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Branch - Waste Services

2019-2022 Operating Budget

Introduction

. aste Services plays an integral role in the day-to-day lives of Edmontonians and provides efficient waste
management services for the City. The Utility collects, processes and disposes of waste for almost
400,000 residential households and various non-residential customers.

Waste is one of the biggest environmental challenges of our time. Edmontonians generate about 260,000
tonnes of residential waste per year. To meet this challenge and to meet the needs of a growing City,
Waste Services will continue to focus on sustainable and innovative waste management solutions that
divert waste from landfill. Waste Services is currently conducting extensive public engagement efforts with
residents and a variety of stakeholders. The input provided will inform the proposed program and service
changes and help shape a new waste strategy for Edmonton.

Waste Collection Services includes much
more than curbside pick up. Residents
have access to a number of facilities
where large items can be dropped off for
recycling, reuse or disposal including: T

few thousand

e Four Eco Stations
(two with Reuse Areas)
20 Community Recycling Depots
12 Big Bin Events
One Reuse Centre

Assisted Waste Collection is also
available for residents with mobility
restrictions.

Sustainable Waste Processing focuses
on receiving and sorting residential and
non-residential waste to recover valuable
resources and to minimize the amount of
waste going to landfill. The Edmonton
Waste Management Centre is a unique
collection of advanced processing and
research facilities that transforms waste
into useful resources. This integrated
site, located on 233 hectares, is designed
to process more than 500,000 tonnes of
waste per year. Facilities and operations
are either owned and operated by the
City or run on a contract-basis.
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Over the next four years, Waste Services will undergo a period of change and transition to ensure the
Utility can reach its 90 percent diversion target. A new strategy will focus on establishing industry best
practices, developing a performance management framework to guide decision making, optimizing
operating and capital expenditures, implementing efficiencies, managing risks, and putting staff and
customers first. Planned deliverables include:

e Introducing strategic program changes
focused on source separation of organics
and changes to curbside collection of grass,
leaf and yard waste

e Operational improvement for the Edmonton
Composting Facility and the Materials
Recovery Facility

e Commissioning new technologies including
the Anaerobic Digestion Facility and the
Refuse Derived Fuel Dryer

e Evaluating capital requirements to ensure
they are prioritized and optimized to improve
the Utility’s debt-to-net asset position

e Developing an asset management strategy

e Formal closure of Clover Bar Landfill and
associated site remediation

Programs & Services

Waste Collection Services Sustainable Waste Processing
Residential Waste Collection Organic Waste Processing
Multi-unit Waste Collection Materials Recovery Facility (Recycling)
Non-Residential Waste Collection Commercial Self-Haul
Litter Bin Collection Construction and Demolition Recycling
Assisted Waste Collection Aggregate Recycling

Waste Drop-off Service (Big Bin Events,

Community Recycling Depots, Eco Stations) REIED (DEmEE FUE! Feelieien

Reuse Centre Landfill Gas Management

Waste Education and Outreach Residual Waste Disposal
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Programs & Services

Waste Services is committed to delivering services that are cost effective, environmentally sustainable
and customer-driven. During the 2019-2022 budget cycle, the focus will be on strategic program changes
to move the Utility toward the 90 percent diversion goal set by Council.

Changes to Service Level
Waste Services is in a period of change and transition. How waste is collected and how residents manage
waste in their homes will undergo significant changes starting in spring 2019.

Grass Clippings, Leaf and Yard Waste:
Alternate collection and diversion options
for grass, leaf and yard waste will be
introduced. Leaf and yard waste will be
collected seasonally in the spring and fall.
Additionally, residents will be able to drop
off grass clippings, leaf and yard waste
free of charge at Eco Stations and Big Bin
Events. Residents will also be
encouraged to leave grass clippings on
their lawns. These changes will be
supported with a comprehensive
education and communication program.

Source Separated Organics: Compostable materials, such as food waste, will be separated and
set out for collection by residents separately from their garbage. The source separated organic
materials will be processed into compost that will be sold to customers. The program anticipates
increased residential waste diversion by improving the effectiveness of the organic waste
materials process and reducing the amount of organics sent to landfill.

Waste Reduction: Waste Services will focus on enhanced waste reduction efforts with both
residents and businesses. Public engagement will help inform the scope of these efforts. Options
could include food waste prevention, expanded reuse programs, separate collection of textiles
and restrictions on single-use plastics.

Innovation

Waste Services has an ongoing program to conduct innovative research in the waste industry and
evaluate solutions that enable additional diversion of waste from landfill. It will also continue
building relationships and partnerships with external stakeholders.

Waste Services will continue to collaborate with other Alberta municipalities, such as Calgary, to
encourage legislation of Extended Producer Responsibility (EPR). EPR holds the producer of
materials financially and/or physically responsible for a product’s life cycle up to and including the
post-consumer stage, rather than having municipalities responsible for managing the waste.

Continuous Improvement

Contract Management: Creating a contract management unit within Waste Services ensures
contract obligations are managed effectively. Working in collaboration with relevant branches
across the corporation, such as Corporate Procurement and Supply Services, Law, and Business
Performance and Customer Experience, this unit is responsible for contract management
compliance, governance, strategy development, planning and risk management.
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Performance Management Framework: Developing a performance management framework will
ensure real-time feedback on the efficiency and effectiveness of the waste strategy. The
framework will provide leadership with a rigorous tool for evidence-based decision-making and
allow all areas to maximize efficiencies, increase value for money, minimize risk, and maintain the
highest standards of safety for employees.

Asset Management: Waste Services has identified asset management best practices which
have been endorsed by the Office of the City Auditor. The guidelines provide funding for routine
maintenance activities and capital maintenance of facilities and infrastructure based on a
percentage of the total construction replacement value of those facilities.

Emerging Issues

Landfill Liability

The Utility continues to work with internal partners, external consultants and Alberta Environment
and Parks to proactively manage, close and revegetate the site. Allowances within the 2019-2022
operating budget attempt to mitigate the risk associated with legacy issues with the Clover Bar
Landfill including the removal, treatment and containment of leachate.

Cost of Service Study

In May 2018, the City of Edmonton retained a consulting firm to perform a Cost of Service Study
for the Waste Services Utility. The study used the 2017 operational and financial results to
conduct a cost allocation and recovery analysis. Waste Services will utilize the observations from
the Cost of Service Study to improve the accuracy of tracking and billing of single and multi-unit
customers, determine single and multi-unit rates independently, and will consider further analysis
to improve the cost recovery of non-regulated programs.

Collect from almost m Recycling Depots

4 1Reuse Centre
’ 12 Big Bin Events serving

11,300 residents

Single and mUIti-unit 400 Vehicles and Mobile
households Equipment

20 facilities at the Edmonton

4 Eco Stations  waste Management Centre

39% of single unit residential waste diverted in 2017

BRANCH BY THE NUMBERS
WASTE SERVICES
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Proposed 2019-2022 Budget - Branch Summary by Program

2017 2013 2019 2020 2021 2022
Actual Budget |Proposed | Proposed | Proposed | Proposed

Revenue & Transfers

Rate Revenue 174,781 183095 189037 196711 204656 212988

Program Revenue 35,876 40,838 37,292 34,870 35,480 36,084

Grant Revenue 4 1,500 4,600 - - -
Total Revenue & Transfers 5 210661 5 225433 § 230929 § 231531 5 240116 § 249072

Net Expenditure & Transfers

Collection Services 62,162 72,895 75,505 79,512 87,086 89,782

Sustainable Waste Processing 150,888 132760 138587 139,821 142526 144668

Grants - 1,600 4600 - - -
Total Net Expenditure & Transfers 5 213,050 5 207155 5 218692 3 219333 5 229612 5§ 234,450
Nt Incomel(Loss) S (2369) § 1278 § 12237] $ 12,243] § 10,504) § 14522)
Regulatory Adjustments for Rate Filing

Add: Write-down of tangible captial assets 12,316 - - - - -

Add: Amortization of Contributed Assets 8438 1,118 1,389 1,339 1,389 31,328

Less: ECF Deferred Costs - 1,309 1,309 1,309 1,309
Net Income per Rate Filing $ 10,775 $ 19396 $ 12,317| $ 12,328 $ 10,584] $ 14,641
Full-time Equivalents 5711 5416 5416 5416 5416 5416

2019 Net Expenditures by Program

@ Collection Services @@ Sustainable Waste Processing
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Proposed 2019-2022 Budget - Branch Summary by Category

2017 2018 2019 2020 2021 2022
Actual | Budget |Proposed |Proposed | Proposed | Proposed

Revenue & Transfers

Rate Revenue 174,781 183,095 189,037 196711 204656 212988

Program Revenue 35,876 40,838 37,292 34870 35,460 36,084

Grant Revenue 4 1,500 4600 - - -
Total Revenue & Transfers $ 210661 § 225433 § 230,929 § 231531 § 240116 § 249,072

Net Expenditure & Transfers

Personnel 49 271 51587 50.061 50,289 51941 52 214
Materials, Goods & Supplies 2848 T.087 7.014 7.140 7.270 7.408
Extarnal Services 90,528 77,782 83,998 85,617 90,594 91,816
Fleet Services 16,411 16,756 17,464 17,500 17,542 17,584
Shared Services 10,538 10,669 9616 9747 98580 10,023
Intra-municipal Charges 2.812 2.063 5012 5,038 5,371 5 404
Ltilities & Other Charges 8,301 8,549 9,118 9,104 9,077 9,162
Amortization 21627 24733 25 289 28072 29725 30972
Write-down of tangible captial assets 12,316 - - - - -
Debt 9,370 9,387 9,456 9,772 10,908 12,563
Grants - 1,500 4600 - - -
Subtatal 224022 210113 221638 222279 232308 237146
Intra-municipal Recoveries (10,972) (2,958) (2,946) (2,946) (2,696) (2,696)
Total Net Expenditure & Transfers $ 213,050 5 207155 § 2186892 § 219,333 § 229612 5 234,450

Netincomellloss) |5 (2369 $ 78] § 12237] § 12248] 5 10504 § 1522

Regulatory Adjustments for Rate Filing

Add: Write-down of tangible captial assets 12,316 - - - - -

Add: Amortization of Contributed Assets 848 1,118 1,389 1,389 1,389 1,328

Less: ECF Deferred Costs - 1,309 1,309 1,309 1,309
Net Income per Rate Filing $ 10,775) $ 19,396 $ 12,317| § 12,328| § 10,584| $ 14,641
Full-time Equivalents 5711 5416 5416 B416 5416 5416
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Summary of Budget Changes

Previous Year's Budgeted Revenue § 225433 0§ 230,929 S 231581  § 240,116
Customer Growth 2,283 2933 3,057 3188
Utility Rate Increase 3.659 4741 4 888 5144
Program Revenue Changes (3,548) (2,422) 590 624
Grant Changas 3,100 (4,600) - -

Total Proposed Budget Revenue | $ 230,929 § 231,581) § 240,116 § 249,072
Previous Year's Budgeted Expenditures 207,155 218,692 219,333 229,612

Previously Approved Adjustments = - - -
Administrative Adjustments - = - -
Revised Base Budget 207,155 213,692 219,333 229,612

Existing Services (Incremental to Base)

Cost Changes 9.410 7,125 6,814 104
Grant Expenditures 3,100 (4,600) - -

Efficiency & Cost Savings (2,000) (4,000) (4,000) (4,000}
Total Impact on Existing Services 10,510 (1,475) 2,814 (3,896)

Growth/New Services

Customer Growth & Program Changas 1,027 2116 7,465 8,734
Total GrowthiNew Services 1,027 2,116 7465 8,734
Total Proposed Budget Expenditures | _$ 218,692] _$ 219333 _$ 220612 _§ 234,450
NetlncomellLoss) | $12237 S 12248 § 10504 $ 1452
Incremental Change in Full-time Equivalents 0.0 0.0 0.0 0.0
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Details of Budget Changes

Revenue Changes

Average customer growth is forecast at 1.2% annually from 2019 to 2022.

Proposed Utility Rate increase is 2.5% annually from 2019 to 2022.

Anticipated decrease in program revenue from biosolids as a result of closing the Edmonton
Composting Facility in late 2019 which will eliminate biosolids revenue, leaving dewatering as the
sole source of revenue.

Forecasted increase in third-party grant revenue. This is a flow-through grant that is offset under
expenditures.

Expenditure Changes

Existing Services (Incremental to Base)

Cost changes include increased costs related to commissioning the Anaerobic Digestion Facility
and increased hauling and landfill costs related to closing the Edmonton Composting Facility.
Forecasted increase in third-party grant expenditures. This is a flow-through grant that is offset
under revenue.

Efficiency and cost savings is made up of a general 1% operational efficiency and anticipated
cost savings as a result of permanently closing the Edmonton Composting Facility which will
create a budget savings impact beginning in 2020 and ending in 2022.

Growth/New Services

Increased costs attributed to forecast average customer growth of 1.2% annually from 2019 to
2022.
Increased costs attributed to the new Source Separated Organics program.

Incremental Change in Full-time Equivalents

All programs and services are expected to be managed by utilizing existing full-time equivalents.
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Proposed 2019 - 2022 Budget - Program Summary

Description

Waste Collection Services provides residential waste and recyclables collection for single and multi-unit households, and optional waste
and recyclables collection for non-residential customers. Waste Collection Services alse operates a number of convenient residential
drop-off locations for recycling, reuse or disposal.

Results to be Achieved

- Improve overall satisfaction with residential collection service to 91% by 2022
- Maintain two missed collections per 10,000 stops
- Maintain 94% annual overall zatisfaction with Eco Stations

Cost Drivers

- Increased customer base due to growth of single and multi-unit residential households
- Collection of non-residential waste and recyclables from commercial businesses and institutions

Resources
2M7 2018 2019 2020 2021 2022
($000) Actual Budget Proposed  Proposed  Proposed Proposed
Revenue & Transfers 5 62162 § 7289 5 75505 § 79512 5 87,086 5 89782
Expenditure & Transfers 62,294 72,264 75,806 79813 87,637 90,333
Subtotal (132) 631 (301) (301) (851) (851)
Intra-municipal Recoveries 132 (631) 301 301 551 551
Met Income/iLoss) - - - - - -
Full-time Equivalents 289.0 2850 285.0 285.0 285.0 285.0

2018 Services

- Weekly collection of residential waste and recyclables for almaost 400,000 single and multi-unit households

- Four conveniently located Eco Stations (two with reuse areas), Reuse Centre and 12 Big Bin Events annually
- 20 Community Recycling Depots located throughout the city

- Service existing non-residential customer base and promote new services

- Assisted waste collection for approximately 300 residents with mobility restrictions

Changes in Services for 2019 - 2022

Waste Collection Services aims to establish the following programs, each intended to increase waste diversion from landfill, and decrease
infrastructure and operating costs.

- Changes to curbside collection of grass clippings, leaf and yard waste from single unit households

- Implementation of Source Separated Organics to improve compost guality

10
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Proposed 2019 - 2022 Budget - Program Summary

Program Name - Sustainable Waste Processing

Description

Sustainable Waste Processing operates a unique collection of advanced waste processing and research facilitiss located at the Edmonton
Waste Management Cenire. These facilities work in tandem to process residential and non-residential waste streams with the goal of
recovering valuable resources while minimizing the need to landfill.

Results to be Achieved

- Increase single unit residential diversion rate from 39% in 2017 to 80% by 2022

- Reduce kilograms of waste collected per capita from 262 in 2017 to 240 in 2022
- Increase kilograms of recycling collected per capita from 44 in 2017 to 53 in 2022
- Reduce reportable environmental incidents from 49 in 2017 to 32 by 2022

Cost Drivers

- Volatility of the markets for recycled commodities processed by the Materials Recovery Facility

- Final closure of the Clover Bar Landfill, including reduction of leachate levels and improvements to the lzachate containment systems
- Hauling and landfilling of residential waste due to the seasonal shut down of the Edmonton Compesting Facility

- Volume of waste processed through Waste to Biofuels and Chemical Facility to aid in diversion from landfill

Resources

2017 2018 2019 2020 2021 2022
($000) Actual Budget Proposed  Proposed Proposed Proposed
Revenue & Transfers § 148499 5 152540 $ 155424 51520689 5 153030 5 159290
Expenditure & Transfers 161,728 137,851 145,832 142 466 144,671 146,613
Subtotal (13,229) 14,689 9592 9603 8,359 12,477
Intra-municipal Recoveries 10,840 3589 2 645 2,645 2,145 2,145
Met Income/(Loss) 5 (2,389) 518278 512237 512248 5 10,504 5 14,622
Full-time Equivalents 2021 2566 2566 2566 2566 256.6

2018 Services

The Edmaonton Waste Management Centre processes approximately 500,000 tonnes of waste annually, including:

- 350,000 tonnes processed through the Integrated Processing and Transfer Facility, Edmonton Compesting Facility and
Refuse Derived Fuel Facility

- 100,000 tonnes processed through the Construction and Demolition Recycling Facility

- 50,000 tonnas of residential recyclable materials processed at the Materials Recovery Facility

Changes in Services for 2019 - 2022

Sustainable Waste Processing aims to implement the following programs, intended to increase waste diversion from landfill.
- Separate composting of residential yard waste at the outdoor compost cure site location

- Full operation of the Anaerobic Digestion Facility and Refuse Derived Fuel dryer

- Capital investment in the Edmonton Composting Facility to continue diversion of organic waste from landfill

- Upgrade Materials Recovery Facility to increase the diversion of recyclable materials from landfill

11
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Pro-Forma Income Statement

2019 2020 201 2022
($000) Proposed Proposed Proposed Proposed
Revenues
Rate revenue 189,037 196,711 204,558 212,988
Program revenue 37,292 34,870 35,460 36,084
Grant revenue 4,600 - - -
§ 230929 5 231581 5 240,116 5 249,072
Expenses
Operating and maintenance 182,283 184,435 191,675 193,611
Intra-municipal recoveries (2,9486) (2,946) (2,696) (2,696)
Amortization of tangible capital assets 25,289 28,072 29,725 30,972
Interest 9,486 9772 10,908 12,563
Grants 4,600 - - -
$ 216,692 5 219333 5 229612 5 234430
Net Income/(Loss) $ 12,237 § 12,248 % 10,504 % 14,622
Opening Retained Earnings 86,540 105,629 118,506 129,123
Met Income 12,237 12,248 10,504 14,622
Met tax supported loan proceeds (repayment) 653 629 113 (B853)
Equity transfer from City of Edmonton 5,199 - - -

Ending Retained Earnings $

105,629

$ 118506 % 129,123 § 142,892

12
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Pro-Forma Balance Sheet

2019 2020 2021 2022
($000) Proposed Proposed Proposed Proposed
Assets
Cash 64,134 64,206 61,403 63,072
Other current assets 3,222 3,222 3,222 3,222
5 95,356 S 95,428 § 92,625 § 94,294
Liabilities
Other liabilities 45 5964 45 964 45 958 45,943
Landfill closure and post-closure care 29,208 28,756 28,300 27,832
Long-term debt 244162 260,440 256,064 337,742
§ 319334 § 335160 § 370,322 §  AN517
Net Financial Assets (Net Debt) § (223,973) § (239,732) § (277,697) § (317,223)
MNon-Financial Assets
Contributed tangible capital assats 14,454 13,075 11,686 10,359
Non-contributed tangible capital assets 309,674 339,694 389,665 444 287
Prepaid Expenses 263 263 263 263
Inventory of materials & supplies 5,206 5208 5208 5206
§ 329607 § 356,238 § 406,820 § 460,115
Retained Earnings $§ 105629 $§ 118506 § 129,123 § 142,892

13
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Proposed 2019 - 2022 Capital Budget
($000)

Capital Projects

Branch-wide
Facilities & Infrastructure Planning & Design
Facilities & Infrastructure Project Delivery
Waste Services Infrastructure Planning and Design (115)

Waste Services Project Delivery (115)

Proposed 4 Year Capital Budget

Collection Services Facilities
Collection Facilities and Infrastructure
Mayfield [NW) Eco Station

Processing & Disposal Facilities
Cure Site Land Use & Development
Groundwater Diversion

Material Recovery Facility Renawal [MRF)

Vehicles & Equipment
Waste Containers*

WM Services Equipment Acquisition

Total Recommended Profiles

Profile to be Proposed in 2020 Rate Filing
Waste Program Changes

Source Separated Organics Program=*

Grand Total

2019-2022

Total
5 623 5 467 5 484 5 477 5 2,051
5,603 4,201 4,352 4,290 18,446
5,473 1,610 1,300 400 9,283
3,250 14,909 35,680 42 190 96,025
14,949 21,187 42,316 47,357 125,807
2,369 - - - 2,369
- - - T 77
2,369 - - 77 3,146
250 500 2,925 2,925 6,600
5,000 - - - 5,000
411 - - - 411
5,661 500 2,925 2,925 12,011
3,074 1,930 1,998 2,070 9,072
19,272 14,086 12,951 13,905 60,214
22,346 16,016 14,949 15,975 69,286
45,325 37,703 60,190 67.034 210,250
- 19,000 18,117 17.233 54,350
5 45,324 5 56,703 5 78,307 S 84,266 $ 264,600

* Includes waste containers for multi-unit and ICI customers.

** Includes green and black carts for single unit customers as part of the SSO program.

14
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Financial Indicators

2018 2019 2020 2021 2022
Budget Proposed Proposed Proposed Proposed

1 Rates Sufficient to Meet Expenditure and Cash Flow
Met Income per Rate Filing (3000) 19396 5 12317 5 12329 5 10,684 5 14,641

Target: Positive Net Income

2 Cash Position (3000)

Pay As You Go Requirament 14,274 19,861 19,028 17,280 15,923

Risk Allowance 3122 3,366 3,572 3,855 3,937

Target Cash Position 17,396 23,227 1 21,135

Actual Cash Balance (3000} 18,626 53,471 39,560 23,023 21,646
3 Residential Customer Rate Impacts

Single Unit

Manthly Billing Increase 5 1.03 % 115 % 118 3% 1200 5 1.24

Impact of Customer Rate 2.3% 2.5% 2.5% 2.5% 2.5%

Monthly Unit Rate ) 4593 % 4708 5 48.26 % 4946 S 50.70

Multi Unit

Manthly Billing Increase ] 087 % 075 5 077 % 078 % 0.81

Impact of Customer Rate 2.3% 2.5% 2.5% 2.5% 2.5%

Maonthly Unit Rate 29.85 3060 3 3137 % 3215 % 32.98

Target: Stable, consistent rate increases

4 Financing of Capital Investments
Debt to Net Assets Ratio T3.3% T5.4% 73.6% T3.3% T3.7%

Target: May vary between 50% and 70% No No No No No

15
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Edmonton Waste Management Centre

Proposed Fee Changes (2018 to 2019)

Increase residential waste fee from $65 per tonne to
$67 per tonne.

Increase non-residential waste fee from $94 per tonne
to $96 per tonne.

Increase residential mattresses or box springs waste
fee from $65 per tonne to $67 per tonne. Increase
non-residential mattresses or box springs waste fee
from $94 per tonne to $96 per tonne. Increase
surcharge from $15 to $16 per item.

Increase grass and leaves waste fee from $37 per
tonne to $38 per tonne.

Increase soil (clean, residential only) waste fee from
$40 per tonne to $41 per tonne.

Increase charitable organization waste fee from $25
per tonne to $26 per tonne.

Increase special handling waste fee and tires (not
managed under the Provincial Tire Recycling Program)
waste fee from $125 per tonne to $128 per tonne.
Increase minimum charge from $125 to $128.

Increase mixed construction and demolition waste fee
from $85 per tonne to $90 per tonne.

Increase wood (painted or stained) waste fee from $85
per tonne to $90 per tonne.

Increase asphalt/concrete waste fee from $35 per
tonne to $36 per tonne.

Increase asphalt/concrete (oversized) waste fee from
$52 per tonne to $53 per tonne.

Increase asphalt shingles waste fee from $85 per tonne
to $87 per tonne.

Increase drywall waste fee from $47 per tonne to $48
per tonne.

Increase brush and trees waste fee and wood chips
waste fee from $37 per tonne to $65 per tonne.

Increase wood (unpainted and untreated) waste fee
from $45 per tonne to $65 per tonne.

Explanation

e To cover increases in operational costs.

To cover increases in operational costs.

e To cover increases in operational costs and to
align with the residential and non-residential
waste fees.

e To cover increases in operational costs.

e To cover increases in operational costs.

e To cover increases in operational costs.

e To cover the cost to process materials that
require special handling.

e To cover increases in operational costs. Moving
towards cost recovery.

e To cover increases in operational costs.

e To cover increases in operational costs.

e To cover increases in operational costs.

e To cover increases in operational costs.

e To cover increases in operational costs.

e This material is no longer required for internal
processing at the EWMC. Fee increase required
to recover costs.

e Decreased need for this material at the EWMC.

Fee increase required to cover increases in
operational costs.

16



Branch - Waste Services

Eco Station

Proposed Fee Changes (2018 to 2019)

e Increase large items waste fee from $15 per item to
$16 per item.

e Increase items requiring CFC removal waste fee from
$15 per item to $16 per item.

Explanation

e To cover increases in operational costs.

e To cover increases in operational costs.

17
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2019 EDMONTON WASTE MANAGEMENT RATE
FILING
REVIEW BY THE UTILITY ADVISOR

1.0 PURPOSE OF THIS REPORT

This report is prepared to provide advice to the City of Edmonton Utility Committee and
Edmonton City Council on the 2019 rate submissions of Waste Management. Pursuant to the terms
of reference for the Ultility Advisor, the rate submission has been reviewed by the Utility Advisor,
and requests for additional information were sent and received.

Currently, City Council acts as both the governor and regulator of the Waste Management Utility,
approving both operating and capital budgets as well as the utility customer rates.

As noted in a City of Edmonton internal legal memo dated December 7, 2009, the Municipal
Government Act (MGA) provides Council with the authority to pass bylaws and otherwise regulate
municipal public Utility. The MGA does not provide for any specific guidance for Council regarding
municipal utility governance. To that end, the regulation of these municipal public Utility would be
subject to the same duty of good faith that applies to general municipal governance. Municipal
public Utility are regulated by the municipalities which operate those Ultility within the
municipalities. Unlike investor-owned Ultility, the shareowners of the utility, and the customers of
the utility are, to a large extent, the same. However, that does not change the overall objective of
regulating such Utility, the establishment of just and reasonable rates, in the public interest, and not
unduly discriminatory. The major difference between investor-owned Utility and municipally-
owned Ultility is the determination of what makes up the public interest.

2.0 EXECUTIVE SUMMARY

Last year, the Utility Advisor noted that with one exception, the Utility Advisor was very impressed
with the quality of this rate application. The one exception was related to the quality of the capital
business cases presented. For 2019, the quality of the capital business cases presented meets the
expectations of the Utility Advisor.

The 2019 rate application is excellent, and provides adequate information to enable the Utility
Committee and Council to make an evidence-based decision on rates for 2019. The Utility Advisor
addresses some issues later in this report, but the issues fall into the forward-looking category, rather
than the immediate rate application.

PAGE. 2 OF 11



2019 EDMONTON WASTE MANAGEMENT RATE
FILING
REVIEW BY THE UTILITY ADVISOR

3.0 PROCESS

The following process was utilized by Waste Management and the Utility Advisor to review this
application:

Monday, September 17 - Waste sends available Draft business cases to UA
Friday, September 21 - Waste sends preliminary rate filing to UA
Wednesday, September 26 - Informal meeting - Waste and UA
Wednesday, October 10 - Waste submits final rate filing to UA
Wednesday, October 17 - UA submits information requests to Waste
Monday, October 22 - Waste sends responses to UA

Tuesday, October 23 — Waste sends revised responses to UA

The Utility Advisor is very satisfied with this process, and with the responsiveness of Waste
Management.

4.0 SPECIFIC FINDINGS

4.1 Cost of Service

The Cost of Service study identifies the ratio of revenue to costs allocated to different customer
groups. Single unit residential cost recovery is 103.4%, a modest excess of revenue over costs.
Multi-unit residential cost recovery is 109.6%, which is a significant over recovery. Non-residential
cost recovery is 87.0%, which is a very significant under recovery.

Normally, utility rate making attempts to recover 100% plus or minus 5% (95%-105%) of costs
through revenue. For single and multi-unit residential customers, Waste has some fine tuning to do
with future rate design to achieve these targets.

Non-residential cost recovery is supposed to fully recover the incremental costs of providing the
service while making a contribution to the fixed costs incurred to provide services to regulated
customers, since the non-residential service is made possible by facilities that were put in place to
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serve residential customers. This is clearly not happening, and the Utility Advisor does not see any
likelihood that this state of affairs will improve in the future.

Misallocation of customers to the wrong customer groups unfairly burdens some customer (in this
case single unit residential customers). Misallocations need to be corrected quickly, and processes
need to be developed to ensure proper classification of customers.

4.2 Treatment of Capital Expenditures

A fundamental principle of most utility rate-making is that capital expenditures are not allowed into
ratebase (and therefore do not impact customer rates) until the capital asset is “used and useful”, or
“used and required to be used”. The reason for this is to ensure that today’s utility customers are
not paying for assets before they will begin to reap the benefits of having the asset in service.

Usually, costs incurred to develop a project before it is placed in service will span more than one
rate-making period. Those costs are usually accumulated in an assets under construction account
(AUC), where carrying costs associated with the capital are also accumulated. From the responses to
IR-UA-1 and IR-UA-2, Waste has confirmed that this treatment is in place.

4.3 Affiliate Transactions

Those who have read the Utility Advisor’s previous comments on city utility rate applications will
recognize that he has strong feelings about affiliate transactions. In the past, based on urgings from
the Utility Advisor and the Utility committee, several affiliate transactions were reviewed to ensure
that the costs of the services provided were just and reasonable. The Utility Advisor was
disappointed that there was no discussion of such reviews in this rate application. While it was
helpful to have reassurances given in IR-UA-5, it appears that justifying these costs is not a top-of-
mind exercise for Waste management.

Waste management can either address this issue proactively in future rate applications, or anticipate
increasingly insistent requests from the Utility Advisor.
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Appendix A
Information Requests from the Utility Advisor
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IR-UA-1

Topic: Integrated Infrastructure Services

Reference: Waste Services IIS Infrastructure Delivery Composite Capital
Funding Request Page 9

Request:

The report states that dollars will be transferred from this funding profile to a newly created
standalone profile. What happens to dollars from this funding profile if the result of the analysis does not

result in creation of a standalone profile?

RESPONSE:

The Waste Services 11S Infrastructure Delivery Composite capital profile CM-81-2045 sets the 2019 -
2022 capital delivery budget for Waste Services for capital projects that are anticipated to reach the third
checkpoint in the PDDM process within the four year budget cycle. Waste Services began utilizing the
PDDM approach under the direction of Council in 2017. Once a capital project reaches the third
checkpoint, the project’s business case will be updated and brought to Utility Committee and Council for

approval. Until this step occurs, no funds are authorized to be spent on project delivery.

The amount included in this composite represents the Utility's best forecast of the capital costs based
on concept level estimates. By forecasting future capital expenditures before full approval has been
received (i.e. before reaching Checkpoint 3), the Utility is better able to provide stable consistent rate

increases as requirements for PAYG can be anticipated in proposed and forecasted rates.

Adjustments to this composite will occur over time as part of the annual rate filing process, and
through the Supplemental Capital Budget Adjustment process, as projects proceed through planning and
design and approach Checkpoint 3. At the end of the 4 year cycle, any funding remaining within the
composite would be released. Only Council approved capital expenditures are accumulated under an Asset
Under Construction (AUC) account. As such, ratepayers would not bear any costs related to amortization
or debt interest on unspent capital funding. Any sunk planning and design costs would be taken out of
assets under construction (AUC) and written off in the year that the project is either cancelled or fails to

receive approval.
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IR-UA-2

Topic: Inclusion of Capital Costs in Rates

Reference: Waste Services IIS Infrastructure Delivery Composite Capital
Funding Request Page 11

Request:

The report states that capital funding requests for both planning and delivery phases of approved capital
projects within the PDDM approach are required in order to have funds allocated to the composite profile
and determine the utility rates required to support the capital budget.

The normal regulatory treatment of capital costs is to only allow them into rate base once the resulting
capital project is “used and useful.” In other words, up front costs such as planning and delivery are not
recovered as spent. They are accumulated (with interest) and added to the capital cost of the project, with

cost recovery only beginning once the asset is placed in service.

Please explain why Waste Services planning and delivery costs should be included in rate base prior to

the asset becoming used and useful.

RESPONSE:

Upfront funds requested under this composite capital funding request are not included in the
calculation of rate revenue with the exception of Pay As You Go (required per Utility Fiscal Policy
C558A). Project expenditures on Council approved capital profiles are accumulated under an Asset Under
Construction (AUC) account until the projects are substantially complete. They are not recovered as spent.
The 2019 revenue requirement only includes capital cost recovery for assets that are currently in service

and any new assets going into service per their estimated in-service dates.
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IR-UA-3

Topic: Costs

Reference: Waste Services IIS Infrastructure Delivery Composite Capital
Funding Request Page 15

Request:

The table included in section 7.3 Costs includes a note “funded by Ultility Pool”. What does this
mean?

RESPONSE:

The note is simply intended to indicate that this profile is funded through Utility rates, and is not
funded through tax levy. The note is redundant and perhaps should have been removed as the profile is

specific to Waste Services.
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IR-UA-4

Topic: Justification of Upgrade/Renewal Costs

Reference: Waste Services Facilities and Infrastructure Composite
Upgrade/Renewal Capital Funding Request Page 16

Request:

The conclusion states that this profile will provide capital funding for capital maintenance, renewal,
upgrade, and improvement projects for Waste Services which are valued at less than $5 million. How will the
Utility Committee be assured that such projects are subjected to a business case approach, with evaluation

and costing of reasonable options, including a do-nothing option?

RESPONSE:

Within Waste Services, the Technical Services section is responsible for capital project management. In
2018, Technical Services developed and is implementing a formal project management process for managing
capital projects. The project management process covers the full lifecycle of project management, including
project intake, prioritization, business case development, project approval, planning, delivery, monitoring and
closure.

In addition, Technical Services has developed an internal business case development process, as a part of
the overall capital project management process, for capital projects that fall under this capital funding request.
The business case template used throughout this process is consistent with the corporate template used for
business cases intended for City Council approval although it is appropriately scaled to the level of project
cost, impact and risk. In particular, the internal business case development process includes an examination
of viable options and compares any recommendation against the “do nothing” scenario. During the project
development phase, if the anticipated spend for a project is expected to exceed the $5 million threshold, a
standalone profile will be created and a business case will be brought forward to the Utility Committee and
Council for approval.
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IR-UA-5

Topic: Shared Services
Reference: Waste Services 2019 Rate Filing Section 9.5
Request:

In the past, Waste Services has provided analysis of value of services received from several of the Shared

Services providers.

a. Were any of the 2019 forecast costs identified in section 9.5 analyzed to ensure that Waste Services
is receiving the indicated services at rates that are fair and reasonable to Waste Services customers?

b. Is there any plan going forward to review these costs on a regular basis to ensure that Waste
Services continues to receive the indicated services at rates that are fair and reasonable to Waste

Services customers?

RESPONSE:

The City of Edmonton employs a Shared Services model whereby support services required for the
operations of all City businesses are provided through centralized areas of expertise. This approach
takes advantage of efficiencies gained through economies of scale and opportunities to provide more
robust systems and services (e.g. technology related services). The Waste Management Utility Fiscal
Policy C558A requires that the Utility operate under a full cost approach thus requiring the Utility to
pay for its portion of shared services.

As part of the City’s 2019-2022 Operating Budget development, Shared Service providers
performed a review of their costs and the shared service allocation methodologies resulting in updates
to the cost allocation drivers. This change resulted in several changes to the allocation of shared
service costs from the service providers to the Utility. For example, technology related services are
now based on a weighting of the number of PCs and applications supported versus the prior
methodology which allocated costs primarily based on FTEs. The allocation methodologies used by
the Shared Service providers were reviewed by Waste Services for reasonableness.

In contrast, Intra-Municipal Services are charged to the Utility for on-demand services provided
through other City of Edmonton programs which are not incorporated in shared services charges. These
are direct charges for services such as dedicated support for communication and engagement initiatives,
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on demand building repairs and maintenance, posting of vacant positions to job sites, and security
services for special events.

For 2019, as part of the strategic review of Waste Services operations, a review of the key intra-
municipal services required to support the Utility will be completed, including clarifying the resources,
deliverables, and approximate costs associated with these services and, where appropriate, establishing
service level agreements. This work will ensure the Utility continues to receive fair value for customers
for these services.
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Executive Summary

Waste Services continues to strive towards achieving the financial indicators as set out in Waste Management Utility Fiscal Policy C558A, adopted by City Council in
2014, which is reflective of the foundational vision, principles and goals captured in the City Council’s Strategic Plan 2019-2028. Over the next four year budget cycle
(2019 - 2022), Waste Services expects to maintain a stable, consistent rate increase environment. This will be achieved through increases in operational efficiencies
and prioritization of capital projects. The resulting rate impacts reflect services and infrastructure required to support the Branch initiatives.

In 2019, Waste Services will start implementing program changes that will better align the City with the goal of diverting 90 percent of residential waste from landfill.
Some of these program changes include, but are not limited to, the Source Separated Organics Pilot, changes to curbside collection of grass, leaf and yard waste to
improve compost quality, and the establishment of an asset management strategy to provide infrastructure maintenance funding guidelines. Additionally, Waste
Services will focus on engagement with citizens, establishing effective working relationships with the private sector and exploring opportunities to recover, reduce and
reuse materials from the waste stream. Waste Services is confident that through education, partnerships and expanded opportunities for environmental stewardship,
the City of Edmonton will continue to be at the forefront of sustainable waste management and value recovery. These program changes ensure fiscal accountability
with stable rate increases, continuous business improvements and renewed focus on safety for both employees and customers.

Waste Services has placed a high priority on achieving low, stable and consistent rate increases as it moves toward financial sustainability. The target will be achieved
with a proposed 2.5 percent increase in each year, 2019 through 2022, before declining gradually to 1.5 percent in 2026 and beyond. Other financial indicators, as
defined in the Waste Management Utility Fiscal Policy C558A, are trending positively as well. Specifically, Waste Services will meet the requirement of generating
sufficient net income to cover operating expenses, the debt to net asset ratio decreases from projected 79.4 percent in 2018 to 73.7 percent by 2022, the target cash
balance is met in each year to support the Waste Services capital spending plan and FTE counts will remain at 2018 levels through operating efficiencies and
continuous improvements efforts.

Excess of revenues over expenses and rate increases are required on a go-forward basis to manage the Waste Services’ long-term financial sustainability, ensure
sufficient funding for operations and provide funding for capital initiatives, such as the rehabilitation or replacement of the composting facility and the roll-out of
strategic program changes such as source separated organics. To provide reduced rate increases as reflected in this rate file, Waste Services has focused on operational
efficiencies and managing within existing staff complements. The capital budget was also fully reviewed through a capital project prioritization effort. Pay-as-you-go
funding, defined as cash for capital financing, was used to fund capital expenditures where feasible to reduce borrowing and improve the debt to net asset target.

Significant factors affecting Waste Services’ programs over the next four years include:
® Increased customer base due to growth of single unit and multi-unit residential areas.
e \Volatility of the markets for recycled commodities processed by the Materials Recovery Facility.
e Formal final closure of the Clover Bar Landfill, including the reduction of leachate levels and improvements in existing leachate containment systems.
e Commissioning of new technology such as the Anaerobic Digestion Facility and the Refuse Derived Fuel Dryer to support waste diversion.
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e Introduction of proposed strategic program changes focused on household separation of organic waste and changes to curbside collection of grass, leaf and
yard waste.

e Continued review and evaluation of the capital requirements to ensure that the capital program is prioritized and optimized in an effort to improve Waste
Services’ debt-to-net asset position.
Development of an asset management strategy to ensure infrastructure rehabilitation is prioritized, pursued proactively and funded appropriately.
Updated cost allocation methodology between customer classes, based on a third party conducted Cost of Service Study.

As part of the 2018 Utility Rate Filing, Waste Services applied for and received approval to establish a regulatory deferral account to capture known and anticipated
financial losses related to the structural failure of the Edmonton Composting Facility (ECF). In its 2019 rate filing, Waste Services has established a regulatory asset to
allow for collection of the incurred ECF expenses from ratepayers over the next 12 years to prevent rate shock and to maintain stable, consistent rate increases. The
amortization expense attributed to the regulatory asset has been included in the revenue requirement for 2019 and subsequent years.
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1.0 Introduction

City of Edmonton Waste Services is committed to fostering a healthy environment, improving fiscal responsibility and reducing the amount of materials that end up in
landfill. To achieve these goals, the City delivers a wide range of programs and services to the public, including the delivery of solid waste collections and processing
services, through the municipality-owned public utility - Waste Services. Waste Services plays an integral part in the day-to-day lives of City of Edmonton residents and
helps promote City Council’s overall vision and long-term strategic objectives.

The City’s integrated waste management system closely aligns with the City Council’s Strategic Plan 2019 - 2028: Healthy City, Urban Places, Regional Prosperity, and
Climate Resilience. Waste Services is focused on sustainable waste solutions with innovative systems that divert waste from landfill and treat waste as a resource.
Waste Services provides collection and sustainable waste processing services to residential (regulated) customers and provides optional waste collection and
sustainable waste processing services for non-residential (non-regulated) customers. Regulated services are funded by utility rates while non-regulated services are
funded by program revenues and are to be delivered on a profit basis. Waste Services is governed by the Waste Management Utility Fiscal Policy — C558A, which
focuses on the financial sustainability of the utility. The policy reflects City Council’s directions on the financial objectives and management for Waste Services. The
purpose of the policy is to ensure Waste Services is operated in a manner that reflects City Council’s overall vision and philosophical objectives, while maintaining a
consistent approach for financial planning, budgeting and rate setting to ensure long term financial sustainability.

Over the next four year budget cycle, Waste Services will deliver programs and services that will help move Edmonton toward City Council’s goal of 90 percent
residential waste diversion from landfill; identify opportunities for the recovery of valuable waste resources; partner with stakeholders to encourage the development
and commercialization of new technologies; engage citizens to define issues; consider solutions and identify priorities; and implement the necessary program and
service changes to secure a sustainable future for Edmonton. Programs will also ensure fiscal accountability with stable rate increases, continuous business
improvements and a renewed focus on safety, employees and customers. These efforts will result in significant changes to the waste management program, such as
changes to the residential curbside collection of grass, leaf and yard waste and the implementation of a source separated organics program. Through the development
of a performance management framework, Waste Services is examining and optimizing all areas of business to maximize efficiencies, increase value for money,
minimize risk and maintain the highest standards of safety for employees.
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2.0 Organizational Structure

Waste Services fulfills its mandate to foster a healthy environment, improving fiscal responsibility and reduce the amount of materials that end up in landfill through

the following organizational structure:

City of Edmonton

City Operations

Waste Services

Waste Sustainable ;
e AN Technical Business
Collection Waste . :
2 = Services Integration
Services Processing

Waste Collection Services
Waste Collection Services responds to the current and changing needs of customers through the following programs:

e Collection of residential waste and recyclables from approximately 392,000 single unit and multi-unit households;
® Assisted Waste Collection for approximately 300 residents with mobility restrictions; and
e Collection of non-residential waste and recyclables from commercial businesses and institutions, including construction and demolition waste.

In addition to direct collection, residents also have access to a number of facilities around the City where larger items, which cannot be collected curbside, can be
dropped off for recycling, reuse or disposal. These include:

Four Eco Stations for disposal of household hazardous waste and other material;

23 Community Recycling Depots accessible 24/7 offering drop-off locations for residents and small businesses;
Big Bin Events for households to dispose of large or bulky items not suitable for regular waste collection; and
The Reuse Centre for collection of small items that are reused by individuals and community groups.
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Sustainable Waste Processing

The Edmonton Waste Management Centre is a unique collection of advanced waste processing and research facilities that turn waste into reusable and marketable
materials. Sustainable Waste Processing focuses on receiving and sorting residential and non-residential waste streams to recover valuable resources and minimize the
amount of waste going to landfill.

The Edmonton Waste Management Centre is an integrated site designed to process more than 500,000 tonnes of waste per year. This waste is processed through a
combination of 14 waste processing facilities aligned to recover maximum value from waste products and transform waste into valuable resources. To increase
residential diversion from landfill, the Edmonton Waste Management Centre is implementing waste processing technologies (e.g. Anaerobic Digestion Facility) in order
to recover more from the organics stream.

Technical Services

Technical Services is dedicated to the engineering, technical support and environmental compliance of waste processing and collection operations. Technical Services

also manages and provides oversight of the Waste Services capital projects and large operational investment programs to ensure effective, compliant and efficient
waste operations.

Business Integration
Business Integration is responsible for defining Waste Services strategy, facilitating operational direction, resource allocation, financial governance and Branch-wide

alignment to corporate directives. Key areas of focus in Business Integration include performance management, monitoring and reporting, contract management,
workforce development and resource allocation, financial sustainability, communications and education programs, and safety training.
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3.0 Methodology and Key Assumptions

The following subsections provide the methodology and key assumptions for the Waste Services Utility.

The 2019 Rate Filing is based on the June 30, 2018 Forecast incorporating significant changes up to August 31, 2018. The assumptions used to develop this Rate File
include City Council approved corporate budget guidelines and forecasts from the City Economist:

e Housing Starts and Consumer Price Index:

2019 Budget 2020 Proposed 2021 Proposed 2022 Proposed
Housing Starts 8,844 9,017 9,206 9,401
Consumer Price Index 1.6% 2.0% 1.9% 1.9%

e Employee Benefits - The 2019 — 2022 Operating Budget numbers were calculated by the City of Edmonton Capital and Operating Budget System (COBS)
which allocates benefit dollars by employee. The 2019 Rate File includes an update for any recent benefit rate increases for the Local Authorities Pension
Plan, Canada Pension Plan, Employment Insurance, Major Medical and Dental Plan, Group Life Insurance and Health Care Spending Account.

o Cost of Debt:

Term 2019 2020 2021 2022
10 Year 3.10% 3.35% 3.60% 3.85%
15 Year 3.35% 3.60% 3.85% 4.10%
20 Year 3.47% 3.72% 3.97% 4.22%
25 Year 3.55% 3.80% 4.05% 4.30%

Debt servicing calculations use cost of debt rate forecast provided by the City’s Corporate Budget Office and are based on actual Alberta Capital Finance Authority
borrowing rates up to the first quarter of 2018. The rates are mid-year estimates. An additional 0.25 percent increment is added per year starting in 2019.

Other Assumptions used include the following:
o \Waste Services Utility Staff Vacancy — unless otherwise stated, the typical expected staff vacancy is 5 percent for all staff.

e Full-Time Equivalent — a full time equivalent (FTE) is defined as the hours (and associated personnel costs) one full-time employee would work in a year. For
example, if a position is funded for one year, it is equivalent to 1.0 FTE, whereas a position funded for six months, is equivalent to 0.5 of an FTE. Funding for a
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new position may be adjusted in the first year to reflect the timing between approval of a new position and hiring, with full funding for the position beginning

the following year.

Growth — Beginning with the 2018 Rate Filing, Waste Services changed its approach to the estimation of the proposed and forecast single unit and multi-unit

customer counts. The customer counts are now based on historical trends and the anticipated household starts as projected by the City’s Chief Economist®.

The proposed customer billing base is represented in the figures below:

2017 Actual 2018 Forecast 2019 Proposed 2020 Forecast* 2021 Forecast 2022 Forecast
Single Unit 214,900 216,495 219,141 235,339 238,093 240,905
Multi-Unit 174,196 175,489 177,634 166,321 168,553 170,833

* Includes the reclassification of 13,500 customers from Multi-Unit to Single Unit, see detailed discussion below.
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! Rate revenues year to date in 2018 are trending slightly below budget suggesng tha t the revised methodology has corrected the prior underesma on of gr owth.
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Waste Services Utility
Multi Unit Customer Counts - Budget vs Actual (Forecast)
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As part of the Cost of Service Study (COSS) a review of customer accounts occurred. Through this review up to 27,000> households (townhouses, duplexes,
etc) were identified as receiving service as if they were a single unit customer but were being charged the multi-unit rate. In 2019, Waste Services will
undertake a detailed analysis of these accounts to determine the appropriate classification. The analysis will categorize each dwelling type, document the
service provided, and review the related policies and procedures (some of which may requirement amendment). This rate filing anticipates the
reclassification of 50 percent of these households (13,500 units) from the multi-unit rate to the single unit rate beginning in 2020. To avoid rate shock for
these customers, Waste Services intends to adjust the rates from the multi-unit rate to the single unit rate over a period of five years.

2 While the unit count was 24,895 in the 2017 COSS, as many as 27,000 units are expected by 2020.

11
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4.0 Operational Performance

The four performance goals below summarize Waste Services’ performance measures and align with the 2019-2022 Business Plan.

PERFORMANCE MEASURE

2017 2018 2019 2020 2021 2022
g)t\;(iirgrllsSatisfaction with Eco 94% 94% 94% 94% 94% 94%
Residental Colection Serice a0 N I I
Fl;l:rrr;tataéo%f Missed Collections 2 2 ) 2 9 2
Single Unit Residential 39% 41% 50% 64% 66% 80%

Diversion Rate 3

Kilograms of Recycling Collected a4 48 49 51 55 53

per Capita

® The Single Unit Residenal Div ersion Rate calculaon has been upda ted according to the methodology presented in Council Report CR_5824. The forecast and targets have been set
based on the assumed implementaon of w aste reducon and div ersion acvies as outlined in Council R eport CR_5184.

12



WASTE SERVICES UTILITY

ACTUALS FORECAST TARGETS
PERFORMANCE MEASURE

2019 Utility Rate Filing

2017 2018 2019 2020 2021 2022

Debt to Net Assets Ratio 86.3% 79.4% 75.4% 73.6% 73.3% 73.7%

Response Rate N/A 75% N/A 78% N/A 80%

Organizational  Percentage Turnover per 100
Excellence FTEs 4.8% 5.5% 5.5% 5.5% 5.5% 5.5%
Lost Time Injury Frequency Rate 5.68 5.19 4.93 4.68 4.45 4.22

Engagement Survey Employee

13
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5.0 Cost of Service Study

In May 2018, Waste Services retained the consulting firm Grant Thornton LLP (GT) to perform a Cost of Service Study (COSS) using the Utility’s 2017 operational and
financial results to determine if costs had been properly allocated to the appropriate customer classes. The purpose of this study was to:

e Perform cost allocation analysis: this required allocating costs to Programs (i.e. Collections vs. Processing and Disposal), Functions (i.e. detailed work activities
performed by Waste Services), and Customer Class (i.e. Single Unit, Multi-Unit, and Non-Residential) using agreed upon allocation methodologies. To accurately
allocate costs to customer class, an up-to-date understanding of Waste Service’s Regulated and Non-Regulated activities was required. GT worked in collaboration
with Waste Services and Financial Services staff to achieve this understanding.

e Perform cost recovery analysis: this required comparing the revenues received for each customer class to their allocated costs and determining the implications of
the cost recovery results. This allowed GT to identify potential opportunities for improvement.

e Inform the Utility rate setting model: customer rates are informed by the results of the cost of service study.

To meet these objectives, GT followed a standard cost of service methodology which utilized a 4-step process, as highlighted below:

1. Determine total revenue requirements;

2. Functionalize capital costs (i.e. depreciation and debt interest) and operating costs / revenues;
3. Confirm customer classes and cost allocation drivers and assumptions; and,

4. Allocate functionalized costs to customer classes and perform cost recovery analysis.

5.1 COSS Revenue Requirements

Based on review of Waste Services’ 2017 financial results, GT made minor adjustments in order to determine the cost of service for a ‘normal’ or ‘test year’.
Adjustments included the removal of one-time Greenhouse Gas Revenue attributable to 2015 and 2016 in the amount of $1,805,000, and the addition of $5,291,551
of “Post Closure” costs to account for the annual required contribution towards the Post Closure Liability. These adjustments were determined in conjunction with
representatives from Financial Services.

The 2017 test year’s total revenue requirements were calculated to be $202,426,161, as summarized in the table below. Section 2.1 of the Fiscal Policy states that;
“The target combined Cash Position of the Utility is the Pay as You Go required as identified in the Capital Plan plus an amount derived to mitigate the risk exposures”.
Based on this policy, the 2017 total revenue requirement calculated includes cash reserve amounts totalling $8,129,000, which includes funds from Pay As you Go

(PAYG) of $5,954,000 and Risk Allowance of $2,175,000.

14
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In the 2017 test year, Waste Services collected $6,430,490 in excess of the total costs.

Item
Single Unit & Multi-Unit Residential Rate Revenues

Operating Expenses:
Operating and Maintenance Expenses (net of recoveries )
Overhead Expenses
Depreciation Expense
Debt Interest Expense
2017 REVENUE REQUIREMENT - BEFORE CASH RESERVE AMOUNTS
Cash Reserve Amounts:
Pay-As-You-Go
Risk Allowance
2017 TOTAL REVENUE REQUIREMENT
Net Gain (Loss) Before Non-Rate Revenues

Non-Rate Revenues
Net Gain (Loss) After Non-Rate Revenues

Note: In the absence of the Post Closure normalization adjustment (i.e. if the entire expense of 510,880,810 was included) the resulting Net Gain (Loss) After

Non-Rate Revenues would be 5841,231.

2017 Amount (5's)

8 175,262,446
S 146,568,394
S 17,580,563
S 20,778,412
S 9,369,793
3 194,297,161
S 5,954,000
S 2,175,000
s 202,426,161
S (27,163,716)
S 33,594,206
S 6,430,490

15



WASTE SERVICES UTILITY
2019 Utility Rate Filing

5.2 COSS Cost Allocations

Waste Services’ total cost by Program is illustrated in the chart below. Processing and Disposal represents the majority of Waste Services’ costs at 63%, while
Collections makes up the remaining 37%.

2017 Total Costs by Service Program

Collections S 71,976,063
Processing and Disposal $ 122,321,099
$ 194,297,161

2017 Total Cost of Service by Program

16
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5.3 COSS Results
The following are the key findings from the 2017 COSS:

e Overall, Waste Services recovered approximately $6.4M* in excess of its costs;

e The combined cost recovery for the Regulated portion of Waste Services’ business that provides service to Residential customers is 105.2%;
o Single Unit cost recovery is 103.4%;
o Multi-Unit cost recovery is 109.6%;

® In contrast, the cost recovery for the Non-Regulated portion of Waste Services’ business that provides service to Non-Residential customers is 87.0%.

Total Revenue Cost Recovery
Total Revenues Requirement Difference Ratio
Single Unit $133,404 987 §129,018 674 $4,386,313 103.4%
Multi-Unit $56,123,719 $51,190,818 $4 932 901 109.6%
Non-Residential $19,327 946 $22 216,670 ($2,888,724) 87.0%
Total $208,856,652 $202,426,161 $6,430,490 103.2%

* To address non-regulated program losses the Waste Services Utility was given authorization through the 2015 Operating Budget process to draw on a short-term loan from the City of
Edmonton Financial Stabilization Reserve (FSR) over four years beginning in 2015.

5.4 Single and Multi-Unit Rates

Multi-unit customer rates have been determined using a proportional method (i.e. charged 65% of Single unit rates) since 1995. As shown in the 2017 COSS, this
methodological approach leads to a cost recovery ratio of 103.4% for single unit and 109.6% for multi-unit customers; a 6.2% gap between customer classes.

A key driver of costs, and therefore revenue requirements, for single and multi-unit customers is the tonnage of waste received from each group. While a detailed
analysis of tonnage for the 2017 COSS showed a 72% / 28% split between single and multi-units, further analysis, including a review of 2018 actual tonnage received,
will be undertaken before adjusting the methodological approach. In addition, implementation of changes to the collection of grass, leaf and yard waste and the
proposed Source Separated Organics (SS0) program may shift the tonnage split between single and multi-units. The results of the proposed analysis and a new
methodological approach will be used to inform rates in the 2020 Utility Rate Filing.

% In the absence of the Post Closure normalization adjustment (i.e. if the entire expense of 510,880,810 was included) the resulting Net Gain (Loss) After Non-Rate Revenues would be
5841,231.
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6.0 Financial Rate Impacts

The financial rate impacts are presented in the following. The resulting rate impacts reflect the services and processes required to support the Waste Services Utility’s
mission, values, and strategic initiatives. The rate impacts have been grouped into three categories: Operating Impacts, Capital Impacts on Operating, and Other
Impacts.

2018 2019 2020 2021 2022
Approved Proposed Forecast Forecast Forecast

Operating Impacts $ 311 & 185 5 054 5§ 186 5 048
Capital Impacts 0.07 0.42 0.77 0.70 0.74
Other Impacts
Mon-rate revenue (3.48) 0.89 0.61 (0.15) (0.18)
Increase Customer Base (0.58) (0.57) (0.73) (0.78) (0.80)
City of Edmonton Short Term Loan - (0.33) (0.39) (0.35) (0.23)
Rate of Return 1.89 (1.21) 0.33 (0.10) 121
SUBTOTAL [2.15) [1.22) [0.13) [1.36) 0.02
TOTAL RATE IMPACTS 5 103 5 145 5 148 S 120 S 1.24

Operating Impacts

e The increase in Operating Impacts from the 2018 budget includes an anticipated increase to external services due to population growth, increased waste
volume and new contract rates for curbside and multi-unit services as well as increased operation of the Waste to Biofuels Facility (owned and operated by
a third party) which impacts the rate through the Refuse Derived Fuel Facility (RDF) feedstock production resulting in higher material and utility costs.

Capital Impacts

e Capital impacts result from amortization and interest changes from the Capital Plan as outlined in Section 12.0 of this Rate Filing. Increased net
amortization is associated with the upcoming commissioning of new facilities including the Refuse Derived Fuel Dryer, Anaerobic Digestion Facility, site
infrastructure and facility projects, and growth vehicle and equipment purchases. Increases in interest are related to funding new infrastructure such as
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the refurbishment of the Edmonton Compost Facility, implementation of a new asset management program, capital improvements for efficiency and
safety and waste program changes commencing in 2019.

Other Impacts

Contributions to the decrease in non-rate revenue include decreased revenue from commodity market growth on the sale of recyclable materials and
lower biosolids revenue.

Based on current economic conditions and housing starts the Customer Rate Base is forecast to grow in 2019. This growth allows regulated revenue to be
allocated over a larger base therefore controlling the per unit Residential Customer Rate increase. The greater number of residential waste collection
pick-ups will generate higher regulated revenue which will be used to offset the associated residential waste collection operational costs.

To address non-regulated program losses and achieve target cash balances, the Waste Services Utility was given authorization through the 2015 Operating
Budget process to draw on a short-term loan from the City of Edmonton Financial Stabilization Reserve (FSR) over four years beginning in 2015. This loan
ensures non-regulated losses are covered by the FSR loan as opposed to regulated revenues and assists in reducing non-regulated rate increases.

Approval of the Waste Management Utility Fiscal Policy C588A resulted in changes to the rate revenue calculation. A requirement for Pay As You Go
(PAYG) funding is now included as part of the rate revenue calculation to ensure sufficient cash is generated to meet the Utility's current and future capital
needs. The Rate of Return is calculated to achieve a Net Income position to meet cash and/or PAYG targets. This places greater emphasis on long-term
planning and the financial sustainability of the Utility.
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7.0 Financial Indicators & Risk Allowance

(in thousands of dollars)

Waste Management Utility Fiscal Policy C558A was adopted by City Council on September 23, 2014. The updated policy focuses on four Financial Indicators used to
monitor the financial health of the Utility as illustrated below:

Actual Budget Forecast Proposed Forecast
2017 2018 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

1  Rate Sufficient to Meet Expenditures and Cash Flow
Net Income (5000s) 5 10,775 $ 19,39 514,138 $ 12,317 12,329 5 10,584 $ 14,641 5 15,682 5 16,398 5 15,163 5 11,619 $ 12,657 512,983

Target: Positive Net Income

2 Cash Position (5000s)

Pay As You Go Requirement 19,597 14,274 21,159 18,361 19,028 17,280 15,323 16,784 12,638 18,772 21,259 22,643 22,643

Risk Allowance 2,175 3122 3122 3,366 3,572 3,855 3,937 4,438 4,315 4,089 4,715 4,843 5,093
Target Cash Position 21,772 17,396 24,281 23,227 22,600 21,135 13,360 21,222 16,953 22,361 25,974 27,486 27,736
Actual Cash Balance 50,360 18,626 61,383 53,471 38,560 23,023 21,646 21,649 25,330 33,021 37,323 42,219 15,006

Actual Cash == Targef

Cash Over Target ($0005) 29,088 1,230, 37,102 30,244 16,960 1,888 1,785 427 8,377 10,160 11,849 14,733 18,270

3 Residential Customer Rate Impacts

Single Unit
Monthly Billing Increase $ 1.90 $ 1.03 $ 1.03 $ 115 $ 1.18 $ 1.20 $ 1.24 $ 1.16 $ 115 $ 111 $ 0.81 $ 0.82 $ 0.84
Impact of Customer Rate 4.4% 2.3% 2.3% 2.5% 2.5% 2.5% 2.5% 2.3% 2.2% 2.1% 1.5% 1.5% 1.5%
Monthly Unit Rate $ 44.90 4 45.93 4 45.93 $ 47.08 4 48.26 $ 49.456 $ 50,70 4 51.86 $ 53.01 4 54.12 $ 54.93 $ 55.75 $ 56.59
Multi Unit
Monthly Billing Increase $1.23 $ 0.67 $ 0.67 $0.75 3077 $ 078 $ 081 $0.75 3075 3072 $ 053 $ 053 $ 0.55
Impact of Customer Rate 4.4% 2.3% 2.3% 2.5% 2.5% 2.5% 2.5% 2.3% 2.2% 2.1% 1.5% 1.5% 1.5%
Monthly Unit Rate $ 29.19 $ 29.85 $ 29.85 $ 30.60 $ 3137 $ 32.15 $ 3296 $ 33.71 $ 34.46 $ 35.18 $ 35.71 $ 36.24 $ 36.79

Target: Stable, consistent rate increases

4 Financing of Capital Investments
Debt to Net Assets Ratio 86.3% 73.3% 79.4% 75.4% 73.6% 73.3% 73.7% 72.7% 71.4% 69.3% 66.5% 64.3% 61.3%

Target: May vary between 50% and 70%

2017 Net Income: For the purposes of this rate filing, 2017 net income was restated to account for deferral of the financial impacts related to the structural condition of the Edmonton
Composting Facility. As a result of this deferral, a regulatory asset has been established to allow the utility to recover the incurred ECF expenses through customers rates over the next 12
years in order to maintain stable and consistent rates increases. The amortization of this regulatory asset has been included in the revenue requirement for 2019.
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General Comments for Financial Indicators

Target: Rates Sufficient to Meet Expenditures

All scenarios from 2019 forward meet the requirement of generating sufficient net income to cover operating expenses.

Target: Cash Position
The target cash position for Waste Services provides for capital funding to meet Pay-As-You-Go (PAYG) requirements for the next fiscal year plus a risk allowance to
mitigate exposure, such as volatility of the markets for recyclable commodities, as outlined in the Waste Management Utility Fiscal Policy C558A. As the Utility
replaces the current organics processing capacity and moves toward source separation of organics, the PAYG requirement will remain high over the next 4 year
period peaking at $19.9 million in 2019 before declining to $15.9 million in 2022.

The calculation of the risk exposure includes the following identified risks: (in thousands of dollars)

2018 2019 2020 2021 2022
Approved Proposed Forecast Forecast Forecast

Recyclable Market S 475 5 475 S 475 5 475 S 475
Greenhouse gas, landfill gas, 3rd party 500 500 500 500 500
REVEMUE RISKS 975 975 975 975 975
Refuse Derived Fuel Processing (2017 opening) 250 - - - -

Anaerobic Digestion Facility (2018 opening) 500 250 125 - -

Leachate Removal and Treatment - 500 500 500 500
Operational Impacts Agreements/Strategic Changes 1,397 1,641 1,972 2,380 2,462
EXPENDITURE RISKS 2,147 2,391 2,597 2,880 2,962
TOTAL RISK ALLOWANCE 3,122 3,366 3,572 3,855 3,937

The allowance for Leachate Removal and Treatment attempts to mitigate the risk associated with legacy issues with the Clover Bar landfill including the removal,
treatment and containment of leachate. The Utility continues to work with internal partners, external consultants and Alberta Environment and Parks to proactively
manage, close and revegetate the site.
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After accounting for the PAYG requirements and risk allowance, the cash balance is positive in all years due in part to the short term loan from the City of Edmonton
Financial Stabilization Reserve (FSR) which will be utilized in 2018 to cover non-regulated losses and due to the significant cash reserves held for both the Landfill
Post Closure Liability and the Bremner Lagoon Liability.

Target: Low, Stable and Consistent Rate Increases

As the Utility moves toward financial sustainability achieving stable and consistent rate increases has been given a high priority. The target will be achieved with a
proposed 2.5% increase in 2019 through 2022 before declining gradually to 1.5% in 2026 and beyond.

Target: Debt to Net Assets Ratio

The Utility has re-committed itself to enhanced asset management and the thoughtful replacement of damaged assets through ongoing prioritization of capital
projects. Coupled with significant strategic program changes in 2020 to 2022, the target for the Debt to Net Asset Ratio is forecast to be achieved in 2025.
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8.0 Utility Summary Schedule

(in thousands of dollars)

2017 2018 2018 2019 YoY & YoY % 2020 YoY % YoY % 2021 2022
Line # Reference Actual Budget Forecast Proposed Variance Variance Forecast Variance Variance Forecast Forecast
1  Operations and Maintenance Schedule 9.0 $ 180,710 $ 174,493 $ 175,898 § 182,283 $ 6,385 3.6% $ 184,435 & 2,152 1.2% $ 191,675 $ 193,611
2 Ameortization of Non-Contributed Assets  Schedule 10.0 20,779 23,615 22,187 23,900 1,713 7.7% 26,683 2,783 11.6% 28,336 25,644
3 Debt Interest Schedule 10.0 9,369 9,387 9,509 9,466 [(43) (0.5%) 9,772 306 3.2% 10,908 12,5363
4 Intra-municipal Recoveries Schedule 8.8 (10,972) (2,958) (2,958) (2,948) 12 (0.4%) (2,945) - - (2,698) (2,6986)
5 Grants Schedule 5.0 - 1,500 3,000 4,600 1,600 53.3% - (4,600) (100.0%) - -
6 ECF Deferred Cost - - - 1,309 1,209 - 1,309 - - 1,209 1,209
TOTAL EXPENSES 159,886 206,037 207,636 218,612 10,576 5.3% 219,253 641 0.3% 229,532 234,431
7 Non-Rate Revenue Schedule 11.1 35,880 42,338 39,583 41,892 2,309 5.8% 34,870 (7.022) [16.8%) 35,460 36,084
8 Rate Revenue Schedule 11.0 174,781 183,095 182,191 189,037 6,346 3.8% 156,711 7,674 4.1% 204,656 212,588
TOTAL REVENUES 210,661 225,433 221,774 230,929 9,155 4.1% 231,581 632 0.3% 240,116 249,072
NET INCOME/(LOSS) schedule 12.0  § 10,775 $ 15,396 § 14,138 § 12,317  $ (1,821) (12.9%) & 12,328 $11 0.1% $ 10,584 § 14,641

Further detailed analysis of proposed expenditures and revenues are provided in subsequent schedules.

Line 1 - Operations and Maintenance

The increase in operations and maintenance from 2018 Forecast includes additional contract cost and power charges required for the Refuse Derived Fuel facility
and Anaerobic Digestion Facility, anticipated cost increases due to population growth, increased waste volume and new contract rates for curbside and multi-unit

services, and increases in facility and building maintenance costs for Waste Services.

Line 2 - Amortization of Non-Contributed Assets

Increases in amortization are driven in part by the upcoming commissioning of new facilities including the Refuse Derived Fuel Dryer and the Anaerobic Digestion

Facility.
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Line 6 - ECF Deferred Cost

A regulatory asset has been established to allow the utility to recover the incurred ECF expenses through customers rates over the next 12 years in order to prevent
rate shock and to maintain stable and consistent rates increase