostables may be charged a 50% processing fee.

Recology performs service audits from time to time and will adjust the service levels to reflect actual
service being provided. It is the customer’s responsibility to monitor all services and charges and notify
Recology of any errors. Service adjustments or credits will not exceed 30 days or one billing cycle,
whichever is greater, from the time of notification by the customer.

Recology is responsible for normal wear of bins provided to customers. Customers are responsible for
damaged bins beyond normal wear, reporting missing bins and excessive missing bins. Bin cleaning
service is available with additional charges.

$20 will be charged to open a service account. Closing an account is only allowed for residency changes.
Credit will be given for suspension of service (e.g., vacations) for more than two weeks. Customers must
notify Recology of the suspension and restart dates before start of suspension. Base charges are not
credited and an administrative fee of $10 is charged to restart service after suspension.

E-bill customers will be credited $1 for each bill received and paid electronically.

$25 will be charged for each check returned for insufficient funds.
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Recology Sunset Scavenger/Recology Golden Gate

Rate Application, Schedule B.1
Rate Calculations - Total Revenues

RY 2014

Operating Ratio Expenses $ 152,448,748
Caiculated Operating Ratio Expenses 152,448,748

Allowed Operating Ratio 91.00%
Operating Expense with Operating Ratio 167,526,096
Non-Operating Ratio Expense
Disposal Cost 39,298,185
Processing Cost 52,250,638
impound Account 14,614,399
Revenue
Non Rate Revenue (18,548,561)
Apartment - Migration 1,287,547
Commercial - Migration 2,142,421
Paperless Bill Credit 180,400
Compactor Rate Adjustment 1,686,785
Residential - Change in 20-gal Volumetric Charge 1,257,219
Diversion Incentive (2% OR) 3,764,631
Net Revenue Requirement 265,459,760
Revenue @ Current Rates 218,470,842
Difference 46,988,919
Rate Increase 21.51%
Current 32-gallon can rate $ 27.91
Proposed 32-gallon can rate $ 33.91
Operating Expenses with 89% OR 171,290,728
Variance to 91% OR 3,764,631
Net Revenue Requirement @ 89% OR 265,459,760
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Recology Sunset Scavenger/Recology Golden Gate

Rate Application, Schedule B.2
Rate Caiculations - Residential Revenues

RY 2014
Operating Ratio Expenses $ 152,448,748
Caiculated Operating Ratio Expenses 152,448,748
Allowed Operating Ratio 91.00%
Operating Expense with Operating Ratio 167,526,096
Non-Operating Ratio Expense
Disposal Cost 39,298,185
Processing Cost 52,250,638
Impound Account 14,614,399
|Revenue (see Schedule B.3)
#REF! (148,415,519)
Apartment New Structure (11,077,076)
Apartment Revenue (561,501,892)
Residential New Structure - Fixed Charge (9,795,720)
Residential New Structure -Blue & Green Charge (8,300,829)
Residential - Change in 20-gal Volumetric Charge 1,257,219
Apartment - Migration 1,287,547
Commercial - Migration 2,142,421
Paperless Bill Credit 180,400
Compactor Rate Adjustment 1,686,785
Diversion Incentive (2% OR) 3,764,631
Net Revenue Requirement 54,917,284
Revenue @ Current Rates 60,089,686
Difference (5,172,402)
Rate Decrease -8.61%
Current 32-gallon can rate $ 27.91
Proposed 32-gallon can rate $ 25.51
Operating Expenses with 89% OR 171,290,728
Variance to 91% OR 3,764,631
Net Revenue Requirement @ 89% OR 54,917,284
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2013 RATE APPLICATION
SUMMARY OF SIGNIFICANT ASSUMPTIONS

Schedule C

Recology Sunset Scavenger
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Recology Sunset Scavenger/Recology Golden Gate
Schedule C — Summary of Significant Assumptions

The following schedule describes the projected revenues and expenses for Recology Sunset
Scavenger and Recology Golden Gate (“the Companies™) as well as the assumptions underlying
those projections.

1. PROGRAMS
A. Overview

The trash, recycling, and composting collection programs currently operated by the Companies
will continue without significant changes in Rate Year 2014 (RY2014). Assumptions associated
with these programs, including proposed changes, are described in the following sections. The
total tonnage collected by the Companies is based on tonnage for the twelve months ending
January 2013, with the exception of (1) the trended reduction in trash tonnage from continued
migration to recycling and composting services and (2) the addition of tonnage from abandoned
materials collection.

B. Fantastic 3 Trash and Recycling

A total of 132 Fantastic 3 trash and recycling co-collection routes are assumed for the projected
rate period. The number of co-collection routes is expected to remain relatively constant through
the rate period, even with continued migration towards diversion services, as most of the growth
in diversion is in composting.

C. Fantastic 3 Composting

The continued expansion of the composting program has led to an increase in the number of
composting routes. The last rate setting process assumed 29 Fantastic 3 composting routes in
2011. There are currently 31 Fantastic 3 composting routes. The number of Fantastic 3
composting routes is not projected to increase during the rate period, even with continued
migration towards diversion services. As the utilization of composting service increases it will
become necessary to adjust routes to respond to increased demand.

D. Commercial Recycling

The Companies currently operate 14 commercial recycling routes per day. As commercial
customers adjust to the revised rate structure there may be some migration towards recycling
services, but routing efficiencies should allow the Companies to absorb any change in the
customer composition or volume of materials. The total number of commercial recycling routes
is not projected to change during the rate period.
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E. Commercial Composting

The Commercial Composting program is currently operating with 18 routes per day. The
program is expected to continue growing as more customers convert trash service to composting
service. 1 additional route is included in the projection for RY 2014.

F. Bulky Item Recvcling

The bulky item recycling program, which allows for convenient collection of over-sized items, is
available to residential ratepayers (two service appointments per customer per year) and to
apartment owners and tenants (one service appointment per unit plus one building appointment
per year). A significant percentage of materials collected in this program are diverted. The
program accepts appliances, electronics, mattresses, furniture, scrap metal, wood, etc. The
program currently operates with an average of about 8 trucks and 8 drivers per day. The
program made approximately 32,800 stops during RY 2012 and collected approximately 4,150
tons of material. We currently do active outreach and therefore expect to remain at this level
through the upcoming rate period.

G. Public Litter Cans

The Companies service all public litter cans on a daily basis within regularly assigned collection
routes. In addition to that first collection, the Companies collect many of the public litter cans in
the downtown area and the business corridors one to four additional times per day. The
Companies currently operate 10 dedicated public litter can routes. In addition to the first pass
collection and multi pass routes, the Companies utilize a dedicated rover truck in the downtown
shopping district during the holiday season and for events in order to empty public litter cans
which require additional service. The Companies have coordinated with the City’s 311 dispatch
system and are committed to servicing, within a two hour window, any public litter can reported
as needing service. The Companies have offered to provide additional support to DPW for City
can maintenance, including replacement of liners, locks, and broken doors. Supplies would be
provided by DPW and Recology would provide this service without adding personnel.

H. District and Special Clean-up Events

The rate application includes costs for two annual clean-ups in each Supervisorial District.
Additional driver time and tonnage is included in the expense projections to accommodate the
expanded schedule. The program has also been expanded to include a compost give-away for
residents in each District. In addition, the Companies are periodically asked to provide
additional service to support community clean-up activities (coastal clean-up, Arbor Day, etc.).

I. Abandoned Materials Collection

The Companies have proposed, at the request of the City, the assumption of the majority of the
abandoned materials collection program currently operated by DPW. This proposed program
includes the collection of items identified through the City’s 311 reporting system, along with
abandoned materials identified by Company personnel. The program will be operated similar to
the Bulky Item Recycling program, with utilization of five rear-loading packer trucks, five box
vans (mattresses, electronics, appliances, etc.), and one pickup. Each crew would consist of two
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drivers, one in a rear loader and one in a box van. Drivers would be assigned to a specific
service area, and would be routed to collect abandoned materials reported through the 311
system, along with any abandoned materials present on their routes, even if it is not part of the
311 calls. All stops and collections will be documented. This program structure will improve
collection and diversion of abandoned materials.

In addition to collection of materials related to 311 calls, the abandoned materials program will
provide support for events identified by the City, including selected parades, festivals and
holidays. The rate application includes all program costs, including 10 drivers each weekday, 8
on Saturday, and 6 on Sunday, supervision and administrative support, vehicle costs, and
disposal costs corresponding to expected tonnage.

II. REVENUES

A. Residential Rates

As discussed in the Narrative Summary included with this application, the Companies are
proposing to change the residential rate structure. The new rate structure for residential
customers includes a nominal charge of $2.00 per 32 gallons of capacity for recycling and
composting streams. This charge is not expected to impact the level of recycling and composting
service provided. Customers are still incentivized to move towards recycling and composting
service as the proposed volumetric charge for these services is substantially less than the
proposed volumetric charge for trash service.

In addition to the variable cost changes described above, the Companies are proposing a fixed
charge of $5.00 for each residential dwelling unit to be included in the new residential rate. The
fixed charge is intended to cover some of the fixed system costs related to the provision of
residential services, including capital costs, administrative costs, and regulatory costs.

Individual residential customer rate increase percentages will vary depending on their respective
volume and composition of service. Customers that in the past have received additional
diversion services without a specific charge related to that service may see rate increases greater
than the average increase. Residential rates are calculated to generate 21.51% additional
revenue. The rate application includes, after adjusting for the revenue generated by the fixed
charge and blue and green charges above, a single 32-gallon black bin rate of $25.51 per month.

The variable cost for 20-gallon trash service is revised to reflect a proportional volumetric charge
for that service. The cost for the 20-gallon bin is 62.5% of the cost of a 32-gallon black bin,
revised from 77% previously. Other charges, including the $5.00 per dwelling unit charge and
volumetric charges for the recycling and composting services, will apply to 20-gallon customers.

B. Apartment Rates

The Companies are proposing to implement a discounted volumetric apartment rate structure
patterned after the commercial rate structure adopted in 2006. The new structure includes a fixed
charge and equal volumetric charges for all service volumes, irrespective of the type of service.
These charges are partially offset by discounts for recycling and composting service. The details
of the proposed apartment rate structure are summarized below. Due to the change in structure
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and the widely varying levels of service for individual customers, individual increases may be
more or less than the 21.51% increase requested.

The proposed structure includes a $5.00 per dwelling unit fixed charge component. This charge
is the same as the fixed charge proposed for residential customers. The fixed charge for each
dwelling unit is intended to cover some of the fixed system costs related to the provision of
services for apartment customers, including capital costs, administrative costs, and regulatory
costs.

In addition, the proposed structure includes volumetric charges equal to $25.51 per 32 gallons of
weekday service, irrespective of type of service. This volumetric change applies to all service
volumes and is consistent with the residential black bin charge. The resulting calculated gross
revenue is partially offset by the discounts available for diversion services, as described below.

Discounts of up to 75% are calculated from each customer’s diversion percentage as a
percentage of total volume, less 10%. The first 10% of diversion is not eligible for a discount
due to the fact that there is a minimum level of diversion service required by the mandatory
recycling and composting ordinance. As an example, if a customer has 3 equal size containers
(one for each of the black, blue and green streams) they have 67% diversion capacity. The
discount they would receive on their volumetric charges is 57% (67% - 10%). If the customer
added another recycling bin, the diversion discount would become 65% (75% - 10%).

As a result of the change in rate structure, the Companies are anticipating that apartment
customers will move from trash service to diversion services and will reduce overall service
levels to manage their cost and mitigate rate increases. The Companies have included in the
application a revenue reduction for migration estimated at 2.5 percent of existing apartment
revenue before rate adjustments and are anticipating additional migration in subsequent years.

To partially mitigate the impact of implementing this structural change, the Companies are
proposing to include a two-year cap for all apartment customers. The first-year cap would limit
the increase under the new structure to 25 percent of current charges, moving to 50 percent in the
second year, and finally 100 percent, or the full effect of the structure, in the third year. The caps
will allow ample time for customers to embrace the new structure and adjust service levels to
mitigate further rate increases. It is anticipated that changes to service levels and configuration
will offset any additional revenue generated by the removal of the caps.

C. Disabled Service

The rate application continues the disabled service program. This program provides for a waiver
of key, distance, and elevation charges for disabled or elderly infirm persons if no able-bodied
person resides with such persons.

D. Low Income Discounts

The low income discount program will continue. The program will charge low income
customers 75 percent of regular service rates, based on their service configuration. Eligibility
documentation for customers and verification procedures for the Companies will remain the
same.
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E. Commercial Rates

The Companies are implementing some minor changes to the commercial rate structure. The
changes are designed to maintain a sustainable revenue stream within the context of movement
towards zero waste, along with creating new incentives to drive further diversion by commercial
customers. Commercial revenues are expected to increase as a result of the structural changes
and are included in the rate model as a reduction of the revenue requirement used to calculate
residential and apartment revenue requirements. Commercial rates will be adjusted to allow for
an overall increase approximately equal to the final approved residential and apartment revenue
increases.

The fixed rate is moving from 5% to 10% of each commercial bill. This change moves the fixed
cost component closer to the actual fixed cost as a percentage of total cost. The variable
component is correspondingly changed from 95 percent to 90 percent of each commercial bill.

Discounts of up to 75% of the variable component of the commercial billings are still available
based on the proportion of diversion service in excess of 10% and up to 85% of total volume.
The first 10% of diversion is no longer eligible for a discount due to the fact that there is a
minimum Jlevel of diversion service required by the mandatory recycling and composting
ordinance. For example, if a commercial customer has one 96-gallon bin for trash, one for
recycling, and one for composting, all collected once a week, then total diversion volume
represents 67 percent. The discount for this customer would be 57% (67% - 10%). If a customer
has one 2-cubic yard bin for trash, one 1-cubic yard bin for recycling, and one I-cubic yard bin
for composting, all collected once a week, then total diversion volume is 50 percent and the
discount would be 40% (50% - 10%).

As a result of the change in rate structure, the Companies are anticipating that commercial
customers will move from trash service to diversion services and will reduce overall service to
manage their cost. The Companies have included in the application a revenue reduction for
migration estimated at 2.5 percent of existing commercial revenue before rate adjustments
Companies

F. Debris Box Service

Debris box revenues are projected based on the latest twelve months revenue. They are assumed
to remain flat through the rate period and will be adjusted with the COLA mechanism in future
periods.

G. Other Revenues

The Companies offer compactor and related equipment sales and maintenance for the San
Francisco region. Customers wishing to acquire specialized refuse equipment have the option of
purchasing, renting, or leasing the necessary equipment from the Companies. The Companies
also provide maintenance service for refuse equipment at customers’ expense. These revenues
are shown separately and serve as an offset to the revenue requirement for regular service.
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H. Impound Account

Contributions to the Impound Account are based on the program and payment requirements for
the City’s Department of the Environment and Department of Public Works. Payments from the
Companies will be deposited into the Impound Account on a monthly basis.

I. Operating Ratio

The rate application utilizes a base operating ratio (OR) of 91 percent, along with Zero Waste
Incentives equivalent to up to two percent OR if the Companies achieve targets, as described in
the Narrative Summary.

J. Special Reserve Surcharge

The Special Reserve Fund has reached its minimum target level of $15 million. Therefore, the
Companies are proposing to discontinue the 1.3% volumetric surcharge, which is currently being
utilized by DPW for waste management programs.

III. EXPENSES

A. Wages

Union wages are based on ratified union contracts that run through December 31, 2016. The
union wages included in the application contain COLAs of 3% effective as of July 1, 2013 and
January 1, 2014. The actual contractual COLAs are between 3% and 5%, and any increase in
excess of the 3% minimum will be borne by the Companies. Future increases will be included in
the COLA described in the Narrative Summary.

B. Payroll Taxes

Payroll taxes are projected based on current city, state, and federal tax rates.

C. Health and Welfare (including Postretirement)

Health and welfare programs are offered to Recology employees through several service
providers include medical, prescription drug, dental, and vision coverage, as well as long-term
disability and life insurance.

During the Jast several years the Companies have experienced significant increases in the cost of
health care coverage. The current cost of coverage is over $1,900 per employee per month and is
expected to exceed $2,000 per month in rate year 2014.

The Companies have implemented changes to the non-union health benefits in an effort to
control costs, including increased co-payments and benefit reductions. Union programs are
governed by the contractual obligations and program changes are limited.

The projected cost contained in the rate application for health and welfare benefits is based on
the 2013 costs, inflated by 6.6% for the second half of the year (health insurance rates are set on
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a calendar year basis and adjusted for rate years). The 6.6% inflation factor was developed by
the Companies’ outside actuaries and is based on historical cost increases.

The health and welfare cost projections include a reinsurance fee expected in 2014 as part of the
Affordable Care Act. Early this year in March, Health and Human Services (HHS) finalized its
regulations regarding the reinsurance fee. This fee applies to all employer group health plans
starting in 2014. It is expected that for 2014, the fee will be in the range of $60-$110 per year,
per covered life (not just per employee). Postretirement costs in the rate application represent the
cost of participation in the Teamsters Benefit Trust sponsored Retirement Security Plan (RSP).
The RSP provides postretirement medical benefits for union members qualifying for retirement
under terms of the collective bargaining agreements. The RSP cost is paid monthly for each
eligible employee. The costs have increased approximately 12% per year over the last few years.
The current monthly cost of the base program is $441.93 per month and is expected to increase
by 11% to $490.54 as of July 1, 2013.

In addition to the base RSP program, the Companies agreed to provide a supplemental RSP
benefit, in exchange for elimination of the Recology Rule of 84 postretirement medical benefit
(Rule of 84 Benefit). The supplemental RSP benefit reflects program changes designed to make
the RSP mirror the Rule of 84 Benefit. This results in an additional premium of 10% of the base
cost of the RSP, or approximately $49 per month per employee during the rate period. The total
cost of approximately $300,000 is offset by savings of $3.7 million, based on the 2011 cost of
the Rule of 84 Benefit program.

D. Pension

Pension costs are based on projected contributions required to meet Employee Retirement
Income Security Act (“ERISA™) pension plan funding requirements as determined by the
Companies’ pension plan actuary. During the last few years, the Companies, through their
parent Company, Recology Inc., have made increased pension contributions, in an effort to
improve the funding status and health of the Recology sponsored pension plan. The Companies’
share of the contribution in RY 2012 was $20 million, up from an average of $10.9 million
during the last five year rate period. Recology has also frozen the Plan with respect to new non-
union personnel, who now participate in a defined contribution plan that is not subject to
fluctuating funding requirements.

Contributions are expected to be $14.5 million in RY2013 and $12.9 million in RY2014. It is
expected, based on actuarial analysis from Recology’s third party actuaries, that future
contributions will be stable at approximately $13 million based on current expectations for
discount rates, returns on assets and relatively static employment levels.

E. Workers’ Compensation

Workers® compensation expense covers the costs associated with workers injured on the job.
These costs arise from temporary and permanent disability, medical care and medical evaluation,
claims administration, insurance premiums, legal fees, and ancillary administrative functions.
The Companies participate in a risk pool with all other Recology operating companies.
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Workers’ compensation rates and allocations are established based on the specific historical
experience of each Company as prepared by a third-party administrator.

Workers® compensation costs have risen in general over the past several years due to increases in
the indemnity payments and the return of double-digit medical inflation. Changes in legislation
that led to decreases in some areas in the mid 2000s have been undercut by increases in benefits
attributed to recent court decisions, and more liberal rules regarding disputes and appeals. The
Companies are continuing to focus on safety training, return to work programs, and improvement
in work processes. In spite of those efforts, workers compensation costs remain high and are
expected to increase during the rate period. The cost of workers compensation is expected to
increase approximately 10.0 percent in 2013 and 9.8 percent in 2014.

F. Liability Insurance

The Companies participate in a risk pool with all other Recology operating companies to cost
effectively manage the Recology insurance program. Liability insurance premium projections
are based on information provided by the Companies’ insurance brokers and actuaries, along
with projected claims costs associated with fleet operations. Claims costs are allocated to the
Companies based on their individual claims experience. Other costs are allocated based on a
series of measures developed to reflect each participating company’s relative size and risk
profile.

G. Disposal Costs

Disposal costs are determined based on the estimated disposal tonnage and the projected tipping
fee at Recology San Francisco. The estimated disposal tonnage is based on current tonnage
collected, with disposal tonnage adjusted downward for increases in recycling and composting
services as well as additional black bin processing. See Recology San Francisco Schedule C for
a more detailed discussion of disposal costs.

H. Repairs and Maintenance

Projected costs related to repair and maintenance of vehicles are calculated based on the average
costs from RY2010 through RY2012, inflated by 2.2% for the rate application period.

I. Fuel

Fuel costs continue to be volatile and have changed (up and down) dramatically over the last
several years. Fuel costs for the rate application period are based on the average actual costs
from the last 12-month period (February — January). Fuel costs are based on $3.95 per gallon for
Bio-diesel, $3.65 unleaded gasoline, and $1.29 per gallon equivalent for LNG. The Companies
are continuing the effort to replace the fleet with CNG fueled vehicles. CNG costs in the rate
application are based on RY2012 price, inflated by 2.0% in RY2013 and 2.2% in RY2014,
adjusted for the 60 CNG trucks expected during the 2014 rate period. The cost per gallon
equivalent for CNG is projected at $2.37 in RY2014.
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J. Licenses and Permits

Licenses and permits include costs for Department of Motor Vehicle registrations, Department of
Public Health license fees, and Department of Public Works debris box permits. Costs for
Department Public Health license fees are based on actual amount paid in 2013. Costs for other
licenses and permits for rate years 2013 and 2014 are expected to increase with inflation (2.0%
and 2.2%, respectively) from 2012 levels.

K. Recveling and Composting Processing

The processing fees for recyclables are projected based on the tipping fee and the estimated
tonnage processed at Recycle Central. The processing fees for compostables are based on the
tipping fee charged at RSF and estimated tonnage to be delivered.

L. Professional and Contract Services

Professional services costs for legal and general services are based on the average costs from
RY2011 and RY2012, inflated by 2.2%. Accounting and engineering fees are based on RY2012
actual, adjusted for 2.0% and 2.2% inflation for RY2013 and RY2014, respectively. In addition,
costs associated with the rate application and rate implementation are included in the rate
application period. While this rate covers a one-year period, the Companies are proposing to
amortize these costs over three years. Contract services costs are based on RY2012 costs,
reduced by lower temporary replacement, and inflated by 2.0% and 2.2% for rate years 2013 and
2014, respectively.

M. Corporate Services

Human Resources (HR) provides benefits, employment law, employee training and employee
management support services. The cost projections are based on RY2012 costs associated with
Recology’s HR Department, adjusted for inflation. These costs are allocated to the Companies
based on the percentage of their employees proportional to the total Recology employee count.

Corporate Management provides general operations and corporate support services. Corporate
Management cost projections are based on RY2012 costs of management services provided by
the Corporate Office, adjusted for inflation. These costs are allocated to the Companies based on
their percentage of Recology’s total revenue.

Environmental Compliance provides planning, permitting and compliance support services.
Environmental Compliance costs are based on RY2012 costs of Recology's Environmental
Compliance Department, adjusted for inflation. These costs are allocated to the Companies
based on their percentage of Recology’s total revenue.

Information Technology (IT) provides systems development and support for all technologies,
including computers, phones, etc. IT costs are based on the RY2012 costs of Recology's
Information Technology Department, adjusted for inflation. These costs are allocated to the
Companies based on series of measures that approximate computer usage — the percentage of
Recology’s checks written and customer counts that are attributable to the Companies.
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Corporate Accounting provides audit, internal audit, treasury, and other financial services.
Accounting costs are based on the RY2012 costs of Recology's Finance Department, adjusted for
inflation. These costs are allocated to the Companies based on their percentage of Recology’s
total revenue.

Sustainability provides support for sustainability issues, including emerging technologies, green
energy and water initiatives, and regulatory support related to sustainability and air, water, and
land use issues. Sustainability costs are based on RY2012 costs, as adjusted for inflation.
Sustainability costs are allocated to the Companies based on their percentage of Recology’s total
revenue.

N. Office, Telephone, and Supplies Expense

Costs related to telephone and office expenses are based on the RY2012 cost, adjusted for
inflation at 2.2% annually. Supplies expense is based on an average from the last three rate years
(RY2010 — RY2012), inflated 2.0% and 2.2% for rate years 2013 and 2014, respectively, along
with additional supplies for the Abandoned Materials Collection and Less-Than-Weekly-Service
project.

O. Property Rental

Property rental costs are included for leasing off-site office space for customer service and
administrative operations.

P. Other Expenses

Other expenses include community outreach, medical expenses, shoes and uniforms, bank
service charges, and other miscellaneous items. Community outreach costs include cost of
working with community groups to promote zero waste initiatives and promote Recology and
City recycling and composting programs.

Q. Capital Expense

Capital requirements for trucks, equipment and leasehold improvements are projected based on
the replacement schedule and anticipated facility and program needs. Costs are added as
equipment is acquired and leased over specified lease years. Generally, lease terms are assigned
as follows:

Trucks and Rolling Equipment 7 years
Stationary Equipment 10 years
Facility Improvements 15 years

The lease rates are calculated based on the asset lives shown above utilizing an implicit interest
rate of 3.71%. The interest rate is reset on a monthly basis, based on the cost of capital for
Recology. The Companies believe adequate financing will be available for all capital

10
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expenditures from Recology’s line of credit, lease lines with third party lessors, and/or California
Pollution Control Financing Authority financing.
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Recology Sunset Scavenger/Recology Golden Gate
Contingent Schedule 1 - Zero Waste Facility Expansion

Rate Application, Schedule B
Rate Calculations - Total Revenues

RY 2014

Operating Ratio Expenses $ -
Calculated Operating Ratio Expenses -

Allowed Operating Ratio 91.00%
Operating Expense with Operating Ratio -
Non-Operating Ratio Expense
Disposal Cost 627,617
Processing Cost 826,044
Revenue
Diversion Incentive (2% OR) -
Net Additional Revenue Requirement 1,453,661
Revenue @ Current Rates 265,459,760
Average Rate Increase 0.55%
Current 32-gallon can rate $ 33.91
Increase in 32-gallon can rate 3 0.19
Operating Expenses with 89% OR -
Variance to 91% OR -
Net Revenue Requirement @ 89% OR 1,453,661
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Recology Sunset Scavenger/Recology Golden Gate
Contingent Schedule 2 - West Wing Project

Rate Application, Schedule B
Rate Calculations - Total Revenues

RY 2014

Operating Ratio Expenses $ -
Calculated Operating Ratio Expenses -

Allowed Operating Ratio 91.00%
Operating Expense with Operating Ratio -
Non-Operating Ratio Expense
Disposal Cost 147,675
Processing Cost 194,363
Revenue
Diversion Incentive (2% OR) -
Net Additional Revenue Requirement 342,038
Revenue @ Current Rates 265,459,760
Average Rate Increase 0.13%
Current 32-gallon can rate $ 33.91
Increase in 32-gallon can rate $ 0.04
Operating Expenses with 89% OR -
Variance to 91% OR -
Net Revenue Requirement @ 89% OR 342,038
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Recology San Francisco
Rate Schedules

Description

Processing and Disposal Rates

Rate Calculations - Processing and Disposal
Summary of Significant Assumptions

Total Operating Expenses

Tonnage

Historical and Projected Tipping Fee Revenues
Impound Account '
Recycling Revenue

Other Revenue

Payroll Headcount and Expenses

Employee Pension Expenses

Health Insurance and Postretirement Expenses
Workers Compensation Expenses
Depreciation and Lease Expenses

Detailed Capital Items and Lease Expenses
Depreciation Expenses

Insurance Expenses

Intercompany Processing and Disposal Expenses
Altamont Landfill Disposal Expenses

Outside Disposal Expenses

Outside Processing Expenses

Recycling Purchases

Freight Expenses

Repair and License Expenses

Fuel Expenses

Bridge Toll Expenses

Contract Services Expenses

Utility Expenses

Professional Services Expenses

Corporate Services Expenses

Page 1/61
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Recology San Francisco
Rate Application, Schedule A
Processing and Disposal Rates

RY 2014
Current Tipping Fee per Ton $ 140.76
Proposed Tipping Fee per Ton $ 149.84
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Recology San Francisco
Rate Application, Schedule B
Rate Calculations - Processing and Disposal

: RY 2014
Operating Ratio Expenses $ 100,482,302
Calculated Operating Ratio Expenses 100,482,302

Allowed Operating Ratio 91.00%
Operating Expense with Operating Ratio $ 110,420,113
Existing Capital Charge -
Non-Operating Ratio Expense
Impound Account $ 3,232,765
Altamont Disposal 4,362,273
Revenue
Other Commercial Revenues (988,704)
Recycling Revenues (20,836,599)
Diversion Incentive 2,481,351
Net Revenue Requirement $ 98,671,200
Percent Increase 6.45%
Current Tipping Fee per Ton $ 140.76
Proposed Tipping Fee per Ton $ 149.84
Total Revenue Tons 658,521
Operating Expenses with 89% OR $ 112,901,463
Variance to 91% OR 2,481,351
Net Revenue Requirement @ 89% OR $ 98,671,200

Page 3/61
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2013 RATE APPLICATION
SUMMARY OF SIGNIFICANT ASSUMPTIONS

Schedule C

Recology San Francisco
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Recology San Francisco (RSF)
Summary of Significant Assumptions

The following schedule describes the projected revenues and expenses for Recology San
Francisco as well as the assumptions underlying those projections.

I. OVERVIEW

Recology San Francisco operates material processing facilities located at the Tunnel and
Beatty complex and Piers 94 & 96 in San Francisco. At Tunnel and Beatty, RSF operates a
transfer station, construction and demolition debris recovery facility (the iMRF), an enclosed
public reuse and recycling area (PRRA) with an adjacent covered sort line, an organics
transfer area, a household hazardous waste facility, and scale facilities. RSF recycles asphalt
and concrete at Pier 94. At Pier 96, RSF operates Recycle Central, which is a large-scale
material recovery facility that processes residential and commercial recyclables.

II. TONNAGE

A. Incoming Tons

Total tonnage is based on incoming tonnage for the twelve months ending January 2013.
Detailed tonnage projections are provided in Schedule E. While total tonnage collected and
handled per day by the San Francisco Companies is expected to remain relatively constant for
the two years through June 2014, it is assumed that changes in customer generation habits
such as digital media will continue to reduce the mixed paper included in recycling programs
processed at Recycle Central. Tonnage shifts in operations at Tunnel and Beatty are also
expected, as additional compostable materials are diverted for composting through trash
processing. Some material, including material from public litter cans and street sweepings, is
excluded from the revenue tonnage base used for setting rates. Total revenue tons are the
tonnages for which revenues are received.

B. Disposal Tons

The tons of trash delivered to the landfill for disposal are “disposal tons.” Disposal tons are
calculated by subtracting diverted tons from total incoming tonnage. Projected disposal tons
are based on incoming tons for the twelve months ending January 2013, with an adjustment to
account for the anticipated reduction in disposal tons due to continued migration to recycling
and composting as well as the processing of trash in 2013.

C. Diverted Tons

Incoming tons that are diverted from the landfill are “diverted tons.” Diverted tons include
commodities recovered at Recycle Central and Tunnel and Beatty. These programs are
discussed in more detail below.

88



III.  DIVERSION PROGRAMS

A. Recvcle Central

1. Comingled Recyclables Processing (Fantastic 3)

Sort lines at Recycle Central process commingled recyclables from the blue bins in the
Fantastic 3 program. Currently, three sortlines are used to separate cardboard, mixed paper,
bottles, cans, etc.

2. Mixed Paper Processing

The Mixed Paper sort line continues to process dry materials with high paper content and for
customers on a co-collection program. This material is sorted by discarding the bagged trash
so that the remaining dry paper and cardboard can be sorted and sent to a baler for recycling.
Volumes for mixed paper are projected to remain relatively constant over the upcoming rate
period.

3. Source Separated Processing

The Source-Separated program consists of collected materials that are presorted by the
customer, as well as buyback and drop-off materials. These materials require no sorting and
are ready to bale or store in bunkers with similar commodities ready for shipment. Volumes
for source separated activities are projected to remain relatively constant over the upcoming
rate period.

4. Mixed Commercial Processing

The Mixed Commercial sort lines are designed to allow separation of recyclables from other
materials collected in San Francisco that are not presorted by the customer. Currently, there
are two sort lines capable of processing dry commercial material.

B. Construction-and-Demolition Debris Recovery

Construction-and-demolition debris is processed for recovery at the Integrated Material
Recovery Facility (iMRF) at Tunnel and Beatty. The facility has been in operation since
July 1, 2003. During the upcoming rate period, RSF plans to operate the facility with two
shifts, five days per week and one shift on Saturday. Throughput is projected to remain
relatively constant at 340 tons per day, and is assumed to have a diversion rate of 57 percent.
Metal, wood, and fines make up the largest volume of diverted materials. Metal, plastics, and
wood provide commodity revenues, while almost all other recovered materials require a
disposal or processing fee.

C. Compostables Transfer

RSF uses a dedicated compostables tipping and load-out area, known as the Organics Annex,
in an existing building adjacent to the Transfer Station.
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D. Public Reuse and Recycling Area

Materials from the public and commercial customers with vehicles not suited to utilize the
transfer station are accepted at the PRRA seven days a week. RSF operates a covered sorting
line five days per week to further process materials from the PRRA.

E. Trash Processing

RSF expects to begin processing organic-rich material from the black stream on the west side
of the Transfer Station in May 2013. Material will be received from collection vehicles then
loaded and processed through a screen to remove large items. Any recyclable materials,
including bottles and cans, will be recovered from the screened material through a separate
sorting process. The “unders” from the first screening will be loaded into a bio-separator
which will separate the compostable material from remaining contaminants, such as film
plastics. The resulting material will be loaded into end-dump trailers and taken to the
EBMUD wastewater treatment plant in Oakland where it will be deposited into a digester and
converted to electricity.

The Company expects to operate the equipment 12 hours per day, five days per week
requiring three loader operators and three material handlers.

IV.HAZARDOUS WASTE PROGRAMS

. The various hazardous waste programs, the Electronic Waste and Universal Waste Program,

the Waste Acceptance Control Program, and the Safe Needle Program are referred to as
“Special Wastes” in the cost schedules.

A. Household Hazardous Waste Collection Facility

The Household Hazardous Waste Collection Facility (HHWCF) is operated four days per
week and is open to the public three days per week (Thursday through Saturday). The facility
accepts paint, batteries, used motor oil, solvents, household cleaners, and pesticides.
Activities at the facility include bulking, packing, identifying unknown materials, and
manifesting for shipment. The projections for the base program costs are based on current
expenses and volumes at the facility.

B. Home and Drop-off Center Collection of Household Hazardous Waste

The rate application includes the program to collect HHW from homes, and to collect latex
paint, fluorescent tubes, and pharmaceuticals from neighborhood drop-off locations. This
program expanded the reach of the HHW services already offered at RSF’s HHWCF at
Tunnel and Beatty by providing residents with an alternative to driving to the facility by
offering the collection of waste from homes and neighborhood drop-off centers.

HHWCEF technicians pick up batteries and paint from existing neighborhood drop-off
collection sites along with servicing the door-to-door collections.
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C. Waste Acceptance Control Program

The Waste Acceptance Control Program (WACP) is designed to fulfill the load-checking
requirement of the waste disposal contract with the Altamont Landfill. Loads at the various
processing locations system wide, including the iMRF, PRRA, Organics Annex, and Recycle
Central are inspected for materials not allowed in the landfill. Projections for the program
costs are based on current expenses.

D. Very Small Quantity Generator Program

Qualifying small business generators of hazardous waste in the San Francisco area may use
the HHWCF by appointment for a fee on special days. Very Small Quantity Generator
(VSQG) appointments are available on two days each month. The projections for the
program costs are based on current expenses.

E. San Francisco Safe Needle Disposal Program

The Safe Needle Program is designed to encourage San Francisco residents to properly
dispose of used hypodermic needles and syringes. Sharps containers are provided to
pharmacies and other drop-off locations. All other projections for program costs are based on
current expenses with a modest increase forecast for an additional 10 retail stores to be added
in 2014.

V. OTHER PROGRAMS

A. Solar Energy at Recycle Central

In 2006, RSF entered into a joint project with the San Francisco Public Utilities Commission
(SFPUC) for the installation of photovoltaic cells on the roof of Recycle Central. An 18,500
square foot, 245-kilowatt photovoltaic array was installed on the facility’s south facing
awning. Using renewable power is consistent with Recycle Central’s mission, and every
kilowatt of solar power used to sort recyclables decreases demand for grid-supplied
electricity. Peak solar generation output corresponds with peak electricity demand time,
resulting in maximum financial and environmental benefits. Over the last three years,
approximately 545,000 kilowatts were generated annually from the solar array.

B. Energy Efficient Lighting at Tunnel and Beatty and Recycle Central

RSF will be having LED lighting installed by early 2013 at both Tunnel and Beatty and
Recycle Central. In addition to improving the quality of the lighting, the energy savings from
LED technology and automated light sensing monitors will be approximately 1,000,000
kilowatts annually.
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VI. REVENUES

A. Tipping Fees

Tipping fees for processing, hauling, and disposal of materials delivered by the collection
Companies and other customers are determined by dividing total revenue requirements by
total revenue tons. A system-wide tipping fee is used for all of RSF’s operations, including
all operations at Tunnel and Beatty and Recycle Central. The tipping fee will be adjusted by a
COLA mechanism, as described in the Narrative Summary, in the years following Rate Year
2014, until a new Rate Order is issued.

B. Recycling Revenues

The recycled commodity price assumptions for materials processed at Pier 96 are based on the
average of the actual prices received for the previous five years. All market risks for price
variances will be borne by RSF. Recycling revenue is calculated based on the projected
recycled tons of each commodity multiplied by the assumed price per ton based on the five-
year average for each commodity.

C. Impound Account

The funding for the Impound Account is based on the terms of previous Rate Orders.
Contributions to the Impound Account are based on the payment requirements for (1) royalty
fees to Alameda County, (2)regulatory fees associated with the Altamont Protocol
Agreement, and (3) agreed funding of the Alameda County Open Space fees. Payments from
RSF are deposited into the Impound Account on a monthly basis.

The proposed funding for the Impound Account in this rate application is based on actual
monthly tons delivered to the Altamont landfill, multiplied by the respective tonnage related
fees.

D. Operating Ratio

The rate application utilizes a base operating ratio (OR) of 91 percent, along with Zero Waste
Incentives equivalent to up to two percent OR if the Companies achieve targets, as described
in the Narrative Summary.

VII. EXPENSES

A. Wages

Union wages are based on ratified union contracts that run through December 31, 2016. The
union wages included in the application contain COLAs of 3% effective as of July 1, 2013
and January 1, 2014. The actual contractual COLAs are between 3% and 5%, and any
increase in excess of the 3% minimum will be borne by the Company. Future increases will
be included in the COLA described in the Narrative Summary. Payroll expenses are
computed based on the projected employee count and wage increases as described above.
The employee count assumes changes to operations to meet the City’s diversion goals. For
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example, employees are being added at Tunnel and Beatty for trash processing. Trash hauling
to the landfill is based on projected outgoing tons, and recyclables and compostables hauling
are based on increasing diverted volumes sent to end-markets and processors.

B. Payroll Taxes

Payroll taxes are projected based on current city, state, and federal tax rates.

C. Health and Welfare (including Postretirement)

Health and welfare programs are offered to Recology employees through several service
providers include medical, prescription drug, dental, and vision coverage, as well as long-term
disability and life insurance.

During the last several years the Companies have experienced significant increases in the cost
of health care coverage. The current cost of coverage is over $1,600 per employee per month
and is expected to exceed $1,700 per month in rate year 2014.

The Companies have implemented changes to the non-union health benefits in an effort to
control costs, including increased co-payments and benefit reductions. Union programs are
governed by the contractual obligations and program changes are limited.

The projected cost contained in the rate application for health and welfare benefits is based on
the 2013 costs, inflated by 6.6% for the second half of the year (health insurance rates are set
on a calendar year basis and adjusted for rate years). The 6.6% inflation factor was developed
by the Companies’ outside actuaries and is based on historical cost increases. The inflation
estimate will be updated for the final application based on the best then available information.

The health and welfare cost projections include a reinsurance fee expected in 2014 as part of
the Affordable Care Act. Early this year in March, Health and Human Services (HHS)
finalized its regulations regarding the reinsurance fee. This fee applies to all employer group
health plans starting in 2014. It is expected that for 2014, the fee will be in the range of $60-
$110 per year, per covered life (not just per employee). Postretirement costs in the rate
application represent the cost of participation in the Teamsters Benefit Trust sponsored
Retirement Security Plan (RSP). The RSP provides postretirement medical benefits for union
members qualifying for retirement under terms of the collective bargaining agreements. The
RSP cost is paid monthly for each eligible employee. The costs have increased approximately
12% per year over the last few years. The current monthly cost of the base program is
$441.93 per month and is expected to increase by 11% to $490.54 as of July 1, 2013.

In addition to the base RSP program, the Companies agreed to provide a supplemental RSP
benefit, in exchange for elimination of the Recology Rule of 84 postretirement medical
benefit (Rule of 84 Benefit). The supplemental RSP benefit reflects program changes
designed to make the RSP mirror the Rule of 84 Benefit. This results in an additional
premium of 10% of the base cost of the RSP, or approximately $49 per month per employee
during the rate period. The total cost of approximately $200,000 is offset by savings of $1.6
million, based on the 2011 cost of the Rule of 84 Benefit program.
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D. Pension

Pension costs are based on projected contributions required to meet Employee Retirement
Income Security Act (“ERISA™) pension plan funding requirements as determined by the
Company’s pension plan actuary. During the last few years, RSF, through its parent
Company, Recology Inc., has made increased pension contributions, in an effort to improve
the funding status and health of the Recology sponsored pension plan. RSF’s share of the
contribution in RY2012 was $8.2 million, up from an average of $4.4 million during the last
five year rate period. Recology has also frozen the Plan with respect to new non-union
personnel, who now participate in a defined contribution plan that is not subject to fluctuating
funding requirements.

Contributions are expected to be $4.7 million in RY2013 and $4.3 million in RY2014. It is
expected, based on actuarial analysis from Recology’s third-party actuaries, that future
contributions will be stable at approximately $4.5 million based on current expectations for
discount rates, returns on assets and relatively static employment levels.

The Company also provides pension benefits for employees represented by Operating
Engineers Local 3 under a separate union sponsored plan. The plan is funded as a cost per
hour for each participating employee. The contribution per hour for that plan is expected to
increase 13% in 2013 and another 6.6% in 2014, based on information provided by the union.

E. Workers’ Compensation

Workers® compensation expense covers the costs associated with workers injured on the job.
These costs arise from temporary and permanent disability, medical care and medical
evaluation, claims administration, insurance premiums, legal fees, and ancillary
administrative functions. The Company participates in a risk pool with all other Recology
operating companies. Workers’ compensation rates and allocations are established for the
specific historical experience of each Company as prepared by a third-party administrator.

Workers’ compensation costs have risen in general over the past several years due to
increases in the indemnity payments and the return of double-digit medical inflation.
Changes in legislation that led to decreases in some areas in the mid 2000s have been
undercut by increases in benefits attributed to recent court decisions, and more liberal rules
regarding disputes and appeals. The Company is continuing to focus on safety training, return
to work programs, and improvement in work processes. In spite of those efforts, workers’
compensation costs remain high and are expected to increase during the rate period. The cost
of workers’ compensation is expected to increase 7.2% during RY2013 and an additional
7.3% during RY2014.

F. Property Rent

Property rent represents the cost for the lease payments to the Port of San Francisco for the
Pier 96 recycling facility, and concrete and asphalt recycling operations at Pier 94. The
monthly lease rates are determined by the signed lease, and are adjusted annually by a cost of
living index, and adjusted every five years to fair market rent.
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G. Liability Insurance

The Company participates in a risk pool with all other Recology operating companies to cost
effectively manage the Recology insurance program. Liability insurance premium projections
are based on information provided by the Company’s insurance brokers and actuaries, along
with projected claims costs associated with fleet operations. Claims costs are allocated to the
Company based on their individual claims experience. Other costs are allocated based on a
series of measures developed to reflect each participating company’s relative size and risk
profile. '

H. Hauling and Disposal Costs

The disposal costs for the rate period ending June 2014 are projected based on estimated
tonnage and the disposal rate according to the disposal agreement with Altamont Landfill.
Disposal tonnage includes residual trash from Recycle Central as well as tonnage placed
directly in transfer trailers at Tunnel and Beatty. All trash is hauled by RSF. Compostable
material coming out of the Organics Annex is hauled by RSF personnel.

The hauling costs for Recycle Central operations for the rate period ending June 2014 are
projected based on estimated recycled commodity tonnage. Certain recyclables are hauled by
the long-haul fleet of RSF, although most recycled commodities are hauled to market by
outside trucking companies. Costs associated with hauling to recycling markets are based on
current haul prices, adjusted for expected chassis surcharges applied by the shipping lines
used by RSF.

1. Other Processing Costs

Compostables require processing fees from third parties to be accepted by them. Such fees
for diverted materials are included in processing costs and are based on tipping fees charged
by compost facilities utilized by RSF, including Recology Grover and Jepson Prairie
Organics. Tipping fees charged by these compostables processors are set at market rates.

J. Equipment and Vehicle Parts

Costs related to repair of equipment and vehicles are based on the average cost for rate years
2010 through 2012, adjusted for inflation.

K. Fuel and Oil

Costs are projected based on total tonnage volumes and miles for the transfer fleet, and
historical usage for the support equipment. RSF plans to utilize five new-generation LNG
transfer trucks starting in Rate Year 2014. Fuel costs are based on $3.95 per gallon for bio-
diesel, $4.17 per gallon for regular diesel, $3.87 per gallon for off-road diesel, $3.65 per
gallon for unleaded gasoline, $1.29 per gallon for LNG and $2.97 for propane.

L. Maintenance Costs

Costs at Recycle Central and Tunnel and Beatty are projected based on a three-year historical
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average, adjusted for inflation.
M. Utilities

Utility costs at Recycle Central and Tunnel and Beatty are projected based on historical usage,
adjusted for new equipment and LED lighting as noted above.

N. Operating and Office Supplies

Costs at Recycle Central and Tunnel and Beatty are projected based on historical averages
with an adjustment for inflation.

O. Tax, Licenses and Permits

Costs are projected based on existing fees, adjusted for inflation at 2.0% and 2.2% for rate
years 2013 and 2014, respectively. Business tax is adjusted to reflect an increase of $176,000
resulting from the estimated impact of the new ordinance amending the Business and Tax
Regulations effective January 1, 2014. Licenses and Permits also include a $2.1 million
charge for a Brisbane recycling fee. This new annual fee, assessed by the City of Brisbane
based on recycling activity within Brisbane City limits, is effective as of the year ended June
30,2013 and beyond.

P. Professional and Contract Services

The projections for professional and contract services are based on current experience and the
expected future needs for services during the next rate period. Engineering and legal cost
estimates have increased with the anticipated increase in activity related to the zero waste
facility development project.

Q. Corporate Services

Human Resources (HR) provides benefits, employment law, employee training and employee
management support services. The cost projections are based on the RY2012 costs associated
with Recology’s HR Department, adjusted for inflation. These costs are allocated to RSF
based on the percentage of their employees proportional to the total Recology employee
count.

Corporate Management provides general operations and corporate support services.
Corporate Management cost projections are based on the RY2012 costs of management
services provided by the Corporate Office, adjusted for inflation. These costs are allocated to
RSF based on their percentage of Recology’s total revenue.

Environmental Compliance provides planning, permitting and compliance support services.
Environmental Compliance costs are based on RY2012 costs of Recology's Environmental
Compliance Department, adjusted for inflation. These costs are allocated to RSF based on
their percentage of Recology’s total revenue.
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Information Technology (IT) provides systems development and support for all technologies,
including computers, phones, etc. IT costs are based on RY2012 costs of Recology's
Information Technology Department, adjusted for inflation. These costs are allocated to RSF
based on series of measures that approximate computer usage — the percentage of
Recology’s checks written and customer counts that are attributable to RSF.

Corporate Accounting provides audit, internal audit, treasury and other financial services.
Accounting costs are based on RY2012 costs of Recology's Finance Department, adjusted for
inflation. These costs are allocated to RSF based on their percentage of Recology’s total
revenue.

Sustainability provides support for sustainability issues, including emerging technologies,
green energy and water initiatives and regulatory support related to sustainability and air,
water, and land use issues. Sustainability costs are based on RY2012 costs for the
Sustainability department, adjusted for inflation and for changes in personnel. Sustainability
costs are allocated to RSF based on their percentage of Recology’s total revenue.

R. Office, Telephone and Supplies Expense

Costs related to telephone, office expenses, and supplies are based on the RY2012 cost,
adjusted for inflation at 2.0% and 2.2% for rate years 2013 and 2014, respectively.

S. Other Expenses

Other expenses include repairs, equipment rental, security, janitorial, facility repairs, utilities,
and miscellaneous expenses. These expenses are projected based on RY2012 actual results
with 2.0% and 2.2% annual adjustments for inflation, respectively.

T. Capital Expense

Capital requirements for trucks, equipment, and leasehold improvements are projected over
the rate period. Costs are added as equipment is acquired and leased over specified lease
years. Generally, lease terms are assigned as follows:

Trucks and Rolling Equipment 7 years
Stationary Equipment 10 years
Furniture & Fixtures 8 years
Facility Improvements 15 years or shorter of lease

The lease rates are calculated based on the asset lives shown above utilizing an implicit
interest rate of 3.71%. The interest rate is reset on a monthly basis, based on the cost of
capital for Recology. RSF believe adequate financing will be available for all capital
expenditures from Recology’s line of credit, lease lines with third party lessors, and/or
California Pollution Control Financing Authority financing.

10
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Recology San Francisco

Contingent Schedule 1 - Zero Waste Facility Expansion
Rate Application, Schedule B

Rate Calculations - Processing and Disposal

Recology San Francisco RY 2014
Operating Ratio Expenses 3 1,402,500
Calculated Operating Ratio Expenses 1,402,500
Allowed Operating Ratio 91.00%
Operating Expense with Operating Ratio $ 1,541,209
Diversion Incentive 34,634
Net Additional Revenue Requirement $ 1,575,843
Percent Increase 1.60%
Current Tipping Fee per Ton $ 149.84
Increase in Tipping Fee per Ton $ 2.39
Total Tons 658,521
Operating Expenses with 89% OR $ 1,575,843 |
Variance to 91% OR 34,634
Net Revenue Requirement @ 89% OR $ 1,575,843
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Recology San Francisco

Contingent Schedule 2 - West Wing Project
Rate Application, Schedule B

Rate Calculations - Processing and Disposal

RY 2014
Operating Ratio Expenses 3 330,000
Calculated Operating Ratio Expenses 330,000
Allowed Operating Ratio 91.00%
Operating Expense with Operating Ratio $ 362,637
Non-Operating Ratio Expense
Diversion Incentive $ 8,149
Net Revenue Requirement $ 370,787
Percent Increase 0.38%
Current Tipping Fee per Ton $ 149.84
Increase in Tipping Fee per Ton $ 0.56
Total Revenue Tons 658,521
Operating Expenses with 89% OR $ 370,787
Variance to 91% OR 8,149
Net Revenue Requirement @ 89% OR $ 370,787
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MODIFICATIONS TO THE STANDARDIZED FORMAT

The 2006 Director’s Report (page 42) recommended that “Staff should also review the
form and usefulness of the standardized application form and to propose changes to the
form.” In the interests of improving and simplifying the rate process, Recology
recommends changes to the rate schedules as described below. The changes refer to both
the rate schedules used in the 2006 Rate Application and the rate schedules listed in
DPW Order No. 173,617, “Rate Adjustment Standardized Format.”

General

The 2013 rate application presents Recology Sunset Scavenger and Recology Golden
Gate (RSS/RGG) as a single entity for rate-setting purposes. Financial and other
information for the two collection companies has been combined in a single set of
schedules.

We also propose combining all Recology San Francisco (RSF) operations into a single
schedule for a given subject, where they have not previously been combined. This can be
accomplished without sacrificing any detail. For example, rather than have separate
capital Schedules H.2.1 and H.2.2 for the Tunnel & Beatty operations and Recycle
Central, they would be in a single Schedule H.2 with sufficient information to identify the
location. Similarly, there were previously separate fuel cost Schedules L.3.1 and L.3.2
for the Tunnel & Beatty operations and Recycle Central. They would be combined in a
single Schedule L.3 showing information for usage at each site. Again, this is largely a
legacy issue. In the 2001 rate application, separate subsidiaries operated the Tunnel &
Beatty and Recycle Central sites. These operations have since been combined under
Recology San Francisco. In addition, Recycle Central was being submitted for approval
in 2001, rather than as an ongoing operation.

Single schedules in a section will simply be labeled by the corresponding letter
designation. Numerical references to multiple schedules in the section will be eliminated,
for example, Schedule X vs. Schedule X.1, where there is only a single schedule in the
section.

Schedule labeling will be condensed to be sequential. For example, if Schedule Y.2 is
eliminated, we would move up Schedule Y.3 to be the new Y.2, rather than have a gap in
the sequence.

Schedule A

Schedule A has been reformatted for purposes of simplification and to reflect proposed
changes in the residential and apartment rate structures.
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Schedule B

Schedule B remains functionally the same; however, there are several changes in the
calculation methodology as a consequence of the proposed new residential and apartment
rate structures. There will be three Schedule B’s for the collection companies.
Schedule B.1 uses the traditional calculation methodology to compute the total change in
revenues required. Schedule B.2 calculates the residential rates under the new structure.
Schedule B.3 presents revenue details supporting Schedules B.1 and B.2.

Schedule D

Schedule D now incorporates annualized actual expenses for the first seven months of the
current rate year (July 2012 through January 2013) and compares them to projections for
the current rate year (projected expenses may differ from annualized expenses due to
seasonality, partial year changes in operations, or other factors). In addition, expenses
items following labor expenses are presented in alphabetical order (with the exception of
the final category, “Other Expenses”).

Schedule E

In the 2001 and 2006 rate applications, Schedule E contained tonnage information and
programmatic cost estimates. In part, the programmatic cost estimates are the legacy of
introducing the Fantastic 3 programs for approval in 2001. Unfortunately, breaking down
total system costs by program requires numerous allocations — often allocations of
allocations. As a consequence, the programmatic cost breakdowns are very rough
estimates at best. In the 2006 rate process, much time and effort was spent clarifying
questions regarding the programmatic cost estimates and the associated methods of
allocation.

We recommend eliminating the programmatic cost estimates and changing Schedule E to
be a tonnage-only schedule appearing in a single location under Recology San Francisco.
This has been the historical location for detailed tonnage information. To assist in the
transition, we will prepare an exhibit with programmatic cost estimates in the event the
City wishes to review such information.

Schedule F

In the 2006 Rate Application, Schedule F’s were condensed to some extent from those
used in the 2001 Rate Application. The 2001 Rate Application included the proposal of
essentially a complete change to the collection system in the City (the Fantastic 3 system)
and the proposal of two major recycling facilities. Separate schedules for revenue
changes associated with program implementation were included, in case the proposed
new collection system and/or facilities were not approved. These separate revenue
schedules were no longer needed after the programs and facilities were approved and
became operational. In addition, a schedule for projected commodity prices was
incorporated into the schedule for projected recycling revenues.
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Using the 2006 Rate Application Schedule F’s as a starting point, the 2013 Rate
Application will make several more simplifying changes. Projected Changes to Revenue
at Current Rates (old Schedule F.2) will be incorporated into Historical and Projected
Revenue at Current Rates (Schedule F.1). All RSS/RGG revenue is in a single schedule
(Schedule F.1), combining the information previously presented on old Schedules F.1 and
F.2. Recycling revenues from all of RSF’s operations will be combined in a single
schedule (Schedule F.3).

Conversely, Impound Account schedules will be provided for both RSS/RGG and RSF to
reflect the specific assignment of cost components in the Impound Account (Schedule
F.2). Previously, the only Impound Account schedule was under RSF. The City funding
component of the Impound Account will be given under RSS/RGG, and the landfill
disposal component of the Impound Account will be given under RSF. The Impound
Account schedule for RSF includes all of the expenses, plus a summary section to show
the breakdown between RSF and RSS/RGG.

Schedule G

We propose minor changes to the labor categories in Schedule G to better reflect our
actual labor categories. The proposed categories show union and non-union employees in
separate classifications, whereas previous categories sometimes included both together.
We are also able to present any historical data in the proposed categories where needed.
The changes are shown in the following table.

Company Previous Proposed

Sunset and Golden Gate

Managers & Supervisors

Exempt Non-Union

Operations Coordinators

Administration

Non-Exempt Non-Union

Union — Driver — Commercial

Union — Driver/Helper

Union — Mechanics

Union — Shop

Union — Clerical

Union - Clerical

Other

Recology San Francisco

Managers & Supervisors

Exempt Non-Union

Administration

Non-Exempt Non-Union

Driver

Union — Driver/Helper

Equipment Operator

Union — Equipment Operator

Mechanic Union — Shop/Facility

Sorter Union — Sorter/Material Handler
Technician Union — Technician

Utility Person Union — Utility Person
Weighmaster Union — Weighmaster/Dispatcher
Other Union — Clerical
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Schedule J

A schedule in the 2001 Rate Application, named “Disposal Charges to B&J Landfill” was
changed to “Intercompany Disposal Charges to Hay Road Landfill” in the 2006 Rate
Application. In the 2013 Rate Application, the corresponding schedule will be titled
“Intercompany Processing & Disposal Costs” (RSF Schedule J.1).

Schedule L

The collection companies no longer have any extraordinary hauling costs, so there will
only be a hauling cost schedule for RSF. All of the materials collected by the collection
companies are brought to RSF’s facilities for processing and hauling.

Schedule M

Schedule M contains a mix of sub-schedules. Some of these have real little value in our
opinion, while others are clearly of interest to the City. The collection companies have
Schedules M.1, M.2, and M.3. Recology San Francisco has these same schedules, along
with a Schedule M.5.

Schedule M.1 contains a breakdown of supplies, office expenses, and telephone allocated
by program. We recommend eliminating this schedule.

Schedule M.2 presents a breakdown of Professional Service expenses. We recommend
keeping this schedule.

Schedule M.3 presents a breakdown of Corporate Service expenses. We recommend
keeping this schedule.

Schedule M.5 for Recology San Francisco shows a breakdown of tax expenses allocated
by program. We recommend eliminating this schedule.

Schedule N

Since Schedule N previously presented Truck & Garage and General & Administrative
expense allocations to be used in the programmatic cost estimates for Schedule E, it is no
longer needed if the programmatic cost estimates are eliminated from Schedule E.
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