Tab 4 - IWM Fund and Rates

Integrated Waste Management Fund (Fund 423)

The Integrated Waste Management (Fund 423) supports activities related to the performance of
Environmental Services’ core service, to manage recycling and garbage services. As contributor to
the Environment and Utility Services City Service Area, these services are designed to protect
public health, safety, and the environment and to maximize diversion from landfills by promoting
reuse and recycling of solid waste.

The IWM Fund was established on December 13, 1994, by the adoption of Ordinance No. 24746.
The activities covered, which were previously supported within the General Fund, encompass the
garbage and recycling services and the billing operation related to those services for the City of
San Jose.

Revenues and expenditures in the IWM Fund are subject to fluctuations in local economic
conditions.  Efficiencies are continually being sought for the IWM Fund, including contract
renegotiations during the term of the 1993 service contracts; major cost-savings with the 2002
service contract procurement; and providing for extensions to the current Recycle Plus contracts
without additional contractor compensation (above routine cost of living adjustments). Despite
these efficiencies, expenditures have continued to outpace revenues due to increasing population
growth, cost of living adjustments, increases in labor and other operating costs, shifting of costs
from the General Fund, and decreasing commercial AB939 revenues.

Currently, the major challenges for the IWM Fund are to bring the residential program to cost
recovery, while securing new garbage, recycling, yard trimmings and street sweeping service
providers and effectively addressing the potential impacts on customer rates associated with these
new service providers.

In future years, Environmental Services will be challenged to keep the IWM Fund healthy while
developing programs which will enable the City to achieve the Zero Waste goal included in the
United Nations Urban Environmental Accords, co-sponsored by the City in 2005.

Rates

Prior to the implementation of Recycle Plus in July 1993, garbage and recycling rates were
adjusted almost every year. In the 13 years since the Recycle Plus program began, services to
City residents have been enhanced periodically, including the introduction of commingled recycling,
the 20-gallon mini garbage cart option, and yard trimmings cart service in 2002. Even with these
service improvements, Recycle Plus rates have remained below the county-wide average. A
comparison with rates in other Santa Clara County cities is included in Exhibit 4, Tab 4.

Service rates for single-family and multi-family dwellings are established through rate resolutions
adopted by Council. In June 2006, Council approved a rate increase of 5% for single-family homes
and 3% for multi-family properties, effective August 1, 2006. This rate increase was needed to




cover increasing costs and to prepare for any cost impacts associated with securing new Recycle
Plus service providers.

The table below provides a history of Recycle Plus rate increases:

History of Recycle Plus Rate Increases

Fiscal Year SFD % SFD $ Comments
FY 1993-94 $13.95
First increase since Recycle
Plus inception in 1993;
FY 1998-99 7/98-6/99 7.2% $14.95 effective 7/98
FY 1999-00 7/99-6/00 0% $14.95
FY 2000-01 7/00-6/01 0% $14.95
FY 2001-02 7/01-6/02 0% $14.95
FY 2002-03 7/02-6/03 3% $15.40 effective 2/03
FY 2003-04 7/03-6/04 9% $16.80 effective 7/03
FY 2004-05 7/04-6/05 9% $18.30 effective 8/04
FY 2005-06 7/05-6/06 5% $19.20 effective 4/06
FY 2006-07 7/06-6/07 5% $20.15 effective 8/06
SFD - based on monthly cost of 32-gallon garbage cart

Fund Balance

The fund balance serves as a contingency reserve for the IWM Program. It is essential that it be
sustained at a stable level so that it can be drawn on in case of service disruptions or other
emergencies. The current practice, as agreed with the City Manager’s Office, is to maintain a
minimum ending fund balance equal to approximately one month’s operating expenditures for the
Recycle Plus and disposal contracts. In FY 2006-07, this is estimated to be $5.6 million.

In anticipation of implementation of the Consolidated Utility Billing System (C-UBS), $2.3 million of
the fund balance was placed in reserve. These funds will be available in FY 2006-07 to address, in
part, the repayment of commercial paper. This reserve will be used to help offset (or stabilize) any
rate increases that may be needed in the future due to C-UBS.

Exhibits included in this Tab are:

Exhibit 1 - WM Fund and Rates Overview

Exhibit 2 - FY 06-07 IWM Rates Memo - dated 6/6/06
Exhibit 3 - FY 05-06 IWM Rates Memo — dated 2/14/06
Exhibit 4 - Rate Comparisons




