MEMORANDUM

To: Transportation and Public Works Committee

From: William Appleton, Public Works Director

Date: 6/21/18

Subject: China National Sword Policy Impacts on West Coast Recycling

Purpose:

To discuss the impacts of the China National Sword Policy (a policy put into place by the
Chinese Government reducing the acceptable level of contamination within recyclable
commodities (aluminum, plastics, mixed paper etc) allowed into the country), on the City’s Solid
Waste and Recycling contractor, Recology CleanScapes. Proposed mitigation measures intended
to provide relief to Recology CleanScapes will be discussed.

Background:

The export of recyclable materials is a significant part of Washington’s recycling infrastructure
and the Country that has most of the world’s capacity to receive and process these materials is
China.

In July 2017, China announced a policy called National Sword, which limits the import of
contaminated recyclable commodities and increases inspections of recyclable commodity
imports. In October, the Solid Waste Association of North America issued a notification about
the policy, which went into effect in March 2018. This policy change is already starting to have
adverse impacts on California, Oregon and Washington, and is resulting in more material being
stockpiled at solid waste facilities and recycling centers or disposed of in landfills. Furthermore,
in March of 2018, China began the Blue Sky 2018 enforcement campaign to prevent the import
of materials outlined in the country’s recycling ban. The materials banned by the end of 2018
include post-industrial PE, PET, PS, PVC and other scrap plastic. Additional banned materials
include slag and residue from smelted steel and iron; a variety of metal and electrical appliance
scraps, such as electric motors, wires and cables; and compressed scrap from cars.

Both the National Sword Policy and the Blue Sky campaign have resulted in a collapse in the
value of recyclable commodities such as mixed paper, cardboard and plastics and has made
unavailable more than 50% of the world’s capacity for processing these materials into products
for reuse/resale.
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All resulls based on data and assumptions provided by Recology.
Assumplions and results are not recommendalions from FCS GROUP; reslts are for informational purposes only.

A/ Recycling Cost of Service Analysis

Results are annualized based on actual financial, commodity revenue, and tannage aclivity for recytling processing operalions from:
|

Oct 2017 to Mar 2018 |
|Fmﬂchisa Service Area: | SeaTac iTnlaI months included in analysis: | 6 |
Recycling Adjustment Options
Balancing Account Revenue Sharing Temporary Adjustment

Customer rates adjusted based on
actual operating expenses, new

Customer rates adjusted to recover
current operating expenses and
new capital. Commodity revenue is

Customer rates adjusted lo cover
annualized gap befween
commodity revenue and operating
expenses (based on 2nd quarter of

Description: capital, and return on revenue LT cuslo'm L FY 2018}, new capital, and retum
) ) Recology. Customers' share of . )
target (minus commodity revenue), : . on revenue larget. Adjustment is
commodity revenues increases i ;
A lemporary; conlinues unlit
with prices. .
commodity values recover.
Fi ial Assumptions Provided by Recology
_Average Commodity Revenue ($ per Outbound Ton) $ 7942] § 7942(8 79.42
Average Operating Cost (§ per Inbound Ton) 5 138.10] § 138.101 § 138.10
New capital cost to meet contaminalion threshholds S 5,696,140 | § 5,696,140 | § 5,696,140
Monthly capital contribution* § 67,811 | § 67,811 | § 67,811
Policy Assumptions Provided by Recology
~ Operating cost reduction from capilal investment -7.00% -7.00% -7.00%
Relurn on revenue largel: 10.00% No Target 10.00%

Revenue sharing:

Recology customers retain all
commodily revenue once retumn on
revenue larget is met.

First $35 of ACR is shared
50%/50% between Recology and
customers. 100% of commaodity
revenue above $35 ACR is retained

Recology retains all commodity
revenue. As commadity prices
increase above current levels,

adjustment to cuslomer rates

| ) | - by customers. | decreases.
Operaling processing lee (§ per inbound ton) Adjusled based on actual costs | § 128.00 up lo $86.00
* Note: Based on 7 year useful life of equipment
SeaTac Service Area Results™
Balancing Account Revenue Sharing Temporary Adjustment
System Recycling Adjustment Required {Annualized) $ ) 5849482 | § 5,803,591 | $ 5,602,464
% of Inbound Tons from SeaTac 11.8% 11.8% 11.8%
Ishare of Recycling Adjustment (Annualized) $ B8T,701| § 682,306 | § 658,660
** Results based on market pricing through first six months of FY 2018. Changes to markel pricing will impact results.
SeaTac Customer Class Results
I__ W IR I B i~ Balancing Account Revenue Sharing Temporary Adjustmant
Share of Recycling Adjustmant (Annualized)™* $ 687,701 | § 682,306 | $ 658,660
% of SeaTac Inbound Recycling Tons from:
Single-Family Residential 22.3% 22.5% 22.3%
Multi-Family & Commercial 77.7% T7.7% 71.7%
Other Classes**** 0.0% 0.0% 0.0%
Total 100.0% 100.0% 100.0%
|Share of Recycling Adjustment (Annualized) To:
Single-Family Residenlial $ 153,091 | § 151,890 | § 146,626
Multi-Family & Commercial 534,610 530,416 512,034
Other Classes**** - - -
Single-Family Residential (4,661 Accounts)
Monthly Rate Impact per Account $ 274 | $ 272§ 2,62
Multi-Family & Commercial (7,909 cubic yards of recycling service)
Cost per Cubic Yard of Service $ 563 (% 559 ($ 539

*** Nole: Recycling adjustment allocated acrass customer classes based on share of inbound recycling lons
**** Nole: Cosls altributed lo processing malerials outside cily franchise service areas are allocaled lo other classes and excluded from adjustment options.
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BACKUP INFORMATION

Key Definitions

Average Commodity Revenue {ACR) Commodity revenue divided by outbound tons

Commodity Revenue: Revenue generated from the sale of recyclable material

Inbound Ton: Recycling tons delivered to MRF for processing

New Capital: Cost estimate for MRF facility improvements presented on 5/14 by BHS
Operaling Processing Fee: Fee paid by Recology customers to offset a portion of MRF operating costs
Outbound Ton: Recycling tons sold

Retum on Revenue:

Measure of profitability, calculated by dividing net income by revenue

Recycling Materlal from Service Area (October 2017 to March 2018):

Recycling Inbound Tons 3.73_5
As a Percent of Facility Inbound Tons 11.8%
Service Area Characteristics (October 2017 to March 2018 _
Monthly Recycling Service
Customer Class Accounts Recycling Tons Volume
(in cuble yards)
Single-Family Residential 4,661 831 9313
Multi-Family Residential - 305 -
Commercial 972 2,599 7,909
Other = - -
Extra 5
Extra 6 - - -
Total 5,633 3,735 17,222
Monthly Recycling Service
Customer Class ‘Accounts Recycling Tons Volume:
(in cuble yards)
Single-Family Residential 82.7% 22,3% 54.1%
Muiti-Family & Commercial 17.3% 7.7% 45.9%
Other Classes*** 0.0% 0.0% 0.0%
Total 100.0% 100.0% 100.0“/;|
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