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SECOND AMENDMENT TO THE COMMERCIAL SOLID WASTE AND RECYCLABLE
MATERIALS COLLECTION FRANCHISES AGREEMENT BETWEEN THE CITY OF SAN JOSE
AND ALLIED WASTE SERVICES OF NORTH AMERICA, LLC, DBA ALLIED WASTE
SERVICES OF SANTA CLARA COUNTY

THIS AGREEMENT is made and entered into by and between the CITY of San José, a
municipal corporation of the State of California, {the “CITY”) and Allied Waste Services of North
America, LLC, dba Allied Waste Services of Santa Clara County (the “FRANCHISEE”).

WHEREAS, on September 16, 2011, the CITY and FRANCHISEE entered into a
Commercial Solid Waste and Recyclable Materials Collection Franchises Agreement
(“Franchises Agreement”) to perform Commercial Solid Waste and Recyclable Material
collection, transportation and disposal services in the City of San José; and

WHEREAS, on December 18, 2012, the City Council approved the First Amendment to
the Franchises Agreement to require FRANCHISEE to deliver Organic Material designated as
Organics Stream 4 to the Organics Processing Contractor in addition to the delivery of Organic
Streams 1, 2 and 3; and ‘

WHEREAS, the parties desire to amend the Franchises Agreement to modify the
revenue requirement RFP assumption true-up to compensate FRANCHISEE for the difference
between the revenue requirement for Year One and actual revenue in two phases, to make the
first phase of the adjustment by setting the revenue requirement for Year Two at $54,080,894,
and to complete the second phase by setting the revenue requirement for Year Three based on
actual billing for services; and

WHEREAS, the Negative Declaration prepared for this project under File No. PP10-157
was adopted on June 21, 2011 in accordance with the requirements of the California
Environmental Quality Act has been completed,;

NOW, THEREFORE, IN CONSIDERATION OF THE MUTUAL COVENANTS,
AGREEMENTS AND CONSIDERATIONS CONTAINED HEREIN, CITY AND FRANCHISEE
HEREBY AGREE AS FOLLOWS:

SECTION 1. Section 10.4 of the Franchises Agreement is-amended to read as follows:

10.4 _Adjustment Method. :
The FRANCHISEE may request that the. Maximum Service Rate be adjusted annually

commencing July 1, 2012. For all years except Years One and Two, the adjustments to
Maximum Service Rates shall be determined using either an index-based adjustment or
cost-based adjustment. :
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10.4.1

10.4.2

Index-based Adjustment.

The index-based adjustment involves various cost adjustment factors
such as the percentage change in the consumer price index and
percentage change in the Organic Material Processing Cost paid to
Organics Processing Contractor to calculate the new Revenue
Requirement and new Maximum Service Rates. During the index-based
adjustment process, changes are made to calculated costs of the then-
current year. Adjustments are not made to reflect actual costs, actual
changes in wages and benefits, actual changes in Customer account data
and service levels, or other actual changes. The index-based adjustment
process shall be used to determine Maximum Service Rates for Years
Four, Five, Six, Eight, Nine, Ten, Eleven, Thirteen, Fourteen, and Fifteen.
The index-based adjustment may also be used for Years Seven and
Twelve if the parties do not exercise their right to request a cost-based
review for determination of Maximum Service Rates for those years. The
index-based adjustment methaod may result in an increase or decrease to
Maximum Service Rates. The total increase to Maximum Service Rates in
any given year may not exceed six percent (6%); provided, however, this
six percent (6%) cap shall not apply to the extent the Maximum Service
Rates are increased due to increases in the Organic Materials Processing
Cost (as described in Section 2.3.5 and 2.6.5 of this First Revised Exhibit
A) paid to the Organics Processing Contractor, Governmental Fees,
Changes in Law, City-directed changes in FRANCHISEE'S scope of
work, or increases or decreases due to the Rate Year Two Carryover
Component.

Cost-based Adjustment.

The cost-based adjustment involves a detailed review of the
FRANCHISEE's actual costs of service, projection of the Revenue
Requirement for the coming year, and determination of the new Maximum
Service Rates to reflect the Revenue Requirement. The intent of
performing the cost-based adjustment is to minimize risks to
FRANCHISEE for changes in costs, the number of Customers, the
service level of Customers, and tonnage levels. The cost-based rate
adjustment uses the FRANCHISEE's actual cost of operations and
operational statistics (staffing levels, routes, route hours, Customers and
their service levels, etc.) to calculate the Revenue Requirement for the
coming year. Actual costs are reviewed to identify allowable costs and
deduct non-allowable costs. Allowable costs that will be used in the
calculation of the Revenue Requirement for the coming year will be
determined based on cost categories and operating assumptions
presented in the Final Proposed Costs. The actual allowable costs will be
adjusted using cost indices to calculate the Revenue Requirement for the
coming year. : -

The cost-based adjustment process shall be used to determine Maximum
Service Rates for Year Three and may, at either parties’ option, be used
to determine Maximum Service Rates for Year Seven and Twelve The
cost-based adjustment method may result in an increase or decrease to
Maximum Service Rates. If the cost-based adjustment method results in
an increase greater than six percent (6%), FRANCHISEE would be
required to defer the increase in excess of six percent (6%) to the
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following year and the year thereafter. FRANCHISEE would assume that
portion of the deferred cost which cannot be realized in the rate
adjustments for the two years following the deferral. The total increase for
any given year cannot exceed six percent (6%);provided, however, this
six percent (6%) cap shall not apply to the extent the Maximum Service
Rates are increased due to increases in the Organic Materials Processing
Cost (as described in Sections 2.3.5 and 2.6.5 of this First Revised
Exhibit A) paid to the Organics Processing Contractor, Governmental
Fees, Changes in Law, City-directed changes in FRANCHISEE'S scope
of work, or increases or decreases due to the Rate Year Two Carryover
Component.

SECTION 2. Section 10.11 of the Franchises Agreement is amended to read as

follows:

974671

10.11 Revenue Requirement RFP Assumption True-Up.

The parties acknowledge that the information relied upon to determine the appropriate
level of investment required to perform services under this Agreement may not be
accurate due to a change or differences in the number of customer accounts, different
levels of services for any given account, or changes to overall volumes and types of
materials collected from the time the Request for Proposal was issued and the start of
the Commercial Collection Service.

In consideration of this uncertainty, FRANCHISEE may request a one time adjustment to
the Maximum Service Rates for Year Two if in months seven, eight and nine (or other
period mutually agreed to by both parties) FRANCHISEE is projected to receive less
actual revenue than anticipated for the Year One Revenue Requirement (ie.
$53,800,000). The adjustment shall compensate FRANCHISEE for the difference
between the Year One Revenue Requirement and actual revenues. The adjustment
represents compensation that is due and should be received by FRANCHISEE in Year
Two of the Agreement but will be spread over two years. The first part of the adjustment
will be effective at the start of Rate Year Two and the second part of the adjustment (i.e.
increases or decreases) at the start of Rate Year Three. The adjustment shall be
incorporated into the Rate Year Two and Rate Year Three Maximum Service Rates as
set forth in Sections 2.2 and 2.4 of this First Revised Exhibit A.

FRANCHISEE'S Revenue Requirement in subsequent years shall not be reduced below
FRANCHISEE'S Year Two Revenue Requirement as this Revenue Requirement is
further adjusted for inflation and other costs as specified in Article 19 and Section 20.2.

Future rate settings during the Term shall not reduce FRANCHISEE'S rates to a level
below that needed to yield the Revenue Requirement set for Year Two of $54,080,894,
as this Revenue Requirement is further adjusted pursuant to Sections 2.2.1 and 2.3.9 of
this First Revised Exhibit A, and for inflation and other costs per Article 19 and Section
20.2. The requirements of this subsection shall prevail over the rate methodology
contained within this First Revised Exhibit A or other subsections of this revised Section
10 of the Agreement. Notwithstanding the above, the Revenue Requirement may be
reduced in the event that the Organics Processing Cost is less than the costs incurred
by FRANCHISEE and the Organics Processing Contractor for handling the Organic
Material.
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If such a one-time rate adjustment is requested, the CITY shall have the right to review
FRANCHISEE's calculated rate adjustments on a revenue basis only (no cost review).
FRANCHISEE shall reimburse the CITY for any third-party review of the FRANCHISEE's
calculations, not to exceed Fifty Thousand Dollars ($50,000).

If in the months seven, eight, and nine (or other period as mutually agreed to by both
Parties), FRANCHISEE's actual Year One revenues are projected to be greater than
FRANCHISEE's Year One Revenue Requirement, then FRANCHISEE shall notify the
CITY in writing, and reserve thirty percent (30%) of the additional revenue for a one-time
credit to Year Two rates prorated over the twelve (12) months of Year Two.
FRANCHISEE may retain the remaining seventy percent (70%) of the additional

revenue.

SECTION 3. Exhibit A-of the Franchises Agreement is amended to read as set forth in
FIRST REVISED EXHIBIT A, “MAXIMUM SERVICE RATES” which is attached to and
incorporated in this Second Amendment.

SECTION 4. All terms and conditions of the Franchises Agreement not specifically
amended by this Second Amendment shall remain in full force and effect throughout the term of

the Agreement.

WITNESS THE EXECUTION HEREOF on the date written below each party’s signature.

APPROVED AS TO FORM:

By: ﬁm j} WV)/LL
ROSA TSONGTAATARII
Senior Deputy City Attorney

Date: 5/ oll) / /3
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I(CITYH
CITY OF SAN JOSE, a municipal corparation

By: ég/%& L !\/MQW

TONI ). TABER, CMC

ACTING CITY CLERK
Date: S / O\L” (&
“FRANCHISEE”
ALLIED WASTE SERVICES OF NORTH AMERICA,
Inc., a Delaware limited liabjlity company ' ( N

wlly w, b R |
By: \ij /} / Lo (4 i
MICHAEL A. CAPRIO” F
Area President

Date: 5 /{?{Z“Ci/é >




FIRST REVISED EXHIBIT A

MAXIMUM SERVICE RATES
Definitions.

The maximum rate that the FRANCHISEE may charge Customers for Commercial Services
shall be determined in accordance with procedures of this Article and this First Revised Exhibit

A, Maximum Service Rate. The CITY shall have the sole and exclusive right to change the

relationship of individual Maximum Service Rates in comparison with other Maximum Service
Rates as CITY deems appropriate. Any such changes would occur in during the first Rate Year
and/or in conjunction with the annual rate adjustment process described in this Exhibit A. Any
such change to the rate structure shall result in the same revenue requirement had the rate
structure remained the same.

974671

e “Annual Percentage Change” means the annual percentage change in any of the

indices defined below, or six percent (0.08), whichever is less, with the exception
that the Annual Percentage Change in the Natural Gas Index shall not be capped at
six percent (0.06).

The Annual Percentage Change in an index is calculated by subtracting the Average
Index Value for the 12-month period ending October 31 of the most recently
completed Rate Year from the Average Index Value for the 12-month period ending
October 31 of the then-current Rate Year and dividing the result by the Average
Index Value for the 12-month period ending October 31 of the most recently
completed Rate Year.

For example, if the FRANCHISEE is calculating FRANCHISEE’s Revenue
Requirement for Rate Year Four to include in its January 1, 2015 Maximum Service
Rate Adjustment Application, the Annual Percentage Change for the CPI-W would
be calculated as follows:

[(Average CPI-W for November 2013 through October ‘2014)‘ minus (Average CPI-W
for November 2012 through October 2013)] divided by (Average CPI-W for
November 2012 through October 2013)

The calculated Annual Percentage Change shall be carried to three places to the
right of the decimal and rounded to the nearest thousandths.

‘Adjusted Rate Year Three Revenue Requirement’ means the Unadjusted Rate
Year Three Revenue Requirement plus the Rate Year Two Carryover Component.

‘Average Index Value” means the sum of the monthly index values during the 12-
month period ending in October 31 divided by 12 (in the case of indices published
monthly) or the sum of the bi-monthly index values divided by 6 (in the case of
indices published bi-monthly).

“CPI-W” means 95% of the Consumer Price Index, U.S. CITY Average, Garbage
and Trash Collection, Not Seasonally Adjusted, compiled and published by the U.S.
Department of Labor, Bureau of Labor Statistics (Series ID: CUUROOO0QSEHGO02).
The October 2008 CPI-W was 371.155.
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e “Direct Costs” includes all costs directly atiributable to Collection services including
route labor, route vehicles and maintenance thereof, fuel for route vehicles,
Processing, and vehicle and Container depreciation.

e “Final Proposed Costs” include the costs, operating statistics, and Maximum
Service Rates presented in Exhibit A-1 for one or more of the following: (i)
modification to the scope of services; (i) any unique conditions or contract terms;
and (iii) any other changes agreed upon by the Parties.

o “Government Fees” means the fees established under Articles 19.1, 19.2, and 19.4
of this Agreement, and any other new or increased federal, state, county or other
local agency fees.

e “Line of Business” refers to the type of service provided to Customers as described
on the Final Proposed Cost forms contained in Exhibit A-1.

o “Natural Gas Index” means the PG&E Compressed Natural Gas Schedule G—
NGV2.

° “Net Recyclable Material Processing Cost (or Revenue)” means the Recyclable
Material Processing costs less revenue earned from the sale of Recyclable Material.

e “NIRRP Processing Costs” means the costs incurred from the separation and
removal of Recyclable Material, Contamination, and/or Exempt Waste from the
Organic Material Collected and Delivered to the Newby Island Resource Recovery
Park (NIRRP), prior to the Delivery to the CITY’s Organic Pracessing Facility.

e “Organic Processing Costs” means the per-ton fees paid to the CITY’s Organic
Processing Contractor for the processing of the Organic Streams.

o “Rate Year Two Carryover Component’ means the amount calculated in
accordance with Section 2.3.9 of this First Revised Exhibit A.

¢ ‘“Unadjusted Rate Year Three Revenue Requirement’ means the Rate Year Three
Revenue Requirement calculated in accordance with Section 2.3 of this First
Revised Exhibit A.

1.2 Indices.

Table 1 provides additional information about the indices described above.

A-2
COMMERCIAL SOLID WASTE AND RECYCLABLE MATERIALS COLLECTION FRANCHISES AGREEMENT
974671



TABLE 1 — Indices

Expense Labor, Vehicle-
Ca?e o Related Costs, and Fuel
gory Other Costs
Specified
Percentage of CPI- zgtﬁfafgmpressed
Description W Garbage and Schedul Z?
Trash Collection, NGV2 e b—
U.S. CITY Average )
Series ID CUUROOOOSEHGO02 | Schedule G NGV2
. Not seasonally Not seasonally
Adjusted adjusted adjusted
Group U.S. CITY Average NA
Item Garbage and Trash Commercial natural
Collection gas
Base Period Dec 1983=100 198012
Periodicity Monthly Monthly

If an index is discontinued, the successor index with which it is replaced will be used for
subsequent calculations. If no successor index is identified by the Bureau of Labor Statistics,
the index published by the Bureau which is most comparable will be used.

1.3 Recyclable Material Sale Revenue.

FRANCHISEE shall retain all revenues, including California Redemption/Refund Value (“CRV”)
and beverage container processing fees from the sale of material recovered through the
Processing of material Collected under this Agreement. FRANCHISEE may not seek to recover
from the Customer or the CITY additional revenue to offset any shortage in the revenue from
the sale of Recyclable Material. During the term of this Agreement Recyclable Material Sale
Revenue shall not be utilized in the calculation of the Gross Rate Revenues or any Revenue
Requirement.

2.1 Maximum Service Rates for Rate Year One.

FRANCHISEE shall calculate adjustments to its Final Proposed Costs to determine
FRANCHISEE's Revenue Requirement and Maximum Service Rates for Rate Year One.

2.1.1 Calculation of Changes in Cost Indices (Step 1).

The first step in determining Maximum Service Rates for Rate Year One is to calculate
the changes in the cost indices to be used to adjust various cost categories of the
FRANCHISEE's Final Proposed Costs. For the purposes of this Section, the following
cost adjustment factors shall be calculated as follows: '

A-3
COMMERCIAL SOLID WASTE AND RECYCLABLE MATERIALS COLLECTION FRANCHISES AGREEMENT
974671 .




974671

2.1.1.1 Specified Percentage of the Consumer Price Index, (CPI-W)
Adijustment Factor.

The CPI-W Rate Year One adjustment factor shall equal the results of the
following calculation to yield a two-Rate Year Annual Percentage Change to
bring costs from 2010 dollars to 2012 dollars:

[(1.00 + ((A-B)/ B)) x (1.00 + ((A — B) / B))], whereas:

A= The Average Index Value for the 12-month period ending October 2011
B=  The Average Index Value for the 12-month period ending 2010

For example, if the result of Step 1 is 1.03, the Annual Percentage Change would

equal 1.061, which is 1.03 multiplied by 1.03. The CPI-W adjustment factor shall
be rounded to the nearest thousandth.

2.1.1.2 PG&E Compressed Natural Gas Schedule G—NGV2,
(Natural Gas Index) Adjustment Factor.

The Natural Gas Index adjustment factor shall equal the results of the following
calculation to yield a two-Rate Year Annual Percentage Change to bring costs
from 2010 dollars to 2012 dollars:

[(1.00 + (A — B)/ B)) x (1.00 + ((A — B) / B))], whereas:

A= The Average Index Value for the 12-month period ending Octaber 2011

B = The Average Index Value for the 12-month period ending 2010. For
example, if the result of Step 1 is 1.03, the Percentage Change would

equal 1.061, which is 1.03 multiplied by 1.03. The Natural Gas Index
adjustment factor shall be rounded to the nearest thousandth.

2.1.2 Calculation of Revenue Requirement for Rate Year One (Step 2).

The second step in determining the Maximum Service Rates for Rate Year One is to
calculate the FRANCHISEE’s Revenue Requirement for Rate Year One by summing: 1)
FRANCHISEE’s proposed costs for each Line of Business shown on Forms 6A, 6B, and
6C of the FRANCHISEE's Final Proposed Costs adjusted to reflect general inflation or
deflation, Organic Processing Cost paid to the Organic Processing Contractor and
Government Fees.

The FRANCHISEE’s Revenue Requirement for Rate Year One shall be calculated as
follows:

2121 . Total Annual Cost of Operations.

a) Regular, Overtime, Holiday, Vacation, and Sick Leave Wages
(Wages). Rate Year One Wages shall be calculated by multiplying the
proposed Wages on Forms 6A, 6B, and 6C by a pre-determined
percentage of the CPI-W Adjustment Factor.

A4
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g)

Workers Compensation Insurance Premiums and Claims. Rate Year
One Workers Compensation Insurance Premiums and Claims shall be
calculated by multiplying the proposed Workers Compensation Insurance
Premiums and Claims on Forms 6A, 6B, and 6C by a pre-determined
percentage of the CPI-W Adjustment Factor.

Health & Welfare. Rate Year One Health & Welfare costs shall be
calculated by multiplying the proposed Health & Welfare costs on Forms
6A, 6B, and 6C by a pre-determined percentage of the CPI-W Adjustment
Factor.-

Payroll Taxes. Rate Year One Payroll Taxes shall be calculated by
multiplying the proposed Payroll Taxes on Forms 6A, 6B, and 6C by a
pre-determined percentage of the applicable CPI-W Adjustment Factor.

Other Labor-Related Costs. Rate Year One Other Labor-Related Costs
shall be calculated by multiplying the proposed Other Labor-Related
Costs on Forms 6A, 6B, and 6C by a pre-determined percentage of the
CPI-W Adjustment Factor.

Vehicle-Related Costs (excluding Diesel Fuel and Natural Gas). Rate
Year One Vehicle-Related Costs shall be calculated by multiplying the
proposed Vehicle-Related Costs on Forms 6A, 6B, and 6C by a pre-
determined percentage of the CPI-W Adjustment Factor.

Natural Gas Costs. Rate Year One Natural Gas costs shall be

- calculated by multiplying the proposed Natural Gas costs on Forms 6A,

6B, and 6C by the Natural Gas Adjustment Factor.

Transport Costs. Rate Year One Transport Costs shall be calculated by
multiplying the proposed Transport Costs on Forms 6A, 6B, and 6C by a
pre-determined percentage of the CPI-W Adjustment Factor.

Other Costs. Rate Year One Other Costs shall be calculated by
multiplying the proposed Other Costs on Forms 6A, 6B, and 6C by a pre-
determined percentage of the CPI-W Adjustment Factor.

Direct Depreciation. Rate Year One Direct Depreciation shall be
calculated by multiplying the proposed Direct Depreciation on Forms 6A,
6B, and 6C by a pre-determined percentage of the CPI-W Adjustment
Factor.

Allocated General and Administrative Costs. Rate Year One
Allocated General and Administrative Costs shall be calculated by
multiplying the proposed Allocated General and Administrative Costs on
Forms 6A, 6B, and 6C by a pre-determined percentage of the CPI-W
Adjustment Factor.

Allocated Vehicle Maintenance Costs. Rate Year One Allocated
Vehicle Maintenance Costs shall be calculated by multiplying the
proposed Allocated Vehicle Maintenance Costs on Forms 6A, 6B, and 6C
by a pre-determined percentage of the CPI-W Adjustment Factor.

Allocated Container Maintenance Costs. Rate Year One Allocated
Container Maintenance Costs shall be calculated by multiplying the
proposed Allocated Container Maintenance Costs on Forms 6A, 6B, and
6C by a pre-determined percentage of the CPI-W Adjustment Factor.
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n) Allocated Depreciation and Start-Up Costs. Rate Year One Allocated
Depreciation and Start-Up Costs shall be calculated by multiplying the
proposed Allocated Depreciation and Start-Up Costs by a pre-determined
percentage of the CPI-W Adjustment Factor.

0) Total Annual Cost of Operations. Rate Year One Total Annual Cost of
Operations shall equal the sum of the calculated Rate Year One costs.

2.1.2.2 Profit.

Profit shall be calculated by dividing the Rate Year One Total Annual Cost of
Operations by the operating ratio of 0.8529 and subtracting from the result the
Rate Year One Total Annual Cost of Operations.

2.1.2.3 Pass-Through Costs.

Rate Year One Pass-Through Costs (which includes interest) shall be calculated
by multiplying the proposed Pass-Through Costs (which includes interest) on
Forms 6A, 6B, and 6C by a specified percentage of the CPI-W Adjustment
Factor.

2124 NIRRP Processing Costs.

Rate Year One NIRRP Processing Costs shall be calculated by multiplying the
proposed Organic Pre-Processing Costs on Forms 6A, 6B, and 6C by a specified
percentage of the CPI-W Adjustment Factor.

2.1.2.5 Organic Processing Costs.
Rate Year One Organic Processing Costs shall be $6,000,000.

2.1.2.6 Government Fees.

Rate Year One Government Fees as defined in Section 1.1 of this Exhibit A,

2.1.2.7 Revenue Requirement.

Rate Year One Total FRANCHISEE Revenue Requirement shall equal the sum
of:

e Total Cost of Operations;
e Profit;

e Pass-Through Costs;

e NIRRP Processing Costs

o Organic Processing Costs paid to the Organic Processing Contractor;
and

e (Government Fees.

2.1.3 = Calculation of Maximum Service Rates for Rate Year One.

The Maximum Service Rate Adjustment Factor shall equal the Revenue Requirement for
Rate Year One divided by the Revenue Requirement presented on Form 5 of the
A-6
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FRANCHISEE's Final Proposed Costs for Rate Year One as presented in Exhibit A-1.
The Maximum Service Rates for Rate Year One shall be calculated by multiplying the
Final Proposed Maximum Service Rates for Rate Year One as presented in Exhibit A-1
by the Maximum Service Rate Adjustment Factor. The adjustment to each fee shall be
rounded to the nearest cent.

2.2 Maximum Service Rates for Rate Year Two.

The Maximum Service Rates for Rate Year Two shall be calculated by
multiplying the Rate Year One Maximum Service Rates by 1.2174 (21.74 percent
increase). The adjustment for each service rate shall be rounded to the nearest
cent.

2.2.1 FRANCHISEE's Revenue Requirement for Rate Year Two.

FRANCHISEE's Revenue Requirement for Rate Year Two shall be set at $54,080,894
which includes $6,000,000 for Organic Processing Costs, $11,000,000 for Franchise
Fees under Section 19.1, and $3,200,000 for SRR Fee under Section 19.2.

This Revenue Requirement will be adjusted per the Agreement in future years for
changes in CPI, Organic Processing Costs (as described in Sections 2.3.5 and 2.6.5 of
this Revised Exhibit A) and any governmental fee increases/decreases (je. Franchise
Fee, SRR Fee).

2.3 Cost-Based Rate Adjustment Method (Rate Years 3,7, and 12).

The CITY shall use the cost-based rate adjustment method to adjust Maximum Service Rates
for Rate Year Three and, at either party’s option, for Rate Years Seven and Twelve. The
FRANCHISEE's Revenue Requirement for the coming Rate Year (i.e., Rate Years Three,
Seven, or Twelve) shall be calculated in the manner described in this Section.

2.3.1 Calculating Total Annual Cost of Operations.

Total Annual Cost of Operations. FRANCHISEE's financial statement(s) and books
and records shall be reviewed to determine FRANCHISEE's cost for the most-recently
completed Rate Year (i.e., Rate Years One, Five, or Ten) to perform all the services in
the manner required by this Agreement for each of the following cost categories:

)] Calculated labor-related costs

ii) Calculated vehicle-related costs (excluding fuel)

i) Calculated fuel costs |

iv) Calculated Transport costs

) Calculated other costs (as defined on Cost Form 6 of Exhibit A-1)

vi) Direct depreciation costs .

vii) Calculated allocated general and administrative costs (labor, vehicle, fuel

and other costs)

viii) Calculated allocated vehicle maintenance costs (labor, vehicle, fuel and
other costs)

X) Calculated allocated container maintenance costs (labor, vehicle, fuel
and other costs)

' A7
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Xi) Calculated allocated depreciation and start-up costs

Below are several examples of how operating statistics and ratios may be used to
determine costs. This list is provided for example purposes only.

e Labor costs related to Drop Box Collection vehicle drivers will be labor costs
related to the number of allowable Drop Box routes, which shall be
determined by dividing the actual average number of pulls per day by the
proposed number of Drop Box pulls per day per route as presented on
Form 2 of the Final Proposed Costs.

e Labor costs for Customer Service Representatives (“CSR”) shall correlate to
the number of allowable CSRs, which shall be determined by multiplying the
actual number of customers by the ratio of proposed CSRs to the number of
customers assumed for the proposal.

*  Collection vehicle fuel costs for Bin Service will be related to the average
annual gallons of fuel per route per Form 2 of the Final Cost Proposal and
the number of Bin Collection routes, which shall be determined by dividing
the actual average number of lifts per day by the proposed number of Bin
lifts per day per route as presented on Form 2 of the Final Proposed Costs.

Prohibited Costs. FRANCHISEE shall adjust Total Annual Cost of Operations for
most-recently completed Rate Year by deducting non-allowable costs. Non-allowable
costs include, but are not limited to, the following:

i) Costs that are not consistent with cost categories presented by
FRANCHISEE in its Final Proposed Costs in Exhibit A-1.
ii) Labor and equipment costs for personnel and vehicles that are not

specified in Exhibit A-1 and/or are in excess of that determined to be
allowable based on operating statistics, ratios, and other factors.

iii) Payments to directors and/or owners of FRANCHISEE unless paid as
reasonable compensation for services actually rendered.

iv) Payments to repair damage to property of third parties or the CITY for
which FRANCHISEE is legally liable. '

V) Fines for penalties of any nature.

vi) Liquidated damages assessed under this Agreement.
vii) Federal or State income taxes.

viii) Charitable or political donations.

ix) Depreciation or interest expense for Collection vehicles, Containers, other
equipment, offices and other facilities if such.items are leased as
specified in Exhibit A-1 and/or are in excess of that determined to be
allowable based on operating statistics, ratios, and other factors.

X) Payments to related-party entities for products or services, in excess of
the cost to the related-party entities for those products or services. This
prohibition however does not apply to the rate for the delivery of Solid
‘Waste under the CITY’s disposal agreement with the operator of the
Newby Island Sanitary Landfill, which will be an allowable cost to
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Xi)
xii)
xiii)

xvii)

FRANCHISEE for the disposal of residue at said landfill and. which rate
(as adjusted from time to time per the disposal agreement) shall apply to
the delivery of the Organic Processing Contractor's delivery of lts residue
to the landfill.

Goodwill.
Unreasonable profit sharing distributions.

Depreciation and interest expenses in excess of that specified on Forms
6 and 10 in Exhibit A-1 including costs for replacement of Containers
because the useful life of such containers was less than anticipated,
and/or are in excess of that determined to be allowable based on
operating statistics, ratios, and other factors.

Bad debt write offs in excess of one a half percent (1.5%) of billed
revenue.

Attorney fees and other expenses incurred by FRANCHISEE arising from
any act or omission in violation of this Agreement.

Costs incurred to Disposé of Residue under twelve percent (12%)
generated by the Organic Processing Facility.

Reloading, transfer, and exempt waste surcharges paid to the Organic
Processing Contractor.

Allowable Cost Methodology. Calculated Total Annual Cost of Operations for the
coming Rate Year (i.e., Rate Year Three, Seven, or Twelve) shall be calculated in the
following manner:

i)

i)

Labor-related costs shall be calculated for the coming Rate Year by
multiplying (a) the allowed labor-related costs for the most-recently
completed Rate Year by: 1 plus a pre-determined percentage of the
Annual Percentage Change in CPI-W, and (b) multiplying the result of
step (a) by: 1 plus specified percentage of the Annual Percentage
Change in CPI-W,

Vehicle-related costs (excluding fuel costs) shall be calculated for the
coming Rate Year by (a) multiplying the allowed vehicle-related costs for
the most-recently completed Rate Year by: 1 plus a pre-determined
percentage of the Annual Percentage Change in the CPI-W, and (b)
multiplying the result of step (a) by: 1 plus specified percentage of the
Annual Percentage Change in CPI-W.

Fuel costs shall be calculated for the coming Rate Year by (a) multiplying
the Allowed fuel costs for the most-recently completed Rate Year by: 1
plus the Annual Percentage Change in the PG&E Compressed Natural
Gas Schedule G—NGV2., and (b) multiplying the resulit of step (c) by the
same percentage changed used in step one.

Transport costs shall be calculated for the coming Rate Year by
multiplying (a) the allowed transport costs for the most-recently completed
Rate Year by: 1 plus specified percentage of the Annual Percentage
Change in CPI-W, and (b) multiplying the result of step (a) by: 1 plus a
specified percentage of the Annual Percentage Change in CPI-W.
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vi)

vii)

viii)

iX)

Xi)

Other costs shall be calculated for the coming Rate Year by (a)
multiplying the allowed other-related costs for most-recently completed
Rate Year by: 1 plus a pre-determined percentage of the Annual
Percentage Change in CPI-W, and (b) multiplying the result of step (a) by:
1 plus specified percentage of the Annual Percentage Change in CPI-W.

Direct depreciation expense shall be the amount of the Rate Year One
direct depreciation expenses.

Allocated general and administrative labor-related, vehicle-related and
other costs shall be calculated for the coming Rate Year by (i) multiplying
the allowed allocated general and administrative costs for most-recently
completed Rate Year by: 1 plus specified percentage of the Annual
Percentage Change in CPI-W, and (ji) multiplying the result of step (i) by:
1 plus the Annual Percentage Change in CPI-W

Allocated vehicle maintenance labor-related, vehicle-related and other
costs shall be calculated for the coming Rate Year by (i) multiplying the
allowed allocated vehicle maintenance labor-related, vehicle-related and
other costs for most-recently completed Rate Year by: 1 plus specified
percentage of the Annual Percentage Change in CPI-W, and (ii)
multiplying the result of step (i) by: 1 plus the Annual Percentage Change
in CP-W

Allocated container maintenance labor-related, vehicle-related and other
costs shall be calculated for the coming Rate Year by (i) multiplying the
allowed allocated container maintenance labor-related, vehicle-related
and other costs for most-recently completed Rate Year by: 1 plus a
specified percentage of the Annual Percentage Change in CPI-W, and (ji)
multiplying the result of step (i) by: 1 plus the Annual Percentage Change
in CPI-W

Allocated depreciatibn expense and start-up costs shall be the amount of
the Rate Year One allocated depreciation expense and start-up costs.

The Total Annual Cost of Operations for the coming Rate Year shall equal
the sum of the following costs, which shall have been calculated in
accordance with procedures in this Section:

)] Labor-related costs

2) Vehicle-related costs (excluding fuel costs)
(3) Fuel costs

4) Transport costs

5) Other costs

6) Direct depreciation expense

) General and Administrative allocated labor, vehicle, fuel, and
other costs

8) Vehicle Maintenance allocated labor, vehicle, fuel, and other costs

(9) Container Maintenance allocated labor, vehicle, fuel, and other
costs
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(10)  Allocated depreciation and start-up costs

2.3.2 Profit.

FRANCHISEE shall calculate its Profit for the coming Rate Year by dividing the Total
Annual Cost of Operations for the coming Rate Year by an operating ratio of 0.8529 and
subtracting from the result the Total Annual Cost of Operations for the coming Rate
Year.

Total Annual Cost of Operations Total Annual Cost of
Profit= for Coming Rate Year - Operations for Coming Rate
0.8529 Year

2.3.3 Pass-Through Costs.

Pass-Through Costs (which includes interest) for Rate Years Three through Fifteen shall
equal the amount of the Rate Year One Pass-Through Costs plus any adjustments for
processing and disposal costs as well as newly enacted, or increases to existing, -
Government Fees or costs associated with Changes in Law.

2.3.4 NIRRP Processing Costs.
The NIRRP Processing Costs will be calculated by multiplying the per-ton NIRRP
Processing Fee for the coming Rate Year by the total Tons of material Collected by
FRANCHISEE (excluding those tons direct hauled to the CITY’s Organics Processor) for
the most-recently completed twelve-month period ending October 31. The projected per-
ton NIRRP Processing Fee for the coming Rate Year shall be calculated by multiplying
the NIRRP Processing Fee for the then-current Rate Year by one plus the Annual
Percentage Change in the specified percentage of the CPI-W, CUUR0000SEHG02.

2.3.5 QOrganic Processing Costs.

The Organic Processing Cost will be the result of multiplying the per-ton Organic
Processing Fee(s) at the Organic Processing Facility for the coming Rate Year by the
total Tons of Organic Material delivered to the CITY’s Organic Processing Facility for the
most-recently completed twelve-month period ending October 31 (separately by Organic
Stream and processing method), based on tonnage information provided by the CITY.
The projected per-ton Organic Processing fee(s) for the coming Rate Year shall be
determined in accordance with the CITY’s Organic Processing agreement (by Organic
Stream and processing method).

Notwithstanding the foregoing, for Rate Year 3, the Organic Processing Cost will be the
result of multiplying the per-ton Organic Processing Fees (separately for each Organic
Stream and processing method) at the Organic Processing Facility for the coming Rate
Year by the total Tons of Organic Material delivered to the CITY’s Organic Processing
Facility for the twelve-month period ending December 31, 2013 (separately by Organic
Stream and processing method), based on tonnage information provided by the CITY.

2.3.6 Government Fees.
All Government Fees (as defined in Section 1.1 of this Exhibit A).

A-11
COMMERCIAL SOLID WASTE AND RECYCLABLE MATERIALS COLLECTION FRANCHISES AGREEMENT




2.3.7 Other Adiustments.
If the FRANCHISEE obtains grant funds or subsidies from the CITY or other agency that
are used to offset costs associated with provision of service, the annual amount of funds
FRANCHISEE received or is calculated to receive through these other sources will be
reflected as an adjustment. In such case, the adjustment would be a reduction to the
Maximum Service Rates since FRANCHISEE's has secured funds from other sources to
cover a portion of the costs.

2.3.8 FRANCHISEE's Revenue Requirement for Rate Years Seven or Twelve.
The FRANCHISEE’s Revenue Requirement for Rate Years Seven or Twelve shall equal
the sum of the Total Cost of Operations, Profit, Pass-Through Costs, NIRRP Processing
Cost, Organic Processing Costs paid to the Organic Processing Contractor, and
Government Fees for the coming Rate Year.

2.3.9 FRANCHISEE's Revenue Reguirement for Rate Year Three.

For Rate Year Three, the Unadjusted Rate Year Three Revenue Requirement shall be
calculated per the Agreement. The Unadjusted Rate Year Three Revenue Requirement
shall be adjusted to include the Rate Year Two Carryover Component. The Rate Year
Twao Carryover Component shall be calculated as follows:

e FRANCHISEE's actual billings for services provided for the period beginning July
1, 2013 through December 31, 2013 will be multiplied by 2, and provided to the
CITY by February 1, 2014 along with a monthly billing detail.

e The result of this calculation will represent the projected annualized Rate Year
Two billing.

e The annualized Rate Year Two billing will be subtracted from the Revenue
Requirement for Rate Year Two of $54,080,894.

e The difference in total dollars (whether positive or negative) will represent the
Rate Year Two Carryover Component.The Rate Year Two Carryover Component
will be added to, if positive or subtracted from, if negative the Unadjusted Rate
Year Three Revenue Requirement to calculate the Adjusted Rate Year Three
Revenue Requirement. CITY and FRANCHISEE agree that the Rate Year Two
Carryover Component is a one-time one year adjustment and will not be included
in the Rate Year Four Revenue Requirement as set forth in Section 2.6.9 of this
First Revised Exhibit A.

2.4 Maximum Service Rate Adjustment Factor.

For Rate Year Three, the Maximum Service Rate Adjustment Factor shall equal the
FRANCHISEE’s Adjusted Rate Year Three Revenue Requirement divided by the Revenues
from Maximum Service Rates for the most-recently completed 8-month period ending February
28, 2014 divided by 0.6667. The Maximum Service Rate Adjustment Factor shall be rounded to
the nearest ten thousandth (e.g. 0.0001).

For Rate Years Seven or Twelve, the Maximum Service Rate Adjustment Factor shall equal the
FRANCHISEE’s Revenue Requirement for the coming Rate Year divided by the Revenues from
Maximum Service Rates for the most-recently completed 12-month period ending October 31.
The Revenues from Maximum Service Rates for this 12-month period shall be adjusted to
reflect the most recent Maximum Service Rate adjustment, by applying the most recent
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Maximum Service Rate Adjustment Factor to Revenues from Maximum Service Rates for

November through June and adding the sum of those adjusted Revenues to the Revenues for
July through October so that all Revenues reported are based on the same effective Maximum
Service Rates. The Maximum Service Rate Adjustment Factor shall be rounded to the nearest

ten thousandth (e.g. 0.0001).

2.4.1 Example: The following is an example of the calculation of the Maximum
Service Rate Adjustment Factor under Sections 2.4 and 2.7 of this First Revised

Exhibit A:

Rate Year 2

Rate Year 3

Rate Year 4

Rate Year 5

Unadjusted Revenue
Requirement

$ 54,080,894

$ 55,000,000

$ 56,000,000

$ 57,000,000

Annualized 6 month Revenue
for 7/1/2013 - 6/30/2014

$ 52,080,894

Rate Year 2 Carryover
Component

$ 2,000,000 | $ 2,000,000

Adjusted Rate Year 3
Revenue Requirement

$ 57,000,000

Rate Year 3 projected rate 0
increase 9.45%

Rate Year 4 projected rate
increase

-1.75%

Rate Year 5 projected rate 1.79%

increase

Notes to the example:

974671

Annualized 8 month Revenue for 7/1/2013 - 6/30/2014 is projected to be $52, 080 ,894
and thus $2,000,000 short of that needed.

Unadjusted Revenue Requirements for Rate Years 3, 4, and 5 are calculated in
accordance with the Agreement and estimated to grow by $1,000,000 per year.

The Rate Year 2 Carryover Component is the difference in the Rate Year 2 Revenue
Requirement and Annualized 6-Month Revenue (7/1/2013 - 12/31/2013).

The Revenue Requirement for Rate Year 3 is calculated in accordance with the
Agreement and adjusted by the Rate Year 2 Carryover Component.

The Revenue Requirement for Rate Year 4 is calculated in accordance with the
Agreement and is based on the Unadjusted Revenue Requirement for Rate Year 3.

The Revenue Requirement for Rate Year 5 is calculated in accordance with the
Agreement with no adjustment for the Rate Year 2 Carryover Component.
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e The Rate Year 3 projected rate increase is calculated in accordance with Section 2.4 of
the First Revised Exhibit A (i.e. the Adjusted Rate Year 3 Revenue Requirement of
$57,000,000 is divided by the 8 month annualized revenue for the period July 1, 2013 -
February 28, 2014. For purposes of this example, the annualized revenue is estimated
to be $52,080,894).

e The Rate Year 4 projected rate increase is calculated in accordance with Section 2.7 of
the First Revised Exhibit A. (i.e. the Rate Year 4 Revenue Requirement of $56,000,000
is divided by the Adjusted Rate Year 3 Revenue Requirement of $57,000,000).

e The Rate Year 5 projected rate increase is calculated in accordance with Section 2.7 of
the First Revised Exhibit A. (i.e. the Rate Year 5 Revenue Requirement of $57,000,000
is divided by the Rate Year 4 Revenue Requirement of $56,000,000).

2.5  Adjustment of Maximum Service Rates.

Each then-current Maximum Service Rate shall be multiplied by the Maximum Service Rate
Adjustment Factor to calculate the effective Maximum Service Rate for the coming Rate Year.
The adjustment to each fee shall be rounded to the nearest cent.

2.6 Index-Based Rate Adjustment Method (Rate Years 4 through 15).

FRANCHISEE shall calculate the index-based adjustments to Maximum Service Rates. The
adjustments shall be calculated separately for Direct Costs related to each Line of Business and
for each category of Indirect Costs; and then totaled for calculation of the FRANCHISEE's
Revenue Requirement. The cost categories of the main components of FRANCHISEE's
Revenue Requirement are presented in detail in Exhibit A-1. Adjustments to these components
shall be calculated as follows:

2.6.1 Total Annual Cost of Operations.

a) Labor-Related Costs. The Labor-Related Costs component for
the coming Rate Year shall be calculated by multiplying the Labor-
Related Costs component of FRANCHISEE'’s Revenue
Requirement for the then-current Rate Year by one plus a pre-
determined percentage of the Annual Percentage Change in the
CPI-W.

b) Vehicle-Related Costs (excluding Fuel). The Vehicle-Related
Costs component for the coming Rate Year shall be calculated by
multiplying the Vehicle-Related Costs component of
FRANCHISEE's Revenue Requirement for the then-current Rate
Year by one plus a pre-determined percentage of the Annual
Percentage Change in the CPI-W

C) Fuel Costs. The Fuel Cost component for the Coming Rate Year
shall be calculated by multiplying the Fuel Cost component of
FRANCHISEE's Revenue Requirement for the then-current Rate
Year by one plus the Annual Percentage Change in the Natural
Gas Index. ‘

d) Transport Costs. Transport costs for the coming Rate Year shall
be calculated by multiplying the Transport Cost component of the
Franchisee’s Revenue Requirement for the then-current Rate
Year by one plus a pre-determined percentage of the Annual
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a)

h)

)

k)

2.6.2 Profit.

Percentage Change in the CPI-W muiltiplied by the total Tons of
Permitted Material Transported to the CITY’s approved Organic
Processing Facility for the most-recently completed twelve-month
period ending October 31.

Other Costs. The Other Costs component for the coming Rate
Year shall be calculated by multiplying the Other Costs
component of the FRANCHISEE’s Revenue Requirement for the
then-current Rate Year by one plus a pre-determined percentage
of the Annual Percentage Change in the CPI-W.

Direct Depreciation. Direct depreciation expense shall be the
amount of the Rate Year One direct depreciation expenses.

Allocated General and Administrative Labor, Vehicle, Fuel,
and Other Costs. The Allocated General and Administrative
Labor, Vehicle, Fuel, and Other Costs component for the coming
Rate Year shall be calculated by multiplying the Allocated Costs
(Labor, Vehicle, Fuel, and Other Costs) component for the then-
current Rate Year by one plus a pre-determined percentage of the
Annual Percentage Change in the CPI-W.

Aliocated Vehicle Maintenance Labor, Vehicle, Fuel, and
Other Costs. The Allocated Vehicle Maintenance Labor, Vehicle,
Fuel, and Other Costs component for the coming Rate Year shall
be calculated by multiplying the Allocated Vehicle Maintenance
Costs (Labor, Vehicle, Fuel, and Other Costs) component for the
then-current Rate Year by one plus a pre-determined percentage
of the Annual Percentage Change in the CPI-W.

Allocated Container Maintenance Labor, Vehicle, Fuel, and

- Other Costs. The Allocated Container Maintenance Labor,

Vehicle, Fuel, and Other Costs component for the coming Rate
Year shall be calculated by multiplying the Allocated Container
Maintenance Costs (Labor, Vehicle, Fuel, and Other Costs)
component for the then-current Rate Year by one plus a pre-
determined percentage of the Annual Percentage Change in the
CPI-W.

Allocated Depreciation and Start-Up Costs. Allocated
depreciation expense and start-up costs shall be the amount of
the Rate Year One Allocated depreciation expense and start-up
costs.

Total Annual Cost of Operations. The Total Annual Cost of
Operations for the coming Rate Year equals the sum of the costs
calculated in Sections (a) through (j) above.

Profit for the coming Rate Year will be calculated by dividing the Total Annual Cost of
Operations for the coming Rate Year by an operating ratio of 0.8529 and subtracting
from the result the Total Annual Cost of Operations for the coming Rate Year.
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Total Annual Cost of Operations Total Annual Cost of
Profit = for Coming Rate Year - Operations for Coming Rate
0.8529 Year

2.6.3 Pass-Through Costs.

Pass-Through Costs (which includes interest) for Rate Years Four through Fifteen shall
equal the amount of the Rate Year One Pass-Through Costs plus any adjustments for
processing and disposal costs as well as newly enacted, or increases to existing,
Government Fees or costs associated with Changes in Law.

2.6.4 NIRRP Processing Costs.

The NIRRP Processing Costs will be calculated by multiplying the per-ton NIRRP
Processing Fee for the coming Rate Year by the total Tons of material Collected by
Franchisee (excluding those tons direct hauled to the CITY’s Organics Processor) for the
most-recently completed twelve-month period ending October 31. The projected Organic
Pre-Processing Fee for the coming Rate Year shall be calculated by multiplying the
Organic Pre-Processing Fee for the then-current Rate Year by one plus a specified
percentage of the Annual Percentage Change in the CPI-W.

2.6.5 Organic Processing Costs.

The Organic Processing Costs will be the result of multiplying the per-ton Organic
Processing Fee(s) at the Organic Processing Facility for the coming Rate Year by the
total Tons of Organic delivered to the CITY’s Organic Processing Facility for the most-
recently completed twelve-month period ending October 31 (separately by Organic
Stream and processing method), based on tonnage information provided by the CITY.
The projected per-ton Organic Processing fee(s) for the coming Rate Year shall be
determined in accordance with the CITY’s Organic Processing agreement (by Organic
Stream and processing method).

2.6.6 Government Fees.

All Government Fees (as defined in Section 1.1 of this Exhibit A).

2.6.7 Other Adjustments.

If the FRANCHISEE obtains grant funds or subsidies from the CITY or other agency that
are used to offset costs associated with provision of service, the annual amount of funds
FRANCHISEE received or is calculated to receive through these other sources will be
reflected as an adjustment. In such case, the adjustment would be a reduction to the
Maximum Service Rates since FRANCHISEE has secured funds from other sources to
cover a portion of the costs. " '

2.6.8 FRANCHISEE's Revenue Reguirement.

Except as provided in Section 2.6.9 of this First Revised Exhibit A for Rate Year Four
Revenue Requirement, the FRANCHISEE's Revenue Requirement for Index Rate Years
shall be calculated equal the sum of the Total Annual Cost of Operations, Profit, Total
Pass-Through Costs, NIRRP Processing Cost, Organic Processing Costs paid to the
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Organic Processing Contractor, Total Government Fees, and Other Adjustments (if
applicable) for the coming Rate Year. '

2.6.9 FRANCHISEE's Rate Year Four Revenue Requirement.

The FRANCHISEE's Revenue Requirement for Rate Year Four shall be calculated per
the Agreement and based upon the Unadjusted Revenue Requirement for Rate Year
Three as calculated under Section 2.3 of this First Revised Exhibit A.

2.7 Maximum Service Rate Adjustment Factor.

The Maximum Service Rate Adjustment Factor for Rate Year Four shall be calculated equal to
the FRANCHISEE's Rate Year Four Revenue Requirement as calculated per the Agreement
divided by the FRANCHISEE's Adjusted Rate Year Three Revenue Requirement.

The Maximum Service Rate Adjustment Factor for Index Rate Years, other than Rate Year
Four, shall be calculated equal to the FRANCHISEE's Revenue Requirement for the coming
Rate Year divided by the FRANCHISEE’s Revenue Requirement for the then-current Rate Year.
The Maximum Service Rate Adjustment Factor shall be rounded to the nearest ten thousandth
(e.g., 0.0001) and capped at 1.0600, which is a six percent (6%) increase however, this six
percent (6%) cap shall not apply to the extent the Maximum Service Rates are increased due to
increases in the Organic Processing Cost (as described in Sections 2.3.5 and 2.6.5 of this First
Revised Exhibit A) paid to the Organic Processing Contractor, Governmental Fees, Changes in
Law, City-directed changes in FRANCHISEE'S scope of work, or increases or decreases due to
the Rate Year Two Carryover Component.

An example of the calculation of the Maximum Service Rate Adjustment Factor under this
section is provided in Section 2.4.1 of this First Revised Exhibit A.

2.8 Adjustment of Maximum Service Rates.

Each then-current Maximum Service Rate shall be multiplied by the Maximum Service Rate
Adjustment Factor to calculate the Maximum Service Rate for the coming Rate Year. The
adjustment to each fee shall be rounded to the nearest cent.

2.9 Example.

The following example (Table 2) illustrates the index-based adjustment method for determining
Maximum Service Rates for Rate Year Four. This example does not take into account the
requirements of Section 2.6.9 of this First Revised Exhibit A. The dollar amounts shown are
those fixed in the Agreement for Rate Year Three (July 1, 2014 through June 30, 2015) and the
adjustment factors are based on assumed changes in the various indices between the average
index values for the twelve (12) months ending October 31, 2014 and for the twelve (12) months
ending October 31, 2013. Assumptions for Example Adjustment to FRANCHISEE's Revenue
Requirement and Maximum Service Rates:

Most-Recently Completed Rate Year = Rate Year Two (July 1, 2013 through June 30, 2014)
Then-current Rate Year = Rate Year Three (July 1, 2014 through June 30, 2015)
Coming Rate Year = Rate Year Four (July 1, 2015 through June 30, 2016)
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TABLE 2 - Example Calculation of Annual Percentage Change in Price Indices

Average iqdex va!ue for 12- Nov 2013 255.8 239.2 '
ety ending October | pos 2013 | 2232 | 2635 | 2308 226.2
Year (e.g., Rate Ye'ar Four; Jan 2014 270.6 240.0
f,':{;f?ngao‘(ferfngbee'r”ngj‘B o |Feb2014 | 2239  |2757 |[2407 2283
October 2014) Mar 2014 269.1 241.2
Apr2014 | 224.9 2655 |241.9 229.5
May 2014 2608 |242.2
Jun2014 | 225.5 264.3 | 2428 230.9
July 2014 2758 | 243.1
Aug 2014 | 226.3 2752 | 243.6 2321
Sep 2014 276.9 | 244.0
Oct 2014 | 227.1 266.4 | 244.5 234.2
Average 2252 268.3 |241.9 -230.2
Average ir]dex value for 12- Nov 2012 240.2 231.1
g}°g;':h"ee21°odsﬁ?:;gﬁt3°t°ber Dec2012 |219.1 |2458 |231.5 218.3
completed Rate Year (e.g., Jan 2013 255.2 232.0
Ef;fazzal‘; dT :;evealg‘ee{j:”e Feb2013 | 2202 |2388 |232.8 219.8
November 2012 to October Mar 2013 2428 234.2
2013) Apr2013 | 221.6 2502 | 234.7 220.8
May 2013 2493 |235.4
Jun 2013 | 221.9 253.8 |235.9 221.2
July 2013 2573 | 236.1
Aug 2013 | 222.1 2451 236.9 223.5
1 Sep 2013 2437 | 237.8
Oct2013 |222.8 2396 |238.2 2248
Average 221.3 246.8 |234.7 221.4
Annual Percentage Change 0.018 0.087 0.031 0.040

Note: All values presented in this table are hypothetical and used for illustrative purposes only.
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TABLE 2 (cont.)

Annual Cost of Operations

Example Calculation of FRANCHISEE’s Revenue Requirement for Rate Year Four

Labor-related costs $12,000,000 ] 1.035 $12,420,000
Vehicle-related costs (excluding depreciation and fuel) [ $2,400,000 1.031 $2,474,400
Fuel costs $1,200,000 1.087 $1,304,400
Transport Costs $250,000 1.040 $260,000
Other Costs $200,000 1.040 $208,000
Direct Depreciation $200,000 1.000 $200,000
Allocated Labor, Vehicle, Fuel, and Other Costs
Allocated G&A $400,000 1.040 $416,000
Allocated Vehicle Maintenance $800,000 1.031 $824,800
Allocated Container Maintenance $800,000 1.031 $824,800
Allocated Depreciation and Start-Up Costs $1,200,000 1.040 $1,248,000
“Total Annual TSm0y [ $20,180400
,‘;._,‘.':$3 355 000 };
Pass-Through Costs
Interest Expense on Capital $100,000 1.000 $100,000
“Total Pass-Through Costs 100000 T T 6100000

NIRRP Processing Costs

$5,500,000 $5,734,000
Organic Processing Costs ~ OS 1 - AD $300,000 $340,000
Organic Processing Costs — OS 2 - Compost $300,000 $360,000
Organic Processing Costs — OS 2 - AD $2,800,000 $2,920,000
Organic Processing Costs — 0S 3 - AD $2,300,000 $2,736,000
Government Fees $15,200,000 $15,200,000
\»Total FRANCHISEE’s»‘Revenue Requirement - [$49,305,0000 | - - o 0 2[$51,051,400

“Note: All values presentéd in this table aré hypothet|cal and used for |Ilustrat|ve purposes only

*  Adjustment factors are calculated using assumed cost indices.

Maximum Service Rate Adjustment Factor = $51,051,400 / $49,305,000 = 1.035

The Maximum Service Rate for 32-gallon Solid Waste Cart Service for Rate Year Four = $20.00
x 1.035 = $20.70, which shall be effective July 1, 2015.
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THIRD AMENDMENT TO THE COMMERCIAL SOLID WASTE AND RECYCLABLE
MATERIALS COLLECTION FRANCHISES AGREEMENT BETWEEN THE CITY OF
SAN JOSE AND ALLIED WASTE SERVICES OF NORTH AMERICA, LLC, DBA
ALLIED WASTE SERVICES OF SANTA CLARA COUNTY

This Third Amendment to the Commercial Solid Waste and Recyclable Materials
Collection Franchises Agreement Between the City of San Jose and Allied Waste
Services of North America, LLC, dba Allied Waste Services of Santa Clara County
(“Third Amendment’) is made and entered into by and between the City of San José, a
municipal corporation of the State of California, (“City”) and Allied Waste Services of
North America, LLC, dba Allied Waste Services of Santa Clara County (“Franchisee”).

For the purpose of this Third Amendment to the Agreement (“Third Amendment’), the
definitions contained in the Agreement will apply unless otherwise specifically stated.

SECTION 1: RECITALS

A. City and Franchisee entered into that certain Commercial Solid Waste

and Recyclable Materials Collection Franchises Agreement Between the City of San Jose
and Allied Waste Services of North America, LLC, dba Allied Waste Services of Santa
Clara County (“Agreement”) on September 16, 2011 in order that Franchisee may
perform Commercial Solid Waste and Recyclable Material collection, transportation and
disposal services in both the north and south districts in the City of San José; and;

B. City and Franchisee entered into that certain First Amendment to the Agreement
on December 18, 2012, to address various pre-processing issues City and Franchisee
entered into that certain Second Amendment to the Agreement on May 5, 2013, for the
purpose of modifying the revenue requirement assumption in the Request for Proposals
to true up and compensate Franchisee for the difference between the revenue
requirement for Year One and the actual revenue in two phases;

C. The City and Franchisee desire to amend the Agreement to clarify the
rate setting process for Rate Year Five through the remainder of the Term;

D. OnJune 21, 2011, the City adopted a Negative Declaration prepared for this project
under File No. PP10-157 in accordance with the requirements of the California
Environmental Quality Act.

NOW, THEREFORE, for good and valuable consideration, the amount and sufficiency of
which is hereby acknowledged, the City and Franchisee agree as follows:

SECTION 2: AMENDMENTS

The following amendments shall be made in the Agreement.
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2.1. Section 1.23.5 is added to the Agreement to read in full as follows:

1.23.5 |ILLEGALLY DUMPED MATERIAL

All waste, except Hazardous Waste other than Exempt Waste that has been
abandoned within the service district.

2.2.  Section 5.32 is added to the Agreement to read in full as follows:

5.32 lllegally Dumped Material.

5.32.1 General. Franchisee will provide a rear load collection vehicle route
each week for up to one eight (8) hour day each week to collect up to 50 tons of lllegally
Dumped Material each month. Once Franchisee has collected 50 tons of lllegally
Dumped Material in any calendar month, Franchisee may discontinue operating the
lllegally Dumped Material route until the beginning of the following month. Franchisee will
be solely responsible for providing necessary equipment, transport, and appropriate
personnel for the collection of lllegally Dumped Material. Franchisee must comply with
the requirements of Section 5.24 related to Hazardous Waste and hazardous material,
which might incidentally be included with the lilegally Dumped Material collected by
Franchisee. lllegally Dumped Material is assumed not to have originated from
Commercial Premises and will not be subject to Section 7.2, Minimum Diversion
Standards. The collection vehicles utilized as part of collection of lllegally Dumped
Material will be exempt from the requirements of Section 6.5.8 of this Agreement.

5.32.2 Written Operating Procedure. Franchisee must establish, ,
implement, and maintain written operating procedures for the collection and handling of
lllegally Dumped Material.

2.3. Section 8.1 of the Agreement is amended to read:

8.1 City Responsibility.

8.1.1 City will arrange for sufficient landfill disposal capacity for the
Disposal of Solid Waste and Residue at Newby Island Sanitary Landfill at the Disposal
Facility. Franchisee shall pay the Disposal Facility directly for the disposal of Solid
Waste and Residue from the Recyclable Material Processing Facility and the Organics
Processing Facility. Franchisee will be responsible for tracking and monitoring all
Residues delivered under this Agreement and shall submit tonnage backup information
with the monthly source reduction and recycling fees remitted and reports submitted to
City as required by Article 12.

8.1.2 Compensation to Franchisee for Organics Processing Residue will be
as follows:

8.1.2.1 Franchisee will not be compensated for the disposal of
Organics Processing Residue up to the first twenty-five percent (25.00%) of the total
tons delivered to the Organics Processing Facility.
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8.1.2.2 Franchisee will be compensated for the disposal of Organics
- Processing Residue up to twelve percent above the first twenty-five percent (25.01%-
37.00%) of the total tons delivered to the Organics Processing Facility. This amount will
be calculated by multiplying the applicable tons by the then current Municipal Solid Waste
Rate for disposal. This amount will be subtracted from the total amount owed to City in
source reduction and recycling fees by Franchisee, on a monthly basis.

8.1.2.3 Franchisee may include and be compensated for the
disposal cost of Organics Processing Residue in excess of thirty-seven percent (37.01%
and beyond) of total tons delivered to the Organics Processing Facility in the annual rate
adjustment application. This amount will be calculated by multiplying the applicable tons
by the then current Municipal Solid Waste Rate for disposal. This amount will be
considered an allowable Pass-Through expense in the annual rate adjustment
application.

8.1.3 Franchisee will be compensated for the disposal of lllegally Dumped
Material up to 50 tons each month at the current City Waste Rate for disposal under the
Franchisee’s separate Disposal Agreement (IDC) with the City. IDC will separately
invoice the City for disposal of these tons in a manner consistent with other disposal
tonnage delivered under the City's separate Disposal Agreement with IDC or other entity
upon its expiration.

2.4. Section 8.2.4 is added to the Agreement to read in full as follows:

8.2.4 Segregation and Disposal of lllegally Dumped Materials. Franchisee
will at its sole discretion deliver lllegally Dumped Material either for disposal at the Newby
Island Landfill or for processing at the Recyclable Materials Processing Facility in
accordance with Exhibit C-10 (“lllegally Dumped Material Plan”). If lilegally Dumped
Material is sent for disposal, City will compensate Franchisee for disposal of lllegally
Dumped Materials at the rate identified in Section 8.1.3 of this Amendment. Franchisee
will be responsible for tracking and monitoring all lllegally Dumped Material collected
under this Agreement and must submit fonnage backup information with the reports
submitted to City as required by Article 12.

2.5. Section 10.1 of the Agreement is amended to read as follows:
10.1 Definition.

10.1.1 Revenue Regquirement. Revenue requirement means the total
monies required to fund the cost of operations, profit, pass-through fees (including any
allowable pass-through portion of Organic Processing Facility Residue disposal cost
consistent with Section 8.1.2.3), Government Fees (Franchise Fees and Source
Reduction and Recycling Fees), Recyclable Material Processing costs, Organic
Processing Costs paid to the Organics Processing Contractor, taxes, insurance, bonds,
overhead, operations, profit and any other cost incurred in the performance of the
services and other costs allowed under this Agreement, as specified in Exhibit A-1 as
Franchisee's proposed Revenue Requirement for Rate Year One (in 2010 dollars).
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10.1.2 Maximum Service Rate. The maximum service rate means the
maximum amount Franchisee may charge the Customer for services provided under
these franchises.

10.1.3 Gross Rate Revenue. Gross rate revenue means the monies
Franchisee collects from the Customer for services rendered. The gross rate revenue
shall be the full, entire and complete compensation due to Franchisee for all labor,
equipment, material and supplies, Recyclable Material Processing costs, Organic
Processing Costs paid to the Organics Processing Contractor, any allowable pass-
through portion of Organic Processing Facility Residue disposal cost consistent with
Section 8.1.2.3, Government Fees (Franchise Fees and Source Reduction and
Recycling Fees), taxes, insurance, bonds, overhead, operations, profit and any other
cost incurred in the performance of the services and other costs allowed under Exhibit A-
1 to this Agreement.

2.6. Section 10.2 of the Agreement is amended to read as follows:

10.2 Maximum Service Rate Adjustment Application. Franchisee may apply for
an adjustment to the Maximum Service Rate once a year. All forms required to be
submitted with the application must be approved by the City. The application must, at a
minimum, include the following content:

10.2.1 Operational Information. Franchisee shall provide a spreadsheet
identifying the number of accounts by account type (i.e., Container size, Collection
frequency, and material type) by Line of Business. Operational information shall be
prepared for each Line of Business and shall be submitted on forms similar in format to
the Forms 1 through 4 of Exhibit A-1. Operational information includes, but is not limited
to:

e Tonnage Collected by Line of Business;

¢ Number of Containers in service by Line of Business;

e Set-out rates by Line of Business;

e Number of routes and annual route hours by Line of Business;
e Number and type of vehicles by Line of Business; and

e Number of personnel and annual route hour labor by Line of
Business.

10.2.2 Financial Statement. The application shall include financial
statement for the most recently completed year with a letter from an Area Controller
confirming accounting practices and certifying the accuracy of the financial statement.

10.2.3 Certification of Application. The application shall include a
certification that the signatory has the authority to bind Franchisee, the proposed
adjustment was prepared in accordance with this Article and the Second Revised Exhibit
A, and all significant information and documents required to independently review the
proposed adjustment will be made available to the City.
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10.2.4 Documentation of Calculation. Worksheets used to calculate
Franchisee’s Revenue Requirement and Maximum Service Rate for the coming year
must be prepared in a format consistent with the Second Revised Exhibit A. A cost-based
adjustment may require additional worksheets.

10.2.5 Report of Gross Rate Revenue. The statement of Gross Rate
Revenue for the most recently completed year shall provide the information by Line of
Business including, but not limited to: rate revenue and revenue received for regular
Collection service, on-call Collection service, and exira services.

10.2.6 Report of Disposal and Processing Cost Information. Franchisee
shall report the actual Disposal and Processing costs for the most recently completed
year beginning with the application to adjust the Maximum Service Rate for Year Three.
The report shall include a summary of tons Disposed and Processed each month.

10.2.7 Preparation of Supporting Documentation. Any supporting
documentation for all calculations, assumptions, and data used to determine the
proposed adjustment including, but not limited to, labor agreements, general ledger,
revenue and accounts receivable ledgers, Solid Waste transfer and Disposal tickets
(transfer, Disposal, and Processing); Quarterly Disposal Reports; Recyclable Material,
plant material, and Organic Material Transfer, Pre-Processing, and Processing
cost/invoices; and copies of index data.

2.7. Section 10.4 of the Agreement is amended to read as follows:

10.4.1 Index-based Adjustment. The index-based adjustment involves
various cost adjustment factors such as the percentage change in the consumer price
index and percentage change in the Organic Processing Costs paid to Organics
Processing Contractor to calculate the new Revenue Requirement and new Maximum
Service Rates. During the index-based adjustment process, changes are made to
calculated costs of the then- current year. Adjustments are not made to reflect actual
costs, actual changes in wages and benefits, actual changes in Customer account data
and service levels, or other actual changes.

The index-based adjustment process must be used to determine Maximum Service
Rates for any year in which a cost-based adjustment is not employed. The index-based
adjustment method may result in an increase or decrease to Maximum Service Rates. The
total increase to Maximum Service Rates in any given year may not exceed six percent
(6%); provided, however, this six percent (6%) cap shall not apply to the extent the
Maximum Service Rates are increased due to increases in the Organic Processing Costs
paid to the Organics Processing Contractor (as described in Section 2.3.5 and 2.6.5 of
this Second Revised Exhibit A), any allowable pass-through portion of Organic
Processing Facility Residue disposal cost consistent with Section 8.1.2.3, Governmental
Fees (Franchise Fees and Source Reduction and Recycling Fees), Changes in Law, or
City-directed changes in Franchisee’s scope of work.

10.4.2 Cost-based Adjustment. The cost-based adjustment involves a
detailed review of the Franchisee’s actual costs of service, projection of the Revenue
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Requirement for the coming year, and determination of the new Maximum Service Rates
to reflect the Revenue Requirement. The intent of performing the cost-based adjustment is
to minimize risks to Franchisee for changes in costs, the number of Customers, the
service level of Customers, and tonnage levels. The cost-based rate adjustment uses the
Franchisee’s actual cost of operations and operational statistics (staffing levels, routes,
route hours, Customers and their service levels, etc.) to calculate the Revenue
Requirement for the coming year. Actual costs are reviewed to identify allowable costs and
deduct non-allowable costs. Allowable costs that will be used in the calculation of the
Revenue Requirement for the coming year will be determined based on cost categories
and operating assumptions presented in the Final Proposed Costs. The actual allowable
costs will be adjusted using cost indices to calculate the Revenue Requirement for the

coming year.

The cost-based adjustment process may be used to determine Maximum
Service Rates for Years THREE and NINE and may, at either parties’ option, be used
to determine Maximum Service Rates in any year during the term of the agreement if
the index-based adjustment method results in an increase of greater than six percent
(6%) net of Organic Processing Costs paid to the Organics Processing Contractor,
any allowable pass-through portion of Organic Processing Facility Residue disposal
cost consistent with Section 8.1.2.3, Government Fees (Franchise Fees and Source
Reduction and Recycling Fees), Changes in Law, or City directed changes in
Franchisee’s scope of work. The cost-based adjustment method may result in an
increase or decrease to Maximum Service Rates. The total increase for any given
year cannot exceed six percent (6%); provided, however, this six percent (6%) cap
shall not apply to the extent the Maximum Service Rates are increased due to
increases in the Organic Processing Costs paid to the Organics Processing
Contractor (as described in Sections 2.3.5 and 2.6.5 of this Second Revised Exhibit
A), any allowable pass-through portion of Organic Processing Facility Residue
disposal cost consistent with Section 8.1.2.3, Government Fees (Franchise Fees,
and Source Reduction and Recycling Fees), Changes in Law, or City-directed
changes in Franchisee’s scope of work.

2.8. Section 10.7 of the Agreement is amended to read as follows:

10.7 Maximum Service Rate Adjustment Application Process Timeline. The table
below summarizes the adjustment method used to determine Maximum Service Rates
for each year and the dates the Franchisee must submit its application. If the Franchisee
does not submit the application on or before the required application date, no retroactive
adjustment will be allowed for the Franchisee to recover any lost revenue that would
have been collected had the Maximum Service Rate adjustments been implemented in
accordance with the prescribed schedule.
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Service Rate
Al

SR plication
- Submittal Date

el

Index—Bésed Adjustment plus

1 July 1, 2012 adjustments for changes in January 1, 2012

route personnel wage and

benefit costs and Disposal and

Processing Fees

Index-Based Adjustment plus
2 July 1, 2013 adjustments for changes in January 1, 2013

route personnel wage and

benefit costs and Disposal and

Processing Fees
3 July 1, 2014 Cost-Based Adjustment December 1, 2013
4 July 1, 2015 Index-Based Adjustment January 1, 2015
5* July 1, 2016 Index-Based Adjustment January 1, 2016
6* July 1, 2017 Index-Based Adjustment January 1, 2017
7* July 1,2018 Index-Based Adjustment January 1, 2018
8* July 1, 2019 Index-Based Adjustment January 1, 2019
9* July 1, 2020 Cost-Based Adjustment December 1, 2019
10*  July 1, 2021 Index-Based Adjustment January 1, 2021
11*  July 1, 2022 Index-Based Adjustment January 1, 2022
12*  July 1, 2023 Index-Based Adjustment January 1, 2023
13* July 1, 2024 Index-Based Adjustment January 1, 2024
14*  July 1, 2025 Index-Based Adjustment January 1, 2025
15* July 1, 2026 Index-Based Adjustment January 1, 2026

* City or Franchisee may exercise the option to conduct a Cost-Based Adjustment if the
Index-Based adjustment is greater than 6%, net of Organic Processing Costs paid to the
Organic Processing Contractor, any allowable pass-through portion of Organic
Processing Facility Residue disposal cost consistent with Section 8.1.2.3, Government
Fees (Franchise Fees and Source Reduction and Recycling Fees), Changes in Law, or
City-directed changes in Franchisee’s scope of work. _

** |f the Cost-Based Adjustment option is exercised by either party, otherwise the Index-
Based Adjustment will be used.
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2.9. Section 10.11 of the Agreement is deleted from the Agreement'in its entirety.
2.10. Section 10.12 of the Agreement is Amended to read as follows:

10.12 Excessive Glass Surcharge. In the event that Franchisee determines
through waste and material characterizations and route audits that excessive glass is
contained in Organic Material generated by a Customer, after Customer education is
performed, over a quarter of a percent (.25%) by weight per load and can not be removed
by commercially reasonable Pre-Processing efforts, Franchisee will be allowed to apply a
graduated glass contamination surcharge beginning at ten percent (10%) of the monthly
service charge that can be increased by ten percent (10%), but no more than a total of
fifty percent (50%), for each successive quarter that it continues. Prior to such charge the
Franchisee must document a minimum of three attempts to educate the customer that
shall include at a minimum one oral communication and two written communications with
pictures. City shall have the right to audit records to ensure excessive glass surcharge is

being applied appropriately.

In the event the Five Dollar ($5.00) per-ton glass surcharge becomes part of the
Organic Processing Fee(s) for Organic Streams Two, Three and Four, consistent with
Section 2.3.5 and 2.6.5 of the Second Revised Exhibit A, Franchisee and City agree that
Franchisee waives its right to apply graduated glass contamination surcharges in the
applicable Rate Year.

2.11. Section 14.1 of the Agreement is amended to read as follows:

141 Intent. Franchisee acknowledges and agrees that among City’s primary
goals in issuing the franchise are to ensure that the services are of the highest caliber,
that maximum diversion levels are achieved, and that all materials are put to the highest

and best use.

14.2 Liquidated Damages. In the event Franchisee fails to comply with the term
of this Agreement, Franchisee shall pay liquidated damages in the amounts specified in
Exhibit B. The payment of liquidated damages shall be remitted to the City on or before
the date specified in the notice of breach provided by City. Prior to imposing liquidated
damages, City shall give Franchisee written notice of any acts or omissions of
Franchisee that City contends may give rise to the imposition of liquidated damages by
City and allow Franchisee to respond per any cure provisions allowed under this
Agreement or to present additional information for consideration by City.

14.3 Exercise of Rights. City’s right to collect liquidated damages shall not
prevent City from exercising any other right or remedy, as set forth in this Agreement,
including the right to terminate this franchise, for Franchisee’s failure to comply with this
Agreement.

14.4 Diversion Incentive. For Rate Years Three and Nine, in which rates are set
using the operating ratio described in Exhibit A, the operating ratio used to determine
Franchisee’s compensation shall be adjusted downwards in the Franchisee’s favor by
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half a percent (.5%) for every percent of diversion above the annual diversion
requirement referenced in Section 7.2.

2.12. Exhibit C-10 is added to the Agreement to read as follows:

C-10 lllegally Dumped Materials Plan. Franchisee must prepare and submit and lllegally Dumped
Materials Plan to the City within 60 days of the execution of this Third Amendment. At a minimum,
the lllegally Dumped Material Plan must include a methodology for determining routes, dispatch,
coordinating collection with the City, and disposal reporting. The lllegally Dumped Material Plan
must be acceptable to the City. Upon approval of lllegally Dumped Material Plan Franchisee must
comply with the lllegally Dumped Material Plan.

SECTION 3: SECOND REVISED EXHIBIT A

3.1First Revised Exhibit A of the Franchises Agreement is hereby amended to read in
full as set forth in the SECOND REVISED EXHIBIT A, “MAXIMUM SERVICE RATES”
which is attached to and incorporated in this Third Amendment, and any reference to
the Exhibit A or the First Revised Exhibit A, whether or not the reference was changed
in this Third Amendment, refers to the Second Revised Exhibit A.

3.2Exhibit A-1, attached to the agreement as Attachment B, Exhibit B-3, is revised in
part to replace pages four and five (Form 2) with the following:
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SECTION 4:

All terms and conditions of the Franchises Agreement not specifically amended by this
Third Amendment will remain in full force and effect throughout the term of this

Agreement.

WITNESS THE EXECUTION HEREOF on the date written below each

party’s signature.

APPROVED AS TO FORM:

/%4;///} %wfgé/‘%/ﬁ

TEAH S. GOLDBERG /]
Sr. Deputy City Attorney / /
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“City”

City OF San José, a mummpa/ggrporatlon

JU@IE EDMONDS MARES
Deputy City Manager

Date: ""‘! §5! <

“Franchisee”

ALLIED WASTE SERVICES OF NORTH
AMERICA, Inc., a Delaware limited liability
company

By:

MICHAL A. CAPRIO *~
Area President
Northern California

Date: /r‘;Z//é//<
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1.1

SECOND REVISED EXHIBIT A
MAXIMUM SERVICE RATES

Definitions.

The maximum rate that the Franchisee may charge Customers for Commercial Services
shall be determined in accordance with procedures of this Article and this Second Revised
Exhibit A, Maximum Service Rates. The City shall have the sole and exclusive right to
change the relationship of individual Maximum Service Rates in comparison with other
Maximum Service Rates as City deems appropriate. Any such changes would occur
during the first Rate Year and/or in conjunction with the annual rate adjustment process
described in this Second Revised Exhibit A. Any such change to the rate structure shall
result in the same revenue requirement had the rate structure remained the same.

1263198_2

e “Annual Percentage Change” means the annual percentage change in any

of the indices defined below, or six percent (0.06), whichever is less, with the
exception that the Annual Percentage Change in the Natural Gas Index shall
not be capped at six percent (0.06).

The Annual Percentage Change in an index is calculated by subtracting the
Average Index Value for the 12-month period ending October 31 of the most
recently completed Rate Year from the Average Index Value for the 12-month
period ending October 31 of the then-current Rate Year and dividing the result
by the Average Index Value for the 12-month period ending October 31 of the
most recently completed Rate Year.

For example, if the Franchisee is calculating Franchisee’s Revenue
Requirement for Rate Year Four to include in its January 1, 2015 Maximum
Service Rate Adjustment Application, the Annual Percentage Change for the
CPI-W would be calculated as follows:

[(Average CPI-W for November 2013 through October 2014) minus (Average
CPI-W for November 2012 through October 2013)] divided by (Average CPI-W
for November 2012 through October 2013)

The calculated Annual Percentage Change shall be carried to three places to
the right of the decimal and rounded to the nearest thousandths.

“Adjusted Rate Year Three Revenue Requirement” means the Unadjusted
Rate Year Three Revenue Requirement plus the Rate Year Two Carryover
Component.

“Average Index Value” means the sum of the monthly index values during the
12- month period ending in October 31 divided by 12 (in the case of indices
published monthly) or the sum of the bi-monthly index values divided by 6 (in
the case of indices published bi-monthly).
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“CPI-W” means 95% of the Consumer Price Index, U.S. City Average, Garbage
and Trash Collection, Not Seasonally Adjusted, compiled and published by the
U.S. Department of Labor, Bureau of Labor Statistics (Series ID:
CUUROO00SEHGO02). The October 2008 CPI-W was 371.155.

“Direct Costs” includes all costs directly attributable to Collection services
including route labor, route vehicles and maintenance thereof, fuel for
route vehicles, Processing, and vehicle and Container depreciation.

“Final Proposed Costs” include the costs, operating statistics, and
Maximum Service Rates presented in this revised Exhibit A-1 for one or
more of the following: (i) modification to the scope of services; (ii) any
unique conditions or contract terms; and (iii) any other changes agreed
upon by the Parties.

“Government Fees” means the fees established under Articles 19.1, 19.2,
and 19.4 of this Agreement, and any other new or increased federal, state,
county or other local agency fees.

“Line of Business” refers to the type of service provided to Customers as
described on the Final Proposed Cost forms contained in this revised
Exhibit A-1.

“Natural Gas Index” means the PG&E Compressed Natural Gas
Schedule G— NGV2.

“Net Recyclable Material Processing Cost (or Revenue)” means the
Recyclable Material Processing costs less revenue earned from the sale of
Recyclable Material.

“NIRRP Processing Costs” means the costs incurred from the
separation and removal of Recyclable Material, Contamination, and/or
Exempt Waste from the Organic Material Collected and Delivered to the
Newby Island Resource Recovery Park (NIRRP), prior to the Delivery to
the City’s Organic Processing Facility.

“Organic Processing Costs” means the sum total of the per-ton fees
paid to the City’s Organic Pracessing Contractor for the processing of
the Organic Streams.

‘Rate Year Two Carryover Component” means the amount
calculated in accordance with Section 2.3.9 of the First Revised
Exhibit A.

“Unadjusted Rate Year Three Revenue Requirement’ means the Rate Year

Three Revenue Requirement calculated in accordance with Section 2.3 of the
First Revised Exhibit A.
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1.2 Indices.

Table 1 provides additional information about the indices described above.

TABLE 1 — Indices

Expense Labor, Vehicle- Fuel
Category Related Costs, and ue
Other Costs
Specified PG&E
Description | prISSa92 o1 OPl | Gompressed
Trash Collection, Natural Gas
U.S. City Average Schedule G—
NGV2.

Series ID CUUROOOOSEHGO02 Schedule G

NGV2
Adjusted th seasonally Not
adjusted seasonally
adjusted
Group U.S. City Average NA
Item Garbage and Trash Commercial
Collection natural gas
Base Period | Dec 1983=100 199012
Periodicity | Monthly Monthly

If an index is discontinued, the successor index with which it is replaced will be used
for subsequent calculations. If no successor index is identified by the Bureau of Labor
Statistics, the index published by the Bureau which is most comparable will be used.

1263198 _2
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1.3 Recyclable Material Sale Revenue. Franchisee shall retain all revenues,

including California Redemption/Refund Value (“CRV”) and beverage container processing fees
from the sale of material recovered through the Processing of material Collected under this
Agreement. Franchisee may not seek to recover from the Customer or the City additional
revenue to offset any shortage in the revenue from the sale of Recyclable Material. During the
term of this Agreement Recyclable Material Sale Revenue shall not be utilized in the calculation
of the Gross Rate Revenues or any Revenue Requirement.

SECTION 2.1 NO LONGER APPLIES IN ITS ENTIRETY:

2.1 Maximum Service Rates for Rate Year One. Franchisee shall calculate
adjustments to its Final Proposed Costs to determine Franchisee’s Revenue Requirement and
Maximum Service Rates for Rate Year One.

2.1.1 Calculation of Changes in Cost Indices (Step 1). The first step in
determining Maximum Service Rates for Rate Year One is to calculate the changes in the cost
indices to be used to adjust various cost categories of the Franchisee’s Final Proposed Costs.
For the purposes of this Section, the following cost adjustment factors shall be calculated as
follows:

21.1.1 Specified Percentage of the Consumer Price Index, (CPI-
W) Adjustment Factor. The CPI-W Rate Year One adjustment factor shall equal the results of

the following calculation to yield a two-Rate Year Annual Percentage Change to bring costs
from 2010 dollars to 2012 dollars:

[(1.00 + ((A - B) / B)) x (1.00 + ((A — B) / B))], whereas:
A= The Average Index Value for the 12-month period ending October 2011
B= The Average Index Value for the 12-month period ending 2010

For example, if the result of Step 1 is 1.03, the Annual Percentage Change
would equal 1.061, which is 1.03 multiplied by 1.03. The CPI-W adjustment
factor shall be rounded to the nearest thousandth.

2.1.1.2 PG&E Compressed Natural Gas Schedule G—NGV2.
(Natural Gas Index) Adjustment Factor. The Natural Gas Index adjustment factor
shall equal the results of the following calculation to yield a two-Rate Year Annual
Percentage Change to bring costs from 2010 dollars to 2012 dollars:

[(1.00 + ((A - B) / B)) x (1.00 + ((A — B) / B))], whereas:
A= The Average Index Value for the 12-month period ending October 2011
B= The Average Index Value for the 12-month period ending 2010.

For example, if the result of Step 1 is 1.03, the Percentage

Change would equal 1.061, which is 1.03 multiplied by 1.03. The

1263198_2
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Natural Gas Index adjustment factor shall be rounded to the
nearest thousandth.

2.1.2 Calculation of Revenue Requirement for Rate Year One (Step 2). The
second step in determining the Maximum Service Rates for Rate Year One is to calculate the
Franchisee's Revenue Requirement for Rate Year One by summing: 1) Franchisee’s proposed
costs for each Line of Business shown on Forms 6A, 6B, and 6C of the Franchisee’s Final
Proposed Costs adjusted to reflect general inflation or deflation, Organic Processing Cost paid
to the Organic Processing Contractor and Government Fees.

" The Franchisee’s Revenue Requirement for Rate Year One shall be calculated as

follows:

b)

f)

1263198_2

2.1.2.1 Total Annual Cost of Operations.

Regular, Overtime, Holiday, Vacation, and Sick Leave Wages
(Wages). Rate Year One Wages shall be calculated by
multiplying the proposed Wages on Forms 6A, 6B, and 6C by a
pre-determined percentage of the CPI-W Adjustment Factor.

Workers Compensation Insurance Premiums and Claims.
Rate Year One Workers Compensation Insurance Premiums and
Claims shall be calculated by multiplying the proposed Workers
Compensation Insurance Premiums and Claims on Forms 6A,
6B, and 6C by a pre-determined percentage of the CPI-W
Adjustment Factor.

Health & Welfare. Rate Year One Health & Welfare costs shall be
calculated by multiplying the proposed Health & Welfare costs on
Forms :

BA, 6B, and 6C by a pre-determined percentage of the CPI-W
Adjustment

Factor.

Payroll Taxes. Rate Year One Payroll Taxes shall be calculated
by multiplying the proposed Payroll Taxes on Forms 6A, 6B, and
6C by a pre-determined percentage of the applicable CPI-W
Adjustment Factor.

Other Labor-Related Costs. Rate Year One Other Labor-Related
Costs shall be calculated by multiplying the proposed Other Labor-
Related

- Costs on Forms 6A, 6B, and 6C by a pre-determined percentage of the

CPI-W Adjustment Factor.

Vehicle-Related Costs (excluding Diesel Fuel and Natural Gas).
Rate Year One Vehicle-Related Costs shall be calculated by
multiplying the proposed Vehicle-Related Costs on Forms 6A, 6B,
and 6C by a pre- determined percentage of the CPI-W Adjustment
Factor.

-17 -




g9)

)

k)

0)

Natural Gas Costs. Rate Year One Natural Gas costs shall be
calculated by multiplying the proposed Natural Gas costs on
Forms 6A,

6B, and 6C by the Natural Gas Adjustment Factor.

Transport Costs. Rate Year One Transport Costs shall be
calculated by multiplying the proposed Transport Costs on Forms
BA, 6B, and 6C by a pre-determined percentage of the CPI-W
Adjustment Factor.

Other Costs. Rate Year One Other Costs shall be calculated by
multiplying the proposed Other Costs on Forms 6A, 6B, and 6C by
a pre- determined percentage of the CPI-W Adjustment Factor.

Direct Depreciation. Rate Year One Direct Depreciation shall be
calculated by multiplying the proposed Direct Depreciation on
Forms 6A, 6B, and 6C by a pre-determined percentage of the CPI-
W Adjustment Factor.

Allocated General and Administrative Costs. Rate Year One
Allocated General and Administrative Costs shall be calculated by
multiplying the proposed Allocated General and Administrative
Costs on Forms 6A, 6B, and 6C by a pre-determined percentage of
the CPI-W Adjustment Factor.

Allocated Vehicle Maintenance Costs. Rate Year One Allocated
Vehicle Maintenance Costs shall be calculated by multiplying the
proposed Allocated Vehicle Maintenance Costs on Forms 6A, 6B,
and 6C by a pre-determined percentage of the CPI-W Adjustment
Factor.

Allocated Container Maintenance Costs. Rate Year One
Allocated Container Maintenance Costs shall be calculated by
multiplying the proposed Allocated Container Maintenance Costs
on Forms 6A, 6B, and 6C by a pre-determined percentage of the
CPI-W Adjustment Factor.

Allocated Depreciation and Start-Up Costs. Rate Year One Allocated

Depreciation and Start-Up Costs shall be calculated by multiplying the

proposed Allocated Depreciation and Start-Up Costs by a pre-determined

percentage of the CPI-W Adjustment Factor.

Total Annual Cost of Operations. Rate Year One Total Annual Cost of

Operations shall equal the sum of the calculated Rate Year One costs.

2.1.2.2 Profit. Profit shall be calculated by dividing the Rate Year One
Total Annual Cost of Operations by the operating ratio of 0.8529 and subtracting from the result

the Rate Year One Total Annual Cost of Operations.

Factor.
1263198 _2

2.1.2.3 Pass-Through Costs. Rate Year One Pass-Through Costs (which
includes interest) shall be calculated by multiplying the proposed Pass-Through Costs (which
includes interest) on Forms 6A, 6B, and 6C by a specified percentage of the CPI-W Adjustment:
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2.1.2.4 NIRRP Processing Costs. Rate Year One NIRRP Processing
Costs shall be calculated by multiplying the proposed Organic Pre-Processing Costs on Forms
BA, 6B, and 6C by a specified percentage of the CPI-W Adjustment Factor.

2.1.2.5 Organic Processing Costs. Rate Year One Organic Processing
Costs shall be $6,000,000.

2.1.2.6 Government Fees. Rate Year One Government Fees as defined
in Section 1.1 of this Exhibit A.

2.1.2.7 Revenue Requirement. Rate Year One Total Franchisee
Revenue Requirement shall equal the sum of:

M Total Cost of Operations;

O Profit;

[0Pass-Through Costs;

[INIRRP Processing Casts;

N Organic Processing Costs paid to the Organic Processing Contractor; and
OGovernment Fees.

2.1.3 Calculation of Maximum Service Rates for Rate Year One. The
Maximum Service Rate Adjustment Factor shall equal the Revenue Requirement for
Rate Year One divided by the Revenue Requirement presented on Form 5 of the

Franchisee’s Final Proposed Costs for Rate Year One as presented in Exhibit A-1. The
Maximum Service Rates for Rate Year One shall be calculated by multiplying the Final
Proposed Maximum Service Rates for Rate Year One as presented in Exhibit A-1 by the
Maximum Service Rate Adjustment Factor. The adjustment to each fee shall be rounded
to the nearest cent.

2.2 Maximum Service Rates for Rate Year Four. The Maximum Service Rates for
Rate Year Four shall be calculated by multiplying the Rate Year Three Maximum Service Rates
by 1.0400 (4.0 percent increase). The adjustment for each service rate shall be rounded to the
nearest cent.

2.2.1 Franchisee’s Revenue Requirement for Rate Year Four. Franchisee’s
Revenue Requirement for Rate Year Four shall be set at $57,405,917 which includes '
$7,319,949 for Organic Processing Costs paid to the Organics Processing Contractor,
$286,759 for the allowable pass-through portion of Organic Processing Facility Residue
disposal cost consistent with Section 8.1.2.3, $11,342,178 for Franchise Fees under Section
19.1, and $2,904,000 for Source Reduction and Recycling Fees under Section 19.2.

This Revenue Requirement will be adjusted per the Agreement in future years.

2.3 Cost-Based Rate Adjustment Method The City must use the cost-based rate
adjustment method to adjust Maximum Service Rates in any year where a cost-based
adjustment option is exercised under Section 10.4. Cost-based adjustments may be employed
in Rate Year Three and Nine or at either party’s option if the index-based adjustment method
results in an increase greater than six percent (6%), net of Organic Processing Costs paid to

1263198_2
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the Organics Processing Contractor, any allowable pass-through portion of Organic Processing
Facility Residue disposal cost consistent with Section 8.1.2.3, Government Fees (Franchise
Fees and Source Reduction and Recycling Fees), Changes in Law, or City-directed changes in
Franchisee’s scope of work.

The Franchisee’s Revenue Requirement for the coming Rate Year (i.e., Rate Years Three or
Nine) shall be calculated in the manner described in this Section.

2.3.1 Calculating Total Annual Cost of Operations.

Total Annual Cost of Operations. Franchisee's financial statement(s) and books and
records shall be reviewed to determine Franchisee's cost for the most-recently
completed Rate Year (i.e., Rate Years One or Seven) to perform all the services in the
manner required by this Agreement for each of the following cost categories:

i. Calculated labor-related costs
ii. Calculated vehicle-related costs (excluding fuel)
ii. Calculated fuel costs
iv.  Calculated Transport costs
v. Calculated other costs (as defined on Cost Form 6 of Exhibit A-1)
vi.  Direct depreciation costs

vii.  Calculated allocated general and administrative costs (labor, vehicle, fuel
and other costs)

viii.  Calculated allocated vehicle maintenance costs (labor, vehicle, fuel and
other costs)

ix. Calculated allocated container maintenance costs (labor, vehicle,‘fuel
and other costs)

x.  Calculated allocated depreciation and start-up costs

xi.  Calculated NIRRP Processing Costs as defined in Section 2.3.4 of this
Second Revised Exhibit A.

Below are several examples of how operating statistics and ratios may be used to
determine costs. This list is provided for example purposes only.

0 Labor costs related to Drop Box Collection vehicle drivers will be labor
costs related to the number of allowable Drop Box routes, which shall
be determined by dividing the actual average number of pulls per day
by the proposed number of Drop Box pulls per day per route as
presented on Form 2 of the Exhibit A-1.

0 Labor costs for Customer Service Representatives (“CSR”) shalll
correlate to the number of allowable CSRs, which shall be determined
by multiplying the actual number of customers by the ratio of proposed
CSRs to the number of customers assumed for the proposal.

1263198_2
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[1 Collection vehicle fuel costs for Bin Service will be related to the

average annual gallons of fuel per route per Form 2 of Exhibit A-1
and the number of Bin Collection routes, which shall be determined
by dividing the actual average number of lifts per day by the
proposed number of Bin lifts per day per route as presented on Form
2 of the Exhibit A-1. :

Prohibited Costs. Franchisee shall adjust Total Annual Cost of Operations for most-
recently completed Rate Year by deducting non-allowable costs. Non-allowable costs
include, but are not limited to, the following:

1263198_2

i)

Xi)
Xii)
Xiii)

Costs that are not consistent with cost categories presented by
Franchisee in its Final Proposed Costs in Exhibit A-1.

Labor and equipment costs for personnel and vehicles that are
not specified in Exhibit A-1 and/or are in excess of that
determined to be allowable based on operating statistics,
ratios, and other factors.

Payments to directors and/or owners of Franchisee unless paid
as reasonable compensation for services actually rendered.

Payments to repair damage to property of third parties or the
City for which Franchisee is legally liable.

Fines for penalties of any nature.

Liquidated damages assessed under this Agreement.
Federal or State income taxes.

Charitable or political donations.

Depreciation or interest expense for Collection vehicles, Containers,
other equipment, offices and other facilities if such items are leased
as specified in Exhibit A-1 and/or are in excess of that determined to
be allowable based on operating statistics, ratios, and other factors.

Payments to related-party entities for products or services, in
excess of the cost to the related-party entities for those products
or services. This prohibition however does not apply to the rate for
the delivery of Solid Waste under the City’s disposal agreement
with the operator of the Newby Island Sanitary Landfill, which will
be an allowable cost to Franchisee for the disposal of residue at
said landfill and which rate (as adjusted from time to time per the
disposal agreement) shall apply to the delivery of the Organic
Processing Contractor’s delivery of its residue to the landfill.

Goodwill.
Unreasonable profit sharing distributions.

Depreciation and interest expenses in excess of that specified on Forms
6 and 10 in Exhibit A-1 including costs for replacement of

Containers because the useful life of such containers was less

than anticipated, and/or are in excess of that determined to be
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Xiv)

XV)

XVi)

Xvii)

xviil)

allowable based on operating statistics, ratios, and other
factors.

Bad debt write offs in excess of one and one half percent
(1.5%) of billed revenue.

Attorney fees and other expenses incurred by Franchisee arising
from any act or omission in violation of this Agreement.

Costs incurred to Dispose of Organic Processing Residue under thirty-
seven percent (37%) of the total tons delivered to the Organics Processing
Facility. ,
Reloading, transfer, and exempt waste surcharges paid to the Organic
Processing Contractor.

Costs incurred in the colleétion, transport, handling and disposal of
Illegally Dumped Material.

Allowable Cost Methodology. Calculated Total Annual Cost of Operations for the
coming Rate Year (i.e., Rate Year Three or Nine) shall be calculated in the following

manner:

1263198_2

.i)

ii)

L abor-related costs shall be calculated for the coming Rate Year
by multiplying (a) the allowed labor-related costs for the most-
recently completed Rate Year by: 1 plus a pre-determined
percentage of the Annual Percentage Change in CPI-W, and (b)
multiplying the result of step (a) by: 1 plus specified percentage
of the Annual Percentage Change in CPI-W.

Vehicle-related costs (excluding fuel costs) shall be calculated for
the coming Rate Year by (a) multiplying the allowed vehicle-related
costs for the most-recently completed Rate Year by: 1 plus a pre-
determined percentage of the Annual Percentage Change in the
CPI-W, and (b) multiplying the result of step (a) by: 1 plus specified
percentage of the Annual Percentage Change in CPI-W.

Fuel costs shall be calculated for the coming Rate Year by (a)
multiplying the Allowed fuel costs for the most-recently completed
Rate Year by: 1 plus the Annual Percentage Change in the PG&E
Compressed Natural Gas Schedule G—NGV2., and (b) multiplying
the result of step (c) by the same percentage changed used in step
one.

Transport costs shall be calculated for the coming Rate Year by
multiplying (a) the allowed transport costs for the most-recently
completed Rate Year by: 1 plus specified percentage of the Annual
Percentage Change in CPI-W, and (b) multiplying the result of step (a)
by: 1 plus a specified percentage of the Annual Percentage Change in
CPI-W.

Other costs shall be calculated for the coming Rate Year by (a)
multiplying the allowed other-related costs for most-recently
completed Rate Year by: 1 plus a pre-determined percentage of the
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vi)

vii)

viii)

Xi)

Annual Percentage Change in CPI-W, and (b) multiplying the result
of step (a) by: 1 plus specified percentage of the Annual Percentage
Change in CPI-W.

Direct depreciation expense shall be the amount of the Rate Year
One direct depreciation expenses.

Allocated general and administrative labor-related, vehicle-related
and other costs shall be calculated for the coming Rate Year by (i)
multiplying the allowed allocated general and administrative costs
for most-recently completed Rate Year by: 1 plus specified
percentage of the Annual Percentage Change in CPI-W, and (ii)
multiplying the result of step (i) by: 1 plus the Annual Percentage
Change in CPI-W

Allocated vehicle maintenance labor-related, vehicle-related and
other costs shall be calculated for the coming Rate Year by (i)
multiplying the allowed allocated vehicle maintenance labor-related,
vehicle-related and other costs for most-recently completed Rate
Year by: 1 plus specified percentage of the Annual Percentage
Change in CPI-W, and (ii) multiplying the result of step (i) by: 1 plus
the Annual Percentage Change in CPI-W

Allocated container maintenance labor-related, vehicle-related and
other costs shall be calculated for the coming Rate Year by (i)
multiplying the allowed allocated container maintenance labor-
related, vehicle-related and other costs for most-recently completed
Rate Year by: 1 plus a specified percentage of the Annual
Percentage Change in CPI-W, and (ii) multiplying the result of step
(i) by: 1 plus the Annual Percentage Change in CPI-W

Allocated depreciation expense and start-up costs shall be the
amount of the Rate Year One allocated depreciation expense and
start-up costs.

The Total Annual Cost of Operations for the coming Rate Year shall
equal the sum of the following costs, which shall have been
calculated in accordance with procedures in this Section:

(1)  Labor-related costs

(2)  Vehicle-related costs (excluding fuel costs)
(3)  Fuel costs

(4)  Transport costs

(5)  Other costs

(6)  Direct depreciation expense

(7)  General and Administrative allocated labor, vehicle, fuel,
and other costs

(8)  Vehicle Maintenance allocated labor, vehicle, fuel, and other costs
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(9) Container Maintenance allocated labor, vehicle, fuel, and
other costs

(10)  Allocated depreciation and start-up costs

2.3.2 Profit. Franchisee shall calculate its Profit for the coming Rate Year by
dividing the Total Annual Cost of Operations for the coming Rate Year by an operating ratio of

0.8529 and subtracting from the result the Total Annual Cost of Operations for the coming Rate
Year.

Total Annual Cost of Operations Total Annual Cost of
Profit = for Coming Rate Year - Operations for Coming Rate

0.8529 Year

1263198_2
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2.3.3 Pass-Through Costs. Pass-Through Costs (which includes interest) for
Rate Years Three through Fifteen shall equal the amount of the Rate Year One Pass-Through
Costs plus any adjustments for processing and disposal costs as well as newly enacted, or
increases to existing, Government Fees or costs associated with Changes in Law. Pass-
through costs may include any allowable pass-through portion of Organic Processing Residue
disposal costs consistent with Section 8.1.2.3.

2.3.4 NIRRP Processing Costs. The NIRRP Processing Costs will be calculated
for the most-recently completed twelve-month period ending October 31. The projected NIRRP
Processing Costs for the coming Rate Year shall be calculated by multiplying the NIRRP
Processing Costs for the then-current Rate Year by one plus the Annual Percentage Change in
the specified percentage of the CPI-W, CUURO000SEHGO02.

2.3.5 Organic Processing Costs. The Organic Processing Cost will be the
result of multiplying the per-ton Organic Processing Fee(s) at the Organic Processing Facility
for the coming Rate Year by the total Tons of Organic Material delivered to the City's Organic
Processing Facility for the most-recently completed twelve-month period ending October 31
(separately by Organic Stream and processing method), based on tonnage information
provided by the City. The projected per-ton Organic Processing Fee(s) for the coming Rate
Year shall be determined in accordance with the City’s Organic Processing agreement (by
Organic Stream and processing method).

In Rate Year Four, a Five Dollar ($5.00) per-ton glass surcharge was added to the per-ton
Organic Processing Fees for Organic Streams Two, Three and Four. In Rate Year 5 and future
Rate Years, to address glass in the organics materials sent to the Organics Processing Facility -
in excess of the Organic Streams Two, Three and Four requirements, the City and the
Organics Processing Contractor may incorporate a per-ton glass surcharge into the City’s
Organics Processing agreement as a separate fee or by adding the glass surcharge into the
base component per-ton Organic Processing Fee(s) by Organic Stream and processing
method (i.e. consolidated per-ton fees inclusive of the glass surcharge). In the event the City
and the Organics Processing Contractor do not agree to adding a separate fee or a glass
surcharge into the consolidated per-ton fees and the Organics Processing Contractor
continues to charge Franchisee the per-ton glass surcharge of $5.00 per ton, as adjusted by
the CPI-U (“Adjusted Glass Surcharge”) for glass removal or excessive glass handling, then
the Adjusted Glass Surcharge will be included in the Organic Processing Costs for Organic
Streams Two, Three and Four.

Any glass surcharge amount in excess of the Adjusted Glass Surcharge, will be subject to the
City’s approval whether incorporated into the Organics Processing agreement or agreed upon
separately between the Organics Processing Contractor and Franchisee.

PARAGRAPH TWO OF THIS SECTION 2.3.5 NO LONGER APPLIES:

Notwithstanding the foregoing, for Rate Year 3, the Organic Processing Cost will be the
result of multiplying the per-ton Organic Processing Fees (separately for each Organic

Stream and processing method) at the Organic Processing Facility for the coming Rate
Year by the total Tons of Organic Material delivered to the City’s Organic Processing

1263198_2
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Facility for the twelve-month period ending December 31, 2013 (separately by Organic
Stream and processing method), based on tonnage information provided by the City.

2.3.6 Government Fees. All Government Fees (as defined in Section 1.1 of this
Second Revised Exhibit A).

2.3.7 Other Adjustments. If the Franchisee obtains grant funds or subsidies
from the City or other agency that are used to offset costs associated with provision of service,
the annual amount of funds Franchisee received or is calculated to receive through these other
sources will be reflected as an adjustment. In such case, the adjustment would be a reduction
to the Maximum Service Rates since Franchisee has secured funds from other sources to cover
a portion of the costs.

2.3.8 Franchisee’s Revenue Requirement in Cost-Based Years. The
Franchisee’s Revenue Requirement for cost-based adjustment Rate Years (i.e.: Rate Year
Nine) shall equal the sum of the Total Cost of Operations, Profit, Pass-Through Costs
(including any allowable pass-through portion of Organic Processing Residue disposal
costs consistent with Section 8.1.2.3), NIRRP Processing Cost, Organic Processing Costs
paid to the Organic Processing Contractor, Government Fees (Franchise Fees and Source
Reduction and Recycling Fees) for the coming Rate Year.

SECTION 2.3.9 NO LONGER APPLIES:

2.3.9 Franchisee’s Revenue Requirement for Rate Year Three. For Rate Year
Three, the Unadjusted Rate Year Three Revenue Requirement shall be calculated per the

Agreement. The Unadjusted Rate Year Three Revenue Requirement shall be adjusted to
include the Rate Year Two Carryover Component. The Rate Year Two Carryover Component
shall be calculated as follows:

O Franchisee’s actual billings for services provided for the period beginning
July 1, 2013 through December 31, 2013 will be multiplied by 2, and provided
to the City by February 1, 2014 along with a monthly billing detail.

00 The result of this calculation will represent the projected annualized Rate Year
Two billing.

0 The annualized Rate Year Two billing will be subtracted from the Revenue
Requirement for Rate Year Two of $54,080,894.

[l The difference in total dollars (whether positive or negative) will represent
the Rate Year Two Carryover Component. The Rate Year Two Carryover
Component will be added to, if positive or subtracted from, if negative the
Unadjusted Rate Year Three Revenue Requirement to calculate the
Adjusted Rate Year Three Revenue Requirement. City and Franchisee
agree that the Rate Year Two Carryover Component is a one-time one
year adjustment and will not be included in the Rate Year Four Revenue
Requirement as set forth in Section 2.6.9 of this First Revised Exhibit A.

2.4 Maximum Service Rate Adjustment Factor in Cost-Based Years. The Maximum
Service Rate Adjustment Factor for cost-based adjustment Rate Years shall equal the
Franchisee’s Revenue Requirement for the coming Rate Year divided by the Revenues from
Maximum Service Rates for the most-recently completed 12-month period ending October 31.
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The Revenues from Maximum Service Rates for this 12-month period shall be adjusted to
reflect the most recent Maximum Service Rate adjustment, by applying the most recent
Maximum Service Rate Adjustment Factor to Revenues from Maximum Service Rates for
November through June and adding the sum of those adjusted Revenues to the Revenues for
July through October so that all Revenues reported are based on the same effective Maximum
Service Rates. The Maximum Service Rate Adjustment Factor shall be rounded to the nearest
ten thousandth (e.g. 0.0001) and capped at 1.0600, net of Organic Processing Costs paid to
the Organics Processing Contractor, any allowable pass-through portion of Organic Processing
Facility Residue disposal cost consistent with Section 8.1.2.3, Government Fees (Franchise
Fees and Source Reduction and Recycling Fees), Changes in Law, or City-directed changes in
Franchisee’s scope of work.

2.5 Adjustment of Maximum Service Rates. Each then-current Maximum Service
Rate shall be multiplied by the Maximum Service Rate Adjustment Factor to calculate the
effective Maximum Service Rate for the coming Rate Year. The adjustment to each fee shall
be rounded to the nearest cent.

2.6 |ndex sed Ra jiu
adjustment is appropriate in accordance ith section 10.4, Franchisee shall calculate the
index-based adjustments to Maximum Service Rates. The adjustments shall be calculated
separately for Direct Costs related to each Line of Business and for each category of Indirect
Costs; and then totaled for calculation of the Franchisee's Revenue Requirement. The cost
categories of the main components of Franchisee’s Revenue Requirement are presented in
detail in Table 3. Adjustments to these components shall be calculated as follows:

2.6.1 Total Annual Cost of Operations. |

a) Labor-Related Costs. The Labor-Related Costs component for the
coming Rate Year shall be calculated by multiplying the Labor-
Related Costs component of Franchisee’s Revenue Requirement for
the then-current Rate Year by one plus a pre- determined percentage
of the Annual Percentage Change in the CPI-W.

b) Vehicle-Related Costs (excluding Fuel). The Vehicle-Related
Costs component for the coming Rate Year shall be calculated by
multiplying the Vehicle-Related Costs component of Franchisee’s
Revenue Requirement for the then-current Rate Year by one plus a
pre-determined percentage of the Annual Percentage Change in the
CPI-W

c) Fuel Costs. The Fuel Cost component for the Coming Rate Year
shall be calculated by multiplying the Fuel Cost component of
Franchisee’s Revenue Requirement for the then-current Rate Year by
one plus the Annual Percentage Change in the Natural Gas Index.

d) Transport Costs. Transport costs for the coming Rate Year shall be
calculated by multiplying the Transport Cost component of the
Franchisee’s Revenue Requirement for the then-current Rate
Year by one plus a pre-determined percentage of the Annual

Percentage Change in the CPI-W.
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e) Other Costs. The Other Costs component for the coming Rate Year
shall be calculated by multiplying the Other Costs component of the
Franchisee’s Revenue Requirement for the then-current Rate Year by
one plus a pre-determined percentage of the Annual Percentage
Change in the CPI-W. ‘

f) Direct Depreciation. Direct depreciation expense shall be the
amount of the Rate Year One direct depreciation expenses.

g) Allocated General and Administrative Labor, Vehicle, Fuel, and
Other Costs. The Allocated General and Administrative Labor,
Vehicle, Fuel, and Other Costs component for the coming Rate Year
shall be calculated by multiplying the Allocated Costs (Labor, Vehicle,
Fuel, and Other Costs) component for the then- current Rate Year by
one plus a pre-determined percentage of the Annual Percentage
Change in the CPI-W. -

h) Allocated Vehicle Maintenance Labor, Vehicle, Fuel, and
Other Costs. The Allocated Vehicle Maintenance Labor, Vehicle,
Fuel, and Other Costs component for the coming Rate Year shall be
calculated by multiplying the Allocated Vehicle Maintenance Costs
(Labor, Vehicle, Fuel, and Other Costs) component for the then-
current Rate Year by one plus a pre-determined percentage of the
Annual Percentage Change in the CPI-W.

i) Allocated Container Maintenance Labor, Vehicle, Fuel, and
Other Costs. The Allocated Container Maintenance Labor, Vehicle,
Fuel, and Other Costs component for the coming Rate Year shall be
calculated by multiplying the Allocated Container Maintenance Costs
(Labor, Vehicle, Fuel, and Other Costs) component for the then-
current Rate Year by one plus a pre- determined percentage of the
Annual Percentage Change in the CPI-W.

j) Allocated Depreciation and Start-Up Costs. Allocated
depreciation expense and start-up costs shall be the amount of the
Rate Year One Allocated depreciation expense and start-up costs.

K) Total Annual Cost of Operations. The Total Annual Cost of
Operations for the coming Rate Year equals the sum of the costs
calculated in Sections (a) through (j) above.

2.6.2 Profit. Profit for the coming Rate Year will be calculated by dividing the
Total Annual Cost of Operations for the coming Rate Year by an operating ratio of 0.8529 and
subtracting from the result the Total Annual Cost of Operations for the coming Rate Year.

Total Annual Cost of Operations Total Annual Cost of
Profit = for Coming Rate Year - Operations for Coming Rate
0.8529 Year
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2.6.3 Pass-Through Costs. Pass-Through Costs (which includes interest)
for Rate Years Four through Fifteen shall equal the amount of the Rate Year One Pass-
Through Costs plus any adjustments for processing and disposal costs as well as newly
enacted, or increases to existing, Government Fees or costs associated with Changes in
Law. Pass-through costs may include any allowable pass-through portion of Organic
Processing Residue disposal costs consistent with Section 8.1.2.3.

2.6.4 NIRRP Processing Costs. The NIRRP Processing Costs for the
coming Rate Year will be calculated by multiplying NIRRP Processing Costs for the then-
current Rate Year by one plus a specified percentage of the Annual Percentage Change
in the CPI-W, CUUROO00OSEHGO2.

2.6.5 Organic Processing Costs. The Organic Processing Costs will be
the result of multiplying the per-ton Organic Processing Fee(s) at the Organic
Processing Facility for the coming Rate Year by the total Tons of Organic Material
delivered to the City’s Organic Processing Facility for the most-recently completed
twelve-month period ending October 31 (separately by Organic Stream and processing
method), based on tonnage information provided by the City. The projected per-ton
Organic Processing fee(s) for the coming Rate Year shall be determined in accordance
with the City’s Organic Processing agreement (by Organic Stream and processing
method).

In Rate Year Four, a Five Dollar ($5.00) per-ton glass surcharge was added to the per-
ton Organic Processing Fees for Organic Streams Two, Three and Four. In Rate Year 5
and future Rate Years, to address glass in the organics materials sent to the Organics
Processing Facility in excess of the Organic Streams Two, Three and Four
requirements, the City and the Organics Processing Contractor may incorporate a per-
ton glass surcharge into the City’s Organics Processing agreement as a separate fee or
by adding the glass surcharge into the base component per-ton Organic Processing
Fee(s) by Organic Stream and processing method (i.e. consolidated per-ton fees
inclusive of the glass surcharge). In the event the City and the Organics Processing
Contractor do not agree to adding a separate fee or a glass surcharge into the
consolidated per-ton fees and the Organics Processing Contractor continues to charge
Franchisee the per-ton glass surcharge of $5.00 per ton, as adjusted by the CPI-U
(“Adjusted Glass Surcharge”) for glass removal or excessive glass handling, then the
Adjusted Glass Surcharge will be included in the Organic Processing Costs for Organic
Streams Two, Three and Four.

Any glass surcharge amount in excess of the Adjusted Glass Surcharge, will be subject
to the City’s approval whether incorporated into the Organics Processing agreement or
agreed upon separately between the Organics Processing Contractor and Franchisee.

2.6.6 Government Fees. All Government Fees (as defined in Section 1.1
of this Exhibit A).

2.6.7 Other Adjustments. If the Franchisee obtains grant funds or
subsidies from the City or other agency that are used to offset costs associated with
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provision of service, the annual amount of funds Franchisee received or is calculated to
receive through these other sources will be reflected as an adjustment. In such case, the
adjustment would be a reduction to the Maximum Service Rates since Franchisee has
secured funds from other sources to cover a portion of the costs.

2.6.8 Franchisee’s Revenue Requirement in Index-Based Years. The
Franchisee’s Revenue Requirement for index-based adjustment Rate Years shall be

calculated equal the sum of the Total Annual Cost of Operations, Profit, Total Pass-
Through Costs (including any allowable pass-through portion of Organic Processing
Residue disposal costs consistent with Section 8.1.2.3), NIRRP Processing Cost,
Organic Processing Costs paid to the Organic Processing Contractor, Government Fees
(Franchise Fees, Source Reduction and Recycling Fees), Changes in Law, or City-
directed changes in Franchisee’s scope of work for the coming Rate Year.

2.6.9 Franchisee’s Rate Year Four Revenue Requirement. The
Franchisee’s Revenue Requirement for Rate Year Four is set at $57,405,917.

2.7 Maximum Service Rate Adjustment Factor in Index-Based Years. The
Maximum Service Rate Adjustment Factor for Index-based adjustment Rate Years shall
be calculated equal to the Franchisee’s Revenue Requirement for the coming Rate Year
divided by the Franchisee’s Revenue Requirement for the then-current Rate Year. The
Maximum Service Rate Adjustment Factor shall be rounded to the nearest ten
thousandth (e.g., 0.0001) and capped at 1.0600, which is a six percent (6%) increase,
net of Organic Processing Costs paid to the Organic Processing Contractor, any
allowable pass-through portion of Organic Processing Facility Residue disposal cost
consistent with Section 8.1.2.3, Government Fees (Franchise Fees and Source
Reduction and Recycling Fees), Changes in Law, or City-directed changes in
Franchisee’s scope of work.

2.8 Adjustment of Maximum Service Rates. Each then-current Maximum
Service Rate shall be multiplied by the Maximum Service Rate Adjustment Factor to
calculate the Maximum Service Rate for the coming Rate Year. The adjustment to each
fee shall be rounded to the nearest cent.

2.9 Examples. The following example shown in Table 1 illustrates the Organic
tons delivered and Organic Processing Costs paid to the Organics Processing
Contractor for Rate Year Four. The projected per-ton Organic Processing fees were
determined in accordance with the City’s Organic Processing agreement (by Organic
Stream and processing method). The per-ton Organic Processing Fees at the Organic
Processing Facility for Rate Year Four were multiplied by the total Tons of Organic
Material delivered to the City’s Organic Processing Facility for the most- recently
completed twelve-month period ending October 31 (separately by Organic Stream and
processing method), based on tonnage information provided by the City.

For illustrative purposes, the table uses the Rate Year Four per-ton Organic
Processing Fees and total Tons of Organic Material delivered per Organic Stream in
order to show how a per-ton glass surcharge may be added to the per-ton Organic
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Processing Fee for Organic Stream Two, Three and Four in Rate Year Five, if
applicable.

TABLE 1:

Rate Year Five Projected Per-Ton Organic Processing Fees and Total Organic
Processing Costs

Organic Rate Year | Rate Year | Projected Projected
Tons Four Per- Five Glass | Rate Year Rate Year
Delivered | Ton Surcharge | Five Per-Ton | Five Total
(Nov 1, Organic (Organic Organic Organic
ORGANIC | 2013 - Oct | Processing | Stream 2, | Processing Processing
STREAM | 31,2014) | Fee* 3, and 4)*** | Fee** Costs**
0s1 798.88 $75.59 - $75.59 60,312
082 49.13 $80.48 $5.00 $85.48 3,954
0S3 2,586.49 $90.54 $5.00 $95.54 234,181
0S4 61,472.76 | $99.77 $5.00 $104.77 6,133,037
YW 7,513.27 $75.59 $75.59 567,928

* Rate Year Four values presented in this table are actual.

** The Rate Year Five Organic Processing Fee and Organic Processing Costs values
presented in this table are hypothetical and used for illustrative purposes only.

*** The Rate Year Four addition of a Five Dollar ($5.00) glass surcharge is presented
consistent with section 2.3.5 and 2.6.5. Refer to sections 2.3.5 and 2.6.5 for the
application of the the Adjusted Glass Surcharge in future Rate Years.

The following example shown in Table 2 illustrates Compensation to Franchisee for
Organic Processing Residue for Rate Year Four, consistent with Section 8.1.2.

TABLE 2: Example Organic Processing Facility Residue Disposal Costs
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Rate Year Four Organics Processing Residue Costs Projections

Organic % of Municipal | Total Cost
Tons Organic Solid
Delivered Total Tons | Waste
Delivered | Rate

Total Tons Delivered to Organic
Processing Facility (Nov 1,

2013 — Oct 31, 2014) 72,418.53 100%

Total Tons Organic Processing

Facility Residue Disposed 33,060.07 46% $ 4577 | $1,513,159
< 25% of Total Tons Delivered* | (18,104.63) | 25% $ 45.77 | $ (828,649)
25.01% up to 37% of Total

Tons Delivered** (8,690.22) 12% $ 4577 | $ (397,752)
>37.01% of Total Tons

Delivered*** 6,265.21 9% $ 4577 | $ 286,759

* Franchisee will not be compensated for disposal up to the first twenty-five percent
(25.00%) of the total tons delivered to the Organics Processing Facility, consistent with
Section 8.1.2.1.

** Franchisee will be compensated for disposal up to twelve percent above the first
twenty-five percent (25.01%-37.00%) of the total tons delivered, consistent with Section
8.1.2.2

*** Franchisee may include disposal in excess of thirty-seven percent (37.01% and
beyond) of total tons delivered as a rate pass-through cost in the annual rate application,
consistent with Section 8.1.2.3.

The following example shown in Table 3 illustrates the index-based adjustment method for
determining Maximum Service Rates for Rate Year Five. The dollar amounts shown are
those fixed in the Agreement for Rate Year Four (July 1, 2015 through June 30, 2016)
and, for illustration only, the index adjustment factors are based on the Rate Year Four
calculated changes in the various indices between the average index values for the twelve
(12) months ending October 31, 2014 and for the twelve (12) months ending October 31,
2013. Assumptions for Example Adjustment to Franchisee's Revenue Requirement and
Maximum Service Rates:

Most-Recently Completed Rate Year = Rate Year Three (July 1, 2014 through June 30,
2015) Then-current Rate Year = Rate Year Four (July 1, 2015 through June 30, 2016)

Coming Rate Year = Rate Year Five (July 1, 2016 through June 30, 2017)
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TABLE 3:

Example Calculation of Franchisee’s Revenue Requirement for Rate Year Five

Rate Year Change in | Rate Year
Four* Applicable | Five**
Index***

Annual Cost of Operations
Labor-Related Costs $8,506,759 1.0241 $8,711,772
Vehicle-Related Costs $2,266,895 1.0241 $2,321,527
Fuel Costs $1,519,636 1.0959 $1,665,369
Net Processing Costs (Recyclables) $0 $0
Transfer and Transport Costs (if $410,113 1.0241 $419,997
applicable)
Organics Pre-Processing Costs (if $0 $0
applicable)
Other Costs $607,709 1.0241 $622,355
Direct Depreciation $2,001,164 $2,001,164
G&A Costs - Labor, Vehicle, Fuel & Other | $4,573,814 1.0241 $4,684,043
G&A Costs - Depreciation & Start-Up $120,000 $120,000
Vehicle Maintenance Costs - Labor, $927,254 1.0241 $949,601
Vehicle, Fuel & Other
Vehicle Maintenance Costs - Depreciation | $0 $0
& Start-Up
Container Maintenance Costs - Labor, $1,264,437 1.0241 $1,294,910
Vehicle, Fuel & Other
Container Maintenance Costs - $0 $0
Depreciation & Start-Up
Total Annual Cost of Operations $22,197,781 | $593,015 | $22,790,736
Profit (0.8529) $3,828,460 | $102,267 | $3,930,727
Pass-Through Costs
Interest Expense $1,801,048 Fixed $1,801,048
Direct Lease Costs $0 $0
G&A Lease Costs $0 $0
Vehicle Maintenance Lease Costs $0 $0
Container Maintenance Lease Costs $0 $0
Total Pass-Through Costs $1,801,048 $1,801,048
Processing and Allowable Disposal
Costs
NIRRP Processing Costs $7,729,742 1.0241 $7,916,029
Organics Processing Costs $7,319,949 | $218,719 | $7,538,668
Pass-Through Portion of Organics $286,759 $0

1263198_2

-33-




Processing Residue Cost****

Government Fees

Franchise Fee $11,342,178 | 1.0162 $11,525,921

Source Reduction and Recycling Fee $2,904,000 NN 52,904,000

Total Franchisee Revenue Requirement | $57,405,917 | $1,001,212 | $58,407,129

Note: *The Rate Year Four values presented in this table are actual.
**The Rate Year Five values presented in this table are hypothetical and used
for illustrative purposes only.
*** Adjustment factors are calculated using Rate Year Four cost indices for
illustrative purposes only.
**** Franchisee may include disposal in excess of thirty-seven percent
(37.01% and beyond) of total tons delivered to the Organics Processing Facility
as a rate pass-through cost in the annual rate application, consistent with Section
8.1.2.3.
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