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Webinar Objectives

1. Provide participants with a summary of the background,
methodology and proposed Phase I Environmental
Handling Fees.

2. As part of consultation processes, receive input/
feedback from participants for incorporation into the

final study report.
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Topics to be Covered

Topic Headings

Part 1: Background and Obijectives

Part 2: Update Existing Environmental Handling Fee Schedules
Part 3: Product Class Consolidation and Fee Design

Part 4: Harmonization

Part 5: Implications of Proposed Changes to Phase | EHFs

Part 6: Monitoring and Recommendations

Part 7: Next Steps

April 2009



Background and Objectives

The objective of this study is to analyze and make recommendations for
EHFs for Phase | regulated products as listed in the British Columbia,
Saskatchewan and Nova Scotia regulation. The study also included the
calculation of a new fee for computer peripherals. The study considered a
three year period from 2009 through 2011.

This initiative was jointly commissioned by ACES and its counterparts in
Saskatchewan (SWEEP) and British Columbia (ESABC). The intent is to
harmonize (to the extent feasible) these EHFs and/or the methodology for
their determination, across jurisdictions as their respective programs are
rolled out.




Background and Objectives

The EHF study was carried out by InterGroup Consultants Ltd. And Forkast
Consulting (collectively the Research Team). Both have extensive
experience in utility cost of service and rate design projects.

Overall leadership and guidance for the study was provided by the Study
Advisory Committee which consisted of representatives of the three
commissioning programs and key industry stakeholders as follows —
Executive Directors for ACES, SWEEP and ESABC; Resource Recovery Fund
Board (RRFB); Product Care Association (PCA); SARCAN Recycling; Encorp
Pacific (Canada); Electronics Product Stewardship Canada (EPSC); Retail
Council of Canada (RCC), and other industry stakeholders.




Guiding Principles and Criteria
(Report Section 2)

The three programs formally adopted a set of guiding
principles and criteria that were developed to inform the
methods used to calculate the proposed EHFs in this study.
The principles and criteria are reviewed in Section 2 of the
report. The principles and criteria are consistent with the
principles used in utility cost-of-service studies and rate
design.
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Update Existing Environmental Handling Fee Schedules
(Report Section 7)

The first step in the study was to update the existing Environmental
Handling Fees (EHFs) schedule. The process involved the following steps:

*Developing estimates of the Waste Electronic Equipment (WEE) that
would be collected by the programs in each year.

*Developing sales forecasts (number of units) for each program.

*Developing operational and common cost forecasts for each program.
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Developing Estimates of WEE Collections
(Report Sections 7.1 and 7.2)

In order to develop estimates of the WEE that would be collected by each
program, several sources of information were reviewed:

*Actual program collection volumes for ACES, SWEEP & ESABC.

*Per capita collection estimates based on ARMA experience.

*Estimates of total WEE that would be available to be collected based on:
e Sales and shipping data collected from IDC, NPD and CEMLC.

* Product weight data from SWEEP and ARMA.
e Estimated service lives based on previous studies.
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Development of Estimates of Program Collection Volumes
( See Report Figure 7.3)

* Step 1: Review actual program collection volumes; per capita collection
estimates based on ARMA experience and collection estimates based on a
model developed using IDC, NPD and CEMC data, as well as product
weight and service life information.

* Step 2: Review total collection estimates (for all product categories) with
programs.

* Step 3: Finalize total program collection estimates for each year 2009,
2010 and 2011.
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Development of Estimates of Program Collection Volumes
(See Report Figure 7.3)

» Step 4: Break the total collection estimates into broad categories based on
actual program collection information.

» Step 5: Further break down the collection estimates into the existing
product categories based on ratios developed from the IDC, NPD and
CEMC data.
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Developing Product Sales Forecasts
(Report Section 7.3)

Updating the existing EHF Fee Schedules also required developing
forecasts of the number of units that would be sold in each year.

As a starting point, each of the programs provided data on the number of
units by product category to which EHFs were applied in 2008.

Those figures were reviewed with members of the Study Advisory
committee to develop estimates for the period 2009-2011. In preparing
these estimates, the Research Team and the Study Advisory committee
took into consideration the current economic downturn. Sales forecasts
were prepared based on a reduction of 3% in 2009 compared to 2008; a
reduction of 1% in 2010 compared to 2008; with an estimate the sales
would return to 2008 levels by 2011.




Developing Operating and Common Cost Estimates
(Report Section 7.4)

The final step in updating the existing EHF schedule was to develop operating cost
and common cost estimates for each program.

Operating costs include the costs to collect, consolidate and process electronic
material. Estimates for 2009 for each program were developed based on 2008
actual information and 2009 budget information. For 2010 and 2011, where
specific cost increases were known (for example contracts for processing costs for
those years), those figures were adopted. Where such information was not
available 2009 costs were inflated by 2% for 2010 and a further 1% for 2011. The
lower inflation rate for 2011 was adopted with the expectation that there would
be productivity improvements to offset some of the expected cost inflation.

Operating cost estimates for each product category were developed by multiplying
the operating costs per tonne by the estimated volume of material collected in
each product category.




Developing Operating and Common Cost Estimates
(Report Section 7.4)

Common costs include program administration costs and communication costs.
2009 common costs were estimated based on a review of 2008 actual costs and
2009 budgets. Forecasts were prepared for 2010 and 2011 based on program
plans for those years and inflation of 2% for 2010 and 1% for 2011 — similar to
operating costs.

Common costs also include allowances for research and development costs and a
contribution to the program operating reserve. These were developed based on an
accrual of 5% of total operating costs for each item.

Total common costs were allocated to each product category using two ratios —
15% of total common costs were allocated in equal shares to each product
categories. The remaining 85% of total common costs were allocated based the
weighted share of total operational costs.




Preliminary EHF Calculations for Existing Product Categories
(Report Section 7.5)

Preliminary EHF Calculations were prepared by dividing the total operating and common costs for
each product category by the forecast sales for each product category. 3 year averages were
prepared by taking the total operating and commons costs for each. These preliminary EHFs are
summarised in the Table below (Table 7.6 from the draft report).

Preliminary EHF - Preliminary EHF - Preliminary EHF -

Average EHF ACES SWEEP ESABC

($/unit) ($/unit) ($/unit) ($/unit)

TV's - 18 inch and smaller $15.75 $15.25 $12.75 $19.00
TV's-19-29inch $45.00 $44.00 $37.75 $53.25
TV's-30-45 inch $13.00 $16.00 $10.50 $12.25
TV's - 46 inch and larger $23.25 $35.50 $13.50 $20.75
Desktop Computers (CPU's) $10.25 $10.25 $14.75 $5.50
Portable Computers $2.00 $2.00 $2.75 $1.10
Monitors $10.00 $11.50 $9.25 $9.00
Desktop Printers $6.75 $6.25 $7.75 $6.25
Computer Peripherals $0.90 $0.80 $1.00 $0.80




Product Class Consolidation and Fee Design
(Report Section 8)

After updating the existing fee schedule, the Research Team and the Study
Advisory Committee reviewed options related to changing the number of
product categories and the method for calculating and designing the EHFs.

Review of EHFs over time is important not only to revisit the costs related
to collecting, transporting and responsibly recycling regulated products,
but also to consider changes in light of factors such as technological
convergence; changes in consumer preferences; unit cost causation;
stability of fees and communication and administration.
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Product Class Consolidation and Fee Design
(Report Section 8)

Technological Convergence

At one time monitors and televisions were distinct products purchased for different
purposes. However, the lines between a display device purchased as a television and a
display device purchased as a monitor are blurring. This presents challenges for administering
and communicating the EHFs for monitors and televisions when products that look very
similar to a consumer have different EHFs assigned to them.

Changes in Consumer Preferences

Recent sales trends suggest that the markets for larger televisions (screen sizes over 30”) and
laptop or notebook computers are expanding, while sales of desktop computers and smaller
screen sized televisions are leveling off or declining. These trends suggest that larger screen
sizes are replacing smaller screen sizes for televisions. It also appears that there is greater
growth for notebook or portable computers compared to desktop computers. It seems
reasonable to consider these trends in designing EHFs.
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Product Class Consolidation and Fee Design
(Report Section 8)

Unit Cost Causation

As a general rule, heavier products cost more to transport and process than lighter products.
It is very reasonable that the calculation of the EHFs should recognize this cost driver. The
EHFs can very dramatically for products at different stages of their life cycle. For example,
products like small screen size TVs, for which there are many units in distribution but
relatively few new units being sold, would have very high EHFs relative to the cost of
processing each unit. Similarly, for newer products like larger screen televisions, where few
units are currently being processed but many units are being sold, the EHFs could be very low
relative to the cost of processing each unit.

A comparison of the EHFs and average operating costs per unit suggests that the cost
coverage ratio for the two largest TV categories is particularly low, suggesting that the
preliminary EHF calculation for these sizes is being influenced to a large degree by the fact
that many units are being sold, with few units being returned to date. This could cause
problems in the long run if the preliminary EHFs were implemented, since they do not
accurately reflect the true cost to process each unit. This is illustrated in the following Table
(Table 8.2 of the draft Report).




Product Class Consolidation and Fee Design - continued

(Report Section 8)
ACES SWEEP ESABC

Average Revenue Average Revenue Average Revenue to
Preliminary Operating to Cost Operating to Cost Operating Cost

EHF Costs per Coverage| Preliminary Costs per Coverage| Preliminary Costsper Coverage
(Revenue) Unit Ratio |EHF (Revenue) Unit Ratio | EHF (Revenue) Unit Ratio
TV's - 18 inch and smaller $15.25 $14.17 108% $12.75 $12.42 103% $19.00 $13.79 138%
TV's-19 - 29 inch $44.00 $45.40 97% $37.75 $39.78 95% $53.25 $44.18 121%
TV's-30-45inch $16.00 $69.43  23% $10.50 $60.83 17% $12.25 $67.57 18%
TV's - 46 inch and larger $35.50 $122.64 29% $13.50 $107.45 13% $20.75 $119.34 17%
Desktop Computers (CPU's) $10.25 $13.35 77% $14.75 $17.05 87% $5.50 $11.17 49%
Portable Computers $2.00 $3.18 63% $2.75  $4.06 68% $1.10 $2.66 41%
Monitors $11.50 $19.71 58% $9.25 $17.87 52% $9.00 $19.84 45%
Desktop Printers $6.25 $8.74  72% $§7.75 $10.03 77% $6.25  $8.21 76%
Computer Peripherals $0.80 $1.30 62% $1.00 $1.49 67% $0.80 $1.22 65%
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Product Class Consolidation and Fee Design - continued
(Report Section 8)

Stability of Fees

As noted above, technological change and consumer preferences can have a significant
influence on the EHF calculation. Product categories that are in decline (for example smaller
TV sizes) will have different cost profiles at present than products that are in the early stages
of their technological life cycle. Therefore it seems appropriate to include a consideration of
fee stability over the longer term view in the development of EHFs.

Communication and Administration

Ultimately, fees must be able to be explained to customers, applied on a consistent basis and
as free from controversy of interpretation as possible. For administrative purposes and for
communication to stewards and consumers, it would be desirable to have fewer EHFs, while
still recognizing operational cost differences between products.
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Product Class Consolidation and Fee Design
(Report Section 8)

In order to recognize the challenges associated with technological convergence; changing
consumer preferences; unit cost causation, fee stability and communication and
administration the Research Team recommended the following revisions to the number of

product classes:

* Consolidate monitors and television product classes into a set of fees for display devices.
* Reduce the number of display screen sizes.

* Consolidate desktop computers and portable computers into a single computer class.
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Product Class Consolidation and Fee Design
(Report Section 8)

Calculation of EHFs for New Computer Class

In calculating the EHFs for the new computer class, the total operating costs and product
sales were aggregated. The result is the computer class EHF represents a weighted average of

the previous Portable Computer and Desktop Computer categories.

April 2009
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Product Class Consolidation and Fee Design
(Report Section 8)

In calculating the EHFs for the new display device classes, the following steps were used:

Step 1 — Product sales forecasts for the Monitor category were split between the two Display
Device categories based on the assumption that most sales were for units with a screen size
of 29” or smaller. An adjustment was made to account for a small number of large
professional display devices which previously would have been classified as monitors.

Step 2 — Operating costs were assigned to the Display Devices 29” and smaller category such
that the unrounded EHF was equal to the unrounded preliminary EHF for the monitor
category from the old fee schedule. This was done in order to recognize that the EHFs for the
smaller screen size televisions are distorted to some degree by the fact that sales for those
units are weakening, and therefore the total costs are divided by a smaller number of total
units.

Step 3 — Operating costs were assigned to the Display Devices 30” and larger category such
that the total operating costs assigned to the two Display Devices categories were equal to
the total operating costs assigned to the five old display categories (four TV categories and
one monitor category). This resulted in more operating costs being assigned to the larger
screen sizes. This was considered to be reasonable because otherwise the EHFs for the larger
screen sizes would be distorted by the relatively high volume of sales relative to the number
of units collected.




Product Class Consolidation and Fee Design
(Report Section 8)

The resulting EHFs (after rounding for each program for the period 2009 to 2011, as
well as the simple average across the programs are summarized below (Report Table
8.3):

Average ACES SWEEP ESABC
Display Devices - 29" and smaller $10.00 $11.75 $9.25 $9.00
Display Devices - 30" and larger $32.00 $40.25 $23.50 $31.75
Computers S5.75 $5.50 S8.50 S3.00
Desktop Printers S7.00 $6.50 $8.00 $6.50
Computer Peripherals $1.00 $1.00 $1.10 S0.90
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Harmonization
(Report Section 9)

At present, the EHF levels are harmonized across the jurisdictions. As part of this review of
the EHFs for Phase | products, the Research Team and the Study Advisory Committee
reviewed whether the present harmonized fee schedule is appropriate or if modifications
should be considered. At the outset, it was recognized that there are inherent benefits of
harmonization, including administrative efficiency and communication with stakeholders.

However, it is also recognized there may be challenges or obstacles to maintaining the same
fee schedule in all three jurisdictions. In particular it was noted there are different operating
environments in each jurisdiction related to population served; transportation distances
between communities and to the processing facilities; regional differences in processing
costs, labour costs and other factors, consumer preferences and purchasing patterns,
program design and legislative/policy framework.
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Harmonization
(Report Section 9)

It was determined there would be a preference for maintaining a harmonized fee
schedule to the extent it did not impact negatively on the ability of a program to
recover its operating costs or create an unreasonable degree of cross-subsidization
between product categories.

Therefore, an analysis was undertaken that compared the revenues for each product
category and program using jurisdiction-specific EHFS and average EHFs across the
three jurisdictions. Table 9.1 in the Report summarizes the results of this analysis and
shows the revenues by jurisdiction and product category using average EHFs.

A review of Table 9.1 shows a wide range in the revenue to cost coverage ratios both for
product categories and for each program.

April 2009 25




Harmonization
(Report Section 9)

April 2009

Based on this analysis, the Research Team and the Study Advisory Committee
determined it was not feasible to maintain a harmonized fee schedule across the three
programs. However, it is recognized that there are continued benefits of harmonization
related to:

*Product categories — maintaining  harmonized product categories assists with
communications between the programs and with stewards and consumers.

*EHF calculation methods — harmonizing the methods used to calculate the EHFs assists
with stakeholder understanding and the comparability of fees across the jurisdictions.

*Implementation schedules — harmonizing the implementation schedules and the dates
when fees change in the future will also help with stakeholder understanding and
communication.
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Implications of Proposed Changes to Phase | EHFs
(Report Section 10)

As a result of the analyses undertaken in this review, changes are recommended to the EHF
fee schedules. These changes are the result of a review of both costs and sales projects as
well as proposed changes to the number and definition of product categories. The Research

Team recommends the following EHF schedules (Report Table 11.1):

ACES SWEEP ESABC
Display Devices - 29" and smaller S11.75 $S9.25 $S9.00
Display Devices - 30" and larger S40.25  $23.50  S31.75
Computers S5.50 S8.50 $3.00
Desktop Printers $6.50 $8.00 $6.50
Computer Peripherals $1.00 S1.10 S0.90




Implications of Proposed Changes to Phase | EHFs
(Report Section 10)

The Research Team felt it was important to summarize the effects of the
proposed changes on fees seen by consumers at the time of purchase.
Table 10.1 in the report provides a summary of the current EHF and
proposed EHF for each jurisdiction.

A review of the proposed fee changes indicates that in almost all cases,
the fees by consumers would be lower under the proposed EHFs. A small
number of product types would be subject to higher fees, including
televisions with screen sizes of 30-45”, portable computers and monitors
with screen sizes larger than 29”.
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Implications of Proposed Changes to Phase | EHFs
(Report Section 10)

Program revenues would also change as a result of implementing the proposed fees. In
summary the changes to average revenues for each program are:

» ACES — Average revenues are expected to decline from $5.243 million to $4.882
million, an average annual decrease of $0.361 million or 7 per cent.

» SWEEP — Average revenues are expected to decline from $6.059 million to $4.813
million, an average annual decrease of $1.246 million or 21 per cent.

» ESABC — Average revenues are expected to decline from $26.831 million to $19.707
million, an average annual decrease of $7.124 million or 27 per cent.

April 2009

29




Monitoring and Recommendations
(Report Section 11)

Throughout the research phase it has been noted that there were assumptions and estimates
required to prepare the EHF calculations. While care has been taken at each step to identify
the best available data and to cross-check all assumptions and estimates with the Study
Advisory Committee, the estimates are based on limited actual experience in these
programs. As experience is gained, a sounder basis for producing future estimates will
emerge reflecting actual revenues and costs. In addition, this is a rapidly evolving field in
terms of regulatory requirements, technology and operating environments. Such changes will
affect EHF calculations in the future. Within this context, the following activities are
recommended:

Monitoring

Monitor on an ongoing basis key product parameters and variables including product
weights, life cycles and collection volumes to assist in future refinements of the EHF
calculations.

April 2009
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Monitoring and Recommendations
(Report Section 11)

High Level Review

Conduct a high level review of the Phase | EHFs at a pre-determined interval,
perhaps after the first full year following implementation of revised Fees. This
review can be used to identify any material problems related to revenue over-
collection or under-collection and to ascertain if the EHFs continue to be
appropriate.

Detailed Review

Undertake a detailed review and assessment of the Phase | EHFs at the end of the
three year period. The EHFs have been calculated assuming a three year operating
period. New estimates will be required to take into account actual operating
experience and changes in technology, products and operating environments.

Ongoing Communication

April 2009

Maintain on-going communication with stakeholders, including stewards and
consumers, to help to identify opportunities to further refine the EHF calculation
methods.
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Next Steps

April 2009

Timeline for Calculation of Revised Environmental Handling Fees for Phase |

Products

Webinar hosted April 15 2009

Consultation Period Closes — April 17 2009

Final Report presented to Programs — April 24 2009

Notice of EHF Revisions Circulated to Stakeholders — May 1 2009
Revised Phase | Fees take effect — August 1 2009
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For More Information

Complete copies of the Consultation Draft and the Invitation
to Consultation are available at: www.estewardship.ca

Questions and comments may be forwarded by April 17, 2009
to: feedback@intergroup.ca

il 2
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