Memorandum

MONTEREY REGIONAL
WASTE MANAGEMENT DISTRICT

Roviewed by (VAW Date | //oi

General Manager
DATE: November 12, 2008
TO: General Manager
FROM: Assistant General Manager

SUBJECT:  Approval of Tipping Fee Increase for Sludge Diversion/Disposal

RECOMMENDATION: That the Board of Directors adopt Resolution 2008-13 approving an increase in the tipping
fee for acceptance of wastewater sludge for processing/diversion and/or landfill disposal, from $25 per ton to $30 per
ton, effective January 1, 2009.

BACKGROUND

Please refer to the attached memo dated September 11, 2008 for a detailed discussion of the historical acceptance and
handling of dewatered municipal wastewater treatment plant sludge (also know as “biosolids”) by the Monterey
Regional Waste Management District (District) at the Monterey Peninsula Landfill (MPL), and a discussion of the
current sludge management cost analysis performed in support of the proposed tipping fee increase.

The MRWMD currently receives approximately 21,000 tons per year of dewatered sludge from the Monterey Regional
Water Pollution Control Agency (MRWPCA) and approximately 16,000 tons per year from the South County Regional
Wastewater Authority (SCRWA), which serves Gilroy/Morgan Hill. The last tipping fee increase for MRWPCA
sludge was in 2004, when the Belt Press Sludge rate (with a solids content of approximately 25%) was increased from
$15 per ton to $20 per ton and the Drying Bed Sludge rate (with a solids content of approximately 50%) was increased
from $20 per ton to $25 per ton. In 2003, the tipping fee for sludge from the SCRWA (with solids content of
approximately 20%) was increased from $20 to $25 per ton.

Staff has internally analyzed the current cost of managing sludge at the MPL, and has identified that the current sludge
tipping fee does not cover all the costs borne by the District in handling the sludge. With the renewed emphasis on the
financial performance and efficiencies of all District operations as a result of the District’s current financial status, it is
imperative that the rates for services adequately cover the cost for the provision of those services.

PROPOSED TIPPING FEE INCREASE UPDATE

In April 2008, the District and MRWPCA jointly retained the services of R3 Consulting Group (R3) to assist with the
review of the "reasonableness” of the basis for a proposed tipping fee increase for the District to continue to manage
sludge at the MPL. As presented in the R3 Final Letter Report, dated November 11, 2008, R3 has concluded that the
proposed rate for the District to convert the sludge into a stabilized vegetative landfill cover material is reasonable at
approximately $38 per ton. MRWPCA staff requested that the R3 report include the cost to dispose of the sludge in the
landfill, as they wanted the lowest cost possible. The District has not landfilled sludge for over 10 years. District staff
prepared a cost analysis that stated not all costs could be anticipated and if the landfilling of sludge was performed in
the future, the costs would have to be trued up to actual expenses. The cost to landfill sludge, as included in the R3
report, is $30 per ton.

14201 DEL MONTE BLVD * BOX 1670 * MARINA, CA 93933-1670 * 831/384-5313, FAX 831/384-3567 * www.mrwmd.org

PRINTED ON RECYCLED PAPER USING SOY-BASED INK



Proposed Sludge Tipping Fee Increase
November 12, 2008
Page 2

District staff has proposed a sludge tipping fee for either disposal (landfilling) or diversion (producing a vegetative
landfill cover) of $30 per ton, effective January 1, 2009. This is an increase from the posted rate of $25 per ton, the
rate paid by SCRWA. MRWPCA has also received an agreed upon rate of $20 per ton for their ‘belt press’ sludge,
which has resulted in a “blended rate” of $23/ton.

At the September 19, 2008 Board Meeting, staff recommended that a Public Hearing be scheduled for October 17,
2008 to consider a sludge diversion/disposal rate increase to $30 per ton. MRWPCA requested a delay to allow
additional time for their staff to review the R3 report on the proposed sludge tipping fee and to meet with District staff.
The Board decided to delay the Public Hearing until the November 21* Board meeting.

On October 7*, District staff met with MRWPCA staff to discuss the proposed rate increase for management of sludge.
MRWPCA staff stated that they wanted the lowest cost option and were not concerned with the loss of AB939 diversion
credit, which accrues to Monterey County. MRWPCA staff stated that any increase in the sludge disposal fee would
result in increased rates for their customers.

MRWPCA staff contacted Brown and Caldwell (B&C) to review the R3 study. B&C has performed annual rate
reviews for MRWCPA. B&C is not known to have solid waste expertise. B&C responded to MRWPCA that using
different allocation methods of administrative costs would result in a lower sludge rate. It was agreed that R3 would
talk with B&C to discuss the methodology used to allocate the District’s Administrative expense to sludge composting
and sludge landfilling. R3 does acknowledge that there are other allocation methodologies that could be used, but they
cannot recommend a specific allocation factor for Overhead and Administrative expense as being any more appropriate
than tons, without a more detailed analysis.

A separate jointly-funded study, being conducted concurrently by Carollo Engineers, will provide an analysis of the
"highest and best use” and “least-cost” alternatives for the future management of sludge. The results of this study are
not yet available. Staff is recommending that the current sludge stabilization process be terminated within two years, or
when the Carollo study recommendations are implemented, whichever occurs first.

On October 27", District staff met with staff from the City of Gilroy to discuss the R3 report and the proposed sludge
rate increase to $30 per ton. Gilroy staff acknowledged that the rate increase appeared reasonable. They noted that it
is very important that their sludge continue to be diverted from the landfill. It was pointed out that the R3 report stated
that the cost to produce a vegetative landfill cover was $38 per ton and that based on the results from the Carollo
Engineers study, the cost to divert sludge would likely increase in future years.

RECOMMENDATION

It is therefore recommended that that the Board of Directors approve an increase in the tipping fee for acceptance of
wastewater sludge for diversion and/or disposal at the MPL,-from the current ($25 per ton to $30 per ton, effective

January 1, 2009.

j—
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Memorandum

MONTEREY REGIONAL
WASTE MANAGEMENT DISTRICT

Reviewed by [(J MW Dae 3 1208

General Manager
DATE: September 11, 2008
TO: General Manager
FROM: Senior Engineer

SUBJECT:  Proposed Tipping Fee Increase for Sludge Diversion/Disposal

RECOMMENDATION: That the Board of Directors schedule a public hearing for October 17, 2008 to consider
an increase in the tipping fee for acceptance of wastewater sludge for processing/diversion and/or landfill disposal,
from $23 per ton (average) to $30 per ton, effective January 1, 2009, with an annual adjustment for inflation.

BACKGROUND

The following background information provides the history regarding the acceptance and handling of liquid waste
and dewatered municipal wastewater treatment plant sludge (also known as “biosolids”) by the Monterey Regional
Waste Management District (MRWMD) at the Monterey Peninsula Landfill (MPL):

1. From 1968 to 1990, the MRWMD received most of the liquid waste generated in Monterey County. These
wastes consisted primarily of undewatered (liquid) sludge from local wastewater treatment plants, and septic
tank pumpings (septage) from the unsewered areas. The MRWMD also received chemical toilet pumpings and
restaurant grease trap pumpings. These liquid wastes were not placed in the MPL, but were land applied by
spreading and discing into the 200 acre sand dune deposits at the MRWMD’s Marina site. This was done to
maximize water evaporation.

~2. Prior to 1990, the MRWMD accepted dewatered sludge from the Carmel Area Wastewater District (CAWD).
The CAWD sludge was co-disposed with solid waste at the MPL.

3. In 1990, the Monterey Regional Water Pollution Control Agency (MRWPCA) began operations of the new
regional wastewater treatment plant, located next to the MPL. At that time, the MRWMD’s liquid waste land
spreading operation was largely phased out. In August 1990, the land spreading operation was limited to
restaurant grease trap pumpings and other non-hazardous commercial liquid waste that were not acceptable for
treatment at the MRWPCA’s regional treatment plant.

4. During the period of 1990 to 1996, all of the dewatered sludge accepted by the MRWMD from MRWPCA
and CAWD were co-disposed with solid waste at the MPL.

5. In June 1996, the MRWMD began receiving dewatered sludge from the South County Regional Wastewater
Authority (SCRWA), serving the cities of Gilroy and Morgan Hill. Initially, all of the SCRWA sludge was
landfilled, and later, a portion was diverted for beneficial use at the MPL.

6. In May 1997, the CAWD began hauling their dewatered sludge for disposal outside of Monterey County.
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7. In 1997, the MRWMD began diverting a portion of the incoming dewatered sludge for beneficial use at the
MPL site. Beneficial uses include:
¢ Co-composting dewatered sludge with yardwaste prior to the application to the vegetative layer of the
long-term intermediate and final cover slopes at the MPL. The nutrients in the applied sludge promote
vegetative growth which in turn provides increased erosion control at the site.
e Use of dewatered sludge as an Alternative Daily Cover (ADC) at the MPL.

The enclosed table presents the tonnage of sludge accepted, landfilled and diverted from the Base Year 1990

through 2007. Also included is a table showing a tonnage breakdown as to where the dewatered sludge was
generated from 2001 to 2007.

SLUDGE MANAGEMENT COST ANALYSIS

Staff has internally analyzed the current cost of managing sludge at the MPL, and has identified that the current
sludge tipping fee does not cover all the costs borne by the MRWMD in handling the sludge. With the renewed
emphasis on the financial performance and efficiencies of all MRWMD operations as a result of the MRWMD’s
current financial status, it is imperative that the rates for services adequately cover the cost for the provision of

those services.

The MRWMD currently receives approximately 21,000 tons per year of dewatered sludge from the MRWPCA
and approximately 16,000 tons per year from the SCRWA. The last tipping fee increase for MRWPCA sludge
was in 2004, when the Belt Press Sludge rate (with a solids content of approximately 25%) was increased from
$15 per ton to $20 per ton and the Drying Bed Sludge rate (with a solids content of approximately 50%) was
increased from $20 per ton to $25 per ton. In 2003, the tipping fee for sludge from the SCRWA (with a solids
content of approximately 20%) was increased from $20 to $25 per ton.

In April 2008, the MRWMD and MRWPCA jointly retained the services of R3 Consulting Group, Inc. to assist
with the review of the “reasonableness” of the basis for a proposed tipping fee increase for the District to continue
to manage wastewater sludge at the MPL. A draft of R3’s report was reviewed and discussed at the August 22,
2008 meeting of the ad hoc Finance Committee. MRWPCA staff has also reviewed the R3 report.

There are currently two management options available to the MRWMD for the handling of the sludge received at
the MPL. One option is for diversion with treatment and beneficial use at the landfill site, and another option is
for landfill disposal. A discussion of these two sludge management options, along with the cost analysis as
included in the R3 report, is provided below.

1. Diversion and Beneficial Use. The sludge management option that the MRWMD currently utilizes is
diversion and beneficial use by converting the sludge into a stabilized vegetative cover material for use on the
long-term intermediate and final cover side slopes at the MPL. This management option is not sustainable
over the long-term because staff has determined that the volume of stabilized sludge already stockpiled at the
site, estimated at approximately 150,000 cubic yards, exceeds the MRWMD’s long-term need for erosion
control material on the landfill side slopes. Any additional sludge stockpiled at the site would need to be
removed in the future development of the landfill at an additional cost to the MRWMD. Therefore, future
sludge accepted by the MRWMD must be exported to some other off-site end use, either through complete
composting and use by the landscaping industry, conversion to energy, or co-disposed in a landfill with solid
waste.
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A separate jointly-funded study, being conducted concurrently by Carollo Engineers, will provide an analysis
of the "highest and best use” and “least-cost” alternatives for the future management of the MRWPCA’s
sludge. The results of this study are not yet available. Staff is recommending that the current sludge
stabilization process be terminated within two years, or until the Carollo study recommendations are
implemented, whichever occurs first.

For the District’s current sludge diversion operation, the costs include the following:

o Cost to provide the sludge bulking agent (green waste/wood waste chips). Bulking agent materials for the
sludge processing operation are provided from the MRWMD’s on-site Materials Recovery Facility (MRF).
Green waste and wood waste from various sources are ground and screened at the MRF prior to delivery
to the sludge processing area.

e Cost to process the sludge on the lined Landfill Module 3. Processing costs include blending sludge and
chips into windrows, turning windrows, and transporting stabilized sludge to stockpile.

o MRWMD system organizational and administrative overhead costs associated with their respective
activities have been assigned to the sludge processing and green waste bulking agent production based on
the appropriate methodology.

o Time value of money due to postponing the use of the 1,152,000 tons of remaining airspace/waste capacity
of Landfill Module 3, accelerating the expenditure of $2,000,000 (construction of Module 5 liner) by five
years.

e A credit has been assigned for the revenues generated from the green waste tipping fees. This has been
calculated based on the tons of bulking agent that is used to create the stabilized composted vegetative
cover.

As presented in the draft R3 report, the cost for the MRWMD to convert the sludge into a stabilized
vegetative cover material is approximately $38 per ton. Staff is recommending that the Board approve a
sludge handling rate of $30 per ton, to match the landfill disposal cost (see below).

2. Disposal (Landfilling) by Direct Burial with Municipal Solid Waste at the MPL. For the landfill disposal
option, the costs include the following:

o Cost to process the sludge for direct burial in lined Landfill Module 3. The dewatered sludge is mixed
thoroughly with the solid waste at the working face to take advantage of the absorptive capacity of the
relatively dry solid waste. Using a landfill compactor or dozer, the sludge is mixed with the solid waste,
then pushed, spread, and compacted up the working face. More solid waste is then spread on top of the
sludge/solid waste mixture prior to covering with six inches of soil or alternative daily cover at the end of
the day. The Waste Discharge Requirements stipulate that a minimum ratio of 5 parts solid waste to 1 part
sludge must be maintained for landfill disposal of the sludge.

e MRWMD system organizational and administrative overhead costs.

Disposal of sludge at the landfill will require significant changes in the landfill operation. Because of the
unique nature of the sludge, direct burial in the landfill presents several operational difficulties. Foremost is
the requirement to meter and blend the sludge with solid waste at the minimum 5:1 waste-to-sludge ratio.
Additionally, the sludge must be buried in a lined landfill module, which would negate the MRWMD’s ability
to use the disposal capacity of unlined Modules 1 and 2. Further operational difficulties include equipment
cleaning, worker exposure, odor, and tracking of material by vehicle traffic.

As presented in the draft R3 report, the cost for the MRWMD to bury the sludge in the landfill is
approximately $30 per ton.
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INCREASED REVENUE

Implementation of a sludge tipping fee increase to $30 per ton will result in increased revenue to the MRWMD in
the amount of approximately $230,000 per year. This consists of an increase of $150,000 per year for the
MRWPCA and an increase of $80,000 per year for the SCRWA. It should be noted that the service areas of the
MRWMD and the MRWPCA are not the same. As shown on the attached maps, on the basis of population
served, the most significant difference between the two service areas is the fact that MRWPCA serves the City of
Salinas, while the MRWMD does not.

RECOMMENDATION

It is therefore recommended that that the Board of Directors receive staff report and schedule a public hearing for
October 17, 2008 to consider an increase in the tipping fee for acceptance of wastewater sludge for diversion
and/or disposal at the MPL, from the current $23 per ton (average) to $30 per ton, effective January 1, 2009, with

an annual adjustment for inflation.
YAt WS —

/ Richard D. Shedden

Attachment

file: rds\Compost\Siudge Tip Fee Increase.doc



Monterey Regional Waste Management District

DEWATERED SLUDGE ACCEPTED, LANDFILLED, AND DIVERTED

0
1991 10,825 10,825 0 0.0%
1992 13,540 13,540 0 0.0%
1993 10,760 10,760 0 0.0%
1994 10,809 10,809 0 0.0%
1995 13,415 13,415 0 0.0%
1996 10,767 10,767 0 0.0%
1997 31,305 24,316 6,989 22.3%
1998 27,190 11,599 15,591 57.3%
1999 30,050 13,333 16,717 55.6%
2000 30,443 14,508 15,935 52.3%
2001 36,611 6,164 30,447 83.2%
2002 40,330 5,025 35,305 87.5%
2003 37,305 1,018 36,287 97.3%
2004 41,696 2,342 39,354 94.4%
2005 40,741 2,733 38,008 93.3%
2006 38,150 3,850 34,300 89.9%

O prior to 1990, MRWMD received a small amount of sludge from Carmel Area Wastewater District, all
of which was landfilled. In 1990, the MRWMD began receiving sludge from the MRWPCA regional
wastewater treatment plant.

file: rds/compost/sludge-accepted diverted (4-8-08)
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Consulting Group, Inc. R3 Consulting Group, Inc
4811 Chippendale Drive, Suite 708
Resources Respect Responsibility Sacramento, CA 95841

Tel. 916-576-0306
Fax: 916-331-8600

November 11, 2008

Mr. William Merry, P.E., DEE

General Manager / District Engineer

Monterey Regional Waste Management District
14201 Del Monte Boulevard

Marina, CA 93933-1670

Subject: — Final Letter Report; Review of Proposed Sludge Disposal Cost

Dear Mr. Merry:

R3 Consulting Group, Inc. (R3) was engaged by the Monterey Regional Waste Management
District (District) and Monterey Regional Water Pollution Control Agency (Agency) to review the
reasonableness of the District's proposed tip fees for composting and landfilling sludge at the
District's Monterey Peninsula Landfill (MPL). This Letter Report presents the results of that
review.

Objective

To conduct a high level review of the reasonableness of the Districts proposed tip fees for: (1)
Sludge Composting; and (2) Landfilling Sludge at the District's MPL.

Proposed Tip Fees

The District provided support for its proposed tip fees for handling sludge at its MPL for the
following two options:

= Composting (@$37.76/ton) - Diversion and beneficial use by converting the sludge into a
stabilizing vegetative cover material for use on the long-term intermediate and final cover side
slopes at the MPL; and

» Disposal (Landfilling) (@$29.68/ton) - Disposal by direct burial with municipal $O|id waste at
the MPL.

Attachment 1 is a copy of the original Excel workbook that was provided by the District in support
of its proposed tip fees, which formed the primary basis for our review. Attachment 2 provides
additional supporting information provided by the District.

The District reported that the proposed Sludge Composting tip fee does not account for any
additional costs that may be related to handling that sludge in some other manner (e.g.,
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transferring to off-site markets) after the next 12-24 months. In addition, the District reported that

the proposed tip fee for Siudge Composting does not (directly) account for the following costs:

» Deferred cost to relocate the stabilized sludge stockpiled on south slope of Moduie 3 to some
end use;

= Value of providing land and permits;
» The cost to clean heavy equipment contaminated with sludge prior to maintenance; and

= Analytical laboratory fees for testing of end product (heavy metals, fecal coliform, Salmonelia,
nutrient content, etc.). :

The District also reported that the projected tip fee for Landfilling Sludge does not (directly)
account for the following costs:

= Cost to mix with refuse;

» Cost to clean equipment;

» Cost to maintain equipment; and

= Increased safety costs for employees (biohazard)

Summary Findings

General

» The District provided support of its proposed tip fees for Sludge Composting and Landfilling
Sludge in the form of an Excel workbook that was presented in a logical and consistent
manner.

* The analysis prepared by the District was based on fiscal year (FY) 2006/2007 actual
expenses.

» We verified the mathematical accuracy of the District's calculations. We did, however, identify
two applicable expense items that were omitted from the District's calculations (i.e., the water
truck expense for Sludge Composting and the Shop cost allocation for Landfilling Sludge).
After accounting for these additional expenses, as well as an updated projection of the
Module 3 Opportunity Cost', we find that the revised tip fees for Sludge Composting and
Landfilling Sludge are $37.56 and $31.93 per ton respectively (versus $37.76 and $29.68 as
originally projected).

» We noted that the District does not directly track expenses related to its Sludge Composting
operation. For purposes of projecting the costs for Sludge Composting and Landfilling Siudge
the District directly assigned costs, as applicable. All other applicable costs were allocated on
the basis of tons.

' To reflect the time value of money due to the need to construct a new landfill cell rather than first use the
remaining capacity of Landfill Module 3 that contains the Sludge Composting operation.
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Sludge Composting

The characteristics of sludge are significantly different than municipal solid waste with unique
handling require’ments and associated costs.

The District's use of tons to allocate costs to Sludge Composting and Landfilling Sludge that
could not be directly assigned represents an objective basis for making such allocations
although there may be other factors that provide a more appropriate basis for allocating those
costs.

2

Table 1 (attached) provides a summary of the District’s direct cost assignments and cost
allocations for Sludge Composting. As shown, 24% of the total expense attributed to Sludge
Composting is based on the direct assignment of Labor and Equipment to the Composting Area.
Twenty-five percent (25%) of the total expenses represent Shop and Landfill/Site expenses and
Overhead and Organizational Costs that were allocated on the basis of sludge tons landfilled as a
percentage of all tons landfilled. Fifty-one percent (51%) of the total expenses represent Material
Recovery Facility green waste and wood waste processing (Woodyard) expenses and Overhead
and Organizational Costs that were allocated on the basis of green waste tons.

The use of green waste tons to allocate Woodyard Labor and Equipment expenses and Shop
and Material Recovery Facility costs to Sludge Composting represents a reasonable basis for
those allocations.

While the use of sludge tons to allocate Shop and Landfill/Site costs to Sludge Composting
represents an objective basis for those allocations there may be other factors that provide a
more appropriate basis for allocating those costs. For purposes of testing the
reasonableness/results of the use of tons as the basis for the District's allocations:

- We allocated Shop costs to Sludge Composting based on the percentage of equipment
operating hours rather than tons. This reduced the percentage of those costs allocated to
Sludge Composting from 17% to 14%, a net per ton cost reduction of $0.43.

- We allocated Landfill/Site expenses on the basis of both equipment operating hours and
full time equivalent positions. The net per ton cost impact was a $0.00 and $0.15
(reduction) respectively.?

The most significant cost component that was allocated on the basis of sludge tons was
Overhead and Organizational Costs (i.e., Administration, Public Awareness, Household
Hazardous Waste and Scales). For some cost of service studies there are specific alternative
allocation factors that we would suggest be used to allocate these expenses rather than tons
(e.g., percent of total expenses or full time equivalent employees to allocate Administration
expense; percent of total transactions to allocate Scales expense). The nature of sludge and
specifically how it is handled onsite, however, does not allow us to recommend a specific
allocation factor(s) for Overhead and Organizational Costs that we can support as being any
more appropriate than tons without conducting a more detailed review. That is not to say that

2 The use of either equipment operating hours or full time equivalent positions to allocate various line item
components of this expense may offer a reasonable alternative to tons depending on the specific cost item.
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we would recommend the use of tonnage as an allocation factor in similar circumstances, only
that in this instance we have no basis to support the use of an alternative allocation factor at
this time. For certain (many) of these Overhead and Organizational Costs, management’s
estimates may be the most appropriate / accurate basis for attributing costs to Sludge
Composting given its unique nature, impacts and handling requirements.

Landfilling Sludge

Table 2 (attached) provides a summary of the direct costs aséignments and cost allocations used
by the District to project the cost for Landfilling Sludge. As shown, 86% of the total costs projected
for Landfilling Sludge were allocated on the basis of sludge tons landfilled as a percentage of all
tons landfilled. :

Given the significant differences in the densities. of sludge (1,800 Ibs/yd3) and municipal solid
waste (+/- 750 Ibs/cubic yard compacted in a collection vehicle) a case could be made to use
volume rather than tonnage as the basis for allocating costs to Landfilling Sludge, all other factors
being the same. With that said, consideration must be given to the fact that the properties of
sludge are significantly different from municipal solid waste and it has specific handling
requirements that result in increased costs (i.e., sludge must be mixed with solid waste at the
working face while maintaining a minimum ratio of 5 parts solid waste to 1 part sludge). As such, if
volume were used as an initial basis for allocating total landfill costs to Landfilling Sludge, it would
seem appropriate to apply a premium to the allocated costs to account for the additional handling
requirements. What an appropriate premium would be, however, is beyond the scope of our
review and may best be based on management's estimate of the associated additional operating
requirements. With that said, as with the allocation of Overhead and Organizational Costs to
Sludge Composting above, while we would not necessarily select tonnage as an allocation factor
in similar circumstances, we have no basis upon which to recommend an alternative allocation
without conducting a more detailed review.

Background

The District currently receives dewatered sludge from a number of sources, inciuding the Agency,
which it composts at its MPL. The District posted sludge rate is $25 per ton, which it charges the
Agency for sludge from its drying bed. Sludge from the Agency’s belt press is charged at the rate
of $20 per ton. Both of these rates have been in place since 2004.

Since 2004 the District has accepted an average of 40,000 tons per year of dewatered sludge. Of
this amount, 37,000 tons (92%) has been mixed with approximately 26,500 tons of green
waste/wood chips (bulking agent) and composted. The remaining 3,000 tons, consisting of
sludge, scum, grit, rags and other screenings) have been landfilled. The green waste/wood waste
used as bulking agent constitutes approximately 60% of the total amount of that material handled
at the MPL.

The District has been using the majority of the composted sludge on-site as vegetative cover on
landfill side slopes and other applications, with minor amounts sent off-site to the Salinas Valley
Solid Waste Authority and other parties for their use. Monterey County receives credit for the
siudge and green waste/wood waste that is composted and diverted for beneficial use.

The District currently has stockpiled sludge in sufficient quantities to provide for its on-site use
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needs for the next 10 to 20 years. The proposed fee increase for Sludge Composting would be
effective for the next 12 -24 months, which is the estimated time period the District can continue

to stockpile compost on-site. The District has engaged a consulting firm (Corolla Engineers) to
evaluate options for off-site use of the composted material.

Cost Allocation Methods

The District’s fiscal year (FY) 2006/2007 actual expenses, which are shown in the following table,
served as the basis for its analysis of the costs for Sludge Composting and Landfilling Sludge.

Cost Component Actu:IYEo)f:;:ses
Admin/Organization $ 2,685,480
Public Awareness $ 312,038
Household Haz. Waste $ 440,563
Last Chance Mercantile 3 654,854
Landfill Gas Power $ 1,692,374
Shop $ 975,017
Material Recovery Facility $ 4,866,266
Scales $ 494,302
Landfill/Site $ 4,098,984

Total| $ 16,219,877

Sludge Composting

For purposes of projecting the cost for Sludge Composting the District directly assigned Labor
and Equipment expenses to Woodyard and Sludge Composting area, as applicable. The directly
assigned MRF Labor and Equipment Expenses were then allocated to Sludge Composting based
on the percentage of the total Woodyard tons used as bulking agent for the sludge (60%).

The following expenses, which were not directly assigned, were allocated on the basis of tons:
s« Shop

= Material Recovery Facility (other than directly assigned Labor and Equipment expenses)

» Landfill/Site (other than directly assigned Labor and Equipment expenses)

= QOverhead and Organizational Costs
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- Administration/Organization
- Public Awareness
- Household Hazardous Waste

- Scales

The District also applied an “opportunity cost” to reflect the time value of money due to postponing
the use of the 1,152,000 tons of remaining capacity of Landfill Module 3 that contains the Sludge
Composting operation, and accelerating the expenditure of $2,000,000 for the construction of
Module 5 liner by 5 years. There was no assignment or allocation of costs related to the Last
Chance Mercantile and Landfill Gas Power to Sludge Composting. The District's analysis also
included a reduction in the projected Siudge Composting expense to account for the tip fee
revenue it received for the wood/green waste that was used as a bulking agent for Sludge
Composting.

Landfilling Sludge

For purposes of projecting the cost for Landfilling Sludge the District allocated Labor and
Equipment expenses assigned to the Landfill/Site to Landfilling Sludge based on the sludge tons
landfilled as a percentage of total tons landfilled.

The following expenses were also allocated on the basis of tons:
« Landfill/Site (other than directly assigned Labor and Equipment expenses)
»  Overhead and Organizational Costs

- Administration/Organization

- Public Awareness

- Household Hazardous Waste

- Scales

The District's original analysis did not include an allocation of Shop expenses for Landfilling
Sludge. Also, there was no assignment or allocation of costs related to the Last Chance
Mercantile and Landfill Gas Power to Landfilling Sludge.

Approach

= The District provided R3 with an Excel workbook on June 9, 2008 that contained various
spreadsheets that supported its-projected tip fees. We reviewed that information to confirm
that; ‘

- It was mathematically accurate and logically consistent; and
-  The bases used to allocate costs were reasonable.

» We traced the District's FY 06/07 reported expenses by function in its Excel workbook to its
FY 06/07 Financial Statements. We identified a number of minor differences for which we
received clarification from the District. For purposes of our review we relied on the figures
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reported in the District's Excel workbook.

=  We performed a high level review of the Material Recovery Facility and Landfill/Site line item
expenses that served as the basis for the allocation of costs to Sludge Composting and
Landfilling Sludge. We did not, however, review this information in detail and relied on the
District's representations as presented in its Excel workbook.

= We conducted a site visit of the District's MRF and Sludge Composting operations on June
27, 2008. The purpose of that site visit was to review general operations and view the flow of
material through the District’s facilities, particularly the Woodyard and Sludge Composting
Area, for purposes of better understanding those operations and assessing the
reasonableness of the District's proposed allocation factors.

=  We met with District Management following our site visit to review its analysis and discuss,
among other things, the District’s rationale for various assumptions and methods used to
make its projections.

= We issued an Internal Draft Report which we reviewed with District Management.

» The District analysis was subsequently revised to account for the following items and a Draft
~ Report was issued to the District and Agency:

- An updated projection of the Module 3 Opportunity Cost component of Sludge
Composting (Reduced from $2.0 million to $1.6 million);

- The Water Truck Equipment expense component of Sludge Composting; and

- The allocation of Shop costs for Landfilling Sludge, which were not included in its
original analysis.

» We met with the District and Agency to review the Draft Report, which we then finalized.

Limitations

We conducted a high level review of the information provided by the District in support of its
proposed tip fees. While we confirmed that the District used FY 2006-2007 actual expenses as
the basis for its analysis we did not review the basis for the District's direct assignment of any of
those costs. The main focus of our review was evaluating the reasonableness of the bases used
by the District to allocate costs to Sludge Composting and Landfilling Sludge.

* * * * * * *
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We appreciate the opportunity to be of service to the District. Please do not hesitate to call me or

Ric Hutchinson at (916) 576-0306, or e-mail at wschoen@r3cgi.com or rhutchinson@r3cgi.com if
you have any questions or comments regarding this submittal.

Yours truly,

R3 CONSULTING GROUP INC.

il | ey

William H. Schoen
Principal

Cc. Ric Hutchinsor_\
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