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Adjusting Maximum Allowable Solid Waste, Composting and Recycling Rates under the Solid Waste Collection 
Franchise Agreement between the City and Recology Sonoma Marin Inc. (Recology).  

________________________________________________________________________________________ 

Recommended Council Action(s): 

Adopt a Resolution (Attachment 1) entitled, “A Resolution of the City Council of the City of Cloverdale 
Approving the Maximum Allowable Solid Waste, Composting and Recycling Rates under the Solid Waste 
Collection Franchise Agreement between the City and Recology Sonoma Marin Inc.” 
________________________________________________________________________________________ 

Background: 

In March 2011, the City entered into a solid waste and recycling collection franchise agreement (Agreement) 
with Redwood Empire Disposal, Inc. (“RED”) for the exclusive right to perform collection services in 
Cloverdale. The Agreement sets forth the types of solid waste and recycling services performed in the City. 

On August 18, 2017, the City received a request from RED to assign the Agreement to Recology Sonoma Marin 
(“RSM”), which is a wholly owned subsidiary of Recology, Inc. (“Recology”). In December 2017, the City 
Council adopted Resolution No. 084-2017, approving the assignment of the Agreement with RED to Recology. 
Among other things, the Assignment and Assumption Agreement that was signed by the City and Recology 
included acknowledgement that neither Recology nor the City could request a special review to adjust rates 
for any period before September 1, 2020. 

The scope and local regulation of solid waste collection services in Cloverdale are established by Chapter 8.12 
of the Municipal Code.  Per the Municipal Code section 8.12.090 and Agreement, the City Council approves 
the maximum allowable rates by resolution.  Per the Agreement between the City and Recology, a special 
rate review (Section 6.6) may occur in conjunction with a performance review (Section 8.3). Per Section 6.6, 
a special rate review shall be requested in writing at least six (6) months prior to the proposed effective date 
of any rate adjustment. Recology initially requested a Special Rate Review (Attachment 2) on September 28, 
2021 for rates effective in 2022 and subsequently submitted an updated Special Rate Review application on 
June 14, 2022.  

In response to Recology’s rate application, City staff contracted with R3 Consulting Group, Inc., to perform 
an independent review of Recology’s Special Rate review request along with a Performance Review of 
Recology Sonoma Marin’s services. A summary of findings is included below.  
________________________________________________________________________________________ 

Summary: 

Special Rate Review 

Recology has submitted a request for a Special Rate Review as allowed by the Agreement. The results of the 
review are summarized below.  
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Cost-of-Service and Reasonable Operating Profit 

Recology’s current rate revenues are far below the level needed to cover the cost of providing solid waste 
services in the City, and does not provide a reasonable profit to Recology. R3’s review of Recology’s Special 
Rate Review verified that the reasonable cost of operations plus reasonable profit is roughly $3.01 million for 
the 2022-23 rate year, whereas revenues at current rates and subscription levels are approximately $1.92 
million per year. This leaves a deficit of annual revenues compared to expenses on the order of approximately 
$1.09 million.  The operating deficits are attributed to prior RED rates that were not set to cover industry 
standard operating costs which has been well documented in prior analyses conducted by R3 throughout 
Sonoma and Marin counties.    

Of the $1.09 million revenue deficit, approximately $776,000 is associated with a) covering the shortfall 
between revenues and existing operating expenses, and b) providing a reasonable industry standard profit 
margin (12% of eligible operating expenses, which are essentially collection costs only and do not include 
disposal fees, recycling processing fees, or City fees). This is the majority of the requested increase in rates 
per the Special Rate Review request, comprising 71.3% of the total requested rate revenue adjustment.   

Normal Increases in Operating Costs 

The Special Rate Review request includes $77,000 in increased costs associated with normal annual increases 
in collection and disposal costs, representing an increase of approximately 3.7% over the prior year. R3 found 
these increases in operating expenses to be normal and consistent with industry standards and experiences, 
and that they comprise 7.1% of the total requested rate revenue adjustment.   

SB 1383 

Above and beyond the Special Rate Review adjustments to rates, Recology will also incur approximately 
$167,000 in new costs annually for implementation of SB 1383, as per the Council action on July 27, 2022, 
which approved the First Amendment to the Agreement. As reported to the Council in July, that Amendment 
provides for key programs and services that will facilitate the City’s compliance with the unfunded State 
mandates in SB 1383. The rate adjustment for SB 1383 programs and services comprises 15.4% of the total 
requested rate revenue adjustment.   

Franchise Fee 

Prior to recommended adjustment to the City’s franchise fee, the City’s current franchise fee (which is 12% 
of Recology’s gross revenues for City operations) would increase by approximately $67,000, comprising 6.2% 
of the total requested rate revenue adjustment. Recology has proposed, and R3 concurs and is 
recommending, that the City set the franchise fee for the 2022-23 rate year at $235,000, which would 
maintain stable franchise fee revenues to the City while mitigating increases in rates. This recommendation 
is included in the rate adjustment options presented below and will need to be documented via future 
amendment to the Agreement. That amendment will clarify that future franchise fees will increase by CPI so 
that the value of the franchise fee keeps up with inflation.  

Other Rate Saving Adjustments 

Aside from recommended adjustment to the City’s franchise fee, there are two other recommended 
adjustments to the franchise fee that are recommended by R3 and Recology. The first is the removal of the 
pre-payment discount, which provides a 1/12 discount to residential customers that choose to pay in advance 
for an entire year of service. Allowed by Section 5.4.1 of the Agreement, this discount effectively provides 
one month of free service to customers that can afford to pre-pay for 11 months of service at one. This 
practice is recommended for cessation, as it requires rate revenues from other ratepayers to fund the 



City Council/Successor Agency Agenda Item Summary 
August 24, 2022 
Item No. G.1 
Page 3 of 7 
 
discount, and because the discount is not needs-based (whereas the Low-Income Customer Rate discount 
per Section 5.4.2 of the Agreement is). The effect of removing this discount is minimal (approximately $7,500 
for the coming rate year) but is an important step towards reducing the overall amount of rate increase.  

A second adjustment that is recommended is to increase commercial and multifamily rates slightly more than 
residential rates. This is recommended and included in the rate adjustment options described below for two 
reasons as follows: 

a) the City’s commercial rates are well below the average for such rates in the marketplace, 
indicating that these rates are not keeping up with the cost of providing service; and  

b) new costs related to implementing programs and services for SB 1383 compliance are more 
heavily geared towards commercial and multifamily activities than they are towards residential 
activities. 

As shown in Chart 2 in the following pages, resultant commercial/multifamily rates will remain well-below 
the average of comparable communities.  

Rate Adjustment Options 

Per Section 6.6.6 of the Agreement, the City Council has sole and exclusive discretion to grant some, all or 
none of the requested special rate increase. Given that context, the Council has several options regarding 
Recology’s Special Rate Review request, including but not limited to: 

1. Granting none of the requested special rate increase; or 
2. Granting some or all of the requested special rate increase; and 
3. Phasing-in some or all of the requested special rate increase over time.  

Recology’s original requested adjustment to rates would have resulted in an increase of $11.70 per month 
for 20-gallon residential customers, $16.03 per month for 32-gallon residential customers, $25.16 per month 
for 64-gallon residential customers, and $32.53 per month for 96-gallon residential customers.  

Through the process of reviewing Recology’s Special Rate Review request, Recology and R3 have developed 
three (3) options for Council consideration with respect to approving the request at amounts below 
Recology’s original request. These three options take into account the following: 

a) adjustments identified by R3 and agreed to by Recology that had the result of reducing the 
requested increase in rates and  

b) adjustments to the City’s franchise fee, pre-payment discount and commercial rates as described 
earlier in this report.  

In considering these options, the Council should be reminded that the current Agreement expires in less than 
three years on June 30, 2025; if the Council does not elect to consider an extension proposal from Recology 
at this time, the City will still need to determine the future of solid waste services by approximately June 30, 
2023 (two years prior to the current expiration date).  

Option 1 – 4-year Phase-in 

This option would result in the smallest increase in rates for 2022-23 and would phase-in rate adjustments 
over four years. For this option, Recology is requesting a 15-year extension to the Agreement through 
December 31, 2040. Importantly, Recology is suggesting a December 1, 2022, effectiveness date for the first-
rate adjustment for this Option, which would allow Recology and the City ample time for notifying ratepayers 
(as opposed to the normal rate adjustment date of September 1).  
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Option 1 would result in a 2022-23 increase of $3.92 per month for 20-gallon residential customers, $5.37 
per month for 32-gallon residential customers, $8.42 per month for 64-gallon residential customers, and 
$10.89 per month for 96-gallon residential customers. Via this option, rates in future years would increase in 
accordance with Page 1 of Attachment 2, approximately 14% in rate year 2023-24, approximately 8% in 2024-
25, and approximately 4.88% in 2025-26. 

Option 2 – 3-year Phase-in 

This option would result in a slightly higher increase in rates for 2022-23 compared to Option 1 and would 
phase-in rate adjustments over three years. For this option, Recology is requesting a 10-year extension to the 
Agreement, through December 31, 2035. As with Option 1, Recology is suggesting a December 1, 2022, 
effectiveness date for the first-rate adjustment with this Option. 

Option 2 would result in a 2022-23 increase of $4.91 per month for 20-gallon residential customers, $6.73 
per month for 32-gallon residential customers, $10.56 per month for 64-gallon residential customers, and 
$13.65 per month for 96-gallon residential customers. Via this option, rates in future years would increase in 
accordance with Page 1 of Attachment 2, approximately 14% in rate year 2023-24, approximately 5.74% in 
2024-25, and approximately 3% in 2025-26. 

Option 3 – Single-year Increase 

This option would result in the highest increase in rates for 2022-23 compared to other options, with a single 
increase implementing the Special Rate Review request. For this option, Recology is offering a 2% reducing 
in its operating margin (from 12% of allowed expenses to 10%) and is not requiring an extension to the 
Agreement (though the City Council still retains the option to consider an extension with this option). As with 
Options 1 and 2, Recology may be willing to implement the rate adjustment on December 1, 2022, if the City 
is interested in considering an extension to the Agreement through December 31, 2035. Otherwise, this 
increase may need to proceed with a September 1, 2022, effectiveness date.  

Option 3 would result in a 2022-23 increase of $7.80 per month for 20-gallon residential customers, $10.69 
per month for 32-gallon residential customers, $16.77 per month for 64-gallon residential customers, and 
$21.68 per month for 96-gallon residential customers. Via this option, rates in future years would increase in 
accordance with the annual Refuse Rate Index (RRI) described in Section 6.5.2 of the Agreement, and which 
is the normal annual adjustment to rates in the City. It is estimated that future RRI increases will be on the 
order of 3-4% annually, though inflationary impacts may result in higher actual adjustments than noted here.   

Market Rate Comparisons 

R3 conducted a survey of comparable market rates for residential and commercial solid waste services in 
Sonoma and Marin Counties, shown in the charts below. The 32-gallon monthly residential and 3-cubic yard 
monthly commercial rates are used as representative examples.  

As shown in Chart 1, Cloverdale’s current residential rates are below average, and with proposed residential 
rates via Options 1 and 2 for rate year 2022-23 remaining below the average of comparable rates for the 
current rate year. The monthly residential rate for Option 3 is slightly above average, though it is expected 
that the average will increase in the coming year or more due to the need to fund SB 1383 programs and 
services in other jurisdictions.  

It should be noted that Marin County jurisdictions are included in the residential comparison in order to 
better represent the market value of residential collection services – the selected communities are typical of 
Marin County, are rates for solid waste companies other than Recology, provide a reasonable profit to the 
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companies, fund SB 1383 costs, and have been subject to detailed review by those agencies within the last 
several years.   

Chart 2 demonstrates that Cloverdale’s current commercial rates are well below average, and the lowest of 
the comparison cities. Similar to residential rates, the proposed commercial rates for rate year 2022-23 will 
remain below the average of comparable rates for the current rate year, via all three Options.  

Chart 1 – Market Comparison of Monthly 32-gallon Residential Rates 

 

Chart 2 – Market Comparison of Monthly 3 Cubic Yard Commercial Rates 
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Ways Ratepayers Can Save 

Residential solid waste ratepayers can reduce the impact of rate adjustment by recycling and composting 
and subscribing to 20-gallon solid waste service, if not already subscribed. This would save around $9-$10 
per month compared to the 32-gallon monthly rate.  

Commercial solid waste ratepayers can similarly reduce their costs by recycling and composting. Commercial 
ratepayers typically have more opportunity to save money by practicing better waste reduction practices and 
can contact Recology’s Waste Zero specialists for assistance. 

Performance Review 

R3 has completed the Performance Review of Recology’s operations and compliance with the terms and 
conditions of the agreement. The Performance Review involved conducting on-site reviews of records, staff 
interviews, analyze policies, procedures, and internal controls, and field verification audits.  R3 assessed 
contractual obligations and Recology’s overall hauler’s operations including billing and franchise fee 
payments, collection operations efficiency, diversion efforts, performance for various safety practices, 
customer service, collection productivity, and vehicle maintenance benchmarks to industry standards.   

R3 found that Recology is providing effective solid waste management services to the City and is compliant 
with its primary contractual obligations. R3 identified a few areas for improvement which will be 
communicated to and resolved with Recology. For example, older service containers can be replaced with 
new, consistently colored and labeled containers. Similarly, certain best management practices for safety can 
be refreshed. Overall, the Performance Review did not result in identification of critical issues that would 
impede the City’s consideration of the Special Rate Review request or consider extension of the Agreement. 
R3’s report of Performance Review findings will be made publicly available once it is finalized.  
________________________________________________________________________________________ 

Options: 

1. Approve Resolution approving Recology’s Special Rate Review request via a 4-year phase-in, with the 
first effective date of rate adjustment being December 1, 2022, at the rates in Exhibit A-1, and 
extending the Agreement 15 years via Amendment through December 31, 2040; or 

2. Approve Resolution approving Recology’s Special Rate Review request via a 3-year phase-in, with the 
first effective date of rate adjustment being December 1, 2022, at the rates in Exhibit A-2, and 
extending the Agreement 10 years via Amendment through December 31, 2035; or 

3. Approve Resolution approving Recology’ s Special Rate Review request via a single-year rate 
adjustment effective September 1, 2022 (or December 1, 2022 if the City is willing to consider an 
extension through December 31, 2035), at the rates in Exhibit A-3; or 

4. Provide alternative direction to staff. 
________________________________________________________________________________________ 

Subcommittee Recommendation: 
In June, the Public Works Subcommittee was provided an update on the Special Rate Review process and 
recommended bringing the item forward for Council direction. The item was brought forward to Council on 
July 27, 2022, with R3 briefing the Council on the underlying factors resulting in Recology’s request for Special 
Rate Review as well as Recology’s performance under the Agreement.  
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Council provided direction to R3 and staff to bring back options for adjusting Recology’s rates that would 
phase-in rates over several years via extension to the Agreement. The Council expressed a preference for 
phased-in rate adjustments pursuant to the Special Rate Review over a larger single-year rate adjustment, 
and also expressed a preference for a 10-year extension to the Agreement compared to a longer-term 
extension, though the Council expressed its desire to consider both options.  
________________________________________________________________________________________ 

Budget/Financial Impact: 
Proposed rate adjustments would set the 2022-23 franchise fee at $235,000 for the rate year, which 
represents an increase of approximately $20,000 in the franchise fee over budgeted amounts. Via the 
proposed rate adjustments and resultant amendments to the Agreement, the franchise fee would increase 
annually by CPI maintaining stability and predictability in the annual franchise fee in future rate years.   
________________________________________________________________________________________ 

Attachments: 
1. Resolution with Exhibit A – City of Cloverdale Proposed Rate Schedule (Includes three options via 

Exhibit A-1, A-2, and A-3) 
2. Recology’s Request for Special Rate Review  
3. Presentation 
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