paintcare

90T NEW YORK AVE NW « WASHINGTON, DC 20001 (855) 724-6809

March 1, 2017

Pete Pasterz

Oregon Department of Environmental Quality
700 NE Multnomah St., Suite #600

Portland, OR 97232

Dear Mr. Pasterz,

This document proposes an amendment to the 2015 - 2017 Oregon Architectural Paint Stewardship Program
Plan. Its purpose is to change the architectural paint stewardship assessment (PaintCare fee).

The volume of paint managed by the stewardship program has increased over time. Paint processing and
transportation costs represent 89% of total program expense, and now consume more than 95% of annual
program revenue. To meet both its financial and stewardship obligations, the program is requesting a fee
revision to accommodate the present and future growth of the program, and to restore balance to the
program'’s finances. Table 1 provides the proposed changes to the fee structure.

TABLE T - COMPARISON OF FEE STRUCTURES

Container Size Current Fee Structure Proposed Fee Structure
Half pint or smaller $0.00 $0.00

gglrlgiirthan half pint to smaller than 1 §0.35 §0.45

1 gallon $0.75 n/a

1 gallon up to 2 gallons n/a $0.95

Larger than 1 gallon up to 5 gallons S 1.60 n/a

Larger than 2 gallons up to 5 gallons n/a $1.95

The proposed fees include changes to (1) the fee amounts, as well as (2) the container sizes for the two larger
categories. Under the new fee categories, there will no longer be a category for 1-gallon containers. Instead,
there will be a category for containers ranging in size from 1 to 2 gallons. Also, the upper category of “Larger
than 1 gallon up to 5 gallons” will be replaced with “Larger than 2 gallons up to 5 gallons.” The proposed fee
structure, by container size, is provided in the table above. The change to include containers up to 2 gallons in
the $0.95 fee is done to include container sizes that sell in very limited quantities in Oregon. It will not result in
a significant impact to program funding.



Program Financial History and Projections

The Oregon program began operations in 2010. Through the calendar year 2013, the Oregon program was
able to reasonably balance revenue and expenses under the original fee structure. Expenses in 2074 and in
2015 increased significantly, based primarily on the addition of sites and a spike in the amount of paint
collected. In 2015, an additional $314,000 was used for communications to increase awareness of the
program, with the expectation of continued availability of program reserve funds. The expansion in
communications appeared to stimulate growth in paint collections in 2015, but it also contributed to
increased program expenses.

In late 2014, the Oregon program increased its convenience level as required by statute, adding 21% more
drop-off sites. With these new sites, 96% of all Oregon residents were within 15 miles of a drop-off location.
At the end of 2015, there were a total of 167 sites (compared with 100 at the end of 2013). This increased the
amount of paint collected, which, in turn, increased the cost of the program. From 2014 to 2015, the number
of boxes collected (the unit by which the program is charged by its primary hauler) increased by 20%. (Note
that collection volumes for CY-14, CY-15 reflect a revised calculation methodology. Though not directly
comparable, the data accurately reflects the trend of escalating volumes collected by the program through
2015.)

In order to maintain balance between revenue and expenses, the program requires increasing revenue.
PaintCare has taken efforts to minimize all spending at its discretion in the areas of travel, communication
and administrative staff, while maintaining service levels to meet its program obligations. It has also worked
with its operations vendors (i.e., haulers/processors) to optimize current pricing and to confirm expense
projections. PaintCare also has an obligation to maintain a reserve balance, a program expense for which it
must plan. The population in Oregon has been growing, and the overall paint market has expanded, leading to
increased revenue based on increased sales. However, increases in costs are projected to be greater than
increases in revenue from sales. To cover the projected costs of the program, an adjustment to the PaintCare
fee schedule is necessary.

Table 2 provides projected statements of activities, under the proposed fee schedule if approved by May 1,
2017, for a start date no less than 120 days later on September 1,2017. Under the proposed fee structure,
monthly revenue will immediately exceed monthly expenses and the program should come out of deficit in
late 2018.

The significant assumptions in these projections are:

Growth in the Oregon paint market. PaintCare assumes that the Oregon paint market will expand at a
rate of 3.5% through 2021. The projection is based on the current paint market trend of incremental increases
in annual sales and the expectation that the Oregon population will grow by approximately 1.5% a year to
more than 4.3 million by 2020, as projected by the State of Oregon in 2015. Oregon’s growth projection
appears to be supported by US Census Bureau's estimate (Dec. 2016) that Oregon’s population grew 1.7% in
2076.



Growth in cost of paint collection. Paint collection spending (the Paint Processing & Transportation
expense category in Table 2) is projected to increase by 6% per year through 2021. This projection is based on
either an increase in bins collected/processed, an allowance for the potential of price increases for processing
and transportation, or a combination of both.

Monitoring of communications spending. The program intends to keep the communications budget at
$70,000 for 2017 (this amount still allows for communications and outreach surrounding the revised fee
structure), and increasing to $100,000 for 2018 and beyond to accommodate expanded outreach which will be
used to meet program awareness and source reduction goals currently in development with DEQ.

Monitoring of travel spending. By visiting drop-off sites less frequently, but no less than once per year,
the program can reduce travel expense by approximately $10,000 annually. PaintCare will continue to receive
and address feedback from DEQ, store staff and other stakeholders to ensure that newer sites and sites
needing more in-person contact will receive it. Sites with long tenure and experience that are performing well
may receive a phone call, in lieu of a second annual visit.

Stability of program site count. The program will no longer recruit new program sites, except in
underserved areas where events would otherwise be required by statute.

Stability of the DEQ administrative fee. The program assumes that this fee will remain at $40,000.

Reduced growth in administrative costs. At the direction of the PaintCare board of directors, PaintCare
was asked to plan on an optimal staffing level, while still allowing for increases to corporate staff costs and
maintaining the program'’s obligations and current level of service. The savings from these measures are
reflected in Allocation of Corporate Activity category in Table 2.

Cost of loan repayment. The program began use of loaned funds from ACA to continue program
operations in 2076. The cost of using these loaned funds was approximately $8,000 in 2016 and is expected
to be $10,000 in 2017 and $7,500 in 2018. If the new fee schedule takes effect in September 2017, the loan is
expected to be retired at the end of 2018. These costs are reflected in the Personnel, Professional fees, and
Other category in Table 2.

TABLE 2 - PROGRAM FINANCES WITH PROPOSED FEE SCHEDULE (EFFECTIVE DATE, SEPTEMBER 1, 2017)

Year 5 Year 6 Year 7 Year 8 Year 9 Year 10
CY2016 CY2017 CY2018 CY2019 CY2020 CY2021
Revenue $4,774,063 $5,305,126 $6,279,705 $6,495,994 $6,719,854 $6,951,549

Expenses

Paint processing &
transportation
Collection supplies and
support

4,532,996 4,731,987 5,004,806 5,293,994 5,600,534 5,925,466

20,627 20,000 20,000 20,000 20,000 20,000



Communications 73,005 70,000 100,000 100,000 100,000 100,000
Personnel, professional fees, 177.131 217,564 180,182 178,878 182,684 186,605
and other

State administrative fees 40,000 40,000 50,000 40,000 40,000 40,000
2233330“ of corporate 262,127 295,000 303,850 312,966 322,354 332,025
Total expenses $5105884  $5374551  $5661338  $5045838  $6.265573  $6,604,006
Change in net assets -332,821 -69,424 618,367 550,157 454,281 347,453
Net assets, beginning of 4673 -327,148 -396,572 221795 771952 1226233
reporting period

Net assets, end of reporting 327148 -396,572 221795 771952 1226233 1573686

period

Revenue

The projected volume of paint sales is based on actual sales data from the first six years of the program.
Revenue from the PaintCare fees has increased by 10% since the beginning of the program, with a
pronounced increase since 2014 due to an expanding economy and Oregon population growth. However,
increases in paint collection have outpaced revenue from sales. PaintCare is projecting an annual
increase in paint sales of approximately 3.5% per year through 2021. When combined with a revised fee
structure this will enable the program to restore balance to its finances.

Revenue also includes a credit received from Metro for reaching pre-determined thresholds for volume of
latex paint delivered for processing. PaintCare has reached a high credit threshold each year, and expects
that this will continue based on existing and projected collection volumes.

The amount of revenue budgeted reflects the revised PaintCare fees taking effect September 1, 2017, no
less than 120 from the projected approval of this proposal, to permit ample time for public
communication of the prospective fee change. In addition, PaintCare has been advised by paint retailers
to avoid introduction of a new fee structure during Oregon’s peak painting season (from May through
August).

The new fee schedule will generate approximately $120,000 in additional revenue per month based on
projected sales volumes. This will enable a return to a positive balance approximately 12 months from
implementation. Changes to the proposed implementation timeline and/or paint sales volumes would
alter actual revenue available when compared to the program budget and projections provided.



Expenses

Paint processing and transportation are the most significant expenses of the program. Transportation
costs include money paid to pick up bins of program products from drop-off sites and deliver them for
further processing. Processing costs include sorting; incentive payments for reuse; and paint processing,
recycling, and proper disposal.

Collection supplies and support costs include training materials for sites, site securement (e.g., fencing),
and spill kits.

Communication includes advertising and promotional materials to increase program visibility through
education and outreach. With the growing maturity and heightened visibility of the program, as evidenced
through increased collection volumes, the Communications expense will be pared back to $70,000 for
2017. Communications is budgeted to increase to $100,000 in 2018 and beyond to allow for future work
on source reduction.

State agency administrative fees of $40,000 are paid to Oregon DEQ annually, with an added $10,000
budgeted in 2018 for DEQ's review of PaintCare’s forthcoming Program Plan update, which is assumed
will be requested.

Personnel, professional fees, and other include costs for in-state personnel (Oregon Program Manager
and Oregon's portion of the West Coast Regional Manager), travel, auditing, legal, insurance, professional
fees, and administrative services and supplies.

Allocation of corporate activity costs are those that are shared across all PaintCare programs and
allocated relative to the population of the state or jurisdiction. These costs include corporate staffing and
related overhead, construction of data management systems, auditing fees, legal fees and general
communications. Using 2010 US Census data, Oregon’s current allocation is 6.6%.

Unallocated Reserve Funds (Net Assets)

PaintCare has a Reserve Policy to maintain a net asset balance in each state. This policy establishes a
minimum threshold of 16% (i.e., at least two months of operating expenses). An accumulated balance
allows PaintCare programs to continue to operate in times of either higher than expected post-consumer
paint collection or lower than expected retail paint sales — or a combination of the two. Reserve funds or
‘net assets” represent the accumulated surplus of the program.

PaintCare has an obligation to maintain a positive reserve balance, a program expense for which it must
plan. As of December 31, 2016, the Oregon program’s balance was -$327,148. The volume of paint
collections has increased to a point where paint management costs alone will soon exceed revenue.
There is no change in this scenario foreseeable given the program’s stewardship obligations. The
program is projected to continue to run a deficit until a new fee structure is implemented.



TABLE 3 - PROGRAM FINANCES UNDER CURRENT FEE SCHEDULE

Revenue

Expenses

Paint processing &
transportation

Collection supplies and
support

Communications

Personnel, professional
fees, and other

State administrative fees

Allocation of corporate
activity
Total expenses

Change in net assets

Net assets, beginning of
reporting period

Net assets, end of
reporting period

We thank Oregon DEQ for its consideration of this program plan amendment. If you have any questions,

Year 5
CY2016
$4,774,063

4,532,994

20,627
73,005
177,131
40,000
262,127
$5,105,884

-331,821

4,673

-327,148

Year 6
CY2017
$4,923,023

4,731,987

20,000
70,000
218,610
40,000
295,000
$5,375,597

-452,573

-327,148

779,771

please do not hesitate to contact me directly.

Sincerely,

g

Jeremy Jones

West Coast Program Manager

PaintCare Inc.
(503) 410-1648
jjones@paint.org

Year 7
CY2018
$5,091,829

5,004,806

20,000
100,000
189,842

50,000
303,850

$5,668,498

-576,669

779,771

-1,356,390

Year 8
CY2019
$5,266,543

5,293,994

20,000
100,000
197,056

40,000
312,966
$5,964,016

697,473

-1,356,390

-2,053,863

Year 9
CY2020
$§5,447,372

5,600,534

20,000
100,000
205,030

40,000
322,354
$6,287,919

-840,546

-2,053,863

-2,894,409

Year 10
CY2021
$5,634,530

5,925,466

20,000
100,000
213,492

40,000
332,025
$6,630,983

-996,453

-2,894,409

-3,890,862



