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September 15, 2011

Mr. Kevin McCarthy

Executive Director

South Bayside Waste Management Authority
City of San Carlos

610 Elm Street

San Carlos, CA 94070

Subject: Review of Allied Waste Industries’ Final 2010 Collection Compensation Application
Reference Number: S3804
Dear Mr. McCarthy:

This report documents HF&H Consultants, LLC’'s (HF&H) findings and recommendations to the South
Bayside Waste Management Authority (SBWMA) from our review of Allied Waste Industries’ (Allied)
Solid Waste, Recyclable, and Plant Materials Collection Rate Application reconciling 2010 actual
expenses (Application). Specifically, this report summarizes our audit of the reasonableness of Allied’s
reported 2010 revenue and operating expenses, calculates the cumulative balancing account
shortfalls/surplus of each member agency, and reflects the negotiated revisions since the draft report
dated July 22, 2011.

Application Review

For the year 2010, Allied calculated a balancing account surplus and shortfall (as appropriate) for each
Member Agency, based on its allocated cost of service. Allied calculated an average balancing account
shortfall for all Member Agencies of $926,000 (ranging from a surplus of $181,000 for the West Bay
Sanitary District to a shortfall of $3,700,000 for San Mateo).

After HF&H’s review and recommended adjustments described in Section VI of this report, we
calculated an average cumulative balancing account shortfall of $885,000 (ranging from a surplus of
$189,000 for the West Bay Sanitary District to a shortfall of $3,551,000 for San Mateo).
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Balancing Account Balances

Authority-wide, the actual balancing account balance owed to Allied was $199,000 less than projected
last year, with eight Member Agencies’ balancing account balances decreasing and four increasing (as
shown in Table 1).

With the exception of the West Bay Sanitary District and North Fair Oaks, all other Member Agencies
have balancing account shortfalls which are required to be paid back to Allied within 12-months of the
agreed-upon amount owed. Additional details by Member Agency can be found in Appendix A of this
report.

Balancing Table 1
Acct. Balances. Final
2010 Projected Balancing
Last Year Account Balances Variance
Jurisdiction (000's) (000's) (act. Vs. proj.)
Burlingame S (721)[ s (682) $ (39)
San Mateo (3,554) (3,551) (3)
Hillsborough (318) (341) 23
Belmont (1,005) (1,019) 14
San Carlos (551) (540) (12)
RWC (2,146) (2,136) (112)
Atherton (334) (337) 3
Menlo Park (841) (737) (104)
West Bay 176 189 (13)
EPA (933) (976) 43
Foster City (560) (502) (58)
North Fair Oaks (28) 15 (43)
Total Surplus/(Shortfall)| S (10,815)| $ (10,616) S (199)

Note: Negative value denotes owing Allied less and postitive value denotes owing Allied more than projected

The Member Agency collection franchise agreements with Allied expired on December 31, 2010. In
accordance with Section VI.J of Exhibit D — SBWMA Compensation Adjustment Guidelines of the
agreement “Any surplus owed to the Member Agencies shall be paid by [Allied] to the [Member Agency]
over a one-year period. Any shortfall owed to [Allied] will be paid to [Allied] over a one-year period.”

SBWMA BOD PACKET 09/22/11 AGENDA ITEM: 4B - EXHIBIT A - p4



Managing Tomorrow’s Resources Today

Mr. Kevin McCarthy
September 15, 2011
Page 3 of 3

HF&H appreciates the assistance provided by Allied management and staff during our review and the
direction and assistance received from the SBWMA. Should you have any questions, please call me at
925/977-6957.

Very truly yours,
HF&H CONSULTANTS, LLC

Richard J. Simonson, CMC
Vice President

cc: Marshall Moran, SBWMA
Kevin Finn, Allied Waste Industries
Rich Lanser, Allied Waste Industries
HF&H Client Files
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South Bayside Waste Management Authority Section I: Executive Summary
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

SECTION I: EXECUTIVE SUMMARY

Allied Waste Industries (Allied) provided to the South Bayside Waste Management Authority (SWBMA)
solid waste, recyclable material, and plant/organic material collection services; Transfer station,
recyclable material, and plant material processing through December 2010. This report presents the
SBWMA with specific findings and recommendations from HF&H Consultants, LLC's (HF&H’s) review of
Allied's 2010 Solid Waste, Recyclable Materials, and Plant Materials Collection Application (Application).

This report is organized in the following sections:

Section | — Executive Summary — This section summarizes the results of our review and provides a
summary of other factors that may impact current and future operations.

Section Il — Variance Analysis — This section describes the variances between last year’s 2010 projection
and 2010 actual results.

Section Il — Summary by Member Agency— This section provides a breakdown by Member Agency and
describes the methodology for the allocation of expenses among the Member Agencies.

Section IV — Allied’s Application — This section summarizes Allied’s request for compensation and their
calculation of the balancing account balances for each Member Agency.

Section V — Scope of Review — This section describes scope and limitations of our review; and,

Section VI — Findings and Recommendations — This section provides a summary of the HF&H
adjustments and our calculation of the balancing account balances for each Member Agency based on
the recommended adjustments.

Allied’s Compensation Application

For the year 2010, Allied calculated a balancing account surplus and shortfall (as appropriate) for each
Member Agency, based on its allocated cost of service. Allied calculated an average balancing account
shortfall for all Member Agencies of $926,000 (ranging from a surplus of $181,000 for the West Bay
Sanitary District to a shortfall of $3,700,000 for San Mateo).

September 15, 2011 Page 1 HF&H Consultants, LLC
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South Bayside Waste Management Authority Section I: Executive Summary
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

HF&H Adjustments to Allied’s Rate Application

Based on its review of the Application, HF&H recommends the following adjustments, which are also
described in Section VI of this report:

% Adjust Allied’s reported actual 2010 revenues by $60,000 (net of franchise fees) for schools
(increasing revenue reduces the Balancing Account); and,

% Reduce Allied’s allowable 2010 expenses by $431,000.

These adjustments result in an average cumulative balancing account shortfall of $885,000 (ranging
from a surplus of $189,000 for the West Bay Sanitary District to a shortfall of $3,551,000 for San Mateo).
With the exception of the West Bay Sanitary District and North Fair Oaks, all other Member Agencies
have balancing account shortfalls. Details by Member Agency can be found in Appendix A of this report.

Allied’s Comments Regarding HF&H Current-Year Adjustments

HF&H, SBWMA, and Allied staff met on August 17 to discuss HF&H’s recommended adjustments
presented in our July 22, 2011 draft report (which was presented to the Board at the July 28, 2011 Board
meeting). At that meeting, Allied staff took exception to several of HF&H’s recommended adjustments
in the July 22, 2011 draft report. While we were able to come to a mutually agreeable compromise on
most items; there are several issues that remain. The results presented in this report reflect the
adjustments based on HF&H and SBWMA staff’s interpretations of the Agreement; however, Allied is
not in agreement with all of our adjustments. These adjustments and Allied’s concerns are described
below. Where applicable, we have noted and provided an update based on meetings with Allied
management subsequent to the presentation of the draft report to the Board on July 28, 2011.

Reconciliation of Post-2010 Expenses Not Yet Known

Workers’ Compensation Claims

Allied’s 2010 reported expenses include approximately $570,000 in a projected liability for the future
(i.e., past December 31, 2010) settlement of workers compensation claims on accidents that occurred
during the contract period (i.e., through 12/31/10). Allied’s workers compensation insurance is self-
funded; as such, a third-party insurance adjuster estimates the probable cost to remedy the injury (i.e.,
costs related to doctor visits, surgeries, physical therapy, prescriptions, etc.) and establishes a reserve.
The reserve is subsequently reconciled to the actual costs incurred and the San Mateo division receives
an additional expense or credit associated with each claim (subject to a $250,000 cap). Such
adjustments can be made up to two years from the date of the claim. Therefore, it is unknown at this
time what the total cost of claims that occurred in 2009 and 2010 will be; the final costs may be higher
or lower. In addition, Allied is obligated to continue to pay the monthly health care premiums for all
employees out on workers compensation, as of December 31, 2010, until the employee is able to return
to work with Allied or another company.

September 15, 2011 Page 2 HF&H Consultants, LLC
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South Bayside Waste Management Authority Section I: Executive Summary

Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Update since the July 22, 2011 draft report: Allied’s final compensation (detailed in this report)
includes actual workers compensation claim reserves and health care premiums through August 2011
and projected health care premiums from September 2011 through December 2012. Actual claims and
health care premiums will be higher or lower than what has been projected; however, the parties have
agreed that this is a fixed amount which will not be reconciled based on actual results.

Bad Debt Expense

Allied’s 2010 reported expenses include approximately $234,000 (down from $253,000 included in the
draft report) in projected bad debt Allied anticipates having to write-off in 2011 as the result of
customers not paying their bills for services provided prior to December 31, 2010. The final bad debt
expense for customer’s failure to remit payments may be higher or lower; however, the parties have
agreed that this is a fixed amount which will not be reconciled based on actual results. Exhibit 1, on
the following page, summarizes the actual bad debt (by Member Agency) for 2009, 2010, and Allied’s
estimates for 2011. Redwood City’s material amount is due to the City’s methodology used to track and
book the revenue billed by the City and remitted to Allied. Redwood City has a unique billing/payment
arrangement with Allied and as such there is a timing lag issue unique to them. Some of the amount
reflected in the exhibit below is not due to actual bad debt, but is a result of customer downsizing and
service reductions due to the economy.

Exhibit 1
2009 2010 2011
Actual Actual Projected
Jurisdiction (000's) (000's) (000's)
Burlingame S 18 S 36 S 13
San Mateo 63 98 42
Hillsborough 6 10 9
Belmont 9 20 12
San Carlos 25 31 21
RWC 46 37 106
Atherton 2 5 3
Menlo Park 16 12 9
West Bay 2 2 2
EPA (2) 83 5
Foster City 7 14 8
North Fair Oaks 11 16 3
Total $ 205 S 363 S 234
Note: Net Bad debt (Write-offs minus Recoveries)
September 15, 2011 Page 3 HF&H Consultants, LLC
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South Bayside Waste Management Authority Section I: Executive Summary
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Update since the July 22, 2011 draft report: 2011 Bad debt has been re-projected based on actual
write-offs and recoveries through September 11, 2011.

Schools Revenue

It was recently discovered that Allied has been billing schools at a rate lower than the franchised rates,
resulting in less than anticipated revenue. No records or agreements memorializing this practice have
been provided by Allied; no Member Agency approvals of this practice have been provided. Thus Allied
has been in violation of the respective franchise agreements. The following table summarizes the 2010
variances between the franchised rates and the billed rates, by Member Agency. SBWMA staff has
requested payment from Allied for the intentional, but not approved, rate discount for 2010. The
unrealized revenue is estimated to be approximately $166,000 for 2010.

Exhibit 2
Allocated
Est. 2010 Agreed-Upon
"unrealized" % of Reimbursement’
Jurisdiction Revenue Total
Burlingame S 14,837 8.9% S 5,366
San Mateo 1,590 1.0% 575
Hillsborough 18,548 11.2% 6,708
Belmont 37,102 22.4% 13,418
San Carlos 28,664 17.3% 10,367
RWC none -
Atherton 22,782 13.7% 8,239
Menlo Park 20,041 12.1% 7,248
West Bay none -
EPA 1,061 0.6% 384
Foster City none -
North Fair Oaks 21,280 12.8% 7,696
Total $ 165,906 100.0% S 60,000

! The negotiated reimursement of $60,000 has been allocated based on each
member agency's percentage share of the estimated total "unrealized"

Update since the July 22, 2011 draft report: Services to schools are outside the franchise agreement;
therefore, SBWMA and Allied management met and negotiated a settlement amount of $60,000 in
conjunction with other settlement issues.

September 15, 2011 Page 4 HF&H Consultants, LLC
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South Bayside Waste Management Authority Section I: Executive Summary
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Pre-Paid Vehicle Licenses

Allied’s 2010 operating costs included the accelerated expensing of vehicle licenses fees for vehicles that
were manufactured in 2000 or prior. The state bills, and Allied pays, the vehicle license fees one-time
per year; however, historically such expenses are divided into 12 equal payments and booked over a 12-
month period. The vehicle license fees paid in 2010 cover anywhere from 1 to 11 months of calendar
year 2011 (depending which month in 2010 the vehicle license is due). Allied’s application has included
the full 12-month fee even though the vehicle was only used to collect materials from the Authority’s
service area for something less than the full 12-months. We do not believe the methodology for
spreading such costs over the 12-month period should change during the last year of the agreement by
accelerating the depreciation. Allied is not in agreement with our position. Cost to Allied is
approximately $32,000 for the year ending December 31, 2010. Although the SBWMA has essentially
paid for these vehicles through the compensated depreciation expense, Allied will have the use of these
vehicles in other operations or will have the full benefit from the proceeds from any sale of these
vehicles with nothing coming back to the SBWMA.

Update since the July 22, 2011 draft report: Allied has agreed to allow this adjustment.

Safety Incentive Program

During the 4™ quarter of 2009, Allied’s General Manager doubled the monthly safety incentive
payments payable to those collection drivers which maintain a safe driving/accident record during the
previous month; however, such an increase was not discussed with nor approved by the SBWMA's
Executive Director, as required. HF&H has reduced Allied’s allowable safety incentive program expenses
for 2009 and 2010 to the projected amounts which would have been paid prior to the General Manager
doubling the incentive payment amount. Allied believes the increased incentive payments lead to fewer
accidents and workers’ compensation claims during that time period and should therefore be an
allowable expense; however, total amount paid for insurance claims have continue to increase. Cost to
Allied is approximately $115,000 for the year ending December 31, 2010.

Update since the July 22, 2011 draft report: Allied continues to disagree with this adjustment.

January TBT Payment

Allied’s rate application included $459,000 in additional labor expenses for the January 2011 health care
premiums paid by Allied for drivers many of whom are employed by the new contractor (i.e., Recology).
Some of this is Allied’s 2011 expense primarily for drivers out on workers comp. Subsequent to Allied
submitting their Application, the SBWMA requested Recology to reimburse Allied for the $357,000 cost
to cover Recology employees for January 2011. As of the draft report (dated July 22, 2011) Recology
had not agreed to this and consequently the entire balance remained in Allied’s compensation for 2011.

Update since the July 22, 2011 draft report: The $357,000 TBT payment has been removed from
Allied’s final compensation (therefore reducing the member agency balancing accounts). Allied has

September 15, 2011 Page 5 HF&H Consultants, LLC
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South Bayside Waste Management Authority Section I: Executive Summary

Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

agreed to receiving payment from the SBWMA directly, and not through the rate application process.
The SBWMA will receive reimbursement from Recology .

September 15, 2011 Page 6 HF&H Consultants, LLC
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South Bayside Waste Management Authority Section II. Variance Analysis
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Section Il. Variance Analysis

This section documents our analyses of Allied’s collection revenue and expense variances between the
2010 projected results (as estimated during last year’s review) to the 2010 actual results.

Projected 2010 vs. Actual 2010 Results Variance Analysis

Summarized below is HF&H’s variance analysis comparing 2010 actual results to the projections made
last year.

Exhibit 3
South Bayside Waste Management Authority
Collection Variance Analysis (2010 Projected vs. 2010 Actual)
($000's Unless Otherwise Indicated)
2010 2010
Projected Actual Variance
Lastyear Current Year S %
'1. Revenues S 73,234 S 73,957 S 723 1.0%
n. Operating Costs Eligible for Profit 43,097 43,479 383 0.9%
'3. Profit @ 91% Operating Ratio 4,262 4,300 38 0.9%
. Pass-Through Expenses 33,004 33,105 101 0.3%
'5. Annual Revenue Requirement 80,363 80,885 521 0.7%
'6. Beginning Balancing Account
(Due to)/Due from Allied (3,672) (3,672) -
7. Total Revenue Requirement S 84,035 S 84,556 S 521 0.6%
"8. Interest Income/(Expense) S (13) S (16) (2)
'3, cumulative Surplus/(Shortfall) S (10,815) S (10,616) S 199
The variances shown in Exhibit 3 are detailed starting on the next page as follows:
September 15, 2011 Page 7 HF&H Consultants, LLC
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South Bayside Waste Management Authority

Section II. Variance Analysis

Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

1. Revenues

Actual revenues were $723,000 (1.0%) more than projected last year, with the following variances by

Member Agency:
Exhibit 4
2010 Projected 2010
Last Year Actual Variance

Jurisdiction (000's) (000's) %
Burlingame S 7,709 S 7,731 22 0.3%
San Mateo 16,684 16,810 126 0.8%
Hillsborough 2,401 2,416 16 0.7%
Belmont 4,751 4,762 11 0.2%
San Carlos 6,226 6,267 42 0.7%
RWC 14,066 14,357 291 2.1%
Atherton 1,857 1,866 9 0.5%
Menlo Park 8,597 8,746 149 1.7%
West Bay 889 898 8 1.0%
EPA 3,414 3,428 15 0.4%
Foster City 4,170 4,182 12 0.3%
North Fair Oaks 2,470 2,492 22 0.9%
Total S 73,234 S 73,957 723 1.0%

2. Operating Costs Eligible for Profit

Allied’s actual operating costs eligible for profit were $383,000 (0.9%) greater than projected, as a result

of the following:

Labor expense was $228,000 (1.0%) greater than projected as a result of: 1) health care

premium costs covering drivers not hired by Recology and drivers out on workers compensation

for the month of January 2011 (which was not anticipated during last year’s review); and 2)
greater than anticipated payout of unused vacation and sick time payouts at the end of the year.

& Operating Insurance expense was $232,000 (5.0%) greater than projected due to the actual cost
to cover workers’ compensation claims (i.e., cost related to doctor visits, surgeries, physical
therapy, prescriptions, etc.) were greater than the reserve amounts initially set up by the third-
party insurance adjuster; Partially offset by:

September 15, 2011
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South Bayside Waste Management Authority Section II. Variance Analysis

Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

General and Administrative and Corporate Overhead expense was $75,000 (2.1%) less than
projected, primarily resulting from less than anticipated legal and other consulting/professional
fees; and,

Vehicle-related expense (i.e., Depreciation and Maintenance expenses) was a net $2,000 (less
than one-tenth of one percent) less than projected.

3. Profit

An increase in Allied’s operating profit of $38,000 as a result of the net increase in operating costs
described above.

4. Pass-Through Expenses

The increase in pass-through expense of $101,000 (0.3%) is attributable to the following:

Disposal expense was $18,000 (0.1%) less than projected, as the result of slightly less tonnage
collected, processed, and disposed.

Compacted Trash expense, which includes all services provided by BDBS (compacters, JPA boxes,
and large recycling boxes), was $105,000 (2.8%) greater than projected as the result of more
boxes collected in the last six months of 2010 than projected. The increased activity results in
additional costs as Allied is paid on a per-hour basis for each box collected. In addition, the
increased activity was partially responsible for the increase in route revenue described above
which helped offset the increased costs.

Third-party Contract Management pass-through costs (i.e., solid waste related work done by
third-parties on behalf of Member Agencies and paid by Allied) were $200,000 (50.0%) less than
anticipated;

Franchise fees were a net $214,000 greater than anticipated due to franchise fees on the
greater than anticipated rate revenue.

September 15, 2011 Page 9 HF&H Consultants, LLC
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South Bayside Waste Management Authority Section III. Summary by Member Agency
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Section I1l. Summary by Member Agency

Allied’s Rate Application by Member Agency

Allied’s Application presented a balancing account surplus and shortfall (as appropriate) for each
Member Agency, based on its allocated cost of service. Allied calculated an average balancing account
shortfall for all Member Agencies of $926,000 (ranging from a surplus of $181,000 for the West Bay
Sanitary District to a shortfall of $3,700,000 for San Mateo). After HF&H’s recommended adjustments
described in Section VI of this report, we calculated an average cumulative balancing account shortfall of
$884,000 (ranging from a surplus of $186,000 for the West Bay Sanitary District to a shortfall of
$3,635,000 for San Mateo).

Balancing Account Balances by Member Agency

Each Member Agency’s calculated balancing account surplus or shortfall (a net reduction of $212,000
from last year’s projection) results from several factors, based on expense adjustments to Allied’s
Application, allocation changes, and other factors described below:

¥ Average rate revenue increase of 1.0% over the previous 2010 projections (see Exhibit 3);

¥ Changes to Member Agency allocation percentages due to corrections of calculation errors;

%% Average cost increase of 0.9% over the previous 2010 projections (see Exhibit 3).

As shown in Exhibit 5a (on the following page) the cumulative net balancing account due Allied by the
Member Agencies totals $10.6M. The original franchise agreements allowed the Member Agencies to
carry positive or negative account balances in an effort to minimize substantial rate increases and
decreases. If costs were down in a particular year, Member Agencies were not forced to reduced rates,
just to have rates increase the following years as costs rise (as they inevitably do). Conversely, if costs
increased unexpectedly, the balancing accounts allowed Member Agencies to spread significant
increases across multiple years instead of one large increase. Accordingly, each Member Agencies’
balancing accounts balances differed as each Member Agency independently chose to defer
recommended rate increases; imposed rate increases later than January 1 of each year; chose increases
less than recommended; and, actual costs and revenues were higher or lower than projected.

This final rate review was conducted to finalize each Member Agencies’ balancing account balance due
to or due from Allied. Once approved, the final balancing accounts need to be paid to Allied over the
12-month period following the date of approval.

September 15, 2011 Page 10 HF&H Consultants, LLC
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South Bayside Waste Management Authority Section III. Summary by Member Agency
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Exhibit 5a summarizes the HF&H adjusted actual 2010 revenue and expenses for each Member Agency,
the actual balances in each Member Agency’s balancing account as of January 1, 2010, and the resulting
estimated cumulative surplus/(shortfall) due from/(to) Allied as of December 31, 2010.

Exhibit 5a
SOUTH BAYSIDE WASTE MANAGEMENT AUTHORITY
2010 REVENUE REQUIREMENT AND RATE INCREASE/DECREASE CALCULATIONS
($000's Unless Otherwise Indicated)

San San Menlo West Foster North
Burl. Mateo Hillsb.  Belmont  Carlos RWC Ather Park Bay EPA City Fair Oaks Total
1. Adjusted Rate Revenue 7,722 16,783 2,411 4,753 6,255 14,337 1,863 8,735 890 3,422 4,173 2,487 73,830
2. Adjusted Other Revenue 9 27 6 10 12 20 3 11 8 6 10 6 127
3. Total Projected Revenue $ 7,731 $16,810 $ 2,416 $ 4,762 $ 6,267 $14,357 $ 1,866 $ 8,746 $ 898 $ 3,428 $ 4,182 $ 2,492 $ 73,957
4. Adjusted Operating Costs 4,141 10,325 1,489 2,696 3,751 8,533 1,184 4,564 635 2,072 2,558 1,530 43,479
5. Profit @ 91% Operating Ratio 410 1,021 147 267 371 844 117 451 63 205 253 151 4,300
6. Adjusted Pass-Through Costs 3,806 7,780 913 2,220 2,580 6,740 855 3,382 284 1,874 1,868 801 33,105
7. 2010 Revenue Requirement (4.+5.+6.) 8356 19,127 2,550 5,183 6,703 16,118 2,156 8,398 982 4,151 4,679 2,483 80,885
8. January1, 2010 Balancing Account (55)  (1,230) (207) (597) (104) (371) (47)  (1,085) 273 (251) (4) 6 (3,672)
9. Total Revenue Requirements (7.-8.) $ 8412 $20,356 $ 2,757 $ 5780 $ 6,806 $16488 $ 2,203 $ 9483 $ 708 $ 4,402 S 4,683 $ 2,477 $ 84,556

10. Surplus/(Shortfall) - Current Year (3.-7.) $ (625) $(2,317) $ (133) $ (421) $ (435) S$(1,761) S (290) $ 348 S (84) S (723) $ (497) S 10 $ (6,928)
11. Interest Expense @1.43% S (1) S (5) $ 0 $ (1) s (1 s (4 $ (1) $ 18 (0) s (2) s (1) s 0 s (16)
12. Surplus/(Shortfall) - Cumulative (3.-9.+11) $ (682) $(3,551) $ (341) $(1,019) $ (540) $(2,136) $ (337) $ (737) § 189 $ (976) $ (502) $§ 15 $ (10,616)

Appendix A summarizes key operational, financial, rate, and variance information for each Member
Agency (in alphabetical order) that explains the calculation of the recommended rate adjustment. For
each Member Agency, HF&H presents:

1. Asummary of key operational and financial information; and

2. Avariance analysis comparing 2010 projections made last year to 2010 actuals.

Expense Allocation Methodology

The SBWMA approved the expense allocation methodology in February 2000. The data used to allocate
costs among the Member Agencies is summarized in Exhibit 5b based on route audits. Collection
tonnage is actual tonnages for calendar year 2010. Generally, the following three factors have the
greatest impact on cost of service:

1. Number of Routes

A Member Agency’s collection route productivity is affected by many factors: density; terrain; distance
to the Shoreway Facility; backyard versus curbside service; etc. Relative route days within each Member
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South Bayside Waste Management Authority Section III. Summary by Member Agency
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Agency are used to allocate collection truck costs. Relative work force (i.e., number of employees per
route multiplied by the number of routes) is used to allocate direct (i.e., route) labor costs.

Member agencies should note that, due to shared routes with adjoining Member Agencies, costs are
further allocated based on the number of containers for each Member Agency. Costs may vary from
year to year due to the relative number of containers assigned to each Member Agency (i.e., if two
Member Agencies share a route and both have a reduction in the number of accounts on the route, one
Member Agency may sustain a greater loss of accounts and still have a larger portion of the route due to
the number of containers remaining).
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South Bayside Waste Management Authority Section III. Summary by Member Agency
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Exhibit 6
Comparison of Route Allocation
(Used to Allocate Truck Expenses)
2009 2010
Jurisdiction Allocation Allocation Change
Burlingame 8.2% 8.2% 0.03%
San Mateo 21.3% 21.2% -0.03%
Hillsborough 3.9% 3.8% -0.07%
Belmont 5.7% 5.6% -0.06%
San Carlos 7.7% 7.8% 0.11%
Redwood City 17.1% 17.2% 0.12%
Atherton 3.3% 3.2% -0.07%
Menlo Park 9.9% 9.9% -0.07%
West Bay 1.6% 1.6% -0.01%
East Palo Alto 4.4% 4.6% 0.15%
Foster City 5.4% 5.5% 0.06%
N. Fair Oaks 3.0% 2.9% -0.10%
Unincorporated County 3.9% 3.9% -0.03%
Other 4.9% 4.9% -0.02%
100.0% 100.0%
Exhibit 7
Comparison of Work Force Allocation
(Used to Allocate Direct Labor Expenses)
2009 2010
Jurisdiction Allocation Allocation Change
Burlingame 8.6% 8.6% 0.02%
San Mateo 22.4% 22.4% 0.03%
Hillsborough 4.0% 3.9% -0.05%
Belmont 6.0% 5.9% -0.05%
San Carlos 7.9% 8.0% 0.08%
Redwood City 17.1% 17.2% 0.11%
Atherton 3.1% 3.1% -0.05%
Menlo Park 9.5% 9.4% -0.07%
West Bay 1.6% 1.6% -0.01%
East Palo Alto 3.2% 3.3% 0.10%
Foster City 5.1% 5.1% 0.03%
N. Fair Oaks 3.0% 2.9% -0.08%
Unincorporated County 3.9% 3.9% -0.04%
Other 4.8% 4.8% -0.02%
100.0% 100.0%
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South Bayside Waste Management Authority Section III. Summary by Member Agency
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

2. Solid Waste Disposal Volume

Solid Waste disposal volume varies between Member Agencies and between residential and commercial
customers. Disposal volumes may be affected by diversion programs including rate structures (such as
uniform or increasing can rates).

The 2010 disposal tonnage by Member Agency is based on actual data through December 2010. Due to
continued improvements in accounting for Jurisdictional disposal tonnage and changes in customer
behavior, relative Jurisdictional disposal allocations have changed, as shown in Exhibit 8.

Exhibit 8
Comparison of Collection Tonnage Allocation
(Used to Allocate Collection Disposal Expenses)
2009 2010
Jurisdiction Allocation Allocation Change
Burlingame 9.46% 9.15% -0.31%
San Mateo 22.21% 22.69% 0.48%
Hillsborough 1.98% 1.98% 0.00%
Belmont 5.33% 5.40% 0.07%
San Carlos 8.00% 7.63% -0.36%
Redwood City 20.69% 21.04% 0.35%
Atherton 1.58% 1.61% 0.03%
Menlo Park 10.24% 10.16% -0.08%
West Bay 1.25% 1.06% -0.19%
East Palo Alto 6.07% 6.47% 0.40%
Foster City 6.42% 6.21% -0.20%
N. Fair Oaks 3.80% 3.71% -0.09%
Unincorporated County 2.95% 2.86% -0.09%
Other 0.02% 0.02% 0.00%
100.00% 100.00%

Changes in a Member Agency’s allocation percentage can have significant impact on its revenue
requirement. The impact of the change is determined based on the relative size of the Member Agency
(i.e., larger cities are impacted less than smaller cities by an identical change in an allocation percentage)
and by the relative size of the expense category that is being allocated.

3. Franchise Fees

Franchise fees within the SBWMA range from 0% to 15.5%. In addition, many Member Agencies have
included other fees in their rates (i.e., street sweeping fees, AB939 fees, solid waste contract
management fees, etc.). How the franchise fee rate and other fees are included in collection rates can
directly affect the balancing account in each Member Agency.
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South Bayside Waste Management Authority Section IV. Allied’s Application
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Section IV. Allied’s Application

As previously explained, Allied submits an annual application which is summarized in this Section IV.
The application is reviewed by the SBWMA Consultant, HF&H. This review process is summarized in
Section V. Through this process, HF&H makes adjustment to Allied’s application in accordance with the
compensation methodology described in each of the Member Agency’s agreements with Allied. The
HF&H adjustments, Allied’s resulting allowable compensation, and the final rate recommendations are
summarized in Section VI.

Allied’s 2010 Compensation Application

Allied calculated an $11,115,000 cumulative balancing account shortfall for operations through
December 31, 2010. Allied’s calculation is summarized in Exhibit 9.

Exhibit 9
South Bayside Waste Management Authority
Allied's Calculated SBWMA Revenue Requirement
(000's, Unless Otherwise Indicated)
2010
Operating
Results

Operating Revenue 73,897

Operating Expenses Eligible for Profit 43,780

Profit @ 91% Operating Ratio 4,330

Operating Cost Plus Profit S 48,110

Pass-Through Expenses S 33,206

Total Revenue Requirement S 81,316
Balancing Account:

Current Year Surplus/(Shortfall) S (7,419)

Beginning Balancing Account (3,680)

Interest Expense (17)

Ending Balancing Account S (11,115)

Revenue Surplus (-)/Shortfall for Current Operations 10.0%

Revenue Surplus (-)/Shortfall with Balancing Account 15.0%

September 15, 2011 Page 17 HF&H Consultants, LLC

SBWMA BOD PACKET 09/22/11 AGENDA ITEM: 4B - EXHIBIT A - p25



South Bayside Waste Management Authority Section IV. Allied’s Application

Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Allied’s “Reserves” for Post-2010 Expenses

Allied’s 2010 reported expenses include “reserves” for costs net yet incurred but related to services
provided prior to December 31, 2010, specifically:

% Approximately $1,168,000 in a projected liability for the future (i.e., past December 31, 2010)
settlement of workers compensation claims on accidents that occurred during the contract
period (i.e., through 12/31/10) and premiums for those workers still out on workers’
compensation. Allied’s workers compensation insurance is self-funded; as such, a third-party
insurance adjuster estimates the probable cost to remedy the injury (i.e., costs related to doctor
visits, surgeries, physical therapy, prescriptions, etc.) and establishes a reserve. The reserve is
subsequently reconciled to the actual costs incurred and the San Mateo division receives an
additional expense or credit associated with each claim (subject to a $250,000 cap). Such
adjustments can be made up to two years from the date of the claim. Therefore, it is unknown
at this time what the total cost of claims that occurred in 2009 and 2010 will be; the final costs
may be higher or lower.

€ Approximately $253,000 in projected bad debt from customer billings for services provided
during 2010. The final bad debt expense for customer’s failure to remit payments may be
higher or lower.

September 15, 2011 Page 18 HF&H Consultants, LLC

SBWMA BOD PACKET 09/22/11 AGENDA ITEM: 4B - EXHIBIT A - p26



South Bayside Waste Management Authority Section V. Scope of Review of Allied’s 2010 Application

Review of Allied Waste Industries’ Preliminary 2010 Collection Compensation Application

Section V. Scope of Review of Allied’s 2010 Application

Scope of Review

HF&H’s review of the Application included:

3% Assessing it for compliance with the franchise agreements;
¥ Examining its mathematical accuracy and logical consistency;

28 Reconciling it to Allied’s audited 2010 financial statements [Pending completion and receipt of
Auditor’s findings];

& Determining the reasonableness of the projected revenues and expenses:
g8 Calculating Allied’s profit based on a 91% operating ratio applied to non-pass through expenses;
Reviewing the calculation of balancing accounts; and,

% Calculating the final revenue requirement for 2010

Limitations

Our review did not comprise an audit of Allied’s financial statements to express an opinion regarding the
financial statements taken as a whole. For 2010, Hood and Strong performed such an audit.
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South Bayside Waste Management Authority

Section VI. Findings and Recommendations

Section VI. Findings and Recommendations

Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Exhibit 10 shows the results of HF&H’s review of the Application and our recommended adjustments to
the operating results reported by Allied. We briefly describe our adjustments on the following pages.

South Bayside Waste Management Authority
HF&H Adjusted Operating Results
(000's, Unless Otherwise Indicated)

. Revenues Reported by Allied

Adjustment to Revenues:
Route Revenue

3. Adjusted Revenues

0o N,

10.
11.
12.
13.

14.
15.
16.

17.
18.

19.
20.

21.
22.
23.

24.
25.

26.

27.
28.
29.

30.

. Operating Expenses Eligible for Profit

Reported by Allied
Adjustment to Operating Costs:
Direct Labor
Direct Fixed
Direct Maintenance
Indirect Fixed
Indirect Maintenance
Supervisory
Other Expense
Insurance
General & Administrative Expense
Overhead

Adjusted Operating Costs Eligible for Profit
Profit @ 91% Operating Ratio Reported By Allied

Revised Profit due to Operating Expense Adjustments
Adjusted Profit

Operating Cost Plus Profit
Pass-Through Expenses Reported by Allied
Adjustments to Pass-Through Expenses:
Intercompany Disposal
BDBS Haul and Disposal Expense
Contract Management
Franchise Fees

Adjusted Pass-Through Expenses
Total Revenue Requirement
Balancing Account:

Current Year Surplus/(Shortfall)
Beginning Surplus/(Shortfall)
Interest

Ending Balancing Account

Revenue Surplus (-)/Shortfall for Current Operations

Revenue Surplus (-)/Shortfall with Balancing Account

Exhibit 10

2010

Operating
Results

S 73,897

60
$ 73,957

$ 43,780

(311)
(5)
(87)

238
(130)

(5)
$ 43,480

$ 4330
(30)
$ 4,300

$ 47,780
$ 33,206

(101)
$ 33,105

$ 80,885

S (6,928)
(3,672)
(16)

$ (10,616)
9.4%

14.4%

Note: Numbers on the exhibit may not add exactly due to rounding

September 15, 2011

Page 20

HF&H Consultants, LLC

SBWMA BOD PACKET 09/22/11

AGENDA ITEM: 4B - EXHIBIT A - p28



South Bayside Waste Management Authority Section VI. Findings and Recommendations
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Adjustments to Allied’s Actual 2010 Revenues

It was recently discovered that Allied has been billing schools at a rate lower than the franchised rates,
resulting in less than anticipated revenue. No records or agreements memorializing this practice have
been provided by Allied; no Member Agency approvals of this practice have been provided. Thus Allied
has been in violation of the respective franchise agreements. The following table summarizes the 2010
variances between the franchised rates and the billed rates, by Member Agency. SBWMA staff has
requested payment from Allied for the intentional, but not approved, rate discount for 2010. The
unrealized revenue is estimated to be approximately $166,000 for 2010.

Services to schools are outside the franchise agreement; therefore, SBWMA and Allied management
met and negotiated a settlement amount of $60,000. Based on the negotiated settlement amount, we
recommend increasing Allied’s Actual Revenue by $60,000 for 2010.

Adjustments to Allied’s Operating Expenses Eligible for Profit

HF&H recommends that Allied’s operating expenses eligible for profit be reduced by $300,000.

Description of Adjustments

Direct Labor

HF&H reviewed and recommends decreasing Allied’s reported Direct Labor expenses by $311,000
(Exhibit 10, Line 5), due to the following:.

2 A decrease of $317,000 to remove January 2011 health care premiums for drivers hired by
Recology;

€ An increase of $6,000 due to Allied overstating the cart collection cost credit allocated to the
franchised operations versus the non-franchised county operations. Per an agreement with the
Executive Director, Allied was provided $250,000 to collect their residential carts in order to
facilitate the delivery of new carts by Recology. Allied calculated the total cost to collect the
carts to be $474,210, of which $448,723 was allocated to franchised activities. Allied mistakenly
allocated the costs using residential solid waste route statistics even though 95% of the
containers collected were residential plant material containers. Our recommended adjustment
allocated the credit based on number of plant material container within the franchised and non-
franchised areas.
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South Bayside Waste Management Authority Section VI. Findings and Recommendations

Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Direct Fixed

HF&H reviewed and recommends _decreasing Direct Fixed expenses by $5,000 (Exhibit 10, Line 6), due to
Allied overstating expenses related to the purchase of recyclable material collection tubs. As agreed,
tubs purchased after 2008 would be amortized of three years. Allied mistakenly expense tubs
purchased in 2010.

Direct Maintenance

HF&H reviewed and recommends decreasing Allied’s reported Direct Maintenance expense by $87,000
(Exhibit 10, Line 7), due to the following:

@ A decrease of $55,000 to remove Allied’s over accrual of estimated expenses incurred during
2010 but an invoice had not yet been received. Vendors typically send invoices 2-3 weeks after
services/products have been requested or received. In order to ensure they would be
compensated for expenses that were incurred but not yet paid as of December 31, 2010, Allied
estimated what those costs would be. HF&H reviewed subsequent payments during January,
February, and March 2011 and found allied had overstated the expenses; and,

A decrease of $32,000 to remove the 2011 portion of the accelerated expensing of vehicle
license fees. Allied’s 2010 operating costs included the accelerated expensing of vehicle licenses
fees for vehicles that were manufactured in 2000 or prior. The state bills, and Allied pays, the
vehicle license fees one-time per year; however, historically such expenses are divided into 12
equal payments and booked over a 12-month period. The vehicle license fees paid in 2010
cover anywhere from 1 to 11 months of calendar year 2011 (depending which month in 2010
the vehicle license is due). Allied’s application has included the full 12-month fee even though
the vehicle was only used to provide collection services to the Authority for something less than
the full 12-months. We do not believe the methodology for spreading such costs over the 12-
month period should change during the last year of the agreement by accelerating the

depreciation. Allied has agreed to accept this adjustment. .

Indirect Fixed

HF&H reviewed and does not recommend any adjustments to Indirect Fixed expenses for 2010 (Exhibit
10, Line 8).

Indirect Maintenance

HF&H reviewed and does not recommend any adjustments to Indirect Maintenance expenses for 2010
(Exhibit 10, Line 9).
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South Bayside Waste Management Authority Section VI. Findings and Recommendations
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Supervisory Expense

HF&H reviewed and does not recommend any adjustments to Supervisory expenses for 2010 (Exhibit 10,
Line 10).

Other Expense

HF&H reviewed and does not recommend any adjustments to Other expenses for 2010 (Exhibit 10, Line
11).

Insurance

HF&H reviewed and recommends increasing Allied’s reported Operating Insurance expense by $238,000
(Exhibit 10, Line 12) due to the following:

@ An increase of $343,000 in workers compensation claims paid in 2011 for incidents that
occurred prior to Allied ceasing operations on December 31, 2010; partially offset by,

€ A decrease of $105,000 to disallow doubling of safety incentive payments to collection drivers
without prior approval by the Executive Director. A similar adjustment was made to Allied’s
2009 expenses during last year’s review.

General and Administrative

HF&H has reviewed and recommends decreasing Allied’s reported General and Administrative (G&A)
expense by $130,000 (Exhibit 10, Line 13) to: 1) remove charitable contributions which are disallowed
expenses per the Collection Agreements (greater than those Allied removed before submitting the
Application); 2) reduce projected bad debt anticipated from late 2010 billings; 3) correct a calculation
error in Allied’s rate application, which overstated G&A expenses; and, 4) the cost for automated phone
calls alerting Half Moon Bay customers of the strike in August 2010 (Half Moon Bay is not within the
Authority’s service area).

Overhead

HF&H reviewed and recommends decreasing Overhead expense by $5,000 in 2010 (Exhibit 10, Line 14)
due to Allied’s application amount which exceed the allowable cap on Overhead expenses as a result of
the indices needed to calculated the allowable cap amount were not yet published when Allied
submitted their Application.
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South Bayside Waste Management Authority Section VI. Findings and Recommendations
Review of Allied Waste Industries’ Final 2010 Collection Compensation Application

Adjustments to Operating Profit

HF&H recommends decreasing Allied’s Operating Profit by $30,000 (Exhibit 10, Line 17), due to the
respective net recommended reductions to Allied’s Operating Expenses Eligible for Profit, described
above.

Adjustments to Allied’s Projected Pass-Through Expense

Inter-company Disposal

HF&H reviewed and does not recommend any adjustments to Inter-company Disposal expenses (Exhibit
10, Line 21).

BDBS Subcontractor Expense (Debris Box Services)

HF&H reviewed and does not recommend any adjustments to BDBS Subcontractor expenses (Exhibit 10,
Line 22).

Contract Management

Contract Management expenses are third-party expenses for solid waste and recycling consulting
services incurred by the Member Agencies on an individual basis (i.e., rate structure studies, recycling
services, Proposition 218 mailing notices, etc.).

HF&H reviewed and does not recommend any adjustments to Contract Management expense (Exhibit
10, Line 23).

Franchise Fees

HF&H reviewed and recommends decreasing Franchise Fees by $101,000 as a result of double counting
San Mateo’s 4™ quarter franchise fees (Exhibit 10, Line 24).
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4B - EXHIBIT A - p57

AGENDA ITEM
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