CommonWealth

Resource Management Corporation

January 13, 2017

Municipal Review Committee, Inc.
c/o Greg Lounder, Executive Director
395 State Street

Ellsworth, Maine 04605

RE: Review of the Tip Fee for the First Quarter of 2017
Dear Members of the MRC:

In January 2017, the Municipal Review Committee (the MRC) received from the
Penobscot Energy Recovery Company (PERC) a calculation of the tipping fee for the first
quarter of 2017 (the Quarterly Adjustment, which is provided as Attachment 1). The
Quarterly Adjustment calculates a tipping fee of $ 79.20 per ton that would be in effect
for (a) Charter Municipalities that have executed the Second Amended, Restated and
Extended Waste Disposal Agreements (the Waste Disposal Agreement); and (b) other
entities with contracts that use the Quarterly Adjustment as a basis for contract tip fees.

PERC supplied the following materials to document the Quarterly Adjustment: (1) data
and information in support of the calculation of loan interest costs applicable to the
quarter and projected for the upcoming quarter, provided as Exhibit A; (2) tons of and
disposal costs for ash, glass and grit, non-processibles and ferrous materials on both a
cash and accrual basis, provided as Exhibit B; and (3) tons of waste delivered for each
month in 2016 for all customers, for each of the Charter Municipalities and other
municipalities having disposal contracts with PERC; and for sources of out-of-state spot
market waste, provided as Exhibits C-1 through C-3. PERC had separately provided
monthly performance reports for its facility (the Facility) through November 2016.

CommonWealth Resource Management Corporation (CommonWealth) has reviewed and
duplicated PERC’s calculations of the Quarterly Adjustment, and has reviewed various
aspects of the performance of the Facility. This letter presents our review of the
Quarterly Adjustment. Comments and recommendations on management of Performance
Credits, Net Cash Flow and other MRC assets, and on compliance with annual
performance standards, are or will be provided in separate letters.
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1. Base Fee inflation. PERC adjusted the Base Rate to $64.02 in 2017 from $63.08 in

2016, an increase of 1.5 percent. This escalation is based on the percentage change
to September 2016 from September 2015 of the Consumer Price Index-All Urban
Consumers (CPI-U), U.S. cities average, all items index, as published by the United
States Bureau of Labor Statistics. Having reviewed the CPI-U data, CommonWealth
concurs that PERC's escalation of the Base Rate complies with the Agreement.

Charter Municipalities and tonnage data. Regarding the customer and tonnage data

and estimates provided by PERC in Exhibit C:

Actual 2017 deliveries vs. 2016. The Charter Municipalities as a group are noted
in Exhibit C-2 as having delivered 42,485 tons in the past quarter as compared to
44,673 tons in the fourth quarter of 2015 --- a decrease of 2,188 tons (-5.2%). The
deliveries reported by PERC in 2016 represent 94.4 percent of the GAT for 2016
of 184,252 tons, but do not include 27,944 tons of in-state MSW delivered to the
PERC facility in 2016 under commercial accounts that originated within Charter
Municipalities and therefore should have been counted toward the GAT. The
deliveries do include 298.81 tons in the quarter, and 863.15 tons for all of 2016,
that were deliver by Pine Tree Waste as backfill for tons diverted from Charter
Municipalities through new single-sort recycling programs.

Equity Charter Municipalities. The Equity Charter Municipalities as a group
delivered 38,322 tons in the past quarter as compared to 40,013 tons in the fourth
quarter of 2015 --- a decrease of 1,691 tons (-4.2%).

New Charter Municipalities. The New Charter Municipalities delivered 4,163
tons in the past quarter, as compared to 4,661 tons delivered in the fourth quarter
of 2015 --- a decrease of 497 tons (-10.7 percent).

MSW Deliveries to PERC in 2016 and 2015, tons by calendar quarter

Equity Charters New Charters All Charters
2016 2015 Change % 2016 2015  Change % 2016 2015 Change %
1Q 34,436 31,543 2,892 9.2% 3,893 3,652 241 6.6% 38,328 35,195 3,134 8.9%
2Q 40,025 41,680  (1,656) -4.0% 4,542 4,912 (369) -7.5% 44,567 46,592  (2,025) -4.3%
3Q 43,941 43,981 (40) -0.1% 4,608 5,056  (448) -8.9% 48,549 49,037 (488) -1.0%
4Q 38,322 40,013 (1,691) -4.2% 4,163 4,661 (497) -10.7% 42,485 44,673 (2,188) -4.9%
Total 156,723 157,217 (494) -0.3% 17,207 18,280 (1,074) -6.2% 173,929 175497  (1,568) -0.9%

Deliveries of individual Charter Municipalities. The following Charter
Municipalities had significant absolute or percentage declines in tonnage in the
fourth quarter of 2016 compared to the fourth quarter of 2015: Baileyville,
Bangor, Lee, Mars Hill, Mid-Coast SWD, Mid-Maine SWD and Thorndike
(Equity Charters); and Etna, Freedom, Knox, Machias and Springfield (New
Charters). The Charter Municipalities with the most significant increases in
tonnage in 2016 over the fourth quarter of 2015 include Waterville (Equity
Charters), and E. Millinocket (New Charters).
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Towns without Charter or long-term agreements. The long-term communities that
have not yet switched to charter status (two as of the end of the quarter —
Burlington, and Lowell) delivered 65 tons in the quarter. The host community
of Orrington delivered 409 tons in the quarter. The Towns of Detroit,
Ellsworth, Frankfort, Monroe, Pittsfield, Prospect and Winterport delivered
1,576 tons of waste in the quarter under successor arrangements to the OWL
agreements. In addition, the Town of Greenville (221 tons in the quarter), the
Town of Willimantic (11 tons in the quarter), the Town of Warren (216 tons in
the quarter), the Towns of Nobleboro and Jefferson (612 tons in the quarter),
and the Town of Eastbrook (67 tons in the quarter) are shown on the list of
PERC customers on Exhibit C-1, but are not shown on Exhibit C-2.
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Out-of-state spot waste and supplemental fuel. PERC received more out-of-state
spot market waste in the quarter than had been budgeted in the prior quarterly
adjustment (5,219 actual tons vs. 2,400 budgeted tons). PERC received 17,410
tons of out-of-state MSW and combusted a total of 85 tons of wood chips for use
as supplemental fuel in the first two months of the quarter.

Pine Tree Waste contracts. Pine Tree Waste delivered 17,620 tons in the quarter,
of which 10,472 tons were in-state MSW and 7,148 tons were out-of-state MSW.

Summary of sources of waste. PERC’s sources of waste are summarized below:
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4Q 2016 2016 year to date
Tons Share of total Tons Share of total

Municipal waste
Charter Municipalities

Equity 38,321.79 49.3% 156,722.66 50.5%
New 4,163.30 5.4% 17,206.72 5.5%
Total 42,485.09 54.6% 173,929.38 56.0%
Carryover towns 65.08 0.1% 259.24 0.1%
Other (OWL and short-term) 2,702.03 3.5% 10,900.24 3.5%
Host community 409.41 0.5% 1,583.98 0.5%
Subtotal 45,661.61 58.7% 186,672.84 60.1%
Commercial waste
In-state commercial 14,679.99 18.9% 64,399.07 20.7%
Out-of-state 17,410.18 22.4% 59,372.22 19.1%
Subtotal 32,090.17 41.3% 123,771.29 39.9%
Total 77,751.78 100.0% 310,444.13 100.0%

3. Actual residuals disposal costs. PERC's actual total residuals disposal costs for the
prior quarter included in the tip fee calculation were 1.5 percent more than PERC had
projected. The quantity of MSW received was 2.1 percent more than PERC had
projected, so the actual cost per ton of residuals disposal for the quarter was below the
projected cost per ton. In particular,

e Actual costs for glass and grit disposal were 0.7 percent above the projections.
e Actual costs for ash disposal were 7.4 percent below the projections.

e Actual costs for non-processibles included in the tip fee calculation, accounting
for landfill disposal, were 41.5 percent above the projections. PERC sent all non-
processable material to the landfill in the quarter.

e PERC continues to have ferrous material removed at no charge, because the value
of the material covers the cost of transportation to market.

Exhibit B includes a manual downward adjustment of $1,262.45 to the cost of non-
processable material for the fourth quarter, which is labeled as a correction for an
overaccrual in September 2016. CRMC notes that information made available by
PERC subsequent to the approval of the tip fee adjustment for the fourth quarter of
2016 indicates the need for a downward adjustment of $1,272.45 to the cost of non-
processable material in order to correct overaccruals in August and September 2016
and may indicate a potential need for additional adjustments. PERC is aware of the
overaccrual issue, which is in the process of being resolved.

In view of the modest magnitudes of the corrections, which are well within the range
of amounts typically corrected by the quarterly reconciliations, CRMC recommends
that the MRC accept the calculation for the current quarter and allow correction of
overaccruals to be deferred to the calculation of the tip fee adjustment for the second
quarter of 2017.

Regarding the disposal cost amounts for materials other than non-processables, based
on our review, CommonWealth agrees that PERC’s calculations of actual passed-
through disposal costs are reasonable.
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4. Projected residual stream disposal costs. PERC projects the cost for ash disposal for
the upcoming quarter to be $647,000, equivalent to $9.38 per ton of MSW to be
received in the quarter.

PERC projects the cost for glass and grit disposal for the upcoming quarter to be
$620,000, equivalent to $8.99 per ton of MSW to be received in the quarter.

PERC projects the cost for disposal of non-processibles for the upcoming quarter to
be $165,000, equivalent to $2.39 per ton of MSW to be received, which reflects prior
levels of cost to process this material.

PERC projects no cost for disposition of recovered ferrous material.

Overall, CommonWealth believes the costs projected by PERC for residuals disposal
are reasonably consistent with calculations based on (1) the estimate of tons of waste
to be processed in the upcoming quarter; (2) the generation rates of these residual
streams in previous quarters; (3) actual unit costs for transportation and disposal of
each residual stream in previous quarters; and (4) projected unit costs for transport
and disposal of each residual stream in the upcoming quarters. Differences between
estimated and actual costs will be reconciled in the next quarterly adjustments.

5. Changes in rate of interest cost. CommonWealth has reviewed PERC’s calculations
of the changes of rate of interest cost for the prior and upcoming quarters and agrees
that the calculations are acceptable to the MRC. The calculations reflect the recent re-
financing of PERC’s outstanding bonds with a bank loan from TDBank. The
calculation of the change of rate of interest cost in the quarter no longer needs to
account for the costs of three interest rate swaps purchased by PERC to reduce its
exposure to future interest rate increases, all of which have now expired. Overall,
PERC paid interest, including the cost of the swaps, at a rate equivalent to 2.77
percent in the quarter.

6. Reconciliation from the prior quarter. The Quarterly Adjustment includes a positive
reconciliation amount of $5,435 (about $0.14 per ton) to reconcile PERC’s actual
costs with the basis for its tipping fee in the previous quarter. That is, the tip fee in
the previous quarter was set $0.14 per ton lower than what would have been required
for PERC to recover exactly the amount it was due from the Charter Municipalities in
the quarter. This reconciliation amount has the effect of increasing the current tip fee
to compensate for the tip fee in the prior quarter.

7. Environmental Performance. PERC reported no emission exceedances in the monthly
performance reports received during the quarter.

8. CMRA Deposits: On November 18, 2016, PERC made a deposit of $563,594.30 into
the CMRA Fund for the preceding quarter. Such deposit was made as required
pursuant to Article VII, Section I, of the Waste Disposal Agreement.
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9. Format of the Quarterly Adjustment. The format of the Quarterly Adjustment and
the associated documentation provided by PERC are reasonable and sufficient for
reviewing PERC’s calculations. The version of the Quarterly Adjustment received by
CommonWealth did contain a certification from the Facility controller regarding the
validity of quarterly pass-through costs as required by Schedule C, Section F of the
Agreement.

10. Compliance with Performance Standards. The Waste Disposal Agreements, Schedule
B, Section C., provide for adjustments to the tipping fee in the first quarter of each
Operating Year in the event that PERC has failed to meet the Performance Standards
for the preceding Operating Year. As of this writing, PERC has not provided the
MRC with evidence regarding compliance with Performance Standards for 2016.
CRMC will report at the Board meeting on PERC’s compliance with Performance
Standards based on evidence provided by PERC as of that meeting.

Subject to receipt of the monthly performance report for December 2016, receipt of
evidence of PERC compliance with Performance Standards for 2016, and the comments
above, CommonWealth believes that PERC’s Quarterly Adjustment for the first quarter

of 2017 complies with the Waste Disposal Agreement and recommends acceptance by the
MRC Board.

If you have any further questions regarding the Quarterly Adjustment, please feel free to
contact me.

Sincerely,

L. oo

George H. Aronson
Principal

Attachment 1 Quarterly Adjustment Received from PERC

Copies: Bangor Hydro, PERC



Penobscot Energy Recovery Company
29 Industrial Way
Orrington, Maine 04474

(207) 825-4566 Esoco ORRINGTON, LLC

Plant Operator

January 5, 2017

PERC Municipal Review Committee
¢/0 Mr. Greg Lounder

395 State Street

Ellsworth, Maine 04605

Subject: First Quarter 2017 Tipping Fee Calculation
Committee Members:

Attached for your review is the first quarter 2017 Tipping Fee Calculation along with appropriate back-up information to
support a “Charter Municipality” tipping fee rate of $79.20.

The information in Exhibits A through C, supplied herewith, along with the monthly Plant Performance Reports, should be
sufficient to duplicate and verify the tipping fee calculation.

Also enclosed is a certificate, signed by the Plant Controller, certifying the validity of the quarterly pass-through costs for
the quarter ending December 31, 2016.

Representatives from PERC will be available at your next board meeting to answer any questions concerning the new
tipping fee and to provide additional information concerning plant operations.

If any questions arise in the interim please call.

Very truly yours, )
Penobscot Energy Recovery Company

Rr=r4

Gary A. Stacey
Plant Controller

Attachments:
Cc: G. Aronson, CWRM
H. Lang, PERC
J.Noer, SET
K. Nordby, PERC Holdings



Penobscot Energy Recovery Company |
’ 29 Industrial Way
Orrington, Maine 04474
(207) 825-4566

Esoco ORRINGTON, LL.C
' Plant Operator

CERTIFICATE

The undersigned controller of Penobscot Energy Recovery Company ("PERC")
states that he has reviewed the quarterly Pass-through Costs as presented on the tipping
fee calculation quarterly reconciliation statement for the quarter ending December 31,
2016, that the quarterly reconciliation statement is a correct representation of the matters
set forth and was prepared in accordance with generally acceptable accounting principles
consistent with PERC's historical operating practices. ’

Dated: January 5, 2017

gy a. Sz,

Gary A. Stacey, Plant Controller
ESOCO Orrington, LLC, as Agent




!
I
I
i

05.'88€8

€248 1848
"Hﬂﬂﬂ“«\uﬂ"ﬂ“”ﬂ _ EoDommmmmos e
£L°18 ! 16'L$
1
|
PL4'e62% | 581 'preg 698'98E$
1
(L68'2$) 1 (9ze'01s) (851118
f
0% | 03 0%
|
4ev'ss | (g65'ap4) (565'ap$)
i
08 | 0% 0%
1
SE0'96Z$ I 902'c0ps 126'8658
1
i
EERG0 1 isggn 59450
95R'E | 8lg's oov'z
10880 I o8 £865°0
000'g8 | egv'zy 0052y
000'69 | 28l'Ls CTAN:Y]
}
i
02'648 | 0688 05'8.8
= |
816l | Zrels 4 418
%08°L 1
20'vog 1 80'cos 80'¢9%
- ]
FLYNILST I LY FLYWILST
X 2L YLD 8L 1 9L YLD Wy 91 MLD Yl
Li{eadiy Wy 2101 21024971 b

HLO NEOITHE ATIVALOY LNAOWY
NOL/$$$ JONVHO ILVH FIEVINVA V.LOL

HLSSVYd Y3HL0) SONYHO 31w J1avidva
(S1S00 "1'1'0) FONVHO JLvx ATEVRIVA

LD NI O¥3d OL GIMO LNNOWY

S1S00 LSHHILNI 40 31VY NI JONYHD
LIO=¥) SOHVONYLS ONILYHIIO

L0 SNOINTH 40 NOILVITIONODZY
(ONIOADTY) 81800 1an4 TYINININddNS

54800 WBOdSIA NI FONYHD
‘BLSOD HONOYUHLSSY

i MOLOVA MSW Y3 LYYHD

(SNOL) MSIW LOdS FLVLS-40-110
Vi HOLOYA MSIN Y LMYHO

(SNOL) AIMIAITAA MSN YT LYYHD
(SNOL) GIYIAITEA MSI TYLOL

334 ONleddiL IVLOL

LANINODINOD F1vH 318VIdVA

N1l

LANINOJINOD 3L 38vg
‘334 ONiddIL

Zi-er-gg
NOLLYINDTVO I3 ONIddIL




i
(268'28) 1 (926'018) (85¥'L19) (2# YOLOV) LS00 4O TUYHS HILNVHD

|
(ze5'e19) 1 {€59'818) (08'61%) SLS00 LSIUIUNI 4O 3LV NI IDNVHD

2er'see 9l9'zes 9l9'zes ALV 38YE %0¥'9 B 0D LSIHTLN
Sv6'LLS Z96'cL8 OvL'ELS LD HO4 LSFHUAINI TY.LOL TWNLOY

{

t

i

l

| -
| S1800 LSAMIAUINI 40 F1vH NI IONVHD
_

“

SE0'962% I 902'cops 125'96E% (14 YOLOVH) 81809 40 JHVHS HIALEYHO
I
8262858 | Dz8'8Els BEG VL. (FSVE-1S0D) 180D WSOdSIa Ni FONYHO
{
000'zeV L& | z8z'eeg'ls 000'609'1$ 29" v68% 4800 VS80S TVL0L
i
000'68.% I 8621968 000've8S% 7iE'gess 180D WS0dSIA Hd3d
= |
os 1 0% 0% 0% LS00 TWSOdSIA SSYdAH
000’914 | 699'2p2$ 000°641% 84’848 1800 TWSOdSIA O¥d-NON
0g i 0% 0g 184'¢98 LS00 WSOL4SI0 SNOMYIL
000'0z0% I 680'FLLS 000'6804% 9bL'788% LEO0 WSOdSIa 989
000°2v9% { €29°129% 000'62L$ 881'99E8 180D TvS0dsIa anaisay
I 1800 s
I 38veg 81800 YSOdSIT NI FONVHO
|
1
1 “H34 ONIddIL
ALVNILST I WNLOY FlviNiesa
PATR - RRG R 1A I 8k YLD Wy 9k HLD Uiy Li-uep-go
NOILYINDTYO 334 ONIddIL
Lieody WY 210k 200Z/9/1 Z




Bureau of Labor Statistics Data Page 1 of 2

At ZIndex | FAQs | About BLS | Contact Us Subscribe to E-mail Updates GO

Follow Us . | What's New | Release Calendar | Blog
- Search BLS.gov Q]
rome , Subjects , Data Tools f Publications ‘ Economic Releases ! Students ] Beta t

Databases, Tables & Calculators by Subject suecon: @ & B ronrsiz

Change Output Options: From: [2008 v| To: [2016 v] (@
[linclude graphs [ include annual averages Mare Formatting Options s

Data extracted on: January 5, 2017 (4:02:44 PM)

Consumer Price Index - All Urban Consumers

Series Id: CUURO0O0D0SAQ

Not Seasonally Adjusted

ABrea: U.S. city average
Item: All items

Base Period: 1982-84=100

Download: 1 xlsx

p  Oct | Nov | Dec  HALFL | HALF2

| 216. 5731212425 210.228 214429 216177

216.177 216330 215949 213. 139 215935

1 1218312 1218.439 218.711 218.803 219, 1?95 217.535 218.5?ﬁf

309 223.467 | 224.906 %2259644225 722 225 9 |226.545 226889 | 226,421 226.230 225.672

31229.392 230.08 : 478 229.104 230379 231@7*231 317 230.221  229.60
32,945 233.504 | 233, 596 | |

RiRevsed ”

12-Month Percent Change

Series Id: CUURO000SAD

Not Seasonally Adjusted

Area: U.8. city average
Item: All items

Base Period: 1982-84=100

Qown:oad. B} xtzx

https://data.bls.gov/pdq/ SurveyOutputServlet 1/5/2017




