KITSAP COUNTY SOLID WASTE ADVISORY COMMITTEE
Virtual Meeting Via Zoom

DATE February 2, 2022
4:00 p.m.

AGENDA

APPROVAL OF AGENDA

APPROVAL OF MINUTES

CORRESPONDENCE

KCPW
e SWAC Officer Elections
e 2022 Work Plan
e Cost of Service/Rate Study Update
e General Program Updates: Curbside compost rollout, Collection issues, Preparations to
implement new operations contract at OVTS, SRAGF renovations, NK HHW Facility

ROUND TABLE DISCUSSION

PUBLIC COMMENTS



SOLID WASTE ADVISORY COMMITTEE (SWAC)
MEETING MINUTES - Held via Zoom
FEBRUARY 2, 2022

Those Present: Regional/Cities: City of Bainbridge Island — Diane Landry; City of Bremerton —
Melinda Monroe; City of Port Orchard — Stephanie Bailey; City of Poulsbo — Shannon Wood;
North Kitsap — Douglas Chamberlain; Central Kitsap —John Poppe; South Kitsap — Eric Lenius;
Commercial - Bill Rich; Organics Management - Jeff West; Industry: Bainbridge Disposal —
Heather Church; Waste Management — Robert Hall, Laura Moser; Port Gamble S’Klallam Tribe —
Josh Carter.

KCPW SWD: Chris Piercy, Barbara Bricker, Tamara Krueger
KPHD: Steve Brown
Ecology: Carolyn Bowie

Those Absent: Agriculture - Erika Anderson; NAVFAC - Les Hastings; Suguamish Tribe — Jaime
Lawrence.

APPROVAL OF AGENDA

Agenda approved as presented.

APPROVAL OF THE MINUTES

The November 6, 2021, minutes approved as presented.

CORRESPONDENCE

No Correspondence

KCPW

Election of Officers — SWAC voted to retain Stephanie Bailey as Chair and John Poppe as Vice-
Chair.

Work Plan — Chris Piercy presented the 2022 Work Plan for member approval.
Questions:

Diane asked why food waste diversion is not on the Work Plan?



Chris - Food diversion is being legislated at the state level so we are waiting to see what
requirements may be implemented.

Doug asked what is happening with the hold on the plastic bag ban?

Chris - Implementation of the State plastic bag ban mandates started in October. The Kitsap
County resolution is still codified locally and will eventually be rescinded.

A motion was made to accept the SWAC 2022 Work Plan as presented, all members in favor.

A copy of the Work Plan is attached.

Rate Study Update — Chris Piercy

The Rate Study is now complete. The new fee adjustments start on June 1, 2022, and again
January 1, 2023. The first-year increases are larger to help catch up to current costs. In the
following years increases will level to match inflationary rates.

Questions:

Bill asked if the state refuse tax is permanent, or will it go away?

Jeff West - It has stayed the same for thirty or more years.

Chris - It is written into the rate resolutions to absorb any increase of the state refuse tax into
the cost.

Diane asked why recycling is not being charged for?

Chris - The Kitsap County Commissioners support funding recycling, and it is a general
industry standard.

Doug asked what impact to the curbside collection bill should we expect?
Chris - Those costs are requlated by the UTC, the projected impact to curbside collection
costs, from these fee increases, are estimated to be about 51.00 per month to a 32 gallon can

customer with each increase this year.

Doug asked why the cost of the HHW facility is listed in the Capital Improvements, in the Work
Plan, when the money for the sale of the Poulsbo Recycle real estate was to go towards that?



Chris answered that Solid Waste received about 1.8 million dollars for the sale of the Poulsbo
Recycle Center site. The actual cost of the new HHW facility is about 6-7 million. Those funds are
still in reserve to be used for the project.

Diane asked if there is any common thread of questions, from the public, about the rate
increases?

Chris -There is some confusion about the “contract” with Waste Management and curbside
collection. Olympic View Transfer Station generally, that confusion could be cleared up with the
individuals, and understanding of the need for the increases was clear.

The next step is to present the Fee Resolution for adoption by Kitsap County Board of
Commissioners on February 28. There will also be a virtual open house tomorrow evening.

Program Updates — Chris Piercy

e Curbside collections back on track and we appreciate all the efforts of the Waste
Management team working to get things back to normal.

e Working to coordinate for the transition at OVTS in June.

e Silverdale project close to thirty percent design.

e North Kitsap facility also close to 30 percent design, hope to break ground in 2024.

Heather asked what the transition at OVTS in June will consist of?

Chris — Waste Management is purchasing new equipment for operations at the transfer
station and Kitsap County staff will be taking over operation of the scale house and monitoring
of recycle area.

John asked why the county is taking over the scale house at Olympic View Transfer Station?

Chris — Currently Waste Management collects County funds and uses County financial

management systems to operate the scale house operations. It makes more sense, and it works
out financially to our benefit to take it over.

ROUND TABLE DISCUSSION

Diane Landry — The Annual Bainbridge Island Environmental Conference is March 27, the theme
is “Textiles”. They are working to find keynote speakers. When the flyer is ready, she will send it
to share with SWAC members.

Doug Chamberlain — The area between Silverdale and Poulsbo on Hwy. 3 has a litter problem
that should be addressed. The county should be addressing the litter problem around the
county.



Chris Piercy — That area is state highway, Ecology is committed to having crews out for clean
up this spring. Since the loss of the Sherriff’s litter crew, we have hired two people for the Clean
Kitsap program and are in the process of developing a program for litter clean up in the county.
Heather Church — Bainbridge Island Disposal is re-evaluating food waste disposal in their
curbside operations. They are concerned about the possible new mandates causing
contamination.

Jeff commented that compost facilities are not big fans of the food-compost mandate bill.

Jeff West— Spring is coming, and the compost business is getting busy.

Robert Hall — Waste Management is overcoming the staffing issues from late summer and early
fall so service should be good to go this year.

ADJOURNMENT

There being no further business the meeting adjourned at 5:07 p.m.

NEXT MEETING

The next meeting is tentatively scheduled for April 6, 2022



SoLiD WASTE ADVISORY COMMITTEE — 2022 WORK PLAN

Meeting Days, Time and Location: First Wednesday, every other month, 4:00 pm, unless changed by agreement;

City of Bremerton Public Works & Utilities, 100 Oyster Bay Ave. N., Bremerton, WA
Advisory Group Staff: Christopher Piercy, Barb Bricker, Tamara Krueger
Advisory Group Chair:TBD; Vice Chair: TBD
Advisory Group Purpose/Mission Statement: The Solid Waste Advisory Committee (SWAC) assists in the development and
implementation of the Solid Waste Management Plan. The committee reviews and comments upon proposed rules, policies, and
ordinances related to solid waste handling and disposal prior to adoption.

2021 Status Priority Level Comments/Coordination
Individual or Sub-Committee

TIER 1: HIGH PRIORITY
1. OVTS Facility Master Plan Review

Complete Facility Master Plan for OVTS; SWAC wiill
review and comment on recommendations.

In Progress High

SWAC will review and comment on design, public

2. Silverdale Recycling & Garbage Facility In Progress High outreach and sustainability considerations. Conduct public

Design meeting(s) in Central Kitsap.
Review and comment on operational considerations
3. 2022-2027 Rate Study In Progress High stemming from the selected operations model at OVTS

and work with a consultant to develop proposed rates for
disposal services at OVTS and RAGFs.
4. North Kitsap Moderate Risk Waste . SWAC will review and comment on design, public

In Progress High

Facility Design outreach and sustainability considerations.
TIER 2: MODERATE PRIORITY

Preliminary Draft has been presented to Dept. of
Emergency Management, Kitsap Public Health District,
1. Disaster Debris Management Plan In Progress Medium and cities for review and comment; contractor assistance
will be solicited to finalize and assist with Plan
implementation.
2. North Kitsap Moderate Risk Waste . SWAC will review and comment on design, public
- X Planned Medium L . .
Facility Design outreach and sustainability considerations.

TIER 3: LOW PRIORITY

1. Not applicable

Page 1 of 2



GOALS ON HOLD

Goal Status Priority Level Comments
1. Construction and Demolition Waste On Hold Low Deferred indefinitely, pending private sector initiatives
Diversion and/or OVTS Master Plan recommendations
GOALS COMPLETED OR DELETED
Goal Status Year Comments

Olympic View Transfer Station (OVTS)

Completed 2021 Capital facilities contract scheduled for execution in early 2022.
Request for Proposal and contract execution P O&M contract executed Sept. 2021.
Contamination Reduction Qutreach Plan Completed 2021
Rewsgd Recycling Service Level Ordinance Completed 2020
Adoption
Implementation of Single-Use Plastic Bag Completed 2019-2020

Ban Ordinance

Implementation of disposal fees that reflect
true costs of service and reserve Completed 2018
requirements

Adoption of Solid and Hazardous Waste
Management Plan

Completed 2018
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December 22, 2021

Chris Piercy, Senior Program Manager

Kitsap County Public Works - Solid Waste Division
614 Division Street, MS-27

Port Orchard, WA 98366

Subject: Final Report for Solid Waste Cost of Service and Rate Study

Dear Chris,

FCS GROUP is pleased to submit the final report of the Solid Waste Cost of Service and Rate Study.
The report summarizes the methodology, findings, and recommendations for each of the core
elements of the study.

It has been a pleasure working with Kitsap County Solid Waste Division staff on this effort. Please
let me know if you have any questions or need additional information on this report. | can be reached
at (425) 336-4157.

Sincerely,

3 T 2y [ . e A
(/,Y\U \( Q. () Vigec R Rl )// /M@%\_ //.'Ufﬁjw/a/lﬂ/\%{’&-f;‘
Angie Sanchez-Virnoche Matt Hobson Melanie Hobart

Principal and Vice President Project Manager Project Consultant



Kitsap County Solid Waste Division December 2021
Solid Waste Cost of Service and Rate Study page i

TABLE OF CONTENTS

TaDIE OF CONIENTS ...ttt ettt s et e ettt eete e st e teeteeteereaneesneaneas i
Section |. EXECULIVE SUMMAIY ...ttt eneas 2
IA. o ot (o (0 VT3 o PSSO PRSPPI 2
|.B. Cost Pressures and Rate IMPACES ........cocuiiiuiiiiiiic e et 2
I.C. SHUAY PIOCESS ..ttt ettt ettt m ettt e e te et et e Rt em et e ke et e et e R e e Rt e nt et et reeneere e e 3
I.D. RESUIES .. b bbbttt 3
I.E. Summary RECOMMENUATIONS ........eiuiiieie ittt ettt ettt e st et eee e e reeneereene e 3
Section II. INEFOTUCTION ..ttt ettt st eneas 5
ILA. SCOPE OF WOTK ...ttt et ettt ettt et et e et e e st e e et e st e e be et e e se e st et et e s beeaaera e e ens 5
II.B. REPOI OFGANMIZALION ...ttt bbb et b ettt et 5
[I.C.  Kitsap County Solid Waste DiVISION ............cceiiiiiiiiiitccie sttt re e 5
[I.LD.  Cost Pressures and Rate IMPACES .......oiviiiiiiiieiiie et 6
Section Ill. Rate Setting Principles and Methodology ...........ccoeioiiiiieiiiiece e 8
[HA.  OVBIVIBW ..ottt btk bRt e 8t bbb bRt bbbttt et ettt ettt n s 8
118 TR T - T o = o] 1= SRS 9
[.C.  REVENUE REGUITEMENL .....c.iiiiiiiie ittt ettt ettt ettt e st e e beebs e e et et e et e besbeereaneaneas 10
0 o1y o) T A (o7 SRS ST SS PSRRI 1"
1 = =1 (=Y LT o PSSO USSR 1
Section IV. Solid Waste Revenue REQUIFEMENLS ..........coiiiieieieicece e 13
[V, OVBIVIEW ..tttk s e s et e et e et e e b e e R e e Rt e st e st ettt e e R e e Rt e Rt et e n et et e reeneereeneeneas 13
[V.B.  Operating FOrecast ASSUMPLIONS ........oouiiiiiiieii ittt 13
IV.C.  Capital FUNAING PIAN........iiii bbbttt 15
[V.D.  Summary of ReVenue REGUIFEMENT .....c.eii i 16
Section V. COSE Of SEIVICE ...ttt sttt ene s 18
L O 1171 USSP SS PR 18
V.B.  Solid Waste ClasSSES Of SEIVICE .......ccui ittt 18
V.C.  Defining Solid Waste FUNCHONS .........ooiiiiiiieee ettt re e 18
V.D.  Cost of SErvice ANalySiS RESUILS ........c.iiiiiiieiiie ettt neere e 22
Section VI. RALE DIBSIGN.. .ottt e 25
LI T O 11T SO PS PR 25
VIB.  Rate DESIGN ODJECHVES ... .ottt ettt bttt e e e aneaneas 25
VI.C.  Rate DeSigN CONSIAEIALIONS ...cvvivieiieiiiieiie ettt sttt et et sbeeteeseese e e e stesbeenaeraanaeneas 25
VID.  EXIiStiNG RAE SITUCTUIE ...o.viiiiii ettt 26
VEE.  Prop0SEA RAIES .....coiiiiicii ettt eb e et e et e et e et e ettt ere e 28
Section VII. Conclusion and Recommendations ..........c.coviiiiiiicieie st 30
LAY W 04 o1 U3 o] BSOS PRSP 30
VILB.  Summary RECOMMENAALIONS .......oeiieieieiiee ittt r et et eneereane e 31

ozs) FCS GROUP www.fcsgroup.com



Kitsap County Solid Waste Division December 2021
Solid Waste Cost of Service and Rate Study page 2

Section|. EXECUTIVE SUMMARY

l.A. BACKGROUND

The Kitsap County Solid Waste Division (Division or County) oversees and manages solid waste
transfer and disposal services throughout Kitsap County. The Division owns four transfer stations:
Olympic View Transfer Station (OVTS) and three smaller recycling and garbage facilities (RAGFsS).
The facilities provide waste disposal and recycling drop-off services to residents, businesses, and
commercial waste haulers within the County and surrounding areas. All municipal solid waste
(MSW) that is collected at the RAGFs is hauled to OVTS before disposal.

The County contracts with Waste Management (WM) for operation of OVTS, long-haul
transportation, and eventual landfilling of solid waste at the Columbia Ridge Landfill in Arlington,
Oregon.

|.B. COST PRESSURES AND RATE IMPACTS

The Division is anticipating several operating and capital cost pressures over the next several years
that, if left unaddressed, will impact the County’s goals for providing efficient and reliable solid
waste services that also protect and preserve human health, environmental quality, and natural
resources.

® A new 20-year service contract for the operation of OVTS begins in 2022. The contract includes
new compensation rates and services to address the County’s requirements at the facility.

® The County has identified approximately $46 million in capital project improvements at its solid
waste facilities between 2021 and 2028.

® The Division’s existing rate structure — charging customers a tipping fee based on the weight of
MSW —is a common structure for transfer stations; however, it can create funding challenges for
the utility. Some of the services provided by the Division are unrelated to disposed solid waste
(e.g., recycling and hazardous materials processing), but are exclusively supported by a rate
structure dependent on disposed solid waste.

e Disposal tonnage historically fluctuates from year to year in response to economic conditions and
effects of resource recovery programs, creating a funding challenge for disposal services that are
generally fixed relative to changes in disposed tons.

® All MSW collected at the RAGFs must be transported to OV TS before disposal. This creates two
separate “touch points” to manage waste collected at the RAGFs, making the full cost of MSW
collected at the RAGFs higher than the cost of MSW dropped directly at OVTS.

® Operationally, there is a higher cost per transaction for self-haulers when compared to
commercial haulers. This is due to the amount of time it takes at the entry point of the RAGFs
and OVTS, compared to an automated system for commercial haulers. With this in mind, the
County is looking to incentivize residential self-haulers to switch to curbside collection services
that would reduce customers’ costs and decrease traffic volumes at the County facilities.

‘:E) FCS GROUP www.fcsgroup.com
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|.C. STUDY PROCESS

The methods used to conduct the rate study are based on principles that are generally accepted and
widely followed throughout the industry. These principles are designed to produce rates that
equitably recover the costs of the utility by setting the appropriate level of revenue to be collected
from ratepayers.

The three key analyses completed as part of the study process are listed below:

® Revenue Requirement. This analysis identifies the total revenue requirement to fully fund the
Division on a standalone basis, considering operating and maintenance expenditures, capital
funding needs, and fiscal policy objectives.

® Cost of Service. This analysis equitably distributes costs to customer classes based on their
proportional demands on and use of the system.

® Rate Design. Rate design is the third technical step in utility rate setting. The principal objective of
rate design is to implement a rate structure that collects the appropriate level of revenue and is
both cost-based and aligns with the utility’s pricing goals and objectives.

|.D. RESULTS

The Division’s multi-year financial plan includes a proposed 16.5 percent increase to rate revenues
effective June 1, 2022. An additional 16.5 percent increase would occur January 2023. Inflationary -
level revenue adjustments of 3.0 percent annually are forecasted from 2024 to 2028. With these
revenue adjustments, the Division is projected to generate approximately $24.6 million and $31.4
million in 2022 and 2023 respectively. Adjustments to specific rates over the rate-setting period are
designed to transition existing rates towards the cost to provide services to the utility’s different
customer groups.

|.E. SUMMARY RECOMMENDATIONS

There are several rate changes recommended as a result of this study.

® MSW Tipping Fee Increase - The existing MSW tipping fee is scheduled to increase from $90.00 to
$104.00 in 2022, $118.00 in 2023, and $121.00 in 2024.

® Minimum Fee Increase - The existing minimum fee of $22.00 is charged to all OVTS self-haul loads
up to 460 pounds. The fee is proposed to increase to $36.00 in 2022, $41.00 in 2023, and $42.00
in 2024. The new fees will cover up to 700 pounds of waste. The increased fees will also support
a greater share of the cost of recycling services provided at the transfer stations which are
primarily used by self-haulers.

® RAGF Can Fees - The first 32-gallon can per load will increase from $11.00 to $13.00 in 2022.
Each additional 32-gallon can per load will increase from $3.00 to $5.00. The proposed increases
would support a greater share of the recycling services provided at the transfer stations which are
primarily used by self-haulers. The increase to additional 32-gallon cans is designed to recover
the costs incurred by the Division to consolidate, transfer, and dispose of waste received at the
RAGFs.

® Special Waste Fees — Tipping fees for contaminated soils, asbestos, creosote treated lumber, and
other special wastes are proposed to increase based on the increased costs incurred by the
Division from the new operating contract for OVTS. The tipping fee for asbestos is proposed to
increase from $183.35 per ton to $247.52 per ton in 2022.

‘:E) FCS GROUP www.fcsgroup.com
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Exhibit 1.1 details the scheduled increases to the County’s solid waste rates at OVTS and the RAGFs

from 2022 to 2024.
Exhibit 1.1

Proposed Rate Schedule

OVTS Fee Schedule

DISPOSAL FEES
WASTE TYPE Existing 6/1/22 1/1/23 1/1/24
Municipal Solid Waste (MSW) -- per ton $90.00 $104.00 $118.00 $121.00
Minimum Fee $21.24 $34.49 $39.32  $40.20
Minimum Fee, including 3.6% State Refuse Tax $22.00 $36.00 $41.00 $42.00
Contaminated Soils -- per ton $48.48 $65.45 $88.35 $94.54
Bulky Waste -- per ton $120.82 $163.1 $220.19 $235.61
Asbestos -- per ton $183.35 $247.52 $334.16 $357.55
Coal Ash -- per ton $57.81 $78.04 $105.36 $112.73
Creosote Treated Lumber - per ton $57.81 $78.04 $105.36 $112.73
Dredge Spoils - per ton $48.48 $65.45 $88.35 $94.54
Biosolids (delivered loose) -- per ton $78.35 $91.28 $106.34 $108.53
Biosclids (delivered in intermodal containers) -- per ton $69.63 $81.12 $9450 $97.34
Yard Waste - per ton $77.67 $100.19 $129.25 $136.75
Processed Wood Waste - per ton $48.08 $62.02 $80.01 $8465
Appliances - per appliance $20.00 $24.00 $28.00 $28.00
Passenger Vehicle Tires - per tire $9.00 $11.00 $13.00 $13.00
Commercial Vehicle Tire - per tire $11.00 $13.00 $15.00 $16.00
RAGF Fee Schedule

DISPOSAL FEES

Existing 6/1/22 1/1/23 1/1/24

One-can (32-gallon) $10.62 $12.55 $13.51  $1351
w/ 3.6% State Refuse Tax $11.00 $13.00 $14.00 $14.00
Each additional can $2.90 $4.83 $7.72 $8.69
w/ 3.6% State Refuse Tax $3.00 $5.00 $8.00 $9.00
Volume-based fees (per cubic yard) $24.94 $34.92 $48.88  $52.79
Special Wastes
Mattress, box spring, or recliner (each) $12.00 $14.00 $16.00 $16.00
Sofa (each) $15.00 $29.00 $54.00 $63.00
Sofa with bed (each) $30.00 $45.00 $66.00 $73.00
Roofing (per cubic yard) $45.00 $68.00 $100.00 $110.00
Drywall (per cubic yard) $45.00 $68.00 $100.00 $110.00
Appliance (each) $20.00 $24.00 $28.00  $28.00

<+ FCS GROUP

www.fcsgroup.com
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Section Il. INTRODUCTION

[.A. SCOPE OF WORK

In May 2021, the Kitsap County Solid Waste Division contracted with FCS GROUP to perform a
solid waste cost-of-service and rate study. The results of this study establish a blueprint for achieving
strong financial performance in the future while delivering efficient and effective services to the
Division’s customers.

11.B. REPORT ORGANIZATION

This report is organized into eight sections.

@ Section | presents a high-level executive summary, detailing the cost-of-service study and rate
recommendations.

@ Section Il provides background information about the Division and a general outlook of factors
affecting the future financial performance of the solid waste utility.

@ Section lll describes the general purpose of a utility rate study, as well as the industry standard
methodology and framework for the analysis.

@ Section IV explains the step-by-step process and results of the revenue requirement analysis, which
details the overall needs of the system (operating expenses, existing debt, capital programs, etc.),
and the revenue (rate increases) required to cover those needs.

® Section V details the cost-of-service analysis, which addresses cost proportionality between the
Division’s customer classes. This analysis explores the extent to which different customer classes
are paying their proportional share of the revenue requirement.

@ Section VI outlines the third and final technical step in utility rate setting (rate design). The
principal objective of rate design is to implement rate structures that collect the appropriate level
of revenue and are reasonably aligned with cost of service.

@ Section VIl summarizes the study results and recommendations from FCS GROUP.

11.C. KITSAP COUNTY SOLID WASTE DIVISION

The Kitsap County Solid Waste Division owns and manages the transfer and disposal of solid waste
generated in the county, including the cities of Bainbridge Island, Bremerton, Poulsbo, and Port
Orchard, areas governed by the Suguamish Tribe, the Port Gamble S’Klallam Tribe, and U.S. Naval
Base Kitsap. The Division also serves as the lead agency for solid waste management planning
within the county service area. The Division owns and manages four solid waste transfer stations:

» Olympic View Transfer Station (OVTS) is the largest and main transfer station in the County
system. OVTS accepts MSW from commercial and self-haulers, as well as recyclables,
household hazardous waste, yard / wood waste, and special wastes. The Division contracts
with Waste Management, Inc (WMI) for operation of OVTS.

» Olalla, Silverdale and Hansville recycling and garbage facilities (RAGFs) are satellite
facilities that receive waste from self-haulers throughout the County. These facilities accept
MSW including roofing and sheetrock, limited household hazardous waste, appliances and

‘:E) FCS GROUP www.fcsgroup.com
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other bulky waste, and recyclables. Recycling and limited household hazardous waste drop-
off is provided free of charge. All other waste received at the RAGFs are charged on a per
item / per can basis, or by volume. Recyclable material received at the RAGFs is hauled and
processed by private-sector partners through service contracts maintained by the Division.
Solid waste is transferred by Waste Management, Inc (WMI) to OVTS to be consolidated
with other solid waste before eventual transport and disposal at the Columbia Ridge Landfill
in Arlington, Oregon.

The exhibit below outlines the flow of materials through the Division’s waste facilities.

Exhibit 2.1
Waste Flow Map for Division Facilities

Waste Type County Facilities Disposal
Only Accepted at OVTS: @ Composting Facility
Yard / Wood Waste PE”-\
Special Waste . _-,-"_L. Landfil
MSW Commercial Haulers
=»  OVTS
CAGE MSW MRW Contracts
Accepted at all Facilities: :
RAGFs .
Household Hazardous Waste o) o Recyclable Processing
Bulky Waste lﬂ-ﬁ@ lﬂM
MSW Self Haulers : @P@ 21
Recyclables

11.D. COST PRESSURES AND RATE IMPACTS

The Division is anticipating several operating and capital cost pressures over the next several years
that, if left unaddressed, will impact the County’s goals for providing efficient and reliable solid
waste services that also protect and preserve human health, environmental quality, and natural
resources.

1I.D.1. Updated Waste Management Contract

The Division maintains a service contract with Waste Management, Inc (WMI) for the operation of
OVTS and long-haul transportation and disposal of solid waste. The contract, initially signed in
October 2000 expires on June 3, 2022. The County and WMI have agreed to terms for a new 20-year
service contract with new terms that reflect the existing/future costs of operating the transfer station
and waste disposal. As part of this rate study, FCS GROUP has outlined the projected costs of the
new contract and incorporated them into the Division’s financial forecast and rate adjustments.

’:§> FCS GROUP www.fcsgroup.com
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11.D.2. Capital Improvement Plan

The County has identified approximately $46 million in capital project improvements at its solid
waste facilities between 2021 and 2028. These costs include substantial investments at OVTS and the
RAGFs, as well as ongoing capital improvements at closed landfills maintained by the County. The
rate study includes a capital funding plan that leverages cash, reserves, and revenue bonds to fully
fund the County’s solid waste capital program.

[1.D.3. Cost of Self-Haul Transactions

County residents can choose to self-haul solid waste to the County’s transfer stations. This is an
essential service for residents who either do not have access to or choose not to use curbside
collection programs. The rate study evaluates the cost to the County of providing self-haul solid
waste services at the transfer stations and develops a rate structure that incentivizes residents to take
advantage of more efficient curbside collection options when available.

1I.D.4. Cost Recovery of Recycling and Other Services

The Division provides recycling and limited household hazardous waste drop-off free of charge for
County residents. These are important services for residents, but the cost of providing them is not
free. The cost-of-service analysis estimates the cost to provide these services as well as funding
mechanisms to recover these costs.

‘:E) FCS GROUP www.fcsgroup.com
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Section Ill. RATE SETTING PRINCIPLES

AND METHODOLOGY

II.LA.  OVERVIEW

The methods used to establish rates are based on principles that are generally accepted and widely
followed throughout the industry. These principles are designed to produce rates that equitably
recover the costs of the utility by setting the appropriate level of revenue to be collected from
ratepayers and utilizing the established rate structure to collect those revenues.

The three key analyses completed as part of the rate study process are listed below:
® Revenue Requirement. This analysis identifies the total revenue requirement to fully fund the

Division on a standalone basis, considering operating and maintenance expenditures, capital
funding needs, and fiscal policy objectives.

® Cost of Service. This analysis proportionally distributes costs to customer classes based on their
unigue demands on and use of the system.

® Rate Design. This analysis includes the development of a rate structure that generates sufficient
revenue to meet each system’s revenue requirement forecast, and to address the County’s pricing
objectives (e.g., revenue stability, conservation, cost-based pricing).

Exhibit 3.1 illustrates the entire rate study process.

Exhibit 3.1
Overview of Rate Study Process

Financial Policies — Set the Management Foundation

Step 1:

Operating Cost .
Revenue Customer Forecast | Forecast | Capital Program
Requ I rement | Usage Forecast | Existings:rrnvditl:l:w Debt | Reserve Management

(defining overall needs)

Cost of Service
Analysis

M Define Customer

Cost of Service | Classes

(cost proportionality
evaluation)

| Allocation Factors |

Functional Allocation Customer Allocation Unit Costs

Step 3:

Rate Design | Fixed Charges | Variable Charges | Rate Impacts Analysis
(collect target revenue)

Communication with Stakeholders and Customers
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[11.B.  FINANCIAL POLICIES

The basic framework for evaluating utility revenue needs is founded on a set of fiscal policies. These
policies, which can address a variety of topics including cash management, capital funding strategy,
financial performance, and rate proportionality, are intended to promote long-term financial viability
for the County. The fiscal policy assumptions in the rate model were provided by the County.

[11.B.1. Utility Reserves

Reserves are a key component of any utility financial strategy, as they provide the flexibility to
manage variations in costs and revenues that could otherwise have an adverse impact on ratepayers.
The rate study included the following financial reserves:

® Operating Reserve— Operating reserves are designed to provide a liquidity cushion to ensure that
adequate cash will be maintained to deal with significant cash balance fluctuations such as
seasonal fluctuations in billings and receipts, unanticipated cash expenses, or lower than expected
revenue collections. Industry practice is to maintain a minimum balance in the operating reserve
equal to 30 to 90 days of operations and maintenance (O&M) expenses for a solid waste utility.
These, of course, are guidelines and actual levels should be established based upon each
jurisdiction’s unique needs and risk tolerance. The current operating reserve target for the
County’s Solid Waste Division is 90 days of O&M expenses. It is assumed that any operating
funds above the operating reserve minimum target are assigned to the capital reserve.

® Rate Stabilization Reserve — This reserve is a percentage of annual revenues set aside for years with
lower than expected revenue collections. The reserve provides a financial tool to mitigate the
effects of significant shifts in expenses or revenue on tipping fees. The minimum target for this
reserve is 15 percent of annual revenue — equivalent to approximately $3.5 million in 2022. The
2021 beginning balance for the existing rate stabilization reserve is approximately $0.5 million
(the reserve balance is anticipated to be $1.0 million in 2022). The County is aiming to increase
funding to the rate stabilization reserve over the next 10 years to meet the minimum target.

® Capital Reserve — The Division maintains a capital reserve used to fund annual capital needs.
Common industry practices are to maintain a minimum balance equal to 1% to 2% of the utility’s
net assets or an amount sufficient to cover an unexpected system failure. The minimum target for
this reserve is $1.0 million.

® Clean Kitsap Reserve — The County maintains a separate fund to account for the Clean Kitsap
program that funds litter and illegal dumping prevention and response. The fund has a minimum
reserve target of $1.0 million.

® Landfill Closure Reserves — The County maintains three Landfill Closure Reserves: Olalla Landfill,
Hansville Landfill and General Landfill. These reserves are funded through the life of the
landfill, and are used for maintenance and regulatory requirements after the landfill is closed.
While there is no formal minimum balance target, the three funds combined have over $12
million at the beginning of the forecast and are sufficient to cover projected needs through the
forecast. Landfill reserve funding is used to offset the cost of landfill-related capital projects
within the financial planning period; however, it is not used as a funding source for other capital
projects or for operating expenses.

Reserves should fluctuate above and below targets, and such experience does not reflect on the
quality of budgeting or management. In fact, if a reserve remains static for extended periods of time
without use, this may indicate that it is not set appropriately, or is unnecessary. Utility reserves are
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intended to absorb fluctuation in revenues or expenditures without abrupt rate impacts. As reserve
levels vary, a policy structure can define the mechanisms for regulating those levels and returning
them to intended targets.

111.B.2. Debt Management

Debt issuance is a valuable tool for the Division to finance certain costs, as it allows the Division to
spread a relatively large capital project cost over several years. Debt repayment structures can be
flexible (e.g. deferred principal repayment), allowing the Division to “shape” its cost structure and
facilitate a stable progression of moderate rate adjustments. When developing its capital funding
strategy, the Division must weigh the pros and cons of issuing debt to pay for a project. Too much
debt issuance may limit the ability to manage rates. However, excessive aversion to issuing debt can
also create problems, shifting the burden of funding capital investment to existing customers. It is
prudent to consider policies related to debt management as part of a broader utility financial policy
structure. Common debt management policies may include the level of acceptable outstanding debt,
debt repayment terms, bond coverage and total debt coverage targets.

» Debt Service Coverage. Debt service coverage is a requirement associated with revenue
bonds and some State loans. It is a financial measure that assesses the ability to repay debt.

A typical minimum coverage requirement for utility revenue bonds is 1.25. If the Division
issues debt, the Division is required to collect enough revenue to meet operating expenses
and not only pay debt service but collect an additional 25 percent above the bonded debt
service. The extra revenue is a cushion that assures bondholders that the Division has the
financial resources to meet its debt service obligations. Based on discussions with Division
staff, the minimum debt service coverage for future revenue bond debt is assumed at 1.50.
Achieving a bonded debt service coverage level greater than the minimum required level is a
positive signal to bond rating agencies and can result in more favorable terms when the
Division enters the market for revenue bonds.

[11.C. REVENUE REQUIREMENT

A revenue requirement analysis forms the basis for a long-range financial plan and multi-year rate
management strategy for the solid waste utility. A revenue requirement enables the Division to set
utility rate increases which fully recover the total cost of operating the utility: capital improvement
and replacement, operations, maintenance, administration, fiscal policy attainment, cash reserve
management, and debt repayment. Linking rate levels to a financial plan such as this helps to enable
not only sound financial performance for the Division, but also establishes a clear and defensible
relationship between the rates imposed on utility customers and the costs incurred to provide the
service.

A revenue requirement analysis establishes the total annual financial obligations of the utility by

bringing together the following core elements:

® Fiscal Policy Analysis. Identifies formal and informal fiscal policies of the Division to ensure that
current policies are maintained, including reserve levels and debt service coverage.

® Capital Funding Plan. Defines a strategy for funding the capital improvement program, including an
analysis of available resources from rate revenues, debt financing, and any special resources that
may be readily available (e.g., grants, outside contributions, etc.).
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® Operating Forecast. Identifies future annual non-capital costs associated with the operation,
maintenance, and administration of the system.

® Sufficiency Testing. Evaluates the sufficiency of revenues in meeting all financial obligations,
including any coverage requirements associated with long-term debt.

® Strategy Development. Designs a forward-looking strategy for adjusting rates to fully fund all
financial obligations on a periodic or annual basis over the planning period.

1.D. COST OF SERVICE

The purpose of a cost-of-service analysis is to provide a rational basis for distributing the full costs
of each utility service to each class of customers in proportion to the demands they place on the
system. Detailed cost allocations, along with appropriate customer class designations, help to sharpen
the degree of equity that can be achieved in the resulting rate structure design. The key analytical
steps of the cost-of-service analysis are as follows:

® Functional Cost Allocation. Apportions the annual revenue requirement (e.g., operating expenses,
annual debt service, use/funding of financial reserves) to the major functions of the solid waste
service:

»  Scalehouse, Olympic View Transfer Station (OVTS) Waste Transfer, OVTS Diverted
Materials Transfer, OVTS Yard / Wood Transfer, Moderate Risk Waste, Clean Kitsap,
Recycling and Garbage Facilities (RAGF) Diverted Materials Transfer, RAGF Waste
Transfer, Special Waste Transfer, Environmental Compliance, Municipal Solid Waste
(MSW) Transport, and MSW Disposal.

® Cost Classification. Establishes a rational relationship between functions (activities) and costs. For
example, the cost of disposing waste at a landfill is determined by the tonnage sent to the landfill.
An allocation of these disposal costs to a particular customer class would be based on the tons
generated by that customer class. Tonnage and transaction statistics are developed to allocate the
cost of service to customers classes.

® Customer Class Designation. Identifies the customer classes that will be evaluated as part of the
study. Existing as well as new or revised customer classes or class definitions may be considered.
It is appropriate to group customers that exhibit similar usage characteristics and service
requirements. The classes in this study are Transfer Station (commercial), Transfer Stations (self-
haul), Transfer Stations (self-haul minimum), Regional Direct, Special Waste, Yard Waste and
Appliances.

® Cost Allocation. Allocates the costs from the functional cost allocation to different customer
classes based on their unique demands for each service as defined through the cost classification
process. The results identify shifts in cost recovery by customer class from that experienced
under the existing rate structure.

IIl.E. RATE DESIGN

Rate design is the third and final technical step in utility rate setting. The first two technical steps
(identifying the total rate revenue needs and determining the proportional distribution of those
revenue needs to the utility’s customer classes of service) provide the revenue targets for rate design.
The principal objective of rate design is to implement rate structures that collect the appropriate level
of revenue and that are reasonably aligned with cost of service.
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No one rate structure will work well for every utility nor will one rate structure work equally well for
all customer classes within a single utility. Solid waste utilities recover charges through a variety of
rate structures from tipping fees, fixed fees, fees based on container size and container compaction
rating, as well as service frequency. Given the range and complexity of potential rate structures, a
solid waste utility should carefully plan and evaluate changes to an existing rate structure. Several
considerations (e.g., data availability, implementation feasibility, intraclass equity) can help a utility
understand the degree to which different rate structures will advance the agency’s objectives.
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Section IV. SoLID WASTE REVENUE

REQUIREMENTS

IV.A.  OVERVIEW

A revenue requirement analysis forms the basis for a long-range financial plan and multi-year rate
management strategy. The analysis is developed by completing an operating forecast that identifies
future annual operating costs and a capital funding plan that defines a strategy for funding the capital
improvement needs of the Division.

IV.A.1. Financial Forecast Period

The financial forecast for the rate model starts in 2021 and continues through 2040. The evaluation of
future rate revenue adjustments is based on the 2021 to 2028 time period.

IV.B. OPERATING FORECAST ASSUMPTIONS

The purpose of the operating forecast is to determine whether the existing rates and charges are
sufficient to recover the costs the Division incurs to operate and maintain the utility. The basis for
this forecast is the Division’s 2021 operating budget. The following list highlights some of the key
assumptions used in the development of the operating forecast.

IV.B.1. Operating Revenue

® Rate Revenue was based on historic tonnage and transaction data, expected tonnage forecast
increases and existing rates.

»  Tonnage was based on the Division’s 2019 and 2020 historical tonnage at each of the
Division’s transfer stations. Tonnage growth was assumed to be 3.0 percent per year
throughout the forecast.

»  Transactions were provided by the County project team for each location. Transaction growth
was assumed to be 3.0 percent per year throughout the forecast.

® Non-Rate Revenue consists of grants, interest earnings, and other miscellaneous revenue. Non-rate
revenue is estimated at $800,000 in 2022 and are not expected to see significant changes in the
future and were therefore forecast with no increase. The one exception is interest earnings which
are calculated annually as 1.0 percent of the funds on hand.

IV.B.2. O&M Expenses

® Operating expenditures increase by the following inflation factors:

»  General Cost Inflation is set at 2.5 percent annually based on the CPI-U for Seattle-Tacoma-
Bellevue.
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»

»

»

»

»

»

»

»

»

Labor Inflation is set at 5.0 percent in 2022 based on conversations with County staff.
Beginning in 2023 it is assumed to be 3.75 percent annually based on the 2016-2020 change
in Benefits from Employment Cost Index.

Benefit Inflation is set at 5.0 percent in 2022 based on conversations with County staff.
Beginning in 2023 it is assumed to be 3.3 percent annually based on the 2016-2020 change in
Wages and Salaries from Employment Cost Index.

Construction Cost Inflation is assumed to be 6.0 percent annually throughout the forecast based
on regional estimates of cost inflation for recent construction projects

Operating Contracts are calculated based on the terms of each contract. They are escalated year
over year based on the tonnage and transaction growth. Within the analysis, FCS GROUP
calculated and projected four separate contracts:

» The OVTS operations contract with WM has a 20-year term effective June 2022. The
contract includes a monthly fixed rate of $162,000 plus a fee per ton for each material
handled. The fixed cost does not increase throughout the contract, but the per ton variable
rates increase by 100 percent of the CPI-West, Urban index assumed to be 2.5 percent
annually beginning in 2024.

» The RAGF non-MSW Hauling contract includes transport and processing costs for non-
MSW from the three RAGF locations, and increases by a contractual 3.5 percent annually
throughout the forecast.

» RAGF MSW Hauling contract with WM covers the transport of MSW from the RAGFs
and continues at the contractual rates until an update is adopted.

» RAGF White Goods Disposal with Total Reclaim also continues at contractual rates until
an update is adopted.

Kitsap County Public Health Transfer is a per-ton expense assessed on total disposed MSW tons
received at the OVTS transfer station. The existing Public Health Transfer Rate of $4.30 per
disposed ton is projected to increase to $4.60 per ton in 2022.

Clean Kitsap litter collection operations will be transferred from the Kitsap County Sheriff’s
Office (via an MOU with the Division) to the Division in 2022. This organizational change is
anticipated to have a net zero impact on the Division expenses.

Kitsap Nuisance Abatement Team (KNAT) Transfer is set by total disposed MSW tons and the rate
of $0.25 per ton.

Scalehouse Workers are projected to be added to the County’s staff beginning with the
implementation of the new OVTS contract in June 2022. Annual salary and benefit costs are
added to the operating forecast for four scalehouse workers and one coordinator.

MRW Operations Staff are expected to be added with the expansion of the MRW facility in
2025. Annual salary and benefit costs are added to the operating forecast for three attendants
and one supervisor.

IV.B.3. Debt Service

® Existing Debt Service: The solid waste program has one limited tax general obligation (LTGO)
bond issued in 2020 with payments ending in 2035. Annual payments fluctuate year to year and
average $434,500 throughout the payment term.
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® New Debt Service: The forecast includes $16.5 million in new revenue bond issuances over the
forecast period ($12.0 million in 2023 and $4.5 million in 2026). Assumed terms for the new debt
are a repayment schedule of 20 years, 4.0 percent annual interest rate, and a 1.0 percent issuance
cost. Annual payments are projected to be $1.0 million beginning in 2023, increasing to $1.3
million in 2026.

IV.C. CAPITAL FUNDING PLAN

The financial planning period includes investments in improvements to the Olympic View Transfer
Station, the three recycling and garbage facilities, and the north-end moderate risk waste facility. The
improvements at OVTS account for approximately half of the $46 million capital plan.

Exhibit 4.1 provides a summary of the capital expenditures.

Exhibit 4.1
2021-2028 Capital Improvement Program

$16,000,000
$14,000,000

$12,00