Funding Mechanisms for Solid Waste

June 30 2017 (FINAL)

Part 3. Recommended Funding Mechanisms

To help address concerns reported by local governments and other stakeholders regarding how to
strengthen the state’s funding system for solid waste management, the Washington State Department
of Ecology contracted with Cascadia Consulting Group (Cascadia) to research potential options. Cascadia
partnered with FCS GROUP and Abbe and Associates to conduct this research in three parts:

1. Update current funding mechanisms usedin Washington State.
2. Identify potential funding mechanismsto consider.
3. Recommend funding mechanisms for Ecology to consider.

To identify mechanisms used both in Washington State and elsewhere (across the United States and
internationally), Cascadia Consulting Group reviewed previously published papers, conducted web -
based research, surveyed stakeholders, and conducted selected interviews.

Drawing on the research, surveys, and interviews, Cascadiaidentified a shortlist of potential new
mechanisms or possible adjustments to existing mechanisms for further consideration. This selection
was based on existing and potential funding mechanisms thatappeared most promising in terms of
financial strength, financial stability, environmental sustainability, social sustainability, and feasibility.

Cascadiathen conducted a second survey of solid waste stakeholders in Washington regarding the
shortlist of potential mechanisms to obtain feedback about anticipated benefits and challenges. Based
on stakeholderfeedback, as well as an assessment of each mechanism’s financial strength and stability,
nexus with solid waste, feasibility, implementation experience (in Washington or elsewhere), and
environmental and social sustainability, Cascadia developed recommended funding mechanisms and
nextsteps forEcology.

Overall, Cascadiarecommends adjusting several existing state-level mechanisms—primarily to ensure
funds are eitherdirected orredirected to solid waste uses. Inaddition, Cascadiarecommends providing
supportto cities, counties, and local boards of health so that local governments consider and can use
the full range of authority to raise revenue availableto them. Recommendations are summarized on the
next page and described in more detail inthe remainder of this report.

To request ADA accommodation, call Ecology at 360-407-6900, Relay Service 711, or TTY 877-833-6341.
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State-Level Funding Recommendations

Solid Waste Collection Tax

® Work to dedicate existing tax revenues to solid waste purposes, or to raise the tax and dedicate
the increase to solid waste purposes.

® Consider expanding the tax to cover additional material streams (potentially at differential
rates).

Hazardous Substance Tax for Coordinated Prevention Grants (CPG)
® Work to re-dedicate funding to waste-related purposes in the form of Coordinated Prevention
Grants.

® Consider a temporary surcharge on the Hazardous Substance Tax to help stabilize funding when
revenues drop below a specified amount (proposed through SB 5501 and HB 1663 in 2017
legislature).

Litter Tax

® Work to re-dedicate funding to solid waste, litter, and clean-up.
® Update the list of covered products to make sure it reflects items that are littered.

Extended Producer Responsibility (EPR)

® Seekto expand statewide EPR for hard-to-handle and hazardous products, potentially printers
and peripherals, medicine, paint, mattresses, batteries, household hazardous waste, and/or
appliances with refrigerants.

® Monitor the effectivenessand stakeholder impacts of packaging and printed paper programs
elsewhere for potential future consideration.

Local-Level Funding Mechanisms

Cascadiarecommends that Ecology supports training to cities, counties, and local boards of health on
how to apply the existing, flexible options available to them to provide sustainable funding. Cascadia
alsorecommends thatlocal governments consider or reconsider whether these funding mechanisms
could help meettheirfunding needs:

® Excise and other taxes and feesvia county solid waste disposal districts and collection districts.
® Local board of health fees.

® Sustainable collection-rate and tip fee structures.

® Service-level standards and mandatory collection.

® Contract fees and embedded services.

® Recycling revenue-sharingagreements.
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During the Washington State Department of Ecology’s recent update of the State Solid and Hazardous
Waste Plan, local governments and other stakeholders expressed concerns regarding how to strengthen
the state’s funding system for solid waste management. To help address those concerns, the
Department of Ecology contracted with Cascadia Consulting Group to research potential options.
Cascadia partnered with FCS GROUP and Abbe and Associatesto conduct this researchin three parts:

1. Update current funding mechanisms usedin Washington State.
2. ldentify potential funding mechanisms from elsewhere to consider.
3. Recommend funding mechanisms for Ecology to consider.

This study builds on previous research conducted or commissioned by Ecology and summarized in the
followingreports:

® Financing Solid Waste for the Future: Background Paper for Beyond Waste (2004)
® Solid Waste Management Cost Flows in Washington State (2007)

® Revenue Sources to Fund Recycling, Reuse, and Waste Reduction Programs (2011)

In Part 1 of the current project, Cascadia Consulting Group (Cascadia) identified and assessed solid waste
funding mechanisms currently used in Washington State by reviewing previously published papers,
conducting web-based research, and conducting selected interviews. Cascadiaalso conducted aweb-
based survey of Washington’s solid waste stakeholders regarding funding gaps and potential new
mechanisms that could be used.

In Part 2, Cascadiaand Abbe and Associates expanded the review of previously published papersand
web-based research toidentify funding mechanisms used elsewhere in the United States and
internationally. FCS GROUP drew on its extensive experience with funding mechanisms and rate
structuresforsolid waste, drinking water, wastewater, electricity, and stormwater utilities to develop
guidance forrate-setting forsolid waste funding.

In Part 3, Cascadiadeveloped alist of potential recommendations (new funding mechanisms or
adjustments to existing mechanisms). This selection was based on existing and potentialfunding
mechanismsthatappeared most promising. Cascadiathen surveyed stakeholders regarding the shortlist
of potential recommendations to obtain theirfeedback on the top benefits and drawbacks of each
optionand developed afinal set of recommendations and next steps. Finalrecommendations were
based on the following criteria: financial strength and stability, solid waste nexus, stakeholder feedback,
feasibility, implementation experience (in Washington or elsewhere), and environmentaland social
sustainability.

This paperreportson Part 3, recommended funding mechanisms and next steps. Background research
documents from Parts 1 and 2, along with a summary of the stakeholdersurveys conductedin Parts 1
and 3, and a database of all the mechanisms studied, are presented separately as associated study
documents.
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Summary of Stakeholder Engagement

Cascadiaengaged solid waste system stakeholders in Washington through two web-based surveys.
Respondentsto both surveys represented abroad cross-section of the solid waste industry by
geography, organization type, solid waste material (e.g., garbage, recycling, household hazardous
waste), and part of the solid waste system (e.g., collection, education). In total, 127 stakeholders
respondedtothe firstsurveyin December7-23, 2016, by providing information on new andinnovative
mechanismsthat theirjurisdictions had implemented or considered, the ir most pressing gapsin funding
and funding mechanisms, and additional resources orideasto guide the Cascadiateam’sresearch in
Parts 1 and 2 of this project. The second survey received 112 responses and was conducted April 3-21,
2017. Thissurvey asked respondents to identify benefits and drawbacks to the most promising state-
and local-levelfunding options that the Cascadia teamidentified in Parts 1and 2 of this project.

Overall, across multiplefunding options, respondents to the second survey identified increasing revenue
and increasingincentives to divert waste as top benefits of the funding options. The most commonly
mentioned drawbacks werethe potential toincrease cost to customers, lack of political willrequired to
implement options, and the potential for state-level funding to be redirected to otheruses. Political will
included responses mentioning resident and business complaints, industry lobbying, and other
anticipated public pushback toimplementation of proposed mechanisms.

In several comments, respondents also expressed concerns thatincreasing the costs of disposal would
contribute toillegal dumping; however, research does not support this assertion. The research on costs
as adriverof illegal dumpingisinconclusive, though the U.S. Environmental Protection Agency and
many U.S. municipalities take the view thatincreasing the cost of garbage disposal is nota driverfor
illegal dumpingifimplemented in combination with effective enforcement and education.? In general,
literature supports thatlack of alternative disposal options (such as distance to a transferstation) isa
driverofillegal dumpingand thatincreasing enforcement activities or penalties forillegaldumpingis an
effectivedeterrent.34>#

Key Findings
Overall, the following themes emerged from the three parts of this study:

Stakeholders identified the greatest funding gaps in the following solid waste system
components:

® Education, outreach, and technical assistance.

® Permitting, enforcement, and regulatory programs.

® Recycling and composting collection system and infrastructure.

® Moderate risk waste (MRW) and household hazardous waste (HHW).

® Litter and illegal dumping prevention and clean-up.

® Waste prevention.

® Monitoring, maintenance, and remediation of closed landfills.
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Flexible city and county mechanisms exist but may be underutilized by municipalities.

Cities have the authority to provide collection directly or to establish waste contracts for
collection (Revised Code of Washington 35.21.120) that may also include education, litter clean-
up, or other services. Contracts can include administrative and other fees or surcharges to
support city-provision of other waste system components, such as enforcement, planning, or
post-closure landfill activities.

Counties have the authority to establish a solid waste disposal district with the power to charge
excise taxes (RCW 36.58.100-150). Counties also have the authority to establish a solid waste
collection district to mandate collection (RCW 36.58A) and set minimum standards for collection
and solid waste handling (RCW 70.95.090-092) in unincorporated areas.

Local boards of health have the authority to establishand enforce regulations that protect
public health and to establish fee schedules for services provided (RCW 70.05.060). These fees
and services can include hazardous waste programs.

State funding has beenreduced due to redirections of historic funding sources by the Legislature,
oil-price volatility (which affects tax receipts), and a lack of dedication of the Solid Waste Collection

Tax to the solid waste system.

State-level funding supports grants that are a key source of funding for local governments,
particularly for rural and Eastern Washington communities.

The Solid Waste Collection Tax has historically been used to fund loans for public infrastructure
(through the Public Works Trust Fund), but it has not been dedicated to solid waste
infrastructure.” Furthermore, the tax has beenredirected away from the fund since 2011.2

Coordinated Prevention Grants, which provide grants from the state to local governments, have
been reduced by nearly half of historiclevels primarily due to decreased Hazardous Substance
Tax receipts and redirection by the Washington State Legislature of funds to non-waste
activities previously funded by the General Fund.®

Starting in 2009, redirections of Litter Tax funds forced the Department of Ecology to suspend
certain litter programs and to cut staff work on waste reduction and recycling.°

A primary new approach usedin other states and countriesis extended producerresponsibility (EPR)
for targeted hard-to-handle products, such as paint, to more common recyclable products, such as
packaging and printed paper.

Washington State and individual counties have already enacted EPR for limited categories of
products, including certain electronics, mercury-containing lights, and pharmaceuticals.

Jurisdictions in Canada and Europe have successfully used this mechanism to fund collection
and education for covered materials. For example, British Columbia’s EPR program has achieved
a 77% recovery rate for products covered by the Recycle BC program.
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Solid waste collection rate structures could be made more transparent and sustainable by applying
practices common in other utilities.

® Sustainable rate structures must balance the relatively fixed costs of providing service —such as
providing a container, conducting education and outreach, and account administration —with
the variable usage costs—such as tip feesfor disposing or processing waste.

® Rate structures that provide “free” recycling and composting incentivize recovery but
inaccurately present the true costs of each service to customers.

Other funding mechanisms used elsewhere included methods that do not appear superior to
mechanisms already authorized in Washington State.

® Sales taxes have no direct nexus with solid waste, are regressive, and have state law caps.

® Property taxes have state law caps and are already used for many other purposes.

® Real estate excise taxes have no direct nexus with solid waste and vary with real e state markets.
® General fund revenuesare less reliable than dedicated funding sources.

While not addressed by this current research effort, opportunities to reduce costs, such as by
switching to every-other-week garbage collection, may existto extend the reach of current funding
sources.

Recommendations

Cascadia’s recommendations for solid waste funding mechanisms are based on published papers, web -
basedresearch, and feedback from surveyed stakeholders. All mechanisms to raise fees ortaxes will
present political challenges, and mechanisms with a proven track record and direct connectionto solid
waste generally have astronger case for success. As a result, the study focused recommendations on
mechanisms that:

® Have a precedent for use somewhere in Washington State.

® Are directly connected to solid waste (e.g., sustainable solid waste rate structures and tip fees
instead of feesand taxes on real estate to pay for solid waste).

Overall, Cascadia’s recommendations are based on the following criteria:

® Financial strength and stability ® Feasibility
® Solid waste nexus ® Tested mechanism
® Stakeholder feedback ®  Environmental and social sustainability

Mechanisms grounded intwo criteriain particular—solid waste nexus and tested mechanism—are
expectedtobe able to garner the strongest support when working to secure scarce funding dollars.
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Statewide Mechanisms

Statewide funding mechanisms offer some advantages in comparison with local funding mechanisms. In
particular, statewide mechanisms can:

® Fund activities at the state level through Department of Ecology programs.

® Pool revenues from across the state into a fund that local entities can request to borrow from
when they need a large loan for infrastructure.

® Pool funds from across the state to help economically challenged jurisdictions.

However, adrawback to statewide mechanismsis the potential forthe state legislature to redirect
funding elsewhere, which is a primary challenge to statewide solid waste funding mechanisms today.
Several statewide funding mechanisms—such as the Litter Tax and solid waste collection tax—currently
levy charges on waste-related activities, but only a portion of the funding collected is used for solid
waste programs.

Cascadiais proposingadjustments to the following existing statewide mechanisms:

® Solid Waste Collection Tax
® Hazardous Substance Tax
® Litter Tax

® Extended producer responsibility

Specificrecommendations for each mechanism are provided in the sections thatfollow. Otherexisting
statewide funding mechanisms that were considered, but where changes are not recommended at this
time, can be foundin the Part 2 report.
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Solid Waste Collection Tax (SWCT)

RECOMMENDATIONS

Dedicate SWCT revenues to solid waste uses.

® Create and deposit all SWCT revenues into a separate solid waste account that is dedicated to funding
the solid waste system, including solid waste infrastructure and potentially other components such as:
— The Washington State Department of Ecology’s Waste 2 Resources programs.
— Coordinated Prevention Grants, Public Participation Grants, and the Community Litter Cleanup
Program.

—  Backup funding for monitoring, enforcement, and remediation of post-closurelandfillsthatlack
adequate funding.

® Create and deposit all SWCT revenues into a subaccount within the Public Works Assistance Account
that is dedicated to funding public infrastructure related to solid waste.

® To provide funding assistancefor recycling in counties that are economically distressed or that have
minimal access to recycling markets, remit SWCT revenues collected within these counties to the
originating county as a grant dedicated to increasing recycling.

® Expand the SWCT to be charged on recycling and organics collection, transfer, storage, processing,
and/or sales—at a lower rate than for garbage disposal.

Background. The solid waste collection tax (RCW 82.18.020) is a 3.6% excise tax on collection charges
for solid waste disposal. The SWCTis charged on garbage only; materials collected forrecycling,
composting, orsalvage as well as hazardous or toxic wastes are not subject to the tax.

Revenue raised by thistax is not currently dedicated to solid waste; the SWCT revenues are deposited
into the Public Works Assistance Account, which funds publicinfrastructureinvestments. However, ina
2005 analysis, only 10% of SWCT revenues werespent on solid waste -related infrastructure (analysis
based on more recentdata is not available). Further, from 2011 to 2015, the State Legislature redirected
all revenues fromthe SWCTto the state’s General Fund, and half of the SWCT revenues are currently
redirected tothe Education Legacy Trust Account through 2019.

From 1989 to 1995, an additional 1% “companion” solid waste collection tax was collected. The
revenues were deposited into a solid waste management account dedicated to implementing the Waste
Not Washington Act.*!

Considerations:

® |f all solid waste collection tax revenueswere, in fact, dedicated to solid waste, this mechanism
would offer several strengths:
— Aclearnexustosolid waste.
— Adegree of built-ininflation protection because the mechanismis built on collection charges (in
dollars) ratherthan tons, although revenue will still fluctuate somewhat with disposal quantities
and the economy.
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® Respondents to the survey on potential mechanisms expressed concerns that expanding the
solid waste collection tax to cover recycling and organic materials will create a disincentive for
diversion programs. To address these concerns, if expanding the tax, consider differential rates
that are lower than the rate charged for garbage disposal.

® Use of fundsin the Public Works Assistance Account are restricted to infrastructure investments
only. If dedicating a subaccount to solid waste funds within the Public Works Assistan ce
Account, note that SWCT revenues will be limited to funding infrastructure only and cannot be
used for other activities such as enforcement or public education.

® Other states charge a statewide tax based on tons of waste generated or disposed.
Washington’s SWCT is more financially sustainable because waste-handling revenues are not
directly correlated with waste quantities.

HazardousSubstance Tax (HST) for Coordinated
Prevention Grants (CPG)

RECOMMENDATIONS

Rededicate HST revenues to solid waste uses and support legislation under consideration to apply a surtax
when HST collection falls below a specified threshold.

®  Work to re-dedicate HST funding to waste-related purposes (e.g., CPG).

®  Support the two bills (SB 5501 and HB 1663) that are currently under consideration in the Washington
State Legislature. These billsaimto improve the HST’s funding stability by imposing a temporary
surcharge when HST collections fall below a specified amount. As proposed, these bills would impose a
surtax of 0.14% through June 30, 2019, and a surtax of 0.03% after July 1, 2019. The tax would be
suspended when HST revenues reach $160 million or more.

® Restore CPG to historic funding levels.

Background. The hazardous substance taxisa 0.7% tax on the wholesale value of taxable hazardous
substances (petroleum products, pesticides, and certain chemicals) thatislevied on the first possessorin
Washington State. RCW 82.21 coversthe taxingauthority and RCW 70.105D covers hazardous waste
clean-up. Funds collected from this tax are deposited into the State Toxics Control Account, Local Toxics
Control Account, and (in the case of excess amounts) the Environmental Legacy Stewardship Account. A
portion of local toxics funds are passed through to local jurisdictions through Coordinated Prevention
Grants (CPG), which can be used forsolid and hazardous waste planning and implementation projects
and solid waste enforcement. Historically, Washington jurisdictions —particularly smaller counties and
cities—haverelied on CPGfunds fora significant portion of theirlocal recycling, enforcement, and
moderate risk waste programs.!2 CPG funds have been used to help local governments pay for new
recycling containers, processing equipment such as balers and conveyers, and education programs.
MTCA funds are also used for Public Participation Grants (PPGs), which fund waste managementand
contaminated site projects by citizen and nonprofit groups.

HST revenues have decreased from 2013 to 2017, resultingin cuts to allocated CPG funding. In 2013—
2015, approximately 40% (5167 million) of the $393 million collected underthe Hazardous Substance



Tax was deposited to the Local Toxics Control Account, which largely funds CPG. 3 Of that funding, $34
million (9% of the Hazardous Substance Tax revenue and 20% of its contribution to the Local Toxics
Control Account) was budgeted to local government grants.* The amount budgeted to local
governments through CPG has continued to decrease since 2013, and the 2017-2019 biennium
appropriation for CPGis expected to be $10 million at the time of this writing.

Considerations:

® HST funding fluctuates substantially with the price and use of petroleum products, and recent
decreases in the price of petroleum have created funding shortfalls. In the long term, a
transition to clean energy could also reduce funding from this mechanism.

® Asa substance- and product-based tax on more than 15,000 products, this funding source is
relatively complex to implementbecause it requires identifying which businesses are using
covered products.

Litter Tax

RECOMMENDATIONS

®  Work to re-dedicate funding to solid waste, litter, and clean-up.
® Update list of covered products to make sure it reflects items that are littered. This may include:

Reviewing litter studies, conducinglitter surveys, and obtaininginputfrom litter collection crews to
identify materials thatare currently commonly littered and how they compare to products covered
under the Litter Tax.

Consideringtrends in what new products are consumed that may generate litter, such as
cigarettes/vaping/cannabisand products sold in multi-material packaging (e.g., juice boxes and aseptic
containers).

Engaging stakeholders whose products may be added to the list of taxable products.

Background. The Litter Tax (RCW 82.19) is an excise tax of 0.015% on the value of products deemed
likely to become litter. Examples of taxed products include food, tobacco products, soft drinks, beerand
wine, newspapers, and containers made from various materials; the taxable products listhas notbeen
adjusted since the law was first created in 1971.

Historically, the tax has funded the Litter Control Account, which supports state agency effortsto clean
up litter, litter grants to local governments,and technical assistancein waste reduction and recycling.
RCW 70.93 covers how littertax funds may be used. Startingin 2009, fundingredirections of the Litter
Tax forced Ecology to suspend litter programs such as a prevention campaign and survey, litter hotline,
and education on secured load requirements.*> Washington collected over $20 millionin Litter Tax
revenue in 2013-2015. The Department of Ecology’s Waste 2 Resources program received $9.1 million
of those funds (45% of the collected revenue) for litter clean-up related activities and waste reduction
and recyclingwork. The main funding redirection of $10 million per biennium to state park maintenance
was scheduledtoendinfiscal year2017 (HB 1060); however, at the time of this writing, all draft
budgets continue this redirection.®
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Considerations:

® Respondents to the Part 3 survey identified benefits of the Litter Tax as being that it targets
specific materials and that generators pay. Respondents also noted potential drawbacks such as
a lack of local control over funding and its potential to increase product costs.

® Since 2009, San Francisco, California has charged a similar tax on cigarettes to fund litter clean-
up.

Extended Producer Responsibility (EPR)

RECOMMENDATIONS

Expand statewide EPR programs for hard-to-recycle and hazardous products.

® Expand existing EPR programs:
— Increasethe range of electronics accepted by E-Cycle Washington, such as peripherals and printers.

— Implement an EPR program for pharmaceuticals statewide (programs arecurrently underway at the
county level inKing, Kitsap, Pierce, and Snohomish counties).

® Seek to implement statewide EPR for hard-to-handle and hazardous products, such as paint,
mattresses, batteries, appliances with refrigerants, and/or household hazardous waste.

® Monitor effectiveness and stakeholder impacts of packaging and printed-paper programs elsewhere
for potential future consideration.

Background. Extended producer responsibility programs require manufacturers of covered products to
fund the cost of collectionandrecycling and to manage the handling of recovered materials. EPR
programs also typically include provisions for producers to promote the collection program and to
provide education regarding proper handling of covered materials. EPR programs supportrecyclingand
proper disposal of covered products by residents and small busines ses by making recycling free atend-
of-life and reasonably convenient (as defined in authorizing legislation). They shift the financial costs of
managing products at the end of their useful life from individual disposers and the publicsectorto
product manufacturers. Manufacturer-run programs often contract with and pay private companies or
local governments to provide collection and recycling. EPR programs typically include administrative
fees paid by manufacturers to fund government oversight.

In Washington, EPR programs currently covertelevisions and computers (E-Cycle Washington) and
mercury-containing lights (LightRecycle) at the state level (RCW 70.95N for E-Cycle; RCW 70.275 for
LightRecycle). Four counties in Washington (King, Kitsap, Pierce, and Snohomish) have passed EPR laws
regarding pharmaceuticals.’

Considerations:

® By the second year of Oregon’s PaintCare program (an EPR program for paint), 10 out of 15
recycling and HHW coordinators reported that their costs decreased and attributed the savings
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to the program. Metro, the regional government in the greater Portland area, reported cost
savings of over $1 millionin the first program year.®

® Respondents to the survey on proposed funding mechanisms suggested paint, mattresses,
household hazardous waste, and batteries for future EPR programs, in addition to
pharmaceuticals and expanded electronics EPR.

® Survey respondents identified benefits of EPR as that it improves collection and disposal
infrastructure, shifts the burden of materials management to manufacturers, andis a
mechanism in which the generator pays. Drawbacks identified included the potential for
increased product costs to customers.

® From the state and municipal perspective, EPR is a stable funding mechanism for managing
collection, processing, and disposal because it typically requires manufacturers to fully fund
these activities for managing their products and the funds are not easily redirected to non-
waste uses by the state legislature. Because EPR programs may shift both costs and revenues
with the waste system, passing new EPR laws typically involves extensive engagement of
producers, retailers, and public and private waste-system stakeholders.

® Using an advanced recycling fee (ARF) can create funding instability even when used in an EPR
program. For example, PaintCare in Oregon is an EPR program funded by a fee that functions
like an ARF. Specifically, paint manufacturers and retailers add a set fee based on container size
to the sale price of paint and remit those fees to PaintCare to cover costs. That is, the program
first sets product-based fees, which then result in revenuesthat determine what level of
services can be provided. In 2015 and 2016, PaintCare fees in Oregon were lessthan operating
expenses, reducing the number of collection events and drop-off sites made available to
residents, despite efforts to keep the program cost-effective.!® In contrast, Oregon’s E-Cycle
program, an EPR program for electronics, first determines the revenue needed to provide
adequate services and then dividesthat cost across manufacturers based on their market share,
thus preventing the type of shortfall that the ARF-style paint program experienced.?°

Local Mechanisms

While local funding mechanisms place the political burden of raising revenues on local governments,
they have the benefits of retaining local control overhow funds are allocated and protecting funding
from redirections by the state legislature. At the same time, local mechanisms cannot take the place of
state-level mechanismsto ensure abaseline of service delivery in jurisdictions experiencing economic
hardship thatlimits their ability to raise revenues locally. This section describes options for local funding
mechanisms for solid waste.

RECOMMENDATION

Expand the use of existing city and county funding mechanisms that may be underutilized. Ecology should
consider offeringtrainingto cities, counties,andlocal boards of health on how to use existing, flexible options.
Local governments should consider or reconsider whether these funding mechanisms could help meet their
funding needs.
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Background. There appearto be no legal barriers to raising adequate local funding to pay for all solid
waste system components, althoughincreasing fees and taxes is politically unpopular and some
jurisdictions are economically challenged. Flexible city and county mechanisms exist but may be
underutilized by municipalities.

® (Cities have the authority to provide collection directly or to establish waste contracts that
include collection of all waste streams (RCW 35.21.120); service may include moderate risk
waste collection, education and outreach, litter clean-up, or other desired services. Contracts
can also include administrative and other fees or surcharges to support city provision of other
waste system components, such as enforcement, planning, or post-closure landfill activities.
Through these contracts, cities have broad flexibilityin how they set collection rate structures
both to be sustainable and to incentivize recycling, composting, and waste prevention.

® (Cities also have the authority to establish and manage the solid waste system (RCW 35.21.152)
and to adopt ordinances that mandate garbage, recycling, or composting collection (RCW
35.21.130).

® Counties have the authority to establisha solid waste disposal district with the power to charge
excise taxes on residents and business as well as to charge disposal feesbased on weight or
volume accepted at a disposal site or transfer station (RCW 36.58.100-150). Disposal districts
have broad flexibilityin designing and setting excise taxes. Counties also have the authority to
establish a solid waste collection district to mandate collection (RCW 36.58A). These
mechanisms work best when cities and counties cooperate because counties cannot include
incorporated cities in their collection or disposal districts without approval by those cities.
Counties can contract for recycling and composting services (RCW 36.58.040) in unincorporated
areas.

® Counties also have the authority to set minimum standards for collection and solid waste
handling (RCW 70.95.090-092) in unincorporated areas for service providers regulated by the
Washington Utilities and Transportation Commission (WUTC) or where incorporated cities have
signed on to the county’s solid waste management plan. Counties have limited ability to
influence collection rate structures of regulated waste collection companies (RCW 81.77), which
are proposed by private waste collection companies and approved by the WUTC.

® Local boards of health have the authority to establishand enforce regulations that protect
public health and to establish fee schedules for services provided (RCW 70.05.060).

Each of these mechanismsis described in more detailinthe sections thatfollow, along with any
considerations and a brief case study from a jurisdiction wherethe mechanismisalreadyinuse.

Solid Waste Disposal Districtsand Collection Districts

Counties with apopulation of less than one million have the authorityto establish asolid waste disposal
district. The district can include all or part of unincorporated areas and any incorporated cities that
agree to join the district. Disposal districts have the authority to levy an excise tax on district residents
and businesses tofund disposal district activities. State legislation does not prescribe how the tax must
be calculated. Disposal districts are also authorized to collect disposal fees based on weight or volume at
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disposal sites or transfer station. Similarly, counties also have the authority to establish collection
districts to mandate solid waste collection services, on which disposal districts can charge excise taxes.

Considerations:

® Disposal districts work best to fund overall county solid waste activities when cities and the
county cooperate to form adistrict encompassing the entire county. Inter-local agreements
with constituent cities can be used so all county residents and businesses—notjust those in
unincorporated areas—are subject to disposal district excise taxes.

® Collection districts should carefully consider exemptionsto mandatory collection before
allowing them. Too many exemptions can reduce the adequacy of associated disposal district
funding mechanisms.

Case Study: Whatcom County Disposal District

Whatcom County has used disposal and collection districts to fund its solid waste system since 1990.
The collection district mandates that residents and businesses subscribe to garbage collection, albeit
it allows some exceptions. The disposal district then charges an excise tax on garbage collection. The
Whatcom County Disposal District charges an excise tax of up to $8.50 per ton on garbage collected
by the solid waste collectorin the district. Whatcom County uses collected funds for overall solid
waste management planning, education, and community outreach activities notfunded by other
sources (such as Coordinated Prevention Grants).

One key to successisthat the county hasinter-local agreements with constituent cities to be able to
collectthe excise tax inincorporated areas, because revenues fund county-wide solid waste services.
Another considerationis that disposal districts should carefully consider exemptions to disposal or
excise taxes before allowing them. Forexample, residents in Whatcom County who self-haul their
waste are exempt from the excise tax despite receiving benefits fromanumber of district services,
such as household hazardous waste collection, comprehensive planning, and recycling education and
outreach.
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Board of Health Fees

Local boards of health have the authority both to enact regulations to protect publichealth and to
establish fee schedules forservices they provide. This authority is frequently used toin relation to
activities such as garbage or composting facility permitting, plan review, inspections, monitoring, or
enforcement. It may alsoinclude oversight of solid, hazardous, orinfectious waste collection operations.

Local boards of health could potentially also use this authority to collect fees for otherservices that
protect, preserve, orimprove publichealth, such as moderate risk waste programs and cleanup and
enforcementof regulations related to litterandillegal dumping or other permitting and enforcement
activitiesrelated to solid waste. The King County Board of Health has established fees on garbage
collection service, transfer station use, and wastewater treatment to fund its moderate and household
hazardous waste program. The Tacoma-Pierce County Health Department has established fees to
provide oversight of secure medicine return EPR programs.?!

Considerations

® Unlike taxes, which are intended to generate revenue for general purposes, feesmust be
collected for and directly connected to services provided. When establishing fees, jurisdictions
should keep in mind three factors to determine legality that the Washington State Supreme
Court described in Covell v. Seattle 1995:22
— The primary purpose must be regulatoryin nature.
— The money collected must be used only forthe authorized regulatory purpose.
— There mustbe "a directrelationship between the fee charged and the service received by those

who pay the fee or between the feecharged and the burden produced by the fee payer.”
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To comply with state requirements for local hazardous waste planning established in the 1980s (RCW
70.105.220), King County determined thataregional plan would be mostappropriate. In 1990, the
Local Hazardous Waste Management Program in King County was established with approval by a
required supermajority of suburban cities, King County, and the City of Seattle. LHWMP established
fees on garbage collection service, transfer station use, and wastewater treatmentto provide services
related to moderate risk waste (planning, collection, prevention, education, enforcement). The
program cites engaging both internal and external stakeholders and having detailed performance and
financial dataas keys toits funding success.

Most recently in 2015, LHWMP in King County made a revenue-neutral adjustment to the fee on solid
waste collection from commercial customers. LHWMP worked closely with ten solid waste billing
entitiesinthe county to develop afee structure thatallocated costs more fairly across customers but
was nottoo complex forthe billing entities to calculate and pay. Forexample, the fee structure
currently considers the size but not collection frequency of solid waste containers. Different fees are
charged for residential customers, commercial customers with containers sized 0.48 cubic yards or
smaller, commercial customers with containers larger than 0.48 and smallerthan 10 cubicyards, and
commercial customers with containers largerthan 10 cubicyards.

SolidWaste Management Planning Fees

In Washington, counties canimpose afee on collection services throughout unincorporated areas to pay
for administration and planning expenses incurred in complying with state requirements to develop a
Solid Waste Management Plan. State legislation does not prescribe aformat for these fees.

Franklin County has used this mechanism since 1992 and currently charges a fee of 3% on annual gross
revenues forgarbage collected by the certificated waste collection company in unincorporated areas.

Considerations

® Aswith most county funding mechanisms, counties can collect fees in only unincorporated
areas unless constituent cities agree to participate.

® Aswith Board of Health Fees, these fees must be collected for and directly connected to
services provided. When establishingfees, there must be "a direct relationship between the fee
charged and the service received by those who pay the fee or betweenthe fee charged and the
burden produced by the fee payer” (Covellv. Seattle, 1995). The primary purpose of fees must
be regulatory in nature, and collected fees must be used only for the authorized regulatory
purpose.
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Case Study: Franklin County?*

Franklin County passed its Solid Waste Collection Service Fee in 1992, establishing aninitial fee of
1.1% on annual gross revenue in 1993. The fee was raised to 3% in 1994 and has not beenrevised
since. The fee isauthorized under Chapter8.36 of Franklin County’s municipal code. Franklin County
usesrevenuestofundits 25% Coordinated Prevention Grant (CPG) match as well as planning,
implementation, and enforcement of programs related to its solid waste management plan that are
not funded by CPG.

Service-Level Standardsand Mandatory Collection

Cities are directly authorized to adopt ordinances mandating the use of solid waste, recycling, and
composting collection systems and to establish collection charges. As discussed in the section below,
Sustainable Collection Rates, collection charges, surcharges, and related taxes and fees can be used to
fund many components of the solid waste system.

Countiesthatestablish asolid waste collection district are authorized to mandate collection within
district boundaries. As with solid waste disposal districts, the district caninclude all or part of
unincorporated areas and any incorporated cities thatagree to join the district. Collection districts used
in conjunction with disposal districts to fund overall county solid waste activities work best when cities
and the county cooperate to form districts encompassing the entire county.

Mandatory collection service requirements expand the number of customers with curbside collection
and can make the curbside system more efficientas a whole by increasing the density of customers
alonga given collection route. The increased customer density results in more efficient routing of
collectionvehicles by reducing the distance between customers. However, mandatory collection may
not be suitable forremote orrural areas where adding new customers increases the average distance
collection vehicles must travel to collect garbage, recycling, or composting.

Feesor Embedded Servicesin Collection Contracts

Cities are authorized to contract for garbage, recycling, and composting service. Cities that contract for
collection services have included fees and surcharges in those contracts to pay forsolid waste activities
beyond contractadministration and planning. The fee may be used for services such as city-provided
education and outreach, waste reduction, and other waste-related activities.

Instead of or in addition to contract fees, cities can also embed service requirementsinto their
contracts, such as requirementsto provide education and outreach to customers, colle ct moderate risk
waste, and collect litter.

Countiesare authorized to contract for recyclingand composting service. Clark County has been doing
so since 1992 and includes collector-provided educationinits recyclingand composting contract,
requiring the collectorto cooperate with the County’s recycling coordinator.
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Considerations:

® Contracting for collection services works best when multiple waste collection companies
compete for the contract. If there is no competition because only one collection company is
interested in the contract, then mandatory collection or a service-level standard requiring
recycling service may be easier. For areas not service by a municipal or contracted collector,
WUTC would provide oversight on rates. Contracting without competition would require the
county to assess independently whether the proposed rates are fair, a task at which the WUTC
is very experienced. Alternatively, a city can directly provide collection services and set its own
rates.

® Embedding servicesin solid waste contracts requires municipal oversight to ensure the provided
services meet the jurisdiction’s expectations but can also create a reliable funding mechanism
(collection fees) for these services.

Case Study: City of Bellevue and City of SeaTac

In the City of Bellevue’s contract, the collectoris required to pay a one-time procurement fee to cover
the cost of proposal and contract management, an annual contract fee, a one-time feeto covernew
education and outreach materials, plus an ongoing fee that may also coveractivities beyond contract
administration. The City of Bellevue also has embedded service requirements in its contract; the
collectorisrequired to provide education and outreach to customers as well as litter collection
services.

In the City of SeaTac’s contract, the collectorisrequired to pay a one-time procurement fee, an
annual contract fee, and an ongoing franchise fee that may also cover activities beyond contract
administration. The contracted collectoris also required to provide education and outreach to
customers and to provide curbside collection of used motoroil thatis properly packaged.

Recycling Revenue-Sharing Agreements

Recyclable and organic materials that are collected can be marketed and sold as recycled feedstock for
production of new materials orsoil amendments. Collectors (jurisdictions or private waste collection
companies) of these materials can generate revenues from the sale of these commodities when market
conditions are favorable.

Typically, certificated waste collection companies regulated by the WUTC are required to return
recyclingcommodity revenues to recycling customers with a “commodity credit” lineite m on customer
bills. As an alternative, Washington State also authorizes certificated waste collection companies to
retain up to 50% of these revenues if they are spenton activities that promote and increase recycling
and are approved by the appropriate local government authority.
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Cities and counties that contract forrecycling or composting collection can include provisions for
revenue-sharing orcommodity rebates in their contracts. Jurisdictions that receive commodity revenues
through contracting have more flexibility in how they use the funds than WUTC-regulated collectors.

Considerations:

® Recycling revenuesare an unstable source of funding due to volatile commodity prices from
year to year, even in areas with ready access to recycling markets.

® King, Snohomish, and Pierce counties have benefited from revenue-sharing agreements with
WUTC-regulated collection companies in their jurisdictions. In particular, revenue-sharing
agreements can be used to fund special research and pilot studies to promote reside ntrecycling
education for which funding may not otherwise exist.

® WUTC-regulated collection companies cannot retain commodity revenues without a county-
approved plan to use them; however, state law does not specify a maximum period for these
plans, so revenue-sharing agreements could be created for longer periods, such as five years
instead of two to provide more stability by conserving windfall funds from one year foruse in a
later year.

‘ Case Study: Snohomish County

Snohomish County approved plans and developed agreements with its two certificated haulers to
allow the haulers to use up to 50% of recycling revenues forspecial research and pilot studies that
promote residential recycling. Projects funded by revenue-sharing agreements have included
designing elementary school curriculaon recycling and food-scrap collection, developing Spanish-
language recycling campaigns aimed atincreasing participation in multilingual areas of the county,
improving online materials about collection services, conducting waste -free cooking demonstrations,
and researchingand implementing multifamily outreach best practices.

Sustainable Collection Rateand Tip Fee Structures

Cities, counties, and the private sector can establish tip fees and processing fees for facilities where they
have authority. Publicand private transfer stations, landfills, incinerators, material recovery facilities,
organics processing facilities, and other waste facilities have flexibility in setting tip fees, processing fees,
and otherfeesforusingthe facilities. Some cities and counties with facilities use tip fee revenues to
supportall aspects of theirsolid waste systems.

Sustainable rate structures balance economicand environmental concerns. Specificrecommendations
for rate structures will vary with specificjurisdictional needs, but elements of sustainable rate structures
that local governments should considerinclude separating out fixed and variable costs, using variable
costs to provide incentives, ensuring rates usingembedded (“free”) recycling will cover total costs even
as customers reduce garbage service, and incorporating mechanisms to adjust rates (e.g., decouplingin
the energyindustry) asappropriate.
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Considerations:

Key lessonslearned on establishing sustainable collection fees, drawn from other utilities, include:

® “Free” recycling is unsustainable. Back when the recycling rate was lower and commodity rates
were higher, “free” recycling was an affordable incentive. As the recycling rate increases and as
per-capita waste disposal decreases in the future, these types of fee structures will not be
sustainable.

® Utilities must cover their fixed costs and variable costs, while still providing incentives for
conservation. Water utilities, for example, make these two types of costs (fixed costs for service
and variable costs associated with amount of utility use) explicitin the bill:

— Theyinclude base orservice fees, like awater collection fee, to provide financial stabilityand
sustainability. In awaste context, thiswould be amonthly account fee ora containerfee (such
as incommercial contracts)

— Tocovervariable costs, other utilities list separate usage fees. These fees canalso provide an
incentive for environmental sustainability. In waste, thiswould be a weight- orvolume-based
fee.

® There are several considerations about incentive fee structures to take into account:

— Theresulting feesin such asystem do not necessarily align directly with actual costs. To
incentivize conservation, utilities sometimes increase usage fees abovevariable costs and
decrease base fees below fixed costs. When a utility creates arate structure like this, it makes
assumptions about how many customers will, forexample, choose each cart size to ensure that
the utility receives enough revenue to coveroverall costs. A rate structure that puts a strong
incentive on conservation or waste reduction bears arisk that it might succeed too well —that s,
that too many people will choose the smallest container size and recycle everything. This
scenario wouldresultinashortfall of revenues.

— Someregulated energy utilities use atechnique called decoupling to build in asemi-automatic
course correction for such a case of greater-than-expected conservation without havingto go
through a full rate change procedure. Decoupling raises rates if incentives resultin more
conservation than expected so the utility can remain solventinthe followingyear. Conversely, if
the incentive does not work as planned and the utility receives extrarevenues becausenoone
conserved (orrecycled, for awaste utility), italso automatically lowers rates the nextyearto
prevent an unfair windfall.
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Next Steps

Next steps for moving forward with recommendationsinclude the following:

® For state-level funding mechanisms, Ecology should build out a preliminary package of options.

Take the package of options on a “roadshow” to engage stakeholders face-to-face, gather and

use feedback, and build support. Ecology can revise the funding package as needed based on

stakeholder feedback, and move forward with potentially proposing legislative changes
supported by stakeholders.

— The package of options, based on Ecology’s consideration of recommendations from this report,
would provide an additional level of detail regarding proposed changes and how the associated
funds would be spent. For example, options regarding the Solid Waste Collection Tax could
include proposals forspecific percentages or dollaramounts of the existing tax to be directed to
solid waste, whetherfunds would remainin adedicated account within the Public Works
Assistance Account forsolid waste infrastructure or be placedinto an entirely separate solid
waste account to be used more broadly, tax rates for additional materialto be covered, and/ora
proposedrate fora tax increase to be dedicated tosolid waste.

— Theroadshow approach is similarto how Oregon Department of Environmental Quality (DEQ)
was able to build supportforrecentstatewide fundingincreases passedin Oregon (Senate Bill
245) in 2015, which raised disposal permitandtippingfeesand applied fees to additional classes
of facilities. Oregon DEQ held stakeholder meetings around the state that presented the details
of the proposed fee increases and focused on the need forand benefits of the increase,
includinginformation on how the additional funds would be used.

® For local-level funding mechanisms, support trainings for local government partners on local
funding options and sustainable rate structures.
— Thesetrainings could be conducted by Ecology or a partner organization.

® Qverall, continue to monitor relevant solid waste funding mechanisms elsewhere (particularly
British Columbia, Oregon, and California) for future consideration. Monitor the effectiveness,

impact on stakeholders, and impact on the overall solid waste system of EPR programs for
packaging and printed-paper.
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Associated Study Documents

The following documents compile background and supporting research conducted during this study:

Part 1: Update Current Funding Mechanisms

® Main Report
® Appendix 1: Background Discussion
® Appendix 2: List of Current Funding Mechanisms

® Appendix 3: Stakeholder Survey #1 — Instrument and Comments (presented in a separate
document)

Part 2. Identify Potential Funding Mechanisms

® Main Report
® Appendix 1: List of Funding Mechanisms in Database
® Appendix 2: Definitions of Funding Mechanisms Research Fieldsin Database

® Appendix 3: Database with Detailed Descriptions of Funding Mechanisms (presented ina
separate Excel file)

® Appendix 4: Utility Cost Recovery Practices and Implications for Solid Waste Fundingin
Washington (presented in a separate document)

Part 3. Recommended Funding Mechanisms

® Main Report (this document)

® Appendix1: Stakeholder Feedback on Proposed Options Survey #2 — Summary, Instrument, and
Comments (presented in a separate document)
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