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October 23, 2015 

Mr. Sandeep Karkal  
Novato Sanitary District 
5000 Davidson Street 
Novato, CA 94945 

Re:  Letter Report – Review of Novato Disposal Service’s Requested Rate Adjustment for Rate 
Year 2016 

Dear Mr. Karkal: 

R3 Consulting Group (R3) was engaged by the Novato Sanitary District (District) to assist with a review of 
Novato Disposal Service’s (Company) requested rate adjustment for Rate Year 2016 (January 1, 2016 – 
December 31, 2016). Specifically, R3 was asked to confirm that the rate adjustment methodology used by 
the Company  is consistent with the Refuse Rate  Index (RRI) Rate Adjustment Methodology set forth  in 
Exhibit 2 of  the Amended and Restated Franchise Agreement  (Agreement) and  that  the calculation  is 
mathematically accurate. This Letter Report communicates our findings and recommendations. 

Objectives 

 To review the Company’s requested rate increase to confirm that:

o It is consistent with applicable terms and conditions of the Agreement;

o It is mathematically accurate; and

o It correctly accounts for the required Balancing Account adjustment to the rates.

 To recommend the appropriate Rate Year 2016 rate adjustment based on the results of our review;
and

 To confirm the current Balancing Account balance.

Background

The Agreement provides for an annual adjustment to the Company’s rates based on the specified Refuse 
Rate Index (RRI), with the option to conduct a detailed rate review not more frequently than once every 
three (3) years. A copy of Article 6 of the Agreement (Company’s Compensation and Rates) is provided as 
Attachment 1. 

As specified in the Agreement, the RRI adjustment is the sum of the weighted average percentage change in 
the twelve (12) month annual average of the specified indices for each of the following cost categories: 

 Labor;

 Fuel;

 Vehicle Replacement;

 Vehicle Maintenance; and

 All Other.
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The RRI also provides for adjusting the Disposal Fee and Organic Waste Processing Fee based on the change 
in the associated tipping fees. A copy of Exhibit 2 – Refuse Rate Index is provided as Attachment 2. 

Section 6.3 of the Agreement (RRI Financial Information) states that: “On or before September 1, 2011, and 
annually thereafter during the term of this Agreement, the Company shall deliver to the District information 
for the specific services performed under this Agreement for the preceding Agreement Year. Such financial 
information shall be in a format as set forth in Exhibit 2, or as may be further revised by the District from time 
to time. If the Company fails to submit the financial information in the required format by September 1st, it is 
agreed that the Company shall be deemed to have waived the RRI adjustment for that year…”  

The Company submitted an electronic copy of  its 2016 Rate Adjustment Application  to  the District on 
Thursday August 27, 2015. 

Recommended Rate Adjustment 

The Company’s Rate Adjustment Application calculated a 1.94 percent rate increase (Attachment 3) based 
on  the  specified  RRI methodology.  As  part  of  our  review, we  verified  that  the  Company’s  financial 
information,  cost  category  index  values,  and  mathematical  formulas  were  consistent  with  the  RRI 
methodology included in the Restated Franchise Agreement.  Based on our review, we are recommending an 
RRI rate adjustment of 1.33 percent, as compared to the rate adjustment amount of 1.94 percent calculated 
by the Company in their Rate Adjustment Application. 

During our review, we identified that the Company’s submission included a mathematical error that resulted 
in the percentage change in the fuel index being miscalculated. Specifically, the error caused the fuel index 
values for the months of January through June of 2015 to not be included in the calculation of the annual 
percentage change for the fuel category. By correcting the error, we recalculated the fuel index at ‐13.50 
percent  (rather  than  ‐4.37 percent  as  submitted by  the Company),  and  this  lowered  the overall  rate 
adjustment from 1.94 percent to 1.33 percent. 

In addition, we also identified one “Vehicle Maintenance” index value that had been updated by the Bureau 
of Labor Statistics (BLS) since the Company’s submission of their Rate Adjustment Application. The update to 
this  index value was very minor, however, and had no additional  impact on the overall calculated rate 
adjustment. 

Balancing Account Calculation 

The balancing account was established to account for the change in recycling revenues during years when 
the RRI is used. When setting the 2008 Base Year rate, recycling revenues were projected at $542,420. The 
RRI adjustments that are used for adjusting the rates during  interim years (i.e., non‐Base Years) do not 
account for any adjustments to the projected recycling revenues. The Balancing Account is intended to 
reflect the difference between actual recycling revenues received by the Company as compared to the 2008 
Base Year projected recycling revenues.  

Recycling revenues are calculated for each year, starting with 2008 and using the specified methodology, 
and  each  calculated  amount  is  compared  to  the  2008  projected  revenue  amount  of  $542,420.1  The 
difference  is accounted for  in the balancing account as either revenue due to the District (if calculated 
recycling revenues are higher than the projected amount), or revenue due to the Company (if calculated 
recycling revenues are  lower than the projected amount). Per the rate adjustment methodology  in the 

                                                 
1  

This amount was established and referenced in R3’s Final Report; Review of Novato Disposal Service’s Rate Year 
2008 Rate Application, December 6, 2007. 
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Agreement, the cumulative Balancing Account amount for 2008 through 2011 was accounted for in full when 
setting the rates for Calendar Year 2013. That Balancing Account amount of $1,124,671 due to the District 
resulted in a net reduction of 2.45 percent to the calculated 2013 rate adjustment. That rate decrease is to 
remain in effect through 2017 as specified in Exhibit 7.2.b.i of the Agreement. Therefore, as of January 1, 
2012  the  balancing  account  balance was  zero. Going  forward,  the  Agreement  provides  for  a  similar 
methodology for calculating the balancing account. 

Attachment 4 provides the  language  in the Agreement related to the balancing account. Attachment 5 
provides R3’s calculated balancing account balance as of December 31, 2014 based on the currently agreed 
upon methodology. R3’s calculated balancing account balance is based on a CRV adjustment amount of 
$4.19 per  ton, consistent with  the agreed upon  figure  that has been used since 2012. The Company’s 
balancing account calculation used an incorrect CRV adjustment figure, which R3 adjusted in its calculation. 
The Company reported that it agrees with the balancing account calculation as reflected in Attachment 5.  

*       *       *       *       *       *       * 

We appreciate the opportunity to be of assistance to the District. If you have any questions regarding this 
submittal, please feel free to contact me by phone at (916) 782‐7821, or by email at wschoen@r3cgi.com. 

Sincerely,  

R3 CONSULTING GROUP 

 

 

William Schoen 
Principal 

 

Attachments: 

  Attachment 1    Article 6 – Company’s Compensation and Rates 

Attachment 2    Exhibit 2 – Refuse Rate Index 

Attachment 3    Rate Year 2016 Rate Adjustment Calculation 

  Attachment 4    Exhibit 7 – Recyclable Materials Balancing Account 

  Attachment 5    Balancing Account Calculation 
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Cost Category
1-1-15  Rate 

Rev Base 
Breakdown

7-01-14 to     
6-30-15 

Change In 
Index

Percentage 
Weight for 
Each Cost 
Category

Weighted 
Percentage 
Change for 
Each Cost 
Category

Labor $2,441,597 2.640% 23.810% 0.63%

Fuel $694,271 -13.500% 6.770% -0.91%

Vehicle Replacement $468,289 1.870% 4.570% 0.09%

Vehicle Maintenance $293,443 3.230% 2.860% 0.09%

Disposal Fee $1,547,536 1.530% 15.090% 0.23%

Organic Waste Processing Fee $524,219 1.530% 5.110% 0.08%

Other operating costs $4,285,430 2.680% 41.790% 1.12%

Total allowed operating costs $10,254,785 100.000% 1.33%

Refuse Rate Index Adjusted for Balancing Account 1.33%

Rate Year 2016 Rate Adjustment Calculation

Note:
R3 reduced this value from 3.25% based on an updated BLS index 
value. Because this change was very minor, there was no impact on 
the overall calculated adjustment.

Note:
R3 reduced this value from -4.370% to -13.500% due to an 
incorrect formula used by NDS in their index calculations. This 
resulted in the overall rate adjustment percentage being reduced 
from 1.94% to 1.33%.
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OBM Per 
Ton 

Revenue 
Amount

Ceiling /     
Floor Price

CRV Per 
Ton 

Adjustment

Per Ton Net 
Revenue 
Amount

Mixed 
Paper #8 NP OCC

Mixed 
Paper #8 NP OCC 100% Total Tons Total Revenue

San Francisco OBM Prices        

(average of high & low) (1) Variance vs. Prior Month
Price 

Adjustment

Jan $70.50  $4.19 $74.69 $82.50 $120.00 $135.00 $4.60 $55.20 $10.79 $70.60 933            69,685$               

Feb $73.60 $4.19 $77.79 $87.50 $120.00 $145.00 $2.30 $0.00 $0.80 $3.10 859            66,820$               

Mar $73.60 $4.19 $77.79 $87.50 $120.00 $145.00 $0.00 $0.00 $0.00 $0.00 1,001         77,866$               

Apr $73.60 $4.19 $77.79 $87.50 $120.00 $145.00 $0.00 $0.00 $0.00 $0.00 924            71,877$               

May $72.80 $4.19 $76.99 $87.50 $120.00 $135.00 $0.00 $0.00 -$0.80 -$0.80 968            74,526$               

Jun $71.60 $4.19 $75.79 $87.50 $120.00 $120.00 $0.00 $0.00 -$1.20 -$1.20 1,051         79,655$               

 Jul $68.90 $4.19 $73.09 $82.50 $120.00 $115.00 -$2.30 $0.00 -$0.40 -$2.70 1,162         84,931$               

Aug $52.00 $4.19 $56.19 $67.50 $100.00 $105.00 -$6.90 -$9.20 -$0.80 -$16.90 1,013         56,920$               

Sep $38.35 $4.19 $42.54 $52.50 $87.50 $92.50 -$6.90 -$5.75 -$1.00 -$13.65 900            38,286$               

Oct $50.85 $4.19 $55.04 $67.50 $97.50 $105.00 $6.90 $4.60 $1.00 $12.50 1,054         58,012$               

Nov $60.10 $4.19 $64.29 $77.50 $105.00 $120.00 $4.60 $3.45 $1.20 $9.25 1,096         70,461$               

Dec $54.70 $4.19 $58.89 $72.50 $100.00 $110.00 -$2.30 -$2.30 -$0.80 -$5.40 1,052         61,952$               

2012 Balancing Account Calculated Revenues = 810,991$             

2012 Projected Recyclable Materials Revenue = 542,420               
July 1, 2007 CRV Adjustment = 40,664                  

Total 2012 Balancing Account Projected Revenues = 583,084               

2012 Balancing Account  Due to District (Company) 227,907               

NET BALANCING ACCOUNT FOR 2012-2012 DUE TO DISTRICT (COMPANY) = 227,907      

Jan $54.70  $4.19 $58.89 $72.50 $100.00 $110.00 $0.00 $0.00 $0.00 $0.00 1,092         64,307$               

Feb $59.70 $4.19 $63.89 $82.50 $100.00 $115.00 $4.60 $0.00 $0.40 $5.00 927            59,226$               

Mar $60.50 $4.19 $64.69 $82.50 $100.00 $125.00 $0.00 $0.00 $0.80 $0.80 1,010         65,336$               

Apr $60.50 $4.19 $64.69 $82.50 $100.00 $125.00 $0.00 $0.00 $0.00 $0.00 1,054         68,182$               

May $52.80 $4.19 $56.99 $72.50 $95.00 $115.00 -$4.60 -$2.30 -$0.80 -$7.70 1,091         62,175$               

Jun $49.35 $4.19 $53.54 $72.50 $87.50 $115.00 $0.00 -$3.45 $0.00 -$3.45 1,027         54,985$               

 Jul $49.75 $4.19 $53.94 $72.50 $87.50 $120.00 $0.00 $0.00 $0.40 $0.40 1,078         58,146$               

Aug $45.55 $4.19 $49.74 $67.50 $82.50 $125.00 -$2.30 -$2.30 $0.40 -$4.20 1,020         50,733$               

Sep $45.55 $4.19 $49.74 $67.50 $82.50 $125.00 $0.00 $0.00 $0.00 $0.00 960            47,749$               

Oct $45.55 $4.19 $49.74 $67.50 $82.50 $125.00 $0.00 $0.00 $0.00 $0.00 1,016         50,534$               

Nov $45.55 $4.19 $49.74 $67.50 $82.50 $125.00 $0.00 $0.00 $0.00 $0.00 978            48,644$               

Dec $40.15 $4.19 $44.34 $62.50 $77.50 $115.00 -$2.30 -$2.30 -$0.80 -$5.40 1,091         48,373$               

2013 Balancing Account Calculated Revenues = 678,389$             

2013 Projected Recyclable Materials Revenue = 542,420               
July 1, 2007 CRV Adjustment = 40,664                 

Total 2013 Balancing Account Projected Revenues = 583,084               

2013 Balancing Account Due to District (Company) 95,305                 

NET BALANCING ACCOUNT FOR 2012-2013 DUE TO DISTRICT (COMPANY) = 323,212      

Jan $37.85 $4.19 $42.04 $62.50 $72.50 $115.00 $0.00 -$2.30 $0.00 -$2.30 906            38,087$               

Feb $38.25 $4.19 $42.44 $62.50 $72.50 $120.00 $0.00 $0.00 $0.40 $0.40 1,089         46,215$               

Mar $38.25 $4.19 $42.44 $62.50 $72.50 $120.00 $0.00 $0.00 $0.00 $0.00 1,006         42,693$               

Apr $37.45 $4.19 $41.64 $62.50 $72.50 $110.00 $0.00 $0.00 -$0.80 -$0.80 1,042         43,387$               

May $37.45 $4.19 $41.64 $62.50 $72.50 $110.00 $0.00 $0.00 $0.00 $0.00 1,068         44,470$               

Jun $37.45 $4.19 $41.64 $62.50 $72.50 $110.00 $0.00 $0.00 $0.00 $0.00 1,052         43,804$               

 Jul $37.45 $4.19 $41.64 $62.50 $72.50 $110.00 $0.00 $0.00 $0.00 $0.00 1,089         45,344$               

Aug $37.45 $4.19 $41.64 $62.50 $72.50 $110.00 $0.00 $0.00 $0.00 $0.00 1,009         42,013$               

Sep $36.65 $4.19 $40.84 $62.50 $72.50 $100.00 $0.00 $0.00 -$0.80 -$0.80 983            40,145$               

Oct $36.25 $4.19 $40.44 $62.50 $72.50 $95.00 $0.00 $0.00 -$0.40 -$0.40 1,093         44,200$               

Nov $36.25 $4.19 $40.44 $62.50 $72.50 $95.00 $0.00 $0.00 $0.00 $0.00 968            39,145$               

Dec $36.05 $4.19 $40.24 $62.50 $72.50 $92.50 $0.00 $0.00 -$0.20 -$0.20 1,292         51,990$               

2014 Balancing Account Calculated Revenues = 521,493$             

2014 Projected Recyclable Materials Revenue = 542,420               
July 1, 2007 CRV Adjustment = 40,664                 

Total 2014 Balancing Account Projected Revenues = 583,084               

2014 Balancing Account Due to District (Company) (61,591)               

NET BALANCING ACCOUNT FOR 2012-2014 DUE TO DISTRICT (COMPANY) = 261,621      

(1) First weekly OBM issue of each month

Floor per ton = $10.00 Max = $80.00 (to be adjusted for any change in CRV)

2013

2014

2012
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