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DATE:

TO:

January 31, 1997

Rate Review Committee

RE: Committee Meeting * February 5, 1997

Attached is the agenda for the February 5, 1997, Rate Review Committee meeting. Attached are
the items requested to assist you in preparing for the meeting. 

,

Attachment A -- Rate Mode] for FY 1997-98

Attachment B -- 5 Year History of Budget Costs A.llocated to the Solid Waste Disposal Rate

Attachment C - 2 Year History Budget Summary with Projections for FY 1996-97

Attachment D -- 5 Year History Adopted Budget Surnmary

Alt:rchment E -- Tonnage Information

Attachment F -- FY 1997-98 Budget Naruative Justification for Transfers, Contingency and
Unappropriated Balance

Attachment G -- Staff Report for Change Order No. 7 to the Waste Disposal Service Contract

Attachment H - Summary of Rate Policy Changes Approved by the Rate Review Committee

Arrachment I -- Summary of Regional EnvironmentaI Manag.."nt Major Events

Attachment J -- Black and Veach Repon on Analysis of f;.ate Setting Practice

Attachment K - Financial Consulting Solutions Group, Inc., Report on Reserve Fund Fiscal
Policies

The Excise Tax for FY 1997 -98 is assumed to be7 .5Vo and the interest earnings rate is assumed
tobe 5.5Vo. Disposal costs reflect the recently approved changes to the Waste Disposal Services
Contract.

A new, special regional user fee of $5.00 per ton, is introduced in FY 1997 -98 for certain special
waste streams that have no economrcally recoverable content and no waste management
altemative but landfilling. This new rate will replace the Regional User Fee for these types of
waste. The use of limited tibred rates for specific types of waste was a modification suggested by
stakeholders during the rate restructuring process undertaken in FY i995-96 and FY 1996-97.
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cc: Mike Bunon, Execurive Officer
Bruce Warner, Director, Regional Environmental Managcment
Ruth McFrrlrnd, Vctro Counci lor
Jon Kvistad, Chair of the Merro Council
Susan Mcl-ain, Metro Councilor
Roosevelt Cafter, Budget & Finance Manager
Tesy Petersen, EnvironmentaL Services Maoager
Doug Anderson, Acting Waste Reduction & Planning Services Manager
Jennifer Sims, Finance & Manageorent Information Director
Craig Prosser, Financial Planning Manager
Dernis Strachota, Principal Admioistrat ivc Services Analyst
Maria Roberts, Principal Administrarive Services Analyst
Jeff Stone, Senior Managcment Analyst
Tim Raphacl, Execurive Analyst
M,rr!  l - jordbcck, Scnior Assisranl Counsel
Lco Kcnyon, Olf icc of lhc Audiror
John Houscr, Senjor Counci l  Analyst
Lindsay Ray, Counci l  Assistaol
Jennifer Smit, Adminisualive Secrctary
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29-Jan-97 REGIONAL ENVI RON[,1|ENTAL MANAGE[,'IE NT
FY 1997-98

f'o
Jtra-Ai co-;-
effect on Rate
(Cosls/Reg Ton

(1.103,9E9)

$0
0
0

DlvlSlON/ Expen.! C.r€gory

AOMINISTRAION

Persoflal Services
Material E Services
GENEML ACCT. - Cap. outlay

TOTAL ADMINISTFATION

BUDGET & FINANCE
PersonalServices
Malerial & Services:

DEO Payments
Other

GENERAL ACCT. - Cap. Outlay
TOTAL BUDGET & FINANCE

ENVIRONMENTAL SERVICES

IIANAGEIIIENT SERVICES

PersonalServices
Material & Services
GENERAL ACCT. - Cap. Outlay

TOTA! MANAGEMENT SERVICFS

IIETRO TRANSFER STATIONS

Personal Services
Material & Setuices
GENERAL ACCT. - Cap. Outlay

TOTAL TRANSFER STATIONS

HAZAROOUSWASTE

Personal Services
Mate.ial & SeNices
GENERAL ACCT . CaP Oullay

TOTAL HAZARDOUS WASTE

ENFORCEMENT
Personal Services
Material & Servic€s
GENERAL ACCT. - Cap. Outlay

TOTAL ENFORCEMENT

Regional Melro System
User Fee lJser Fee
(Fixed) (Fixed)

1 $o 86 5951'554 $951'554

1  0  35  386  110  366 '110

1 O.O2 17,1y9 17,049
- -$1r3 

-51.354xt 5u $u $o $1,354 713

$o.42 $464,070
U

o o 790 374 790'374

1  0 .13  147 ,019  147 ,019

1 o.O7 73.100 73,100

_ff i___trff i

$464,070

$270 542
397  101

0

-:ff iff i- f f i f :  $o

o $0 $888,025
o o 390'624
o  0  4 2 ' 1 1 8==-: - f f i  -

0
0
0

$270.542
397,'101

0

$1.282,728
1,654,904

$117 ,386
451 ,825

$888,025
3S0,624

42,118

0 $ 0
0 0
0 0

$0

1  $0  11
1  0 .41
1  0 .01

$0.52

_#--=-#

$0 $1.320,767

s1 ,282,728
1,654,904

$117 .386
451,825

:+#--tr=-#

ATTACHMENT A

Transfer Charges
Stataon

Operation

Fee
TransporV
Disposal

t o l a l
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2g-Jan-97

DIVISION/ E p€nse Catsoory

HEALTH A SAFETY

Personal Servic€s
Material & Seryices
GENEML ACCT. , Cap. Outlay

TOTAL HEALTH & SAFETY

otsPosat- sERvtcEs
Personal Servic€s
Material & Serviccs
Station Operation
Yard Debris (Slalion Operalion)
Yard Debris (Hauling & Processing)
Disposal Fees (Landfi l l )
Disposal Fees ( Hazardous l\,4alerial)
Transport Fees
Fixed Costs - Transport
Fixed Costs - Disposal
Recycling Avojded Costs
l\rarion County Disposal
Marion Coun{y Transport
GENERAL ACCT - Cap. Outlay

IOIAL OISPOSAL SERVICES

TOTAL ENVIRONMENTAL SERMCES

PersDnal Services
lllalerial & Servic€s
GENERAL ACCT - Cap. Outlay

IOIAL ENVIRONMENTAL SERVICES

ENGINEERING

Pe|sonal Services
Material & Services
GENERAL ACCT. - St. Johns Lsndli l l

TOIAL ENGINEERING

WASTE REOUCTION

PersonalServices
lraterial & Services
GENEML ACCT. - Cap. Outlay
TOTAL WASTE REDUCTION

REGIONAL ENVIRONMENTAL I'ANAGEMENT
FY 1997-98'a

Shared cost
effecl on Rate

(Costs/Reg Ton
(1,103,989)

Regional Metro System
User Fee User Fee
(FrxeoJ (FBeo)

$70,415
148 .914

0 36,ECO

$0 $256,129

Transfer Charges , Fee
Slation Transporu

_operati"n-_ _g:99:gl_
Total

0
0
0

0
0
0
0
0
0
0
0
0
0
0
0
0
0

50
0
0

$70,415
148 ,914
36,800

$?56,129$0$0

0

829,400
0

1 ,601 ,874

- f f iE

$o
425.626 425,626

4.920,294 4,920,?94
0

20,200 20200
16,151,922 16,151,922

0
9,051.658 9,051.658

829,400
0

1,601,A74
29,010 . 29,010
6,570 6,570

s4,920,294 $25,684,986 $33,036,554

$o

0 $ 0
0 0
0 0

0
0
0

$5,811.360 $2,406,296 $4.920,294 525,684,986 $38.822,936

$1,670,656
4 ,105 ,7M

35,000

$s20.748

96,500

$958,440
1.368,938

78 .918

50
4,920,254

0

$0 $2.629,0S6
25.684,986 36,079,922

0  1 1 3 . 9 1 8

$920.748
762,414
96,500

$0 $1.77S.662 $0 $0 $0 $t.77S,662

0  $1 ,186 ,221
0 2,012,023
0 0

$o $3,198,244 $0

$1 .186 .221
2,O12,023

0
$0 s0 $3,198,244

EXPENSES lin dollars)
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29-Jan-97

DIVISION/ Erp.n3. Cateqory

f OTAL SOLID WAEf E DEPARTIIIENT

Personal Services
Material & SeMces
GENERAL ACCT. - Cap. Outlay

SUATOTAL

CONINGENCY. CAPITAL RESERVE

OTHERACCOUNTS

Melro Cenkal Construction
Renewal and Replacement Accounl
St. Johns Closure Accounl
Other GeneralAccount
Other
Other
Debt Servic4- Metro Central Bonds

TOTAL OTHER ACCOUNTS

REGIONAL ENVIRONMENTAL MANAGEMENT
FY 1997-38

-Iffi;F'
effect on Rate

(Costs/Reg Ton
(1 ,103 ,s89 )

0.89
0.09

Transfer Charges
Station

-ry-
, Fee

TransporV
Disposal

Regional Metro Syslem
User Fee User Fee
(Fixed) (Fixed)

0
0
0

0
0
0
0
0
0

$5,133.249
8.203.644

221,649

$958.rr40
't ,368,938

78,918

$0 $0
4,920,254 25,664,9E6

0 0

$6,15,|.690
40,177,862

$46,630,11962.37 $13,618,542 $2,406,296 $4,920,294

$0 $0 $0 $0

525,684,986

TnANSFERS
Slpport Services - Indirecl
Support Serv,ces . Direct
Building Fund - Indirect
Building Fund -Direct
Liability/Property Program
Worke6 Comp
Transportation Fund
Smith/Bybee Lakes Fund
Environmental Insurance

TOTAL TRANSFERS

TOTAL EXPENSES FY 97-98

$2.06
0.09
0 .31

0
0
0
0
0

0
$2.46

$4.83

0
0 587,065
0 0
0 0 0
0 0
0 0
0 0 0 2,656,026

$0 $0 $3,253,091

$0
587,065

0
0
0
0

. 2,666,026

$o $0 $3,253.091

$2,272,898
103,561
341,262
117 ,000
63,556
35,492

366' '147

$0 $0 s3,325,46' l

$4.920,294 52s,684,986 $53,208.671

$2.272,898
103,561

u t,262
117 .000
63,556
35,492

366.147
25,545

0
$3.325,461 $0

$16,944,003 $5,659,387

EXPENSES {in dollars)



29-Jan-97 REGIONAL ENVIRONMENTAL MANAGEMENT
FY 1997-98'o

Shared cost
etfecl on Rate

(Costs/Reg Ton
(1 ,103 ,989 )

Regional lvle{ro System Transfer Charges Fee
User Fee lJser Fee Station Transporv
(Fixed) (Fixed) Operation _Disposal_

REGIONAL ENVIRONMENTAL MANAGE[4ENI
FY 1997-9E

Special
lndustr ial

Rate

Regional
User Fee

_@_

$283,218
791 ,11 '1

0

315.260
0
0

s0
$0

$1.38S,589

$15 ,554 ,414
330,735

Fee
TransporV
Disposal

M€tro System Transfer Charges
User Fee Stelion
{Fixed) Ope6tion

LESS REVENUE:

lvliscellaneous
UEQ fee9

Tire Hauling and OisposalChgs.
Salvage (Recycling)
Investmt Inc
Contracls Carryover
Fund Balance
Forest Grove Additional Fee
Yard Debris Fees

TOTAL MISCELLANEOUS REVENUE FY 97.98

TOTAL NET EXPENSES FY97 98

Special Waste Net Revenue
Net €quired ffom Regional

User Fee and Meko Tip Fee

s31 ,100  $3 ' , 14 ,318
7 9 1 , 1 1 1

48 ,192  48 ,192
4.000

471,895 1,197,929
0 0
0 0

752,353 752,353
245,907 249,907

$1,559,447 S3,357,8'10

$24,125.539 $49,850.861

$0

$0

4,000
313,227

0
0

$311 ,227

$5.342.160

s0

91 ,547
0
0

$s1,547

$4,828,747

$0

$0 $15,223,67S $5,342,160 $4.828,147 $24,125,539 $49,520.126

EXPENSES (in dol lars)

OIVISION/ Exp€n.€ Cat.gory

REVENUES (in dol lars)



REGIONAL ENVIRONMENTAL MAMGEMENT
FY 1997-98

Regional
Regional Metro System Transter Charges
User Fee Usef Fee Station

-{!I9!.1--gIg9- operarion

'a
Disposal

Fee
Transporu' D i s p o s a l

0
324,955
351.208

0

Tolal

$65.46
4.92

70 38

59.33
1 . $
0 . 1 3
0.50

f-at1lnl

Special
Induslr ial

RateJWII-

STJOHNS

METRO SOUTI]

METSO CENTML

NON-METRO

BASE RATE/ P€r Ton

Excise Tax ( rate 7.50%)

Ba!. ntc + Erci.6 t.r( Not.djusted)

Bago rato + Exci8e Tar (AdJustod)
DEO Prcmotional Fee+Other Fees
DEO Oryhan Site Fee
R€hab. & Enhanc€ment Fee

TOTAL RATE Pcr Ton

TONNAGE

71, r 0E

0
324,955
351,20E
356,71E

0

$14.74
1 . t  I

15 .85

't6.00

0
3?4,955
351,204

0

0
324.955
351,204

0

71.108 1.032.881 676.163 676,163 676,163

$4 83
0.36
5 .19

5.00

$7.S0
0.59
8.49

8.50

$7  14
0.54
7.68

7 -70

38.36

37.13

REVENUE

TOTAL METRO
TOTAL NON.[4ETRO (EXCLUDES INOUSTRIAL)

TOTAL REGIONAL (EXCLUDES INDUSTRIAL)
INDUSTRIAL

TOTAL REGIONAL TONNAGE

Pdnled on:

676,163 NET REVENUE COLLECTED (All  rates):
356,718 NET REVENUE REOUIREO: (Al lrates)

1,032,881
71,108 ABOVE(BELOWREQUIREMENTS)

1 ,103 ,989

$49.247,823
$4S 850,861

($603,038)

01t29t97
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m/Division Overuiew Fiscal Year 1997-98

ATTACHMENT F
Responsibitities

This category reflects Metro's responsibility to maintain sufficient reserves to satisry all bond saleobligations; meet St Johns Landfill closure Plan requirements; stabitize disposal rates and minimize thefinancial impact of tonnage fluctuatio_ns; provide adequate working capit"l, dno, nn"liv, to provide for tuturecapital improvement needs. In addition, this program includes transfers to other funds for servicesprovided by other Metro departments to the Regionar Environmental Management Department.

Obiectives

Transfers

Thefo| |owingtransferstootherDepartmentswi| |bemadeinFY1997-98:

. Support Services - Indirect

. Support Services - Direct

. Building Management Fund - Indirect

. Building Management Fund - Direct

. Risk Management Fund

. Metro's Transportation Department (planning and Development Fund)
Rehabilitation and Enhancement Fund

Smith and Bybee Lakes Fund

$2,27?,89t8

103,561

341 ,262

117,OA0

9 9,048

i 366,147

430,581

25,545

Support Services transfers for direct costs includes $78,561 for constiuction management services, and
$25,000 for Internet suDport.

needs.

The transfer to the Building Management Fund for direct costs provides building renovations for the newMetro Recycling Information location.

The transfer to the Planning & Development FLrnd is fon 1) Support and maintenanceiof the Regional
lild- lrlormatign system (RLls); 2) geographic services and mapping from the Data Resource cenrer;ano J, personar services assistance with forecasting, surveys, and other economic and demographic

Revenues from the $0.50 Rehabilitation & Enhancement Fee are transferred from the solid waste RevenueFund to the Rehabilitation & Enhancement Fund. This fund accounts for revenues and expenditures for
rehabiiitation and enhancement fees.

Tran.sfers to the Smith & Bybee Lakes Fund provade technical assistance to REM in integrating St. Johns
Landfill into the smith & Bybee Lakes natural erea. construction of a hard-surfaced traiiror &eitrians anabicyclists on part of the perimeter of st. Johns Landflll will be funded through transfers this fiscal vear.
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Pro ram/Division Overview FiscalYear 1997-98

REM CONTINGENCY AND RESERVE ACCOUNTS SUMMARY

Recommendations from an independent financial consulting firm (Financial Solutions Group, Inc., Redmond, WA)
were used as the basis for e$tablishing proposed funding levels for various accounts.

General AccounL Rate Stabilization Reseve. This account was established in FY 1994-95 to provide rate stability
over multiple years. Given increased volatility in the solid waste industry (flow control challenges, continued
growth in material recovery facilities, etc.), REM believes it prudent to set aside sufficient reserves to:

1) Cover a lOYo decline in tonnage, $'hich coresponds to a 5% net loss of revenue for a two-year period
when combined with Operating Contingency. REM expects to receive $50,469,515 from rates in FY 1997-
98. A 5% net loss of revenue for a two-year period equals $5, 046,952, After subtracting the amount of
$2,529,975 in the Operating Contingency, this results in $2,516,977 in the Rate Stabilization for this
our00se.

Account Purpose Funding Level Basis
Budget

FY 1997-9E
Contingency:
Operating Tonnage/cost fl uctuation during

tiscal year. (unrestricied)
To cover a oossible 10% increase in
tonnage and a 5% increase in all other
materials and services not related to
tonnaoe.

$ 2,529,975

Renewal & ReDlacement R&R of all existing assets, including
Bond Ordinance requirements. St.
Johns Landfl ll. Gestricted)

Remaining balance and ongoing
contributions, The amounts to be deoosited
annually are established every three years
by an ind€pendent engineering company.

4,243,053

St. Johns Landfll l  Closure Closure activities and oosl-closure
liabil it ies only. (restricted)

Remaining balance No additional
contributions.

2,295,353

TOTALCONTINGENCY: $9,068,381

Unappropriated Ending Fund Balance:

Reserve Acct. - Central Bond requirement. (restricted) To be at least equal to the largest amount of
principafand interest in any one yeat ovel
the life of the issue.

2,540,025

Debt Service - Central Cash flow requirements for Debt
Service. (restricted)

PrinciDal and interest for the first six'months
of the following fiscdl year lo be transferred
to the trustee.

1,403,638

Working Capital To medt cash flow needs.
(unrestricted)

45 days of operating expenses- 6,296,887

Rate Stabilization Fund To minimize fluctuations in what
otheMise might be required in
disposal rates. (restricied)

Year-to-year fl uctuations
Lonolerm (3-5 vr) fluctuations

The ability to cover (combined with lhe
Operating Contingency) a nel 5% loss of
reveflue for a lwo-yea r period , and f'nding
levels to absorb estimated cost increases
due to inflation for 3-5 years.

4,867,903

Capital Reserve Acquisition of new assets
established in the ClP. and other
proiects. (unrestricted)

Eslimated costs as established in the Capital
lmprovement Plan (ClP) and other projecls.

6,005,400

TOTAL UNAPPROPRIATED ENDING FUND BALANCE: $21.513.853

TOTAL: $30,582,234
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2) Provide sutflcient funding to help otfset estimated contract cost increases that are directly tied to the
Consumer Price Index for three to tive years ($2,350,926). Based on REM tonnage proiections, an
estimated annual consumer price index of 3% and current spending patterns, the amount proposed should
allow for a stable rate at the FY 1997-98 level for three to five years, Calculation of the CPI-based portion
of the Rate Stabilzation Reserve is shown below.

REM'S cost structure is highly dependent on a number of seryice contracts that account for two-thirds of
total operatlng materials and services. These contracts are subject to annual CPI Price Adjustment. The
effect of inflation on the four maior contracts are shown In the followino table:

EFFECT OF INFLATION ON MAJOR CONTRAGT COSTS

Contract FY 1997-98 Co8ts
(in millions)

% of CPI Adjustment
(based on 3% inflation)

FY 1998-99 Costs
(in millions)

DisDosal Services $  1 6 . 1 0 2.20 1 6 . 5 0

Transportation 9.00 t . z? 9.20

Station ODerations - Central J . C U 3.00 3.60

Station Ooerations - South 1 . 5 0 2.40 't.54

Total $30.10 $30.84

Ditference $ 0.74

Assuming the same tonnage level as FY '1997-98, an annual increase of about $740,000 can be expected on the
above contract costs due to CPI increases. The amount of $2,350,926 set aside in the Rate Stabilization fund for
this purpose will cover major contract CPI increases for a period of three years, and 64% of the amount required
for a five-year period.

General Account. Capital Reserve. Metro's long-range (s-year) capital proiect needs have recently been compiled
in a Capital lmprovement Plan (CIP). This plan represenis the culmination of the agency's flrst comprehensive,
long-range planning process for major capital assets. Long-range REM capital proiects that are not funded
through debt are placed in this account. This account includes $755,400 for capital proiects identified in the CIP
from 1989-90 through 2001-2002, and $5,250,000 for other long-range projects as described in the following:

OTHER PROJECTS: GOST SUMMARY

Rossman's Killingsworth
Landfill Fast Creek

Operating Account
Materials & Services (FY 96-97)

Ttl. Enqineerinq Evaluations
$ 0 $ 0 $ 50,000 $ 0 $ s0,000

lncluded in Operating Account
Materials & Services (FY 97-98)

Ttl. Enqineerinq Evaluations
200,000 0 0 200,000 400,000

Total Malerials & Services and
Capital Reserve 2,200,000 2,000,000 500,000 950,000 5,650,000

TOTAL PROJECT COSTS $ 2,200,000 $ 2.000,000 $ s50,000 $ 950,000 $ 5,700,000
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OTHER PROJECTS: DESCRIPTION

Three environmental remediation projects are being recommended by REM as areas of concern to the region, in
which Metro has a legitimate role in assisting both technically and financially. Two of the projects are closed
landfills; the third is an extensive, unpermitted dump in an environmentally-sensitive area. ln addition, REM is
proposing a multi-jurisdiction project to improve the intersection that provides access to Metro South Station.

Rossman's Landfill

Rossman's Landfill is located in Clackamas County. adjacent to Metro South Station. The site consists of
approximately 100 acres and is part of the End of the Oregon Trail. Rossman's Landfill was a general purpose
landfill that received approximately 3 million tons of waste from Clackamas, Multnomah and Washington Counties
from 1969 to 1982, The site is currently experiencing a renewal ofgas production, which is causing concern. In
addition, iis site is causing groundwater contamination. The Closure Fund has a remaining balance of 9271 ,OOO;
however, yearly O&M expenditures have averaged over 9200,000 per year. lt is estimated thal the Closure Fund
wtll be out of money in 1998, with no immediate funding options. REM is proposing to fund a study of the site for
approximately $200,000 to determine longterm gas and leachate problems. In addition, REM is proposing to
contribute $2 million to the Closure Fund.

Killin-osworth Fast Disposal (KFD)

KFD (or Nash Pit) is an old gravel pit that was purchased by Riedel Waste Systems, Inc. ("RWS") and used as a
limited purpose landflll until 1989. The 24 acre site, located at NE 75th and Killingsworth, had a peak year in 1987
in which it received over 174,000 tons. RWS is now bankrupt, and DEQ is currently managing an escrow account
for the post closure funds. Initially the account received $697,000 from Riedel; approximately $600,000 remains,
The DEQ is concerned about ofisite migration of methane gas and the failure of the existing gas collection system.
Gas migration is a serious problem as residents are within 10 feet of the site boundarles. DEQ has retained an
engineering firm, EMCON, to evaluate the problem and make recommendations by April 1997. DEQ estimates
that it will cost over 9500,000 to repair the gas collection system, which will leave virtually nothing for long-term
O&M at the site. REM is recommending that 92 million be contributed to the Closure Fund.

Newell Creek

The Open Spaces program at Metro is considering purchasing several parcels of tand in the Newell Creek area
located in Clackamas County. Two properties under consideration have been preliminarily identified as having
potential environmental problems due to the disposal of solid waste in the late '1950's and continuing to the early
1970's. Since the properties were used as an unpermitted dump, Open Spaces has requested both technical and
flnancial assistance from REM in determining the extent of the problem. REM is proposing to contract with an
envjronmental flrm to determine if the groundwater has been contaminated by the waste and to make
recommendations on possible site remediation, The cost of the study should not exceed $ 50,000 and an
additional $0.5 million has been recommended for potential remediation.

Traffic lmorovements

The intersection of Hwy 213 and Washington Street, which provides access to Metro South Station, is
experiencing continual congestion problems such that traffic queues form all the way to the l-205 overpass. These
long lines are comprised mainly of customers waiting to enter Metro South Transfer Station. REM is proposing a
study in conjunction with ODOT, Clackamas County and Oregon City to review the entire transportation corridor
surrounding Metro South. The traffic study has been estimated et $200,000, while Metro's share of the
improvements are estimated to be $750.000.

ramlDivision Overview Fiscal Year 1997-98
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P ro g ra ml D ivi s i o n Ove rv i ew FiscalYear 1997-98'f
Budget Summary

FY 1997-98
Requirements:

lnterfund Transfers
Contingency

Full-Tlme Equlvalent Staffi ng
Regular FullTime FTE

$3,7s6,042
9,068,381

0.00
Regular Part-Time FTE O.OO
Temporary/Seasonal FTE O.0O

Total FTE 0.00

o
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ATTACHMENT G

STAFF REPORT

IN CONSIDERATION OF RESOLUTION NO. 96-2434 FOR THE
PURPOSE OF APPROVING CHANGE ORDER NO.7 TO THE WASTE
DISPOSAL SERVICES CONTRACT

Date: December 3, 1996 Presented by: Jim Watkins

PROPOSED ACTION

Adopt Resolution No. 96-2434 authorizing the Executive Officer to execute Change Order
No. 7 to the Waste Disposal Services Contract.

FACTUAL BACKGROUND AND ANALYSIS

The proposed Change Order (Amendment No. 7) contains ten items. These modifications
alter the financial terms as set forth in the Waste Disposal Services Contract, as amended.
The effects ofthe Change Order result in substantial savings of approximately $37 million
over the original contract as amended, without any contract extensions.

The proposed Change Order No. 7 will:

l. Replace the fixed and variable rates to the Contractor with variable rates that decline as
the tons disposed of increase (see table I ).

TABLE 1
METRO DISPoSAL RATES

Annual Tonnage Price Per Ton

0

550,001

592,501

635,001

677,501

720,001

ABOVE 762,501

550,000 TONS

592,500 TONS

635,000 TONS

677,500 TONS

720.000 ToNS

762,500 TONS

TO

TO

TO

TO

TO

TO

$27 .2s

10.00

9.50

9.00

8.50

L00
'7 .50

2.

J .

Assume the annual CPI adjustment remains consistent with the terms of Amendment
No. 4.

Elirninate the "Supplemental Price Adjustment" payment of $0.342 per ton to the
Contractor.

4. Designate Metro as responsible party for all DEQ fees.



o 5.

o-

'7.

8 .

Require Contractor to waive any claims against Metro for tonnage guafantees from 1991.

Terminate the "Most Favorable Rate" provision of the original contract.

Allow Contractor to substitute corporate guarantees in lieu of Performance and

Labor/Material Bonds.

Ratify Amendment No.4 until the effective date of Change Order No. 7'

Commit Metro to continue "good faith efforts" to direct putrescible waste to the landfill.

Require Metro and the Contractor to legally defend Change Order No. 7-

ADDITIONAL INFORMATION

Two tonnage scenarios were used to evaluate the financial impacrs of the proposed Change

Order. The projected tonnage reflects Metro's current projections for transfer station tonnage

that assumes the material recovery facilities cunently proposed by private industry will

decrease the tonnage going to Metro transfer stations. Tonnage forecasts for i997 project

75,000 fewer tons will be disposed ofat Metro transfer stations than in 1996. To analyze the

sensitivity of tonnage versus savings, a second high tonnage forecast was analyzed that was

57o higher than the projected tonnage forecast. A 57o increase in tonnage results in over a

237o rncrease in savings from $37 million to $46 million when comparing Change order No.

7 to the original contract as amended.

Staff also evaluated the average disposal costs for the original contract, Amendment No. 4

and Change Order No, 7 projected for 1997 assuming a 37o inflation adjustment and the

projected ionnage forecast for tonnage. Included in the comparison is the recently negotiated

rate for Seattle compared to their old rate.

ORIGINALCONTRACT $29.66

o

10.

AMENDMENT NO.4

CHANGE ORDERNO, T

SEATTLE (old rate)

SEATTLE (new rate)

$ 27.89

{  ? <  |  5

$ 28 .86

$ 24.35

As shown in the above table Change order No. 7 provides a reduction in 1997 of $2.74 per

ton compared with Amendment No. 4 and $4.51 per ton when compared to the original

contract without amend.ments. Tbe rate reduction that Metro will receive compared to the

orisinal contract is the same reduction that staff estimated Seattle will receive in 1997



'o On April l, 1997, Seattle's rate will drop to $41.47 per ton for transport and disposal. Based
on information provided by OWS in a letter written in 1991 and confrrmed by Metro staff,
Seattle's transportation costs were represented as $15.87 per ton. Staff analysis based on
railroad cost of living increases and recently signed railroad contracts, estimated that Seattle's
transportation costs will be $1'7.22 in 1997 leaving $24.35 per ton for disposal. Since
Change Order No. 7 is tonnage sensitive, it would only take an additional 34,000 tons (5.2%
increase) delivered to Metro transfer stations to lower the above rate for Chalge Order No. ?
from $25.15 to $24.35.

During the negotiations one of the primary goals of both panies was to provide savings
equivalent to what Metro would potentially lose by terminating the Most Favorable Rate
(MFR) agreement. Seattle's waste is only guaranteed until 2006 whereas Metro's contract
terminates in 2009. In an attemDt to evaluate the value of the MFR agreement staff assumed
that OWS would successfutty reUia rhe Seartle contract in 2006 and Jontinue to send the
u'aste to Columbia ridge with no rate reduction in 2006. The value of the MFR agreement
for the projected tonnage forecast is $67 million and for the high tonnage forecast 569 million
compared to the similar $63 million and $?3 million respective savings offered by Change
Order No. 7 when combined with the previous savings Metro curently enjoys from
Amendment No. 4.

Considering all the variables that are involved in the analysis, such as tonnage, inflation rate,
transportation costs, and the long term disposition of Seattle's waste, the savings offered by
OWS clearly show that by agreeing to Amendment No. 7 they are attempting to compensate
Metro for eliminating the MFR Agreement.

The specific items contained in the Change Order are more fully addressed below on an item
by item basis.

Item #1 replaces the fixed and variable rate to the Contractor with a variable rate that
declines as the number oftons increases. For the first 550,000 tons in each fiscal year the
base rate will be $27.25 per ton which is a 64 cent reduction on the first 550,O00 tons in
comparison to Amendment No.4. Arateof $10.00 per ton will be charged for the next
42,500 tons. Each additional 42,500 tons will be charged at a rate 50 cents lower than the.
previous rate with the minimurn rate set at $7.50 per ton.

As a part of the negotiated settlement for eliminating the lump sum payment of $ 1,802,950
per year, Metro agreed to a one time Jump sum payment of $1,025,400 to be paid on
January 10, 1997, or the effective date of this Amendment, which ever comes latter. Even
with the lump sum payment in FY 1996-91 Metro still saves an additional $ 1.1 million
compared to Amendment No. 4.

Metro receives credit for all tons delivered from July l, 1996, to the effective date ofthe
Change Order toward meeting the first 550,000 tons in FY 1996-97. Given cunent
projections Metro would only pay the base rate on approximately 264,000 tons in the current



'o fiscal year and the remaining tons would be at the reduced rate if the Amendment is signed in

Decemher 1996-

Item #2 modifies the annual price adjustment formula. This change was to assure that the

annual price a justment under Change Order No. 7 would be the same as under Amendment

No. 4 The item limits increases to 907o of the index less l/2 percent for all payments. The

financial impact is neutral compared to Amendment No. 4 except for changing the timing of

future cost of living increases. OWS agreed to delay the next adjustment from April 1997 to

July 1997 which offers a small savings to Metro but more importantly (from a budgeting

perspective) coincides with Metro's fiscal year.

Item #3 eliminates the ,.Supplemental Price Adjustment" payment $0.342 per ton to the

Contractor. Payments would have continued until 1999 totaling $'721,232. The pulpose of

the payment was made to compensate the Contractor for Metro's failure to deliver waste

guaranteed to the Contractor during the initial year (1990) of the Contract-

Item #4 eliminates an existing dispute of a change in law provision in the original contract

over payments to the contractor for DEQ fees enacted by legislation and adopted after

execution of the contract.

Item #5 requires the Contractor to wa.ive any claims for additional compensation for

violation ofthe 907a tonnage guarantees from 1991 to the effective date of this Change

Order. The Contractor had claimed that, as with 1990, Metro may have violated the

guarantees contained in the contract for these years.

Item #6 terminates the Most Favored Rate Agreement. This provision was contained in

Amendment No. 4. Metro also waives any c.laims against the contractor for any alleged

breach of the Most Favorable Rate Agreement.

Item #7 substitutes lhe Contractor's corporate guarantee for the performance and labor and

materials bond requirements of Amendment No. 2, which eliminated the retainage

requirements of the contract. The corporate guarantee will now take the place of both the

bond and retainage guarantees for performance of the contract.

Item #8 ratifies Amendment No. 4 until the effective date of this Change Order at which time

it is terminated

Item #9 commits Metro, tn addition to the flow guarantees in the Original Agreement, to

make good faith efforts to ensure that putrescible waste destined for a general purpose

landfiil shall be subject to Metro's authority to deliver waste to the Columbia Ridge Landfill-

Good fairh efforts are further defined as Metro continuing to comply with the flow control

covenants benefiting bond holders and continuing to exercise the same general level of effott

now used to enforce Metro's flow control and illegal waste disposal ordinances and

reeulations.



-o Item #10 requires both Metro and the Contractor to agree to defend the validity and
enforceability of Change Order No. 7.

BUDGETIMPACT

Under the most probable tonnage scenarios, Metro would save approximately $37 million
over the current contract considering the effects of Amendment No. 4. Savings are
approximately $63 million over the terms of the original contract (i.e., without Amendment
No. 4). For this fiscal year each month under Change Order No. 7 will result in savings of
over $85,000. However the net savings for this fiscal year will be $ 1.1 million because of the
$1 million lump sum payment that must be paid to OWS upon signing this Change Order.

EXECUTIVE OFFICER RECOMMENDATION

The Executive Officer recommends approval of Resolution N o. 96-2434.

JW:CG:ay
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ATTACHMENT H

RATE POLICY CHANGES APPROVED BY THE RATE REVIEW GOMMITTEE

(January 1992 - December 1996

A. Rate Methodology Cost Allocation.

1 . Assign the costs of contingency to the Regional User Fee.

2. Assign the St. Johns Landfill operating costs to the Regional User Fee.

3. Remove any subsidy of yard debris rates by Metro Solid Waste disposal rates so
long as the rate for yard debris remains lower and the incentive to separate yard
debris is maintained.

4. Assign the recycling incentives (Recycling Avoided Costs) paid to the facility
operators to the Regional User Fee.

5. Assign the costs for the Management Services Program of the Operations
Division to the Regional User Fee.

6. Assign the costs of Renewal and Replacement Account contributions to the
Metro User Fee. This change was recommended by the Black & Veatch Rate
Report in June 1993.

7. Assign the costs for capital expenses related to the transfer stations to the Metro
User Fee component. This change follows the rate setting philosophy of Black &
Veatch.

B. Rate Stabilization Account

1. The Rate Review Committee supported the establishment of a Rate Stabilization
Account within the Solid Waste Revenue Fund.

s:\share\robe\rrc\policy.doc



U)

-

-
v

Fi
lrt

a
l'!lt

o
o

q)

z

o
F l
e
-
fn

z
Fl
0

v

f E I
o! =14

K : 6

a ' E  -

=qF
Ei
6

€E ga-d  x  5
: 5 , ! ao E 9

r=l
_ ! ; =: a :
;T '4
d ' = E
T <

5S. {

o 6  n

> o

\ c ;

3

I

q ; . 3

' *  =
6 ' Q

n o  i l

0q  = l !

! I 6  g

c -  d

o ' =  6 -
: ! t r
e ;  * *

;6+
{ a
; 9 €

6  a x
i l o e &
i . s9

Y ?  =

6 ( ! U

i P

6A
+ 9

= : <

;  o ' E

d ) i 4

a 2  *

a - z

[;a1*F
;E;338
{ iEETT
ag;9.IE

qesis
*3 F=*

9E"E.

: :  - :  J ! ' 4 ? V r  X '

aBaF-a;9E
93=t=e3*';f;=T3F
E.3+a?F+
EaAS$Ag
? q A  \ b  I
F = p
+ A

F-S

!eE
;  ao

:. DE o"
e"fr

*FF;
9:3Ar
; saq=aza)

sqB
e  < F

; F 3E I F,8s+i
eg EE 3.3A9€i-  E  P  = l  g o I  r  i

I  FE;94:J ;j  &FEEH*in' :
-  o . i  ^  7 = - \ o
?  . o  i : i * d e : . 5

;  g E ds E $ <
=  -  -  o  6 : i  - X

g ?E;BgFa
3  d  ;  * or .  q  q.S

5 o
zR

u . J
- €

5

F ; E ; S

: 5 i €

€+*e
i51e
l  A z h

6 *

= " i

{ 4
6'

E 6 i ;

= :  = : i

i z  a ;

EE N
: 3 ;
t s 6 ? - '

$+ a

€ i .

: i . i P ;
! r !  i  F -

;Es*
: = P l o

9 g {
6

5 <  a :

t ' F  f t 3
9 ,  t - c

; t
g D
' f

! t P = i ' =  = :
H  n  > ? d(} = r A'rE

k 6 - 3

4  + - ' q

E  Z - s f ,
4. I a-(,
19 o r  S
r o ? 4 3
6 :  I ; :

lqH
4  ^ E

= = E

: > o
E 3  J
I  a i ;

6 o -

z ;

6 ; -

* - i

q : l  B

= {  i

. i o

< E
a'
€

E 839
l :  s !
= Y  5  &
x 6  z t s
d i  ?  5

EsB

* ? 2 i

g  >F
o  - : ;

3.

-

B

6 '

6-43*F
!  E  d  i * '
' j e A : s' f  

= . d
d v?*

| d = ; 9

EFEs
5 5 '

N T ? :
1 : .H  6

* fE

Es,c
6 P =

a  i ' i

; . - P

4 d i

? 6

E. Ae

" . 9
6
€
F

a  {  ? i t

e e$€
[  =39
ii?i

c €

E<
P F
i = r

F5*ffFF9t
FTi . : i i :  4aE'$iEEaiFaa  o - a  E

z ,,{  I  6
f i l d '

"xi1g
;Ps3

< F >

3  : . €
naF '
* E ;
E  9 a c

c=;



' ^

v

ATTACHMENT J

M erRo
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ANALYSIS OF
RATE SETTING PRACTICES

JUNE 1993

BLACK & VEATCH
PROGRESS BY DESIGN



tr
BTACK & VEATCHo

6 Venlure, Suire 315, lrv;ne, Coltlornio C2718 33)7.1714) 753.A5OO,Fax 17)4) 753 1252

June 4 ,  1993

Hs,  Mar ia  Rober ts
Project Manager
Met ropo l  i tan  Serv ices  D is t r i c t
So l  id  Waste  DeDar tment
600 Northeast Grand Avenue
Port land, 0R 97232

Dear l ' ls. Roberts:

In  accordance w i th  our  agreernent ,  we are  hereby  submi t t ing  our  Repor t
Ana lys is  o f .  Rate  Set t ing-prac t ices  fo r  the  Met iopo l  i tan  56rv ice i  

'

u ' i s ! r rc t .  the  repor t  p resents  the  resu l ts  o f  our  rev iew.

l , l j e  want  to  thank  you and the  Met ropo l j tan  Serv ices  D js t r i c t  s ta f f  who
prov ided us  w j th  the  ex tens ive  background in fo rmat ion  and da ta  needed
prepare  th is  repor t .

!g  apprec ' ia te .  the  oppor tun i ty  to  serve  the  t le t ropo l  i tan  Serv ices
urs t r rc t  tn  th ts  mat te r .  p lease  ca l l  us  i f  you  have  any  ques t ions .

Very  t ru  1y  yours ,

b

on

to

Enc losure

I

J

8 VEATCH

Jacob Boomhouwer,
t{estern Reg i  ona I

|o
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REPORT ON
ANALYSIS OF RATE SETTING PBACTTCES

lntroduction

Background
The Metropolitan services District ("Metro") was creared in 197g as a regional

governmental bodv under the Metropolitan Services District Ac!. Metro is governed by a
thirleen member council elected by di$trict and an executive officer elected at large. The
executive officer is responsible for the day-to-day administrarion of Metro. 

'Both 
the

councilors and the executive officer serve four year terms.
The legis lat ion which creared Metro grants to Merro the author ir \ . for the regional

aspects o[  sol id waste disposal,  l iquid waste disposal,  warer supp]y,  rransportat ion pranning,
human services, parks and recrearion, cultural facilities, libraries. correctional facilitjes, and
correctional programs. Metro currently exercises its authorit-v to manage soJid waste disposal.
to operate rhe Washingron Park Zoo, to provjde transporrarion planning. and to manage
convention. trade and specrator facilities.

Metro s service terr i rory,  * 'h ich consisLs of  porr ions ol  c lackamas. Multnomah and
washington counLies. covers 260 square mires ancl includes a service popurarion of over 1.2
million. within its serwice territory. Merro controls the flow of solid waste and manages the
disposai of over one millon tons of waste each year. The Metro svstem inciudes st. Johns
Landfijl. t*,o transfer starions, and Jong term agreements with Wasre Mana-qemenr of Oregon
(wMo) fbr disposal ar rhc wMo's coiumbia Ridge Landt iJJ and with Jack Grev Transport ,
Inc.  lor  haul inc of  sol id waste from Metro taci l i r ies to the landf i i l .  St .  Johns. a qeneral
purpose landf i l l .  was closed in 1991, Metro has accumulated $20 mi l l ion to pav tbr c losure
and post-c losure costs ar st .  Johns. Metro has conrracted tbe operat ion of  MeLro cenrral  and
Metro South transfer stat ions and is current lv planning the construct ion of  a third faci i i ty to
be located in WashingLon Counry. The majorjty of rhe non-recoverable rvasre generared
within Metro's service rerrir.ory is disposed in the columbia Ridge Landfili located in Gilliam
counrv near the ciry oI Arlington. In addition to the Metro owned facijities. Metro also
franchises a number of privatelv owned facilities to receive solid waste qenerared within the
Metro service terrirory.

Metro solid waste operations and capital expenditures are financed through user fees,
regional transfer charges. disposal fees, inreresr income, and miscelianeous operatins income.



The projected revenue from user fees, regional transfer charges, and disposal fees for fiscal
year 199283 is $56 million. An additional $4 million will be provided from interest income
earned on invested fund balances and miscellaneous revenue sources such as fines and
lorfeits, sale ofsalvaged materia]s. grants. and rental income. Approximately 39 percenr of
lotal revenues are received from user fees. 10 percent tiom regional transfer charges, 44
percent from disposal fees, and 7 percent from interest income and miscellaneous revenues.

Purpose
This report presents the results of an examination of Metro's rate setting methodology.

Included in this report is a discussion of cost allocation procedures and a presentation of the

rate development al[ernatives which Black & Veatch believes will enhance Metro's ability to
achieve its rate policy objectives.

Scope
The scope o[ this srudy is limited to an analysis of Metro's rate setting methodology for

solid waste disposaL semce as expressed in Council Resolution No.88-878, a review o[

available documents related to rates and costs, and an evaluation of rate development
alternatives. Specifically, Black & Veatch was asked to invesligate iive principa) areas:

. Rate Setting Methodology
' Cost Allocarion Proced ures
.Al locat ion of  Credi ts and Rate lncent ive Costs
.Evaluat ion of  Rate Sensi t iv i ty to Cbanges in Tonnage
. Identification o[ Opportunities lbr Improvement
. Industry Practices

Although this report  discusses rate development methodolog, the study scope did not

include thc determinat ion of  costs of  service or the develoomenr of  rates.
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Summary of Findings

Metro's rate set|ing methodology consisrs of three principai steps. Firsr, an annual
budget is prepared which identifies the costs of the programs which will be funded through
solid waste user charges and fees. second, forecasts of regional disposal tonnages with a
breakdown ofdisposal tonnages by facility are developed. Third, the informarion developed
during the first rwo steps is combined !o develop solid waste rates. The rate structure used
bv Metro consists of four componenrs, a Regional User Fee, a Metro User Fee, a Regional
Transtbr charge, and a Transporr and Disposal Fee. cosrs of programs whlch provide a
regional benefir are recovered through the Tler 1 Regional User Fee. This fee is assessed
on all solid waste disposed in the regron. The fixed costs associated with Metro faciliries are
recovcred through the Tier 2 Metro User Fee. The variable operating costs of Metro
facilities arc recovered through a Regional Transfer Charqe. The costs of solid waste
transport and disposal are recovered through a Transporr and Disposal Fee. The Tier 1
Reqional user Fee is col lccted ar MeLro laci l r r res and al l  f ranchised faci l i r ies.  The Tier ?
Metro User Fee, the Regional Transfer Charge, and the Transporr and Disposal Fee are
coi lected on)y at  Metro faci l i t jes.

The rate serting merhodology used by i\,letro is generallv adequare to accomplish irs rate
polrcv object ives and to support  other pol ic '  objectr 'es reqardinq the managemenr of  sol icJ
*aste.  Al though thc exisLing methodologv is adequate [or i r .s inteoded purpose, opportuni t ies
for enhancing thar methodology- do exist. The foLlowing highlight our kev findings.

'  The cost al locat ion bases used in rate development are general lv sui table.
'  The disposal credi t  g iven to organizat jons. rvhi le not suppcrted on a cosr of  service

basis.  is consisrenr u, i th lVfetro pol ic ies support ing recl ,c l ing,
' Nonprofit and tbr-profit recvclers benefit from Metro programs promoting recl,ciing.

These organizar ions do nor pav anv lees supporr ins rhese programs. On the basis
of rate equitv, recvclers should share in the cosrs of these programs. A Svstem
Management Fee whicb includes the costs of waste reduction, recycling information,
and portion of pJanning and administration will provide a mechanism for cost
sharing. The revenue Eenerated by a System Management Fee should be credited
to the Ticr I rate to give proper recognition to the regional support of recycling.

- The contract operator of Metro Central currently receives an incenrive payment
equal to the avoided cosr of rransport and disposaJ for all materjals recovered from
lhe waste stream. AJLhougb Metro receives twenty percent (Z\Vo) of the revenues
frorn tbe sale of recovered materials. under this arrangemenr the majority of the
benef i t  of  rec,"-c l ing is given to lhe conrractor.  Metro should ccnsider neeot iat ins



a sharing of the avoided cost wheo the conrract is renewed in 1994.
The rate model developed by Metro staff calculates cost based rates in accordance
wilh Metro's policies for rate development. The model facilirares rhe anallsis of
alternative scenarios of costs and tonnage. The model does, however. contain a
significant amount ofbudget detail. Metro should consider breaking the rare model
into separate budget and rate calcularion modules. Simplifying the model would
make it easier to use and enhance error detection.
The tonnage forecast is a crirical element of the rate setting process- Recent
forecasts have not produced the degree of accuracy required to ensure adequare
revenues. Metro should continue jts efforts ro improve model accuracy-
Metro should continue to include an allowance for contingency in its annual budget.
The tonnage forecast is only accurate plus or minus three percent (+ l-3%o) at a
ninety perc€nt (907a) confidence level. Based on rbe Fiscal Year 1993/94 forecasr,
the potential net revenue loss if actual tonnage is three percent (3Vo) Iower than the
forecast amount is between 5608,000 and $889.000.
Metro should maintain workins capiral equal to abour forry-five (45) dals cash
expenditures. Working capital js required ro cover the lag between when service is
provided and payment received, as weil as the normal variations in revenue and
expense estimates. Based oo rhe proposed 1993/94 budger of $57,6 million, a
working capi tal  a l lowance of $6 mi l l ion is appropr iaLc.



o Current Hate Practices

Overview
Metro has adjusted its solid waste rates from time to time to reflect changes in costs and

levels of service provided. In 1982, Metro retained the engineering firm of cHrM Hill to
perform an analysis of cosrs and rares. At. the time.of the study, the st. Johns l,andfill was
the only Merro facility. By the time lhe nexr rate study was completed in 1993, Metro had
begun consrrucrion of the clackamas Transler and Rerycling center, now know as Metro
south- The 1983 study considered rhree rate options - a cosr of service rare, a limited
uniform rate' and a uniform rate. Based in part on the preference of commercial solid waste
haulers, a uniform tonnage rate structure was adopted. A uniform rate was charged at all
Metro facilities, although the rate at the crackamas Transfer and Recycring Center arso
included a convenience charge of $1.49 per ron.

In 1984. the solid waste rare was broken into four compone'ts - a base rate, a user fee,
a regionaJ transfer fee, and a convenience charge. The base charge paid the costs oi landfi
operation- The regional transfer charge and the convenience charge paid tbe operating cosu
of the transfer sration. The user fee paid rhe cost of sorid waste programs not directJy related
to operarion of any Merro faciliry.

ln 1990. Metro modrfied irs rare srrucrure to irs present tbrm. The currenr rate srructure
includes four components. The cost of regionai programs are recovered through a Regiona)
user Fce (Tier I  )  which is appr ied ro ar i  wasres col lecred wirhin Merro's service terr i rory.
The Metro User Fee (Tier 2), which is collected only at Merro facilities, recovers rbe fixed
costs of solid wasre transfer and disposal. The Regional Transter Cbarge, which is collected
a[ Me[ro faciiities, recovers the variab]e cosrs of transfer station operation. The finai
component of rhe rate structure is rhe Disposal Fee which recovers the costs of transport and
disposal- The current rate slruclure eliminated the convenience charge included in the former
rate sttucture- The convenience charge was intended to reflecr rbe additionai administrative
costs associated wirh rhe direct hauling of solid waste ro rhe landfill by the general public.
In addition to rhe four componen$, the rate ordinance includes a number of orher charges
such as a special waste surcharge, a tire disposal rate, and litter control surcharge.

Prior to 1990, rares were adopted and implemenred on a carendar year basis. Beginning
in 1990, tbe rate cycle was modified to correspond to Metro's fiscal year. The alignment of
the rate cycle and rhe fiscal year improved Mecro's ability ro coordinate irs rate setting with
its budgetary needs.

Table I shown below summarized Metro's rare history. The large increase in the disposal
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rate which occurred in 1989 was the resuh o[ the need to generate revenues !o fund the costs
of  c los inq the St .  Johns Landf i l l .

TABLE 1
RATE HISTORY

($/ron)

Year

1980

1981

1982

1983

1984

l v5 )

r 986

1987

r 988

1989

1990

Base

Rate

9 ;73

9.73

10.41

13,48

13.48

13 .48

14.38

14 .38

10.75

) 1 . / )

30,75

User Fee

3.20

A  1 <

4.25

Tier 2
User
Fee

14.00

8.50

7.00

Regional

Transfer
Charse

2.75

6.25

6.25

Regional

Transfer

Charge

7.00

10.50

9.00

Total

9.73

9.73

10 .41

13.48

14.97

l . l -  / - i

I  / . - t d

17.38

19.70

45.75

44.7 5

Year

l99l

1992

1993

Tier l

RegionaJ

User Fee

7.00

13.00

19.00

Convenience

1.49

2.2-5

3.00

3.00

3.00

3 ,50

_1.5 0

.And Disposal

Fee

26,00

34.'75

38.25

Total

54.00

ob- /.1

73.25



o Revenue lssues
The principal source of revenue for Metro's Solid waste Department is fees and charges

for solid waste services. In addition to fees for service, r\{etro's solid waste Depanmenr arso
obtains revenues from miscellaneous sources relared to operations and from the investment
of available fund balances. The mix o[ revenue sources used by Metro has a significant
rmpacr' on the type of rate structure required. Ir is also imporrant to recognize rhat Metro's
pricing policy is influenced by the fact that it provides wholesale sewice rather than retail
service. It is Metrot customers who provide retail service to individual residential and
commercial customers. Metro's pricing policies directry affect only its customers. How
Metro's customers in turn charge their customers is bevond Metro's control.

Flxed and variable Rev€nue. utilities rvpicalry obtain a revenues from a mix of revenue
sources. some revenue sources tend ro be relatively stablc and independent of quantity of
service provided, while orher sources tend ro vary directry witb the quanrir_v o[ service
provided- Fixed revenues sources mighr include tax revenues, service charees, and interest
income. Although those sources do nor vary with the quantity of service provided, rheir
revenues can still be highly variable depending upon tax rates, regional growrh, interest rates,
and other factors which utilities cannot control. Variable revenues by comparison are a
function of the quantity of service provided and rhe rates charged for that sen.ice. Merro,s
exist ing disposal rates are examples o[  var iab]e revenue sources.

Metro is engaged in an enrerpr ise act iv i tv I ike manv oLher ut i r i tv and commercia,
enterprises. its costs of providing soiid *asle services are comprised of fixed and variable cosr
components. At the presenr time, r{etro's solid waste DeparrmeDt recovers mosr o[ its costs
rhrough its various fees and charges. Ir combines irs fixed and variabie cosrs in its pricing [or
the services provrded. consequenrlv. Iv{etro reries on a'ariabre revenue source to reccver
both its fired costs as well as its variable costs. Reliance on variabie revenue sources for
recovery of both lued and variabre costs of sen'ices reduces overarr revenue srabiliry.

In conducting this study, nc policv sratemenr was found which prondes guidance
regarding the levels of revenues which should be derived from fixed and variable revenue
sources Accordingly, the mix of lued and variable revenues is considered to be a
management decision to be made by the Council when adoprinq rates.

Revenue stability. Reliance on fixed revenue sources is nor the only means lo obtain revenue
stability. Revenue diversity, pricing, and maiDteDance of adequare ressrves are orDer meaDs
to achieve revenue stability. while a particurar revenue srream may be variab)e. using several
revenue methods may reduce revenue variabiritv. Adopting a Sysrem Management Fee can
offset potenrial revenue losses from reduced wasre vorumes re5urting from recycling programs-
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Stability can also be obtained through a rate structure- A rate strucrure which incorporates
a service charge as well as a volume charge mav be more stable than a rate structure which
only includes a volume charge. Finally, adequate reserves contribute to revenue srabilig by
providing funds during periods of reduced revenue receiprs,

Working Capital. In addition to providing sufficient revenues to meet the costs of
operations, rates must also be adequate to fund working capital requirements. A working
capital allowance is needed because of the lag between when service is provrded and when
revenues for that service are received. In addition, working capital provides a margin of
safety for any variation berween forecast revenue and expenses and actual results. AJthough
working capital can be used to ofhet any deviations from forecast amounts, it should not be
used to avoid rate adjustmens.

Most utilities size their working capital ailowance on thirty (30) to sr,xt_l (60) days of
operation and maintenance expense$. An allowance based on forty-five (45) days of
operation and majntenance expenses would be a reasonable allowance for Metro. Once
established, thc working capital fund should be replenished as soon as possible whenever the
fund balance drops beiow a forty-five day allowance. The allowance may a)so need to be
adjusted to reflect increases in annual budgets. Based on the proposed 1993/94 budget of
$57.6 million. an allowance of $5.6 milljon is appropriate. The calcularion of the allowance
shown below excludes non-operating income, debt service payments, contributions to
restr icted funds, and intra-agencv transfers-

Tota l  Revenue Requirement

Less:

Non-operating Income

DcbL Serv ice

Renewal  & Replacement  Fund

Sl .  Johns Closure Account

Intra-agency Transfers

Net Revenue RequiremenL

Daily Revenue Requirement

45 Days Al)owance

$s7,605,386

$3,230.193

$3.02s.23i

s 732,000

$1,600,000

$4.604.403

$44,413,557

360 days

S123,310lday

{< s(1 Ko<
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Rate Objectives
over the vears, Metro has adopted several resoiutions which provide guidance for rate

set t inc.  Resolut ion No.  84-483 adopted b1,  tbe Counci l  on Augusr  23,  19g4 f i rs t  esrabl ished
Melro's policies tbr rate development. Resolution No. g4-4g3 continued to serve as Metro,s
primarv rate policy statemenr until the adoption of the Regional solid waste Managernent
Plan (RSWMP) in 1988. Poliry 1l of the Plan stares, in part. Metro's rare policy is ro achieve
"stable, equirable and predictable solid waste system cosrs and rates." The key elements of
Policy 11 are:

. Uniform regional rates which may be adjusted to recognize local conditions;
' Financial support for source separation programs and orher waste reduction

programs;
. Support for waste reduction programs shall be based on the leqal, rechnical, and

economic feasibiliry of tbose programs.

To accompl ish the ob. ;ect ives of  Pol icy 11,  \ {eLros rare s t ruc!ure must  incorporate a
numbcr of cssential fearures. The rate structure musr pror.ide adequate, srabie revenues. The
revenues produced bv the rares must  be suf f ic ienr  to  meer a) l  operar inq costs inc luding debt
service as well as anv cash financed capital additions. Tbe rate strucrure must promote equiN
among customer caregcr ies.  Each group ofcustomers should be charged in  proporr ion ro tbe
servrcc received-  The rate s t ructure must  be easv to implement  and adminis ter-  The basis  of
the rates musr  be understandable to  the publ ic  and should nol  p lace anv undue admjnis t rat ive
burden or  cost  on Metrc  The rate s t rucrure shouid promore rhe oregon sol id  waste
hierarchv bv providing appropriate incentives to reuse. recvcle, and reduce. FinaLlv. the rare
structure must be consislent with Metro policies.

Seiect inq and implement ing a rate s t ruc lure of ten requi res the rate designer  to  evaluate
the re lat i 'e  importancc of  cach rare object ive.  The ef fect  o l  implement inr  one Object ive ma_v
coni l ic t  wi rh the in tenr  of  another  objecr ive.  For  example,  rare equi tv  mav requi re a large
number of  customer c iasses to accurate lv  ref lect  the sen ' ice character is t ics of  d i f ferent
cusromer grcups.  A large number ofc lasses,  hou 'ever ,  mav create an adminis t rat ive burden
and result in higher costs to all classes. The rate desiqner must weigh the rejative importance
o[  rate equi ty  to  that  of  ra te adminis t rat ion.  The resu]r ing rate s t ructure mav ref lect  a
compromise between those two objectives as well as the other rate objectives.

The analvsis of Merro's rare serring metbodology will be based, in part, on the abiliry of
Metro's existing rate structure to achieve its rate policy objectives.

Existing Rate Setting Methodology
Metro updafes its solid wasre rat.es each year. The rate developmenr process is

composed oI three primary steps. The first step is the preparation of an annua] budget. The
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annual budget includes estjmates oI pcrsonnel costs, materials and supplies, ccntract services,
capifal outlays, debt service. and other cash requirements of the solid waste system.
Concurrent with the budget prepararion. Metro develops a forecast of solid waste tonnages

fbr the next fiscal year. The forecasr is developed using a econometric model which

incorporates enernally developed estimares of income. consrruction employment, and regional
tipping fees. The regional forecast is disaqgregated into forecasts of tonnage by facility. The

budget information and the tonnage forecast are the inputs to a rate model whicb is used to

developed the actual rates. Each element of rhe rate setting methodology is discussed more

completely in the follorx'rng paragraphs.

Annual Budget. Metro operates on a fiscal year basis which begins July 1- The budget

process begins in November when the Finance and Management Information Department
distributes the budget preparation scheduleand issues a budget preparation manual. During

November and December, each Metro department completes its five year financial plan and

its budget detaj l  for  the next f iscal  _"-ear.  During January,  the Finance and Management

lnformation Department reviews the five vear plans and rhe budget detail for accuracy,
adherence to directives. policjes. and procedures, and identifies any issues of concern. The

Finance and Management Information Department meets with Metro departmenK as

required to resolve any concerDs. During Februarv, Metro's executive officer completes a

review. In March. the budset is submjtred to the Council for its approval.

The budget fcr  the Sol id Wasle DeDarlmenr is prepared in considerable detai l .  Pr ior tc

the 1993/94 Fiscal Year. each protram and facility was shown separately. In the 1993/94

Fiscal Year Budget. alJ opcrating facilities have been combined into a single budget category.

Since Metro's rates are set on a region uide basis, this loss of detail does not adverselv affect

rate development. TvpicalJv within each program, expenses are grouped into personalservices

and marerials and senices categories \\'ithin each category, expenses are summarized by

ob.;ect  code. The budger as currenr lv prepared pfovides adequate detai l  for  rate deveiopment

and to supporr achieving Metro's rate oblect ives.

Tonnage Forecast. As previousiy discussed, Met.ro forecasls disposal tonnage using an

economerric model. The model was developed by the Center tbr Urban Studjes at Portland

Siate University. The model produces a besL linear unbiased prediction of per capjta solid

waste tonnages based on construction employment, manufacturing wages and earnings in

constant dollars, and regional ripping fees in constant dollars, The per capitai ronnage

estimate was applied to regional popularion forecasts ro deveiop estimates o[ total tonnage.

In 1991. the forecasted tonnage was significantly higher than the actual tonnage report

by all facilities in the Metro servjce terrirorv, Metro retained the Center for Urban Studies



to assess solid waste trends in the Portland metropolitan area and the srarisrical validity of the
model. The Cenrer conciuded the national economic regression and the decline in
construction activirv were the principal causes of the decline in disposal tonnage. The Center
also observed there were a number of discrete evenrs occurring in 1991 such as the closing
ol rhe St. Johns Landfill whicb may have affecred disposal tonnage. Although a significanr
porLion of the difference between forecast and actual roDnage is not explained by the factors
used in the model. the Center concluded the model was a reasonablv accurate m€thod of
forecastin_q regional solid waste tonnage.

Metro staff has modified the model to replace the manufacturing income variable with
a broader regional income variable. This new variable has a negative coefficient which
implies per capita disposal tonnage decreases wlth regional income. The forecast equation
has an R-squared value of seventy percent (1OEa) which indicates a relatively good statistical
fit.

The tonnage forecast js a key elemenr in rate developmenr. The estimates oI tonnage
b-"" iacility are used in part to develop cost estimates for transfer srarion operation, transport,
and disposal. The tonnase tbrecasts are aiso used as the basis for calculating unit costs for
rale setling- Given irs importance, the deveiopment of accurate tonnage forecasG is critical
to the rate setling process. Metro should continue irs effcrrs ro improve the accuracy of the
mociei [orecasts-

Rale ) lodel .  The th i rd kev e lement  of  the rate set r ing process is  rhe rate model .  The rate
mociel is part of an EXCEL spreadsheet u,hich contajns deraiied budger information. The
spreadsheet con[ains rhirteen (13) separare work areas. The majoriry of the work areas
combine or summarize budget information. The rate calculation allocates budgeted expenses
to the four rate componenrs. The allocared cosrs are summed and adjusted by crediting
interest  income, miscel laneous income, and other  income and credi ts  to  defermine the net
costs ro he recovercd through rares.  The net  costs are d iv ided b) ,  the tonnage fbrecast  to
caicu late thc uni t  cost  for  each rate component-

One oi the key areas of the spreadsheet is the development of personal service expense.
Merit increases and cost of living adjustmenrs (COLA) are applied to the current salary or
wage rate for each budgeted position to calcuiate the proposed personal service expense-
The personal secvice expense calculatjon feeds into the budget detail work area. The majoriry
of non-personal service expenses are inputs ro the spreadsheer. The budger detail area feeds
directly or indirectly into all other work area in the spreadsheet.

Ajtbough the spreadsheet is adequate for its intended purpose. it can be improved. An
identification section should be added to the spreadsheer. An identification secrion which is
typically placed in the upper left corner of the spreadsheet includes the name of the
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spreadsbeet. the software version used, the name o[ the author. the date created, the date last
revised, and a brief description of tbe spreadsheet function(s). Most work areas in the
spreadsheet do not have a title or descriprlon ro identifu the conrenrs of the work area.
Descriptive titles should be added, The column headings and line descriprions are generally
adequate, however, some line descriptions are not appropriately placed. Line descriptions
should be to the left of the cells descnbed. There is no annotation or imbedded
documentation in the spreadsheet to describe the calculations performed or to identifu the
source of the data used. Adding annorarion would facilitate use of the spreadsheet by
persons unfamiliar with its construction. The spreadsheet makes only limited use of range
names. Range names make referencing easier by using a descriptive name such as "tonnage
rather cell address. Range names should be used where appropriare- Finally, rhe spreadsheer
does not contain any macros. Macros automare spreadsheet operations. Macros should be
written lbr routine spreadsbeet operations such as printing, data enlry, and rate calculation.

Eyalrration of Rate Setting [Iethodologr. In general. Metro's existing rate setting
methodology is adequate and appropriate for accompiishing its policy objectives. Metro's rate
structure composed of four components should result in equitable rates which will provide
adeq ua te, sLable revenues.

The cr i t ical  elemenr in the rate sett ing process is the forecasr of  disposal tonnage which
dr ives both budget preparar ion and rare caiculat ion. The exjsr ing ronnage forecast model
produces a best l inear unbiased predict ion of  per capi tal  sol id waste tonnages. The model
is not designed to predict  srrucrural  changes jn disposal patterns. In addi t ion ro an inabi l i tv
to predict changes in solid waste disposai patterns. rhe exogencus variables used by the model
produce forecasrs which tend to lag rather rhan lead non-strucruraJ changes in disposal
behavior. ConsequentJv, rhe existing moclel rvill periorm poorJy whenever disposal quantities
stagnate or decline. Metro's on-going review of the forecast model may provide
recommendations to improve the performance of the model.

The rate model used in the rate setting process is generally adequate, but could be
improved. Enhancing the model and documenting its consrruction and operation would
enhance its usefulness. The modelshould incorporate macro routines to permit quick analysis
of alternarive budgets. cost allocations. and rates.

Analysis of Cost Allocation Procedures
One of the principal functions performed by rhe rate model is the allocation of costs to

the four rate componenrs used in Metro's rate serting methodolo-ry. Currently, the cosrs of
all pro-qrams which have a regicnal benelit are assigned to the Tier 1 rate component.
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General administrative costs, engineering, waste reduction, planning, and recvcling intbrmation
and education are examples of programs whose cosrs are assigned to Tier 1. The fixed costs
associated with waste processing, transport. and disposal are assigned to the Tier 2 rate
component. These costs include debt service, the fixed cosr portion of service contracts, and
the personal services and material and services of scale house operations. The variable cost
portion of contract services agreements for the operation of Metro central and Metro South
transfer stations are assigned to the Regjonai rranst'er rate componenL. The variable portion
of the contract services agreement for solid waste transporr and disposal are assigned to the
Transport and Disposal rate component.

The costs assigned to the Tier 2, Regional rransfer, and rransport and Disposal rates
appear lo be directly relared to service provided. Tbe Tier 1 fee includes the balance of all
olher costs- Many of the costs assigned to Tier 1 represent expenditures of an overhead
nature which should be shared by both Metro and non-Metro users. Metro facilities also
benefit from admiDjstration, budqet and finance, planning and eneineering and should be
assigned some responsibility lbr those cosrs. AJthough all users in rhe region pay the Tier 1
fee. not all users receive the same proportionate benefit. From a cost of service perspective.
a Tier I  lce which inciudes al l  administrat ive cosa is higher rhan can be cosr just i f ied. whi ie
the remaininE fees and charges which bear no administrative cost burden are lower than can
be cost justified. consequentJv, rhe users of Merro facilities pay less rhan rhejr rrue share of
costs, while users of non-Metro facilities pay slight]y more Lhan their share of costs
AJlocaLing a port ion ol  adminisLraLive costs to al l  rare care,qor ies wi l l  improve rate equirv.
The shi f t  in cosr responsibi l i rv,  nowever.  rs ncr on a one-to-one basis because of the
difference in tonnage bctween Tjer 1 and orher rate componenrs. The costs shifted from Tier
I lo other componenrs spread over fewer units. As a result rhe increase in the Tier 2.
Regional rranst 'er Slar ion. and rransporr and Disposal uni t  charges ( i ,e.  rate per ton) musr
be larger than the corresponding reduction rhe unit charge for Tier 1. As previousll
d iscussed, rate adminisrrar ion somerimes requires balancinI  compet ing rare object ives. An
improvement in ratc equi tv such as in this case may occur at  the expense of rate stabi l iN.
Increases in the Tier 2 Fee, Regional rransfer charge, and the Transport and Disposal Fee
may cause disposal tonnages ro shift from Metro to non-Metro facilities. A reduction in the
tonnage processed by Metro facilities may necessitate increases tbr all rate categories.
Collecting administrative costs through a Tier 1 fee which is assessed at atl facilities in the
region is inherently more stable than ulilizing tees and charges assessed oniy at Metro
facilities- Metro musr derermine if the benefits of rate stabi)ity may outweigh the potential
benetrts of improved rate equity,

Metro's rate methodology assigns the cosrs of the household hazardous waste facilities
located at each transfer station to Tier 1- The Drogram cos!s include personal services.
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materials and services, and disposal. A.lthough this service is provided only at MeLro facilities,
the program benefits are shared throughour the region. The regional benellts make including

this program as a Tier I cost appropriate. The costs of the housebold hazardous waste

program '*'ere formerly shown in the annual budget as a cost iLem associated with each

transfer station. These costs are now shown in rhe budget as part of Environmental Sewices.

The contract services agreement ior Metro Central Transier Station include several

incentive provrsions. One provision is intended to promote recycling- Under this provision,

the facility operator is paid Metro's avoided cost of transport and disposal for all materials

recovered from the waste stream- Prior to the current budget the cost of lhe incentive was

included as part of the costs of Transport and Disposal. The 193D4 budget allocates that

cost to Tier 1. Since extending the life of the Columbia Ridge Landfill is a regional benefit,

the allocation of this cost to Tier 1 is appropriate. Anorher incentive provision is intended

to optimize the load of tbe transporr trailers. This cost is allocared ro rbe Transport and

Disposal rate component. Metro assigns the annual contributions to the Renewal and

Replacement Account to Tier 1. The conrributions are made in accordance with Metro's

master bond ordinaoce, The moneys deposited in the Renewal and Replaccmenr Accounr

are only  avai lab le to  mainta in rhe bui ld ing,  equipmenr and oLher  physica l  fac i l i t ies locared at

Lhe transfer slations. The moneys placed in the Renewai and Replacement Account do nor

provide anv regional benefit, consequenrly, a more appropriate aliocation would be to assign

that cost to Tier 2. This allocarion would also be consistent wrrh the allocarion of debt

sewice costs to Tier 2. Sbifting the Reneuai and Replacemenr Account from Tier I to Tier

2 would reduce Tier 1 approximately $0.69 per rcn while increasine Tier 2 $1.04 per ron.

The costs of  the St .  Johns Landf i l l  c losure arc a l lccated to T ier  t .  Over  r ts  operat ing l i f 'e

St. Jc-rhns bcnefitted all disposers in the reeion. Since there is no sire specific tonnage

associated wi th c losure costs,  i t  is  reasonable to  a l locate those costs to  aJJ d isposers in  the

reeion.

The costs associated wirh in ter- fund t ranslers are a l located to T ier  l .  These costs inc lude

Metro supporL serv ices such as account ing and data processine,  bui ld in-g tund.  rvorkers

compensation insurance, transportatjon fund, SmithBybee Lakes fund, and environmenLal

insurance. Tbe majority of tbese costs are of an overhead nature and benefit all classes oI

service. Metro should investigate alJocating a portion of rhe responsibility for inter-fund

transfers to all rate components. The potential rate impacr of allocating these costs among

all rates is a reduction of $3.01 per ton to the Tier 1 charge and an increase cf $4.57 per ton

to lhe tees and charges at  Metro fac i l j t ies,  The issues of  rate equi ty  and rate srabi l i ty

previouslv discussed in conjuoction with general adminisrrative costs also afi'ect the allocatjon

of inter-fund transtbrs. Any shifting of the cost responsibility for inter-fund transt'ers from

Tier 1 Lo other fees and charges may be at the expense of rate stabilirv.
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Thc t lna l  e lement  in  the a l locat ion process is  the a l locatron o l  revenue credi rs  to  ra ie
components' The miscellaneous reveDues are a ocated to Tier 1 and rier 2 based on an
analvsis of the revenue source. The revenues received from tire hauring and disposar and
salvage on recycled materials are alocated Lo the transporr and dispo!al rare component.
since cosrs of owning and operaring mareriar recovery faciiities are alocated to Tier 2, the
revenues derived from sarvage materiars shouid arso be a[ocated to Tier 2. The interesr
income earned on invested funds is arocated ro rare components based on the purpose of the
funds. The income from funds rerated to Tier 1 are allocated to the Tier 1 rate component
and so tbrth. The rerycring credit given to non-profrr recycrers is assigned to Tier r. The
rerycling credit is the disposal cosr of the non.recover fraction of materials processed by a
number oI non-pro[it agencies. The al]ocarion of this cost to Tier 1 .is consjslent with the
al locat ion of  a l l  o ther  costs associared wi th recvc l ing.

ln general' the cost alrocation process used by Merro appears reasonabre and supported
bv analysis of the services provided which creared the cost. There are a small number of
specific cosrs whose allocation can be improved. Scme cosrs such as geoerar adminisrrarive
costs and in t ra-agencv t ranst-ers couid be a l iocared to a l l  ra te comDonents ratber  than onry to
Tier I Others such as rhe Renewar an RepracemenL Account paymenl could be allocated
to Tier 2 rather than Tier r. Arthough these changes are supported by cost of service
principles, they may be jnconsisrenL with Metro's rate objective of predictable rates. Merro
must assess the relative importance of cosL of service versus predictabie rates_

Analysis of Credits and Incent ives
Metro s exist ing rare structure exempts recvcrers t iom the Tier 1 charge, provides disposal

credits to non-profit organizations which recvcle. and qives performance incentives ro the
conttact  operators of  Metro faci i i t ies.  The rare exemption. rhe credi ts,  and performance
incenl ives are intended to promote reuse and recvcl ing.

The recycling credits providc trisoosai cost rerief to qualified non-profit agencies u,hich
ha'e accomplished a significant level 61 o,ur," reducricn. To be eligible for rhe credit an
orsanrzation musr (1) be classffied as a nonprofit orsanization under sec(ion 50r(c)(_31 of the
Internal Revenue Servicc code, (2) be regisrered as a nonprofit organization wilh the oregon
corporation commission, (3) submit an annuar report to the oregon Departmenr ofJustice,
(4) not use a for-profit organizaricn ro perform the recycling acrivities, (5) rely on rhe sale
of recycle goods as a primary revenue source, (6) obtain goods for recycling through curbside
col lect ion or staf fed drop-off  s i tes.  (7) recycre a minimum of 250 tons per year (g) be a credir
customer ln good standing, (9) annual ly submit  waste reduct jon data to Metro,  and ( I0) use
no portion of the Merro credit to support rerigious activities. The amount of recvcline credit
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depends on an agency's cverall waste reduction level. The amounr ofcrediL is shown in Table

TABLE 2
RECYCLING CREDIT

Reuse/Rerycling

Level

More than 707o

65Vo ro 70Va

60Vo ro 65Ta

55Va to 60Vo

50Ea lo 55o/c

Less than 507c

Allowed Credit

70OVo

90Va

80%

7jVo

60qto

No Credit

The amount  of  credi t  g iven may be reduced i f  the tora l  amounr of  credi t  Lo be s iven

exceeds the amount  inc luded in  Metro 's  annual  bud-qer .  I f  the rota l  credi ts  exceeC the

amounI  budscred.  the credi t  is  reduced propor t ionate lv  for  a l l  organizat ions.

ln  addi t ion to the d isposal  credi t  g iven to e l ig ib le nonprof i t  organizat ions,  Metro exempts

alJ recyclers tiom the Tier 1 charge. A porcion of the Tier 1 charse fund the Waste

Reduct ion Program and the Recycl ing Informat ion and Educat ion Prcgram. Since both

nonprofit and for-profit recvclers benefit from Lhese programs, ir is reasonable for recvclers

to share in the cost of those programs. In determining an appropriate rate for recvclers. some

adminis t rat ive burden should be added to the costs of  the programs rvhich d i rect l , , -  benef i l

recvclcrs.

A svstem management rate. ljke any new charge, is likely to be opposed by affected

organizations and businesses. Despite the facr that a recycling charge will be an additional

cosl, this charge $'ii l be in the best interests of those paying the charge. A System

Managcment Fce will ensure the programs promoting recycling continue. Also, since the

System Managemenl  Fee wi i l  reduce rhe cost  responsib i l i ty  borne by other  rate components,

the disposal charge paid b}, recyclers will be lower than without a s,vstem management rate.

In developing an equitable rate, it should be noted that all users in the region served by

Metro benefit lrom programs promoting recvcling whether or not thev directly participate in
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any rerycling activity. Consequentlv, the costs of waste reducrion and recycling information
Programs should be shared between Tier 1 users and recvclers, A System Management Fee
which rccovers the costs of  waste reduct ion, and a port ion of  planning and administrat ion
provides a mechanism for sharing costs. The fee presents a separare rate componeor to
recover recycling costs from all users including recyclers. Table 3 illustrates the development
of a System Management Fee. The application of the fee should be revenue neutral, i.e. it
should provide no additional revenues ro Metro. All revenues derived from the system
Management Fee should be credited against the Tier 1 user fee. The costs assigned to rhe
System Management Fee were formerly recovered through the Tier 1 user fee. Consequently,
all regional users have been supporting rerycling programs. crediting the revenues generated
by the System Management Fee against the Tier I rate will provide proper recognition of the
recycling efforts of regiona) usen.

The contract sewices agreements which Metro has negotiared for rhe operation of the
Metro Central Transfer Station rnclude several performance inceDtive provisions_ The
purpose of these inceotives are to give the operators of those facilities an economic incentive
to lecover and rerycle the maximum amount possible. The incentives are strucrured to be
cost neutral. For every ton of soljd waste the operaror of rhe Merro centrai facility is able
to ablc to divert from the wasre stream, Metro will pa1, the operator the avoided cost of
transportation and disposal. The operaror also receives an incentive for ma-r:rmizinq the Ioad
on the t raospor t  t ra i lers .

Although the perlbrmance incentive incorporared into the service agreement is consisrent
wrth Metro policy, it affords all the beneflts of recyciing to rhe facility operaror and none to
the rate payers. A more equitable arrangement would inciude some sharinq of benefits
between Metro and rhe facilirl, operator. The amount of the sharing would be ne_qotiated
whenever  the contract  is  renewed.  However,  the amount  of  the svstem manaqement  rate
$,ould be a iog ica l  s tarr ing point  ro ident i fv  rhe amount  of  the benef i t  which should be gtven
to Metro.

t

11



TABLE 3
EXAMPLE DEVELOPMENT OF A SYSTEM MANAGEMENT RATE

Administrat ion

Budget & Finance

[.ess DEQ Fees

Net Budget and Finance

Planning

Waste Reduction

Recycling Intbrmation

Total

Tier I Tonnage

Recycling Tonnaqe

Total  Tonnage

Unit Charge ($/Ton)

Excise Tax (77o)

Ra Le (S/Ton )

$ 1,461,005

$ 807,251

1,064,9301

367.0002

s  617.817

653.754

945.011

$2,171.387

$ 604.924

$4,992.913

1 ,431 ,930

s3.50

$0.25

l -). / -1

J

$

lMixed Wasre Disposal Facilirres
2Franchised \.11\ed Waste Processors and For Fee Recvclers

Analysis of Tonnage Sensitivity
The costs of solid waste processing, transporr, and disposal are, in part, a functjon of

solid waste tonnages. For Lhe 1992,93 fiscal year, the variable cost of solid rvasre disposal is
forecast to be $47.25 per ron- Of rhar amount, $9.00 per ton is for rransfer station
operations, $38.25 per ton for rransport and disposal. The operaring agreemenrs for the
Metro CenLral and Metro South transfer stations, the transporl agreemeDt, and the disposal
agreement inciuded paymeDt provisions based on tonnage. ln addition ro its impact on costs,
tonDage is a key determinate jn rate serting_ Metro's existinq rate structure results in its
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o var iahle rcvenuc equal to $75.00 per ton lbr sol id wastet j  handled by Metro faci l i t ies and
$19.00 per ron for sol id $asre handled bv non.Merro taci l i r ies.

The prediction of future evenrs is alwavs difficult, especially for disposal tonnages which
are affccted by multiple factors. Metro's forecast mode] which is driven by three exogenous
variables is dependent on the quality of the forecasts developed for those variables. Since
both Metro's forecast model and the enernal forecasts driving Metro's model are based on
linear predictions, the model yields only "normal" forecasrs. It fails to predict changes in
disposal behavior such as occurred in 1991. The Center for Urban Studies at Port land
State's analysis of the variation which occurred in 1991, concluded that only a portion of the
variation which occurred was the result of variations in the forecasts of the exogenous
variables. A significant portion of the variation observed in the tonnaee forecast was caused
by unknown factors.

At its best, Metro's tonnage forecast model is onlv accurate to plus or minus three
percent (+/- 3Vo)ata ninety percent (907a) con(tdence level. This level ofaccuracy indicates
oniv nine t imes of ten when the actual  ronnage wi l l  be wirhin plus or minus three percent of
the fbrecast t.onnage. Although Merro incurs additional costs when actual tonnage exceeds
lbrecast tonnage, it also receives additional revenues. Metro's variable operating cost o[ is
composed of transfer station operaiion costs of $9.00 per ton and transport and disposal costs
of $38.25 per ton. Metro's unit revenue is $75.00 per ton. When actual tonnage is less than
forecast tonnage, Metro saues the variable cost of transfer slation operationl, transport. and
disposal. The costs saved. however, do not offset the potenrial revenue loss. Based on
1992/93 tonnaqe forecast,  a three percenr 139i ;  reducnon in ronnage u,ould equate to 32.045
tons. The calculat ion shown below presenrs the af fect  on costs and revenues i f  the reduced
tonnage was shared propcrricnatelv bet*'een Metro and non-Metro facilities. The net loss
in revenucs is $798.905.

Metro Facr l i t ies

Unit Cosr
Tons /Revenue Amount

Non-Metro Faci l i t ies

Unit Cost
Tons /Revenue Amount

10,3?7 0.00 0Cost

Revenue

Net

21,718 47.25

21,718 75.00

1,026,158

1.628.850

-602.692

10,327 19.00 196.273

-196,213

IJ

1'
i_

io

'Bceuie 
oa the put or pay" provision in rhe atisLint coDtracts for transfcr slarion opcretion, Melro docs nor avoid transfcr

slalron oPerallng cosls when the tonna8e is less rhan lhc conLrecr rDinrmum. TiE rruc varieblc cost savinBs would be 538.25 p€r

l . -
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I f  the ent i re  tonnage reduct lon were

revenue loss would be $889.249 as shown

assumed !o occur ar Metro facilities. lbe resultins

in the followinq calculation.

If the entire tonnage reduction were assumed to occur at non-Metro

revenue loss would be $608.847 as shown in the calculation beloq'.

Cost

Revenue

Net

Cost

Revenue

Nel

lvletro Facilities

u nll Lost

Tons ,/Revenue Amount

32,045 4't.25 1.514.126

32,045 75,00 2-403.375

-889,249

Metro Faci l i r ies

Unit  Cost
Tons ,Revenue Amount

0 17.25 0

0 75.00

Non-Metro Facilities

Unit  Cost

Tons ,/Revenue Amount

0 0.00 0

0 19.00 0

t,

tacil i t ies. the resulting

Non-Merro Faci l i t ies

Unit  Cost
Tons ,/Revenue Amount

32,045 0.00

:12,045 19.00

0

608.855

-608,855

Within the prediction limits of Metro's forecast model, the porenrial net revenue loss is

in the range of $600,000 Lo $900,000. To ensure revenue sufficiency, Mctro's rate calculalion

should inc lude a cont jnsencv a l lowance at  )east  equal  to  rhat  amouDt.  Addi t ional  cont ingency

funds may be required based on the normal variation in expense estimates,

Figure I shown on the followlng page iliustrates the potentjal impact an Meiro revenues

of reductions in tonnage under the three scenarios previously described. A reduction in

tonnage from zero to twelve percenl (17Vo\ is sbown on the X-axis. The potential revenue

loss is shown on the Y-axis- The solid Iine represents the revenue loss if all of the tonnage

reduction occurs at Metro faciliries- The dashed line reflects the revenue loss if seventy

percent (1OVo) of the tonnage reduction occurs ar Metro facilities. The dotred line reflects

the revenue loss if none of lhe tonnaee reduction occurs at Metro facilities. Because of the
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loss of rier I revenues with no reduction in costs, the porentiai revenue loss under the third
scenario which assumes no ronnage reduction at Metro faciliries is a)so as great as under the
other two scenarios. Figure 1 clearly demonstrates the critjcal imporrance in rate setring of
an accurate tonnase forecast.

Metropolitan Services District
A  1  '  l . Y \Analvsls oI Kevenue sensltrvv

J

To Variations in Disposal Tonnage
Revenue Loss

3,500,000

3,000,000

2,500,000

2,000,000

1,s00,000

1,000,000

500,000

0246810 12
Percent Reduction in Total Tonnage

Proportionate Metro Only Non Metro Only
-+ -  { -  - -a - -

2.1474 100a a ? l



Survey of Rate Practices

General
Until recently, governmental solid wasre activitieswere funded almosr exclusively by

[eneral tax revenues. Although general fund tax revenues continue to be used by a

si_snificant number of jurisdictions. user cbarges and lees are becoming a common method of

funding solid waste activities. Charges and fees are used to pay the costs of solid waste

collection and disposal and the cosrs of curbside recycling programs. The charges and fees

applicabJe to residential service are typically a flat monthly charge or a flat charge per can.

A lew jurisdictions have implemented or are testing variable can rates and voiume rates (i.e-

a charge per pound). The charges and fees appJicabie to non-residential service are typically

based on containet size and collection frequencv. Incentives lo promote source separation

and source reduction have also been incorporared into rate slructures- As user charges and

fee become the most common method of funding solid waste activities, new rate srructures

will be developed and implemented to provide better price signals to consumers to promote

the efficient use of solid waste facilities.

Unl ike water ,  wastewater .  e lect r ic .  and narura i  gas industr ies.  the soi id  waste industry

does not  have an organizar ion whjch promores a s tandard rate developmenr methodolos/ .

U i rh in the orher  ut i l i ty  industr ies.  one or  more organlzar ions have assumed responsjb j l j tv  for

promat ing standard methods for  rare development .

The Amer jcan Water  Works Associat jon (AWWA) has prov ided leadership in  the waLer

industry on cost of service analysis methodologl. and rate design since thc 1950's. The

A$WA has publ ished severa l  manuals on development  of  revenue requi rements.  rate desicn.

and alternative rate structures. The Water Environmenr Federation ( \\rEF) has provided

similar leadership in the wastewater indusln. The rare practices follo*,ed by wastervater

utilities have been significantly influenced bv rhe U. S. Environmental Protection Agency's

(USEPA) regulations on user charge svstems. These regulations described the rate

methodology to be used by federal grant recipients. The Amcrican Pubiic Power Association

(A!PA) has provided guidance on cost of service aoalysis and rate design for electric utrlities.

The Fcderal Energy Regulatory Commission (FERC) has developed rare application

guidel ines which must  be fo l lowed bv a l l  ra te appi icants subject  to  i rs  jur isd icr ion.  These

guidelines are also used by mosr stale regulatory commissions in stare rate cases. Tle

American Gas Association (AGA) has published a manual on gas rare fundamenrals which

provides a recommended methodology [or the development of rates for naturai gas. The

natural gas industry is regulated by the FERC and state regulatory commissions and is subject

o

22



o to rare appl icat ion guidel ines simirar to those appi icable ro rhe erectr ic indusrry.
The fbllowing sections describe the rare pracrices genera y foJJowed by other utility types.

whdre appropriare. rhe applicability of rhe recommended methods to rbe solid waste indusrry
is ident i f ied and discussed.

Water Utilities
The rare methodology commonly used bv water utilities is described in water Rates,

AWWA Manual Mr- This manual is supplemented by severar additional manuars which
address specific rale issues. These manua.rs include water Rates and Related charges - M26,
Revenue Requirements - M35, Alternative Rates - M34, and warer utility capital Financing
- M29. The manuals together with regulatory commission rules provide the foundation for
rate development in the water industrv.

water rates are rypically deveJoped on either a "cash" or ,'urility" basis. The cash basis
which includes all cash requiremenrs of lhe urilir,v is the basis used bv most publiciy owned
water utilities, The revenue requirements to be recovered through rates include operation
and maintenance expenses, cash f inanced addjt ions, pr incipa) ano lnLeresL paymen$ on long
term debt. and transfers to other funds, less miscellaneous operatinq revenues and non_
operarrng JDcome such rs iDteresl income. Tle rransfers ro orher funds mav incjude paymenr
for services provided by general rund departments and/or payments in rieu of taxes. The
utility basis of rate developmenr excludes cash financed additions and principal palments, but
includes depreciar ion expense and return on invesrment.  Regurated *ater ut i l i t ies are
typical ly required to develop revenue requiremen$ on a ur j l i ty basis.  Non_regulated
municipal  ur i l i r ies which providc rerai lsen' ices outside their  corporare boundary mav also use
this merhod ro provide a cost basis for determining an inside/ourside rare differential.

warer ut i l i t les incur costs in relat ion to sen, ice provided. once the amount of  costs to
be recovered are determined. those costs must be recovered from cusLomers in proportion
to the levcl of service providcd. The Aww,A .\ranuar Mr describes rhree general1, accepted
methodoJogies tbr alJocat ing cost responsibi l i tv amonq cusromer groups. They are the
commodity-demand method, the average and excess demand method, and the functional cost
method,

The commodrty-demand method allocates cost responsibilitv to four primary cost
components: (1) commodity costs, (2) demand costs, (3) cusromer cosrs, and (4) direct fire
protection. Commodirl, costs are those cosrs which rend to vary with the amounr of water
produced. Demand costs are those costs which tend to varv with tbe rate of use. customer
costs rypical)y in-clude the costs of merer reading and billing. Fire protecrion costs are
assocjated wrth meering fire flow requirements,

Tle average and excess demand merhod al locates cost responsibi l i t i ,  based on (1) base

r lu

rl
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cosrs, (2) extra capacify costs, (3) customer costs, and (4) direcr fire prorection cosrs. The
base costs are those costs required to meet the average rate of use. The exrra capacity costs

are those costs required to meet demands in excess of average use. Customer costs typically
include meter reading and customer billing. Fire protection costs include the direct costs of

meeting fire flow requiremenls.

The functional cost method groups costs into four functions: (1) production and
transmission, (2) distribution, (3) customer costs, and (4) hydrants and connections. The

functional cost method is not widely used because of the judgment required to $eparate costs.

Regardless of the method used, the purpose of the cost allocation methodolory is to

relale costr to the service provided- One of the principal advantages of utilizing a two step

methodology, which allocates costs first to componenrc and then to customer groups, is the
ability to demonstrate that all groups are charged the same unit cost and the variation in cost

responsibility is a result of differences in the level of sereice received.
Once cost responsibility is determined. a scheduie of rates can be designed to recover

those costs. There are more than a dozen common rate strucrures used b!, tbe water industry.

The most. common forms are a uniform vclume charge, a declning block rate, an inverted

block rate. and seasonal rate which may have either a uniform or a biock rate slruclure.

Although a flat rate is still used in some regions, its failure to promote conservation has

caused it to be held in disfavor in many parts of the country, The selected rate slructure is

often a tunction ofboth cost and noo-cost rare objectjves. The kev considerations in selecting

a rate structure include the followine:
. Revenue sufficiency
. Revenue stabilir,v
.Equ i t y
' Legal precedents affecting determination of revenue requirements
.  Administrat ion and implementatrcn
. Promote conservation

The rate methodology used b1' tbe water industry retlects the high capital and operating

costs required 10 meet the peak instantaneous demands of customers- The objective of the

cost allocation methodology is to allocate tbe cost meeting peak demands to customers whose

service characteristics create the req.uirement. This rate setting process is more complex than

is required by a solid waste utiliry whose service is not generally provided on a demand basis.

The elements of the water rate methodolosy which can be applicable to solid waste rate

$etting are identification of basis or bases of service, developing unit cost of service, and cost

allocation based on level of service received.
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Wastewater Utilities
Twentv years ago, more than half of all wastewater utilities were t'unded completely from

general fax revenues, The 1972 Amendments to the warer poliution control AcL brouebt
about significant changes in the methods used to deveiop charqes for wasrewarer service. The
1972 Amendmens included a provision which requires ali rvastewarer uriliries receivin.q
federal grants to develop rates which equitably recover the cosrs o[ operatioD. maintenance,
and replacement from all system users. The rate methodology used by most wastewarer
utilities is described in the WEF manual Financing and Charges for Wastewater S1,stems.

Like water utilities, the revenue requirements for wastewarer utilities can be developed
on either a "cash" or "utility" basis. Ttre circumstances which may influence the use of a utility
basis by a publicly owned sysrem include regulatory requirements. agencv reference, and
provision of service ro non-owners such as other agencies or retail service outside of
corporate boundary.

Wastewater utjlities jncur costs in relation to rhe service provided. Cost responsibility
can generally be defined by four prirnary cosr componenrs; (1) volume. (2) capacirv, (3)
strength. and (4) customer. The volume component relates costs wh)ch tend ro varv in
poltion to the quantitv of contributed wastewater- Tbe capaciw camponent relares to costs
which tend to vary in proportjon ro the rate of flow, The strength component relates to costs
which tend to vary in proportion to the rype and concentratjon of poLlutanrs in the
wastewaLer. The customer cost componenr rela[es costs whicb tend to van jn proportion to
Lhe number o[  customers scrved.

The typical rate structure used bv wastewarer utilities is a uniform volume with a
surcharge for wastewater strength in excess of normal domestic sewage. A common
alternative to a uniform rate is to develap separate rates for each customer qroup reflecting
the specific service cbaracteristics oi the eroup.

The rate methodology used by the wastewarer indrrstrv is verv similar to thar used bv the
water industry.  The considerat ions previouslv ident i f ied in seiect ing a water rate structure
also apply when select ing a wastewater rare strucLure.

Electric Utilities
The rate methodolog,v used by elecrric uriljties is intluenced by the requirements of

federal and state regulatory commjssions. This merhodoJogy reflects tbe compJex nature of
the service provided by electric utilities. Because electrjc utiiiries provide service at several
voltage tevels and with differing degrees of reliability, their cosr allocation merhods and rare
design processes entail more derail tbao is required by other utility types_ Recenr unbundling
of electric services have added to the complexity of rate setting in the electric industrv.

The APPA Cost of Service for Public Power Svstems manual describes a rate
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methodolog] which despite irs complexiry is similar ro rhe basic merhodology used by orher
utility types. The rate scLring process includes the determination o[ revenue requirements,
the allocation of cost of service to funcrional components, the allocation o[ costs by functions
to customer groups, and the design of rates. The cost allocation process typically allocates
costs to tbur primary cost componenrs: (l) demand, (2) energy, (3) customer, and (4) directly
assigned costs. The demand cost component includes the costs which tend to vary with the
peak rate of use. The energy cost componenr includqs those costs which tend to vary with
the quantity of energy produced. The customer cost component includes those coss which
tend to vary with number of customers served. The directly assigned cost component includes
lhe costs of facilities dedicated to serving specific customers.

Once costs are allocated to cost components, those costs can be assigned to customer
groups based on their service requirements. Although the development of revenue
requiremenm and determination of cost responsibility for electric utilities is very similar to the
methodology used by other utilify t,?es, the rare design prccess is significanrly different.
Electric utiltties use a number of differenr rate structures. The strucrure selected usually
reflects the principal rate objectives. Electric utilities frequently utilize rate strucrures which
include separate charges for demand, energ-}-, and customer costs. The rares may also include
a seasonal of time-of-use feature.

Electric rate administration is complicared by the desire of the utility to maintain rate
continuitv across a broad spectrum of rates- For example. a cuslomer may initially be served
under a commercial  rate which inciudes onlv an energy charge and a customer charge. The
energy- charge includes both the demand and energv related costs. As !he customer's load
grows. the customer mav migrate to a small general service rate. The small general service
rate includes a speratc demand charge in addi t ion ro the energy and customer charge. The
objectrve of  rate cont inuiry is to have no signi f icant chanses in a cusromer's rotal  bi l l  when
a cusLomer moves trom one rate fo another.

Natural  Gas Uti l i t ies
The rate methodology commonlv used in the natural gas industry is described in the

AGA's Gas Rate Fundamentals. The merhodology used in rbe narural gas industry is
significantiy influenced by the requirements of federal and state regulatory commissions.

The rate setting process includes rbe determinarion of revenue requirements, the
allocation of cost of service to functional components, the allocation of costs by functions to
customer groups, and the design of rates. The cost allocation process typically allocates costs
lo three pr imary cost components:  (1) demand, (2) commodiry,  and (3) cusromer.  The
demand cost component includes the cosrs tend to vary wjth the peak rate of use. The
commoditv cost componenr includes those costs which rend to varv witb the quantiry of gas
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a produced or delivered. The customer cost componenb includes those costs which tend to
vary with number of customers served-

Once costs are aliocated to cost components, those costs can be assigned ro cuslomer
groups based on their service requiremenn. The retail rate design may consist of a uniform
volume charge or a block rate structure in addition to a customer charge. Large customers
may be required to nomjnate speci.Ec volumes. The rare structure may include penalties for
significant variatiors from the nominated volume. Wholesale rates and some retail rate
contracts may abb include a take or pay provision which requires the customer to pay based
on the nominated volume whether or not that volume is delivered. A take or pay provision
protects the utility from variations in cusromer use.
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larqg ATTACHMENT K

Financial Consulting Solutions Group, Inc.
;Sb]2-  l54th A, . ,enrrc  NE.  Redmond.  Washingron 9S052 .  phone,  (20(r )  g67-1g02.  Fax,  (206)  g67.1937

January . l  1, 1 996

/r4s. Maria Roberts, Senior Management Analyst
METRO Regional Environmental Management Department
600 NE Crand Avenue
Portland, OR97232

Subject: Reserve Fund Fiscal Policies

Dear N'ts. Roberts:

FCS Group is pleased to prcvide this letter repDrt summarizing our f ini i ings and
leccntmendations resulting from our limited review of reserve levels for the N,letro R.egional
Environnrental Management Department (REM), related to provision of sol id waste services.
This repon focuses on reserve levels unrelated to staiutory or contracral requirements,
which are typi<:al iy accounted for as restr icte(l  funds and for rvhich exp,l ici t  siandards are
a-.,a-ilable. The sccp,e of this revierv, conCucte,-j in. a limited time frame, included a review of
tne- FY 1996-97 Proocsed Budget for REA,1. with iccr.:s on dei inlng a set of f iscal poticies to
be used as a guide for cietermining approprrate resc^,e accounts in the Str i id Waste Revenue
Funo'. Tasks uncienaken incluoec:

Definit ic,n of rcasonable standards of Cetermining ut i l i ty reserv-e levels.

Assessntent oi prc,pcrsed iund baiarrces in i ight of those 5iandaids.

ldenti f icat ion of general rules for managing reserve levels as they deviate from
target

In undertaking these tasks, we have conducled a l imited review of fund f inancial statep;renrs-
the proposed budget, and bond ordinance. We have not unde(aken a more complete
revie'ar of the financial structure or risks of the utility. or existing written or unu,riften fiscel
pol icies which might;mpact these f indings. . l t  shc'uid be clear that these f indings a.re based
on a relat iveiy superf icial examination of current condit ions and are not definit ive.

Background and Assumptions

l.letro REM is an fund which provides waste services related to waSIe
A keytransfer, rec]/cling and disposal, the cost of which are supported by user fees.

assumption related to this review is that, as an enterprise, the Depaftmenr. should plan to
rely solely on its own financial rcsources. when considering reserve levels, this is an
extremely important point, because the avai lal-r i l i ty of outside resources can subsrantial iy
reduce the overal l  levels of reserves needed to protect against f inancial l -rardship. In this
revier,rr we have assumed that no outside suDpon wculd normailv be oroviCed,

Fa5 (lr.rup. {20b)  B6/-  t t }02
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In any enterprise, some level of reserves is necessary. ln many small businesses, those
reserves may not be apparent in the company accounts, but are present nonetheless in the
form of loans or equity infusions by owners, or through reductions in owner salaries or work
force. In larger corporations, limited cash reserves may be augmented by lines ol credit and
possibly by tight control and management of payables. Larger scale capital reserves may be
made available through additional equity offerings.

In general,  a municipal ut i l i ty 's access to these mechanisms is more l imited. For example,
the mission of the ut i l i ty is typical ly to provide essential services, and the abi l i ty to curtai l
essential services is very l imited. Also, there is no access to private or publ ic equity capital
or abi l i ty to curtai l  returns to owners as a response to f inancial hardship. The consequence
of this is that even under f inancial duress, service must be continued and expenses must
remain relatively fixed within a limiteci time frame. Therefore, the level of cash reserves
required are typical ly larger than for comparable private businesses, and are defined by
iinancial risk, with little opportunity for short-term adjustments to expenses or revenues.

Defining appropriate reserves has several elements: the types of reserves which are
appropriate; the level of reserves; and the management of reserve le'rels- These are each
ci iscussed in the sections below..

Purpose of Reserves

Reserves are maintained by a ut i l i ty, or any business, to provide f inanciai stabi l i ty. ln sonre
instances reserves are required contractual ly, such as with revenue bonds. In nrost others,
reserves are determined to provide a prudent level of l iquid reserves to meet a variety of
f inancial needs or compensate for potential f inancial r isks.

Adequate reserves cushion against poor performance' They also help to avoid overl l '
conservative forecasts in budgets and planning. With minimal reserves, budgets rnust
prudently anticipate poor f inancial perform2nce. With reserves adequate to insulate against
adverse performance, the budget and financial forecasts can anti.cipate normal performance,
and reasonable deficiencies can be compensated for through use of reserves. Of course,
some requirements/ such as bond coverage, cannot be reserved against unless provided for
in bond ordinance, as the coverage test is based on annual revenues and expenses, not
counting reserves. As a consequence/ some conservatism may remain appropriate,
depending on financial circumstances.

A clear expectation consistent with this view of reserves, but one which is often overlooked,
is that reserves need to be "exercised" to be useful. lf kept static and not allowed lo
f luctuate as f inancial condit ions change, reserves serue no purpose and are of no benefi t  Io
the enterprise or its ratepayers. Therefore, budget and financial performance must be
eva lua ted  w i th  th is  f lex ib i l i t y  in  mind .

FC5 Croup,  Inc. 1206) 867-1802
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Finally, a fluctuation in reserves should not require immediate or drastic reaction to return to
the target level. The purpose of reserves is to provide financial stabiiity, meaning that
responses to shortfalls or excesses should be measured and orovide smooth transitions.

Types of Reserves

There are numerous Vpes of reserves and fund balances maintained by Metro REM and by
many uti l i t ies, for a variety of purposes. These include:

r Operating Reserves - Reserves such as rvorking capital or operating
contingency reseryes are intended to cushion aBainst short term fluctuations in
cash (e.g. payrol l  cycles, col lect ion cycles) and against longer term variat ions
from forecasts (e.g. tonnage reductions or cost increases). The utility's
reserves which currently serve these purposes include the Operating Account,
the Ceneral Account. and the Rate Stabi l izat ion Reserve Account.

. Capital Reserves - Capital reserves can include funds reserved for planned
improvements, funds reserved for planned or unplanned repair and
replacements, and capi lal contingency resenv'es held for potential emergency
capital needs. Examples of exist ing reserves in this category include the 5t.
Johns Closure Account and the Renewal anC Replacement Account.

Bond Reserves - Bond reserves, as a generic term, can relate to several
purposes: bond proceeds held unti l  expenditure; bond reserve accounts
required by bond ordinance; or funds accumulated for upcoming bond
payments. Any accounts holding bond proceeds, prior to use for capital
projects would in real i ty be better described as capital reserves, since these
are normally restr icted to capital use. Examples of exist ing bond reserves
include the Metro Central Reserve Account and the Metro Central Debt
Service Account.

Appropriate Levels of Reserves

The appropriate level of reserves for any utility is specific to that utility's financial structure,
potential financial risk, and policy regardinB response to unanticipated financial
performance, whether positive or negative. Also, different types of reseryes have different
bases for determining reserve levels.

1) Working Capital Reserve

The working capital
requirements. Since

FCS Group,  Inc.

reserve provides liquid reserves needed to deal with day to day cash
the t iming of cash receipts and expenses are independent, the working
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capital reserve provides the continuity to allow regular payment of expenses. For most

ufilities, working capital is defined in terms of levels of expenses, and varies from 30 days to

75 days of operating expenses. The appropriate level would depend on the ryclical nature

of payment and receipt cycles, and any seasonality of revenues. A 45 day working capital

reserve is a typical rule of thumb and most commonly used, with highly volat i le ut i l i t ies
(e.g. water, gas) which have seasonal loads typically higher. A more detailed determination

of I working capital target for REM was beyond the scope of this review. Therefore, we

,"ro^*"nd-^ 45 day working capital standard unless or until further analysis is undertaken'

The basis for defining working capital is subject to definit ion by the ut i l i ty, but is typical ly

limited to operatinB 
"*p"nr"i. 

ln the case of debt service, bond reserves provide the

necessary stabi l i ty and monthly transfers to repayment accounts protect a8ainst major cash

outf lows for principal and interest payments. Also, while budgeted capital transfers might

be included, these are gften viewed as discret ionary, at least as to t iming of such transfers.

On the other hand, small  scale capital outlays funded through operations are typical ly a cbst

of sustaining the business activi ty and might be appropriately included in the basis. Final ly,

ending balances and contingency would not be treated as expenses. Excluding the debt'.Hi:ll:itff f*iffiTi::i';ff 4"5""""'n1iilt':i":l'lT.:#:il"i,;:[Tili:,L
working capita! as a standard, a resetve oi $6 9 million would be appropriate-

2) Operating ContingencY

The uti l i ty 's Rate Stabi l izat ion Resenye Account currently contains nearly $3 mil l ion which

could be used to weather revenue reductions or other adverse f inancial impacts, and thus

serves the purpose of an operating contingency reserve. Howevdr, i t 's use is approved via

the budgeting process, rheaning rhat i t  is effect ively avai lable during the year after adverse

fi nancial performance.

It  is also important to note that use of reserves from this account is unl ikely to help the ut i l i ty

to satisfy i ts coverage requirements related to revenue bonds. Based on our l imited review

of bond ordinance 89-319, there is no reference to this fund or type of fund' This is not

unexpected, Since it was only recently created. However, its absence sugBests that use of

reserves from this fund does not qualify as utility revenue for purposes of coverage.

Therefore, while the fund may mitigate cash needs during adverse financial performance, it

will not benefit the utility's realization of bond coverage. As a result, depending on the

anticipated coverage level built into the budget, the utility may still find the need for rate

increases to meet its .bond covenant obligations.

[11i":1",?,"'"$'J,"T;,':'*;"ff s"H'.:'.j#i:'Jlt'J*:ff xT,Ji",i?'?,iT'lL
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structure, variability and predictability of revenues, anC the anticipated durarion of any
deviations from expectations. These can be summarized as follows:

. The utiiity's cost structure is highly dependent on a number of service
contracts which account for twethirds of toial expenses. While these include
some fixed payments, the costs are.largeh dependent on tonnage handled.
Therefore, significant reductions in tonnages would also result in reductions in
expenses, perhaps in excess of 50o/o of the revenue ross.

o The uti l i ty 's revenues, on the other hand, are highly variable, as they are
proport ional to tonnage. Even so, the primary issue is the volat i l i ty of
tonnaBei since a stable rvaste f low wouid result in l j t t le f luctuation in
revenues. A history of projected versus aa:..ral tonnages would provide some
indication of waste f low volat i l i ty. Exan:ining the 1995-6 budget versus
projected performance, i t  would app6ar tha: disposal fees wil l  fal l  about 4%
below budget .  S imi la r ly ,  the  u t i l i t y  i s  p la rn ing  fo r  a  4% reduc t ion  in  the
1996-97 proposed budget. l t  may be reasonable to assume that up to a 1Oo/o
variat ion in tonnage, and therefore related -evenues, coukl be expected. A
more detai led examination of tonnage h,stories and forecasts would be
needed to val idate this est imate.

'  The duration of events which produce f ir :ancial r isk determines the t ime
horizon which needs to be planned for. As an example, water, gas and pora,er
uri l i t ies typical ly face weather-reiated f inar:cial r isks the effect of which is'  
relat ively independent from year to year. ln this sol id waste ut i l i tv. waste
stream reductions due to reduction or dir ersion are more l ikely to ref lect
longer term trends. Therefore, i t  may be :rudent to plan for two years of
reduced f inancial expectat ions, in order to al low more gradual adaptation to
the revised demand forecast.

The consequence of these considerations is that, absent iurther investig ation, we would
tecommend that the operating contingency be based on t:'te ability to covet a I0% loss of
rcvenuest offset by a 5% reduction in corresponding expenses, for a two year period. This
resulLs in a target level equal to l0% of annual revenues, or about $5.5 miltion. The rate
stabilization fund serves to cover the second year of such an event. Therefore, the operating
contingency reserve within the general account should provide for one year of contingency
reserve. ln summary, the $5.5 mil l ion target would be egually divided between operating
contingency and rate stabi l izat ion accounts.

FC5 Croup,  Inc . (206)  867-1E02
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3) Capital Replacement Reserves

The ufi l i ty currently maintains a renewal and replacement account, with a current balance of
about $3 mil l ion. This account, establ ished by bond ordinance (89-319), is intended to
provide for "payment of extraordinary repairs to or the replacement or renewal of capital
assets of the System, for transfer to the Landfill Closure Account, and for payment of iosts
incurred for such extraordinary expenses pecul iar to landfi l ls.. ." (p. 45).

I t  would appear that the purpose and level of funding for this account is both specif ic and
l imited. For example, while the account now contains roughly $3 mil l ion, the accumulated
depreciat ion of the ut i l i ty 's f ixed assets is over $14 mil l ion. Clearlv this account is not
suff icient to fund the replacement of system assets, part icularly when the replacement costs
for those depreciated assets is taken into account.

ln general,  funding for replacement of assets ranges from none to fui l  sihking fund
contr ibutions. A more reasonable range of funding levels rvould be related io retaining the
net value of investments already made as a minimum, and providing the abi l i ty to replace

:H: l:::::,1"" lliilT;"'"lJ :,J1:,::;:l ,?""11',"nT l3;'"1'::ff,]il"J :JlT.* o
while no more than the cost to replace those same assets. The former equates to a
replacement reserve balance of $14.5 mil l ion based on book depreciat ion, while the latter
corresponds to a balance of about $23 mil l ion. V/e have used a rough approximation of
replacement value for this laner value which was cjetermined based on accounting records.
The average asset a8e was approximated by dividing accumulated depreciat ion bv annual
depreciat ion, which resulted in an approximate 15 year average age. The original cost of

,  assets is then escalated to current replacement cost using the Engineering News Record
(ENR) Construction Cost Index as a basis. Currently, this results in replacement costs equal
to 160% of the original cost i f  constructed 15 years ago. This approach rel ies on accountinB
measures for useful lives and depreciation rates, as well as assumed treatmeni of retirement
or rehabil i tat ion in a manner consistent with physical use and value. Further, we have
developed very rough approximations of replacement value. A more detai led examination
of current asset age, replacement cost and remaining useful l ives would be appropriate to
gain a ful ler understanding of future replacement I iabi l i t ies. Civen the regulal review of
specific replacement requirements already undeftaken to satisfy bond covenants, we would
recommend that the next update be expanded to establish the total and depreciated
replacement values for all utility assets.

I t  should be noted that while the above estimates ref lect ful l  funding of replacements
through a reserve account, there are other f inancing resources which improve the ut i l i ty 's

l:li:HJili#:lf iJ,T'il,iil,lilil:l?,:::"J]:TT;T":':":""5i"Ji::#?JI1;:iO
to $.1 1.5 mil l ion. The uti l i ty 's current capital structure includes $30 mil l ion in debt related

FCS Croup,  lnc . (206)  86 7-  r802
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. Interfund Transfers - Interfund transfers essentially appear as
cost centers: the department where the costs are incurred

FCS Croup,  lnc.

to $45 mil l ion (original cost) in f ixed assets. Using this d7ol" debt approach, the range of
replacement reserves would be between $4.g mil l ion and 57.6 mil l ion.

A specific recommendation depends on the utility's fiscal policies related to capital funding.
However, a recommendation consistent with the current capital structure w,ould be to target
one-third of replacement needs as a reasonable reserve level, with the expectation that the
r.emaining twethirds would be debt financed. This strategy would rcsuh in a target reserve
level of $7.6 mil l ion, and annual contr ibutions based on'one-third oi r"ptr."r ient u"tue
depreciation. currently, this would be one.third of roughly 160o/o of book depreciation, or
about 9520,000 per year.

I t  is clearly a pol icy, and not technicaj,  decision as to an appropriate level of replacement
reserves. However, complete reliance on debt for replacements (be1,ond existing
requirements of ordinance), or fai lure to plan and provide for some equity funding of majoi
replacement needs, would cause unnecessary and inappropriate rate volat i l i ry for future
system users.

4) Capital Contingency Reserve

An addit ional reserve component which is not ref lected in the above replacement reserve is
an emergency reserve for capital rreeds. clearly, the potential consequences of major
catastrophic events, such as earthqLrakes, cannot and should not be reserved for, although
insurance may be a viable option. However, some level of emergency funding may be
approprlate to assure corrt inued operation and service del ivery. This reserve dif fers from the
above in that i t  deals with unplanned and premature fai lure of a maior asset, while the R&R
account assumes ful l  reai izat ion of the anticipated useful l i fe of assets.

For many utilities, a capital contingency reserve target is set based on either a small
percentage of fixed assets (e.g. l olo to 2o/o) or based on the potential cost of a major
equipment fai lure, such as a compactor. Using the percentage approach, perhaps $500,000
to $1 mil l ion might be appropriate, while the latter approach would depend on the cost of
replacing a major piece of equrpment.

5) Consideration of Cumulative Reserve Requirements

When individual reserve components are examined, each has a valid purpose and basis.
However, i t  may be possible that. when the aggregate or cumulative requirement is
examined. there are offsets or overlaps which would allo'ar the cumulative requiiement to be
reduced. In this case, examples would include:

expenses In two
real izes both the

{206) 867- r 802
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There may also be other examples of potential reducrions as reserye components or" I
consol idated, but a more detai led review of the reserve components and f inancial r isks of
the ut i l i ty would be required to determine these. For rhis review, we have no basis for
making recommendations for reducing cumulative reserves for these or other reasons.
Therefore, we have made no downward adjustmenti to rhe reserve targets to rcflect these or
othe r poss i b I e e ff i ci enci es.

Management of Reserve Levels

Once reserve targets have been established, the management of actual reserve levels against
these targets needs to be addressed. As noted earlier, the purpose of reserves is to enhance
financial and rate stability. Therefore, if use of reserves occurs, immediate response lo
replenish those reserves does not necessarily satisfy this objective.

The reserve target should be considered as a planning guidel ine. As reserves deviate from
the target, moderate action should be taken to return to that target. lf reserves deviate
drastically, more aggressive action would be taken, but planned to provide a smooth
transit ion.

An example of a reserve management strategy for operating reseryes is shown in the
attached figure. In this case. operating reseryes are treated as the combinatic-rn of working
capital and operating contingency reserves. A similar type of strate8y would apply to targets
for replacement reserves or the capital contingency reserye. In this example, the following
guidel ines would apply:

FCS Croup,  Inc.

direct expense and an interfund revenue, and the department receiving and
paying for the service realizes an interfund expense. Therefore, it is possible
that working capital reserves are being provided in both locations for this
expense, duplicating function, and a reduction in reserve requirements could
be achieved. Note: By choosing not to reserve against interfund transfer
expense, there is an direct implication that this is a discretionary payment
which could be deferred if cash shortfalls occur. Excluding interfund transfers
from the working capital basis would reduce the target level of working capital
reserves.

Capital Reserves - lf capital replacement reserves are consistent with long-term
replacement l iabi l i t ies, and exceed nearer term requirements, then i t  may be
appropriate to rely on those reserves to also meet the capital contingency
requirement. This could el iminate or reduce the capital contingency reserve.
In such case, the use of replacement funds for unplanned capital outlays
should then result in an accelerat ion of oavments in order to replenish the
replacement reserve.

(206)  86 7-  r802
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RESERVE MANAGEM ENT SCHEMATIC

1 Lrtmit use for rate reductions to avoid dramatic rate increases fottowing reduction of reserves.
.'- 'Worst Gase" or pessimistic year detined by 95% contidence interval based on historicat patterns.

Borrow from another utility. Rate increase to
recover to at least minimum in on'\^/orst case"
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Moderate surpluses upward results in no response, since gradual irrcreases in
utility.costs would increase the reserve target.

Subsrantial gurpluses result in direct use for rate reduction or less direct rate
benefit through CIP funding or debt retirement. lf used for rate reduction, it is
assumed to be used over 2 (or more) years, with a rate deficit of no more than
50% of CPI allowed in order to prorect against signifrcant rate increases when
surpluses are depleted.

Moderate shortfalls are assumed to be recovered over two vears. and included
as budget expenses on that basis.

e Extreme shortfalls continue to be subject r.o the two vear recovery objective,
but are also subject to a "worst case" recovery to some minimum level.

I t  should be noted that the reserve target wi l l  change annually uzith expenses. This change
should be direct ly budgeted unless a surplus exists.

The definit ion of minimum and maximum reserve levels can be based on a more detai led
examination of cash f low, requirements, or through a sublective review. For example, the
combined operating reserve (working capital and operatrng contingency) tafget may consist
of working capital plrLs a two-year operating conringency. The mirr imum might be set at
50oio of working capital plus a one-year operating contingency, while t lre maximum might
be set at working capital plus a three-year operating contingency.

An important point in the review of managing reserves is the impact on budgeting and
forecasting. l t  is important to note that, in addit ion to rate stabi l i ty, lower rates often result
from adequate reserve planning. Specif ical ly, instead of a conservative revenue forecast, an
average year, or expected value, forecast should be used for budgeting. This would
typically result in a higher revenue estimate and lower rate requirement. A "worst case" or
pessimist ic forecast might also be evaluated, to help assure rhe adequary of the anticipated
reserves.

Summary of Review

Metro REM currently anticipates a beginning fund balance of 929 mil l ion for the I996-97
fiscal year. Of those funds. this review examined close parallels to three componenls
total ing $t 4.2 nri l l ion in anticipated beginning balances:

. Renewal and Replacement, at $3.2 mil l ion

.  Cenera l  Account ,  a t  $12.0  mi l l ion ,  and

. Rate Stabi l izat ion Reserve Account. at $3.0 mil l ion

FCS Croup,  Inc . Q06j a67-1802
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While a more detailed investigation would undoubtedly refine the methods and estimates
used in this review, we find that appropriate fund levels for these comoonents would be:

. Renewal and Replacernent - We recommend that the role of the renewal and
replacement account be expanded to address all utility replacement needs.
We further recommend that, pending funher policy consideration, a target
level equal to one-third of the replacement l iabi l i ty be establ ished. In
addit ion, a contingency reserve of $l mil l ion is recommended. l 'his would
result in a current reserve target of $8.6 mil l ion. Funher, annual contr ibutions
to this fund would be based on one-third of replacement-based depreciation,
or approximately $500,000 per year at present. Final ly, we recommend that
the next engineerinB review of replacement contr ibutions be expanded in
scope to address al l  system assets and determine both ful l  ancl depreciated
replacement value for the system. This wil l  provide a more r ieorous basis for
the target level of replacement iunding.

Ceneral Account - We recommend a working capital level equal to 45 days of
operating expenses (erpense budget net oi debt service, capital and ending
balance). This would equale to a reserve of $6.85 mil l ior.:  in the proposed
1996-97 budget. In addit ion, one year of operating contingency, or 92.75
mil l ion, would be appropriately held here, for a total of S9.6 nri l l ion. There is
also reference to an Operating Account, ' , r 'hich together with the Ceneral
Account is treated as an unrestr icted cash re=ource ( in fact, thev are combined
in certain budget presentations), Unless constrained bv bond ordinance, l le
see no reason for these two separate accounts to be maintained.

Rate Stabi l izat ion Rese^,e Account - We recommend an operating
contingency leve/ sufficienr to support two years of poor financial
performance. Based on some rough estima:es, this rvould be currently set at'10% 

of service related revenues, or $5.5 mil l ion, penci ing more detai led
analysis. One year of that would be located in the general account in order to
be readi ly accessible, with one year, or 52.75 mil l ion, located in the rate
stabi l izat ion reserve. This amount would then be avai lable for the second
year of any prolonged f inancial hardship. We would also recommend
investigation into the potential for use of these reserves to be incorporated as
revenues for purposes of coverage calculation. We would note that this
f lexibi l i ty would normally require changes to bond ordinance, which may
require complete refunding or defeasance of exist ing debt, and may not
therefore be practical.

In aggregate, a target reserve level of $20.95 mil l ion is
distr ibution of funds varies from apparent needs for each

FCS Croup, Inc.

identi f ied. Therefore, while the
component, the current reserve
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fund level of $18.2 mil l ion is reasonably close to this target. However, rather than the
downward trend in these reserves shown in the proposed '1996-97 budget (to an ending
balance of $17.8 mil l ion), an upward trend may be more appropriate. At the same t ime,
given this level of reserves, it would be worthwhile to confirm that the budget revenue and
expense forecasts represent a most likely scenario, rather than a deliberately conservative
scenario.

We wish to reiterate that this review is l imited in scope and further l imited by t ime and
information constraints. A more thorough review would undoubtedlv result in revisions to
the recommended reserve level, although likely to be in the form of refinement rather than
major i.evision. We would recommend that Metro undertake a more complete review of
appropriate reserve levels and establish a complete policy directive for the utility. As a part

of this, Metro should review and, as appropriate, real locate exist ing ftrnd balances to fulf i l l
the ut i l i ty 's reserve objectives, and establ ish rules or guidel ines for rrtanaging reserves. In
the interim. the recommendatlons outl ined in this letter wi l l  provide a prudent basis for
reserve planning, budgeting and use.

It  has been a pleasure to provide this summary to Metro Regional Environmental
lr4anagement Depar.!ment. Please feel free to cal l  with any questions or comments at (206) 

O
867-1802.

FCS Group,  Inc. (206)  867-1802


