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MEMORANDUM

	TO:
	John Mirsky
Executive Policy Advisor for Sustainability

	FROM:
	Craig Hupy, Public Service Area Administrator

	SUBJECT:
	Solid Waste Fund Financials

	DATE:
	October 22, 2018




FINANCIAL POSITION

With the final financial closure of fiscal year 2018, the staff’s financial model of the Solid Waste Fund has been updated.  Below you will find a table that provides revenue and expenditure detail by category that is reflective of actual costs expensed for FY 2015- FY 2018 and the current budget amount as approved for FY 2019. The below detail provides the explanations for variances, anomalies, and other items of interest related to the financials. 

Revenue:  The forecasted revenue is a projection based on market interest rates and available fund balance.  The forecast at the time of budget does not take into account the required Generally Accepted Accounting Principles (GAAP) entry each year for an “unrealized loss” based on the sale of the investment as of June 30th each year.  Because the City holds all investments until maturity, the loss is not ever realized. 

The FY 17 increase in the Recycling Processing Credit was due to improved market conditions and a new contractual operating model initiated by City Staff and our emergency operator, Waste Management, after the previous operator’s contractual default and termination by the City.  As discussed previously, the recycling market is extremely volatile and subject to fluctuations, and the credit will not trend consistently and will often be subject to variance from budget estimates. 
 
Expenditures:  

The FY 2019 Administration category includes solid waste program management costs.   The large increase in FY 19 is in large part due to the recategorization of “administrative” costs associated with the Public Works Unit and the program reorganization within the Public Service Area.  Portions of these costs have previously been reported under the waste category or the System Planning category.  Costs included in this category include program IT charges, facility maintenance & debt costs, as well as personnel costs associated with management/supervision and administrative support of the program.  In addition, FY 2018 actuals included a Landfill Liability Change resulting in a decrease in FY 2018 actual expenditures of $172,799.

Under the Waste category, increased collection costs in FY 2019 are attributable to increased staffing costs, including benefits, associated with the planned use of permanent City employees, contractually required increases for tipping fees and contracted services, and increased equipment repair and fueling costs, particularly those associated with reliability issues with CNG fueling for the front-load trucks . 

The reduction in expenditures experienced in the Compost category in FY 17 are as a result of reduced equipment leasing costs, the increased use of temporary labor for the fall and spring compost pick-ups, and the favorable weather conditions.  The trend is not anticipated to continue as the City is in the process of hiring multiple Public Works full-time employee vacancies.  

[bookmark: _GoBack]Material Recovery cost increases since FY17 are attributable to the current contract having significantly higher MRF operating contract/transport costs, contractually mandated collection contract increases, and continued repairs necessary at the deteriorated facility. As previously discussed, the previous MRF contractual/business model that was in operation during FY 13 – FY16 period resulting in what appears as reduced expenditures, but in hindsight can be seen as underinvestment, significantly comprised the condition and safety of the City owned facility and equipment.  As a result, the previously avoided significant investment in the facility and the equipment would now be required in order to reactivate the facility.  Re-investment in the facility is not recommended until the Solid Waste Resource Management Plan is completed and regionalization planning is further along.  At this point, no plan from Recycle Ann Arbor regarding a mini-MRF has been shared with the City for review and/or consideration.

As of June 30, 2018, the Solid Waste Fund reported an unrestricted fund balance of $9,474,703, which represents a decrease of $1,876,479 from the previous year.  The unrestricted fund balance projection is $9,003,065 at the end of FY 2019, and is well within the range of the City recommended fund balance recommendation.  However, operating expenditures are forecasted to continue to exceed operating revenue and is not a sustainable operating model as this will result in continued unprogrammed reductions of the unrestricted fund balance to offset the lack of revenue to cover the operating expenditures.  Alternative service delivery models and regionalization/partnership opportunities continue to be explored in an effort to control operating costs and are a deliverable of the Solid Waste Resource Management Plan Update.
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SOLID WASTE FUND - #0072 Actual Actual Actual Actual Budget

FY 15 FY 16 FY 17 FY 18 FY 19

REVENUES

Solid Waste Millage  $11,729,340 12,072,979 $     12,307,175 $     12,635,609 $     12,899,600 $    

Recycling Processing Credit $104,636 $43,806 $1,097,178 $794,557 $958,000

Investment Income $199,624 $259,100 -$498 $96,477 $268,049

Waste Collection - Commercial $2,406,490 $2,508,067 $2,664,342 $2,760,171 $2,702,233

Miscellaneous $225,798 230,656            241,624            342,582            267,350           

Compost Cart Sales/Revenue Share $27,654 21,306              21,767              6,380                16,665             

Compost Equipment Lease/Sale -                   -                   -                   -                  

DDA/Commercial Trash Cart Fees $110,336 $166,453 $138,970 $132,125 $132,000

Equipment Replacement Contribution $0

Equipment/Auction Sales $10,189 -$92,452

Operating Transfers $1,086,720

   Prior Year Fund Balance/Refund of Prior Year Exp

TOTAL REVENUES $14,803,879 16,389,087 $     16,480,746 $     16,675,449 $     17,243,897 $    

EXPENDITURES

   Administration $552,414 $855,023 $649,501 $770,124 $1,587,757

   Retiree Medical Insurance & Self Insurance $331,944 $288,816 $355,476 $321,432 $336,083

   Waste $5,498,305 $5,762,284 $6,384,219 $5,682,488 $6,258,756

   Material Recovery $3,620,503 $3,569,780 $6,618,307 $6,063,527 $5,915,668

   Compost $1,218,554 $1,400,338 $1,292,031 $1,085,238 $1,436,181

   Landfill $389,736 $534,140 465,473            $369,724 $379,210

   Customer Service $340,133 $325,118 $319,981 $266,222 $293,886

   Systems Planning $235,382 $219,002 $484,037 $349,493 $104,373

   Municipal Service Charge  $262,128 $295,555 $304,428 $443,856 $457,171

   Depreciation $948,054 $838,488 $887,120 $888,508 $942,450

   Capital Projects $2,651 $332,481 $1,389,378

   Bad Debt/Tax Refund $30,970

   Capital Asset Credit -$70,834 -$88,354 -$1,070,427

OPERATING EXPENSES $13,359,940 $14,332,672 $18,079,525 $16,240,612 $17,711,535

   GASB Pension Liability $1,436,000 $236,741 $168,293 $337,009 $254,000

   OPEB $3,096,076 -$250,000

   Change in Landfill  Liability $75,596 $4,905,142 -$576,645 -$172,799

Change in Capital Assets, net of related debt -$791,653 -$707,829 $223,799 -$948,972

Change in Equipment Replacement Restriction -$251,628

Change in Landfill Restriction $771

FINANCIAL ADJUSTMENTS

$469,086 $4,434,054 -$184,553 $2,311,314 $4,000

TOTAL EXPENDITURES $13,829,026 $18,766,726 $17,894,972 $18,551,926 $17,715,535

Unrestricted fund balance $15,143,045 12,765,406.42   11,351,180.24   9,474,703.24     9,003,065.24    

FINANCIAL SUMMARY


