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Since May of 2015 committee of dedicated stewas, the Steward Consultation Committee (SCC)
developed a proposed nefee methodology that takes a principleased approach, is easy to
understand, fair, and able to stand the test of time. Developed for stewards by stewards, it has been
designed to respad to their concerns that the existing methodology is too complex, difficult to
understand andnay beunfair to certain material categories he new methodology focuses solely on
the allocation of costs and commodity revenues to each material in a mahaereflects each
YFEGSNREFEfQa AYLIOG 2y GKS NBOeOfAy3a aeaidSvyo

It is based orthe followingset of guiding principles that the S@€velopedto test the viability of althe
options they considered while buildinigeir proposed methodology

1. All obligated materials should bear a fair share of the costs to manage the packaging and printed
paper program, irrespective of whether a material is collected because all obligtedrds
who put obligatedmaterials into the marketplace should contrileuto the recycling system.

2. ¢KS YFGSNRIE YIylF3SySyid Ozada Ift20F0G§SR
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drive costs in distinctive ways.

3. Thecommodity revenue should be attributed only to the materials that earn revenue because
materials that are marketed have value and should benefit from earned revenue.

The new methodology consists of four steps:

1. Allocate thegrosscost(collection and procgsing) of the recycling system where:

a cmk: 2F GKS INRaa Oz2ada FNB ft20FG6SR ol

supplied quantitiegalculated byusing both the supplied quantities (steward
reported) and the material's specific cost to manage and

b. 402 2F GKS 3INRaa O2ada INB Itft20FGSR ol &

collected quantitiesalculated byusing both the collected quantities of material and
the material's specific cost to manage

2. Allocatecommodity revenueearned based onthemii SNA I £ 4 Q NEBhdtefiadssdS & K|

that are sold to recycling end marketssing both the quantities of the material sold into
recycling end markets and its unique commaodity price
3. Allocateprogram managementosts (administrative costs) of the stamdship program

)

a. CANRG 2y GKS YIFIGSNRFfAQ NBfFGADS aKIFENB 27

reflect the costs associated with steward support services

b. {SO2yR 2y GKS YHGSNRFfAQ NBfFGADSS AKFNB

administering the reyclingsupply chain services
4. Addpromotion and educationand/or market developmentcosts to specific materials as
needed.
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The SCC is recommending this new methodology be adopted by packaging and printed paper
stewardship organizations because the cutrarethodology, with its reliance on the threfactor

formula is increasingly failing to function as it was originally intended and has arguably reached the end
of its useful life.

The new methodology ensures that all obligated materials bear a share of the recycling system costs
and those costs are allocated based on how each maienjgctscostin the system. Consequently, it

will change the way that costs are allocated to matecategories.Sewards with large quantities of

plastic packagingre likely tosee the largest fee increases and stewards with large quantitipsragéd

paper will see the largest fee decreaggskK Sy 02 YLI NBR. 12 (2RI &Qa FSSa

CSSA, together with third party expeigseviewingthe many inputs to the fee calculation, including
bale and curb studies,cfivity BasedCosting (ABC3tudies, and their methodologiess is standard
practice. For ABC studies in particular, the rewilivconsider options for addressing the issue of
limited access to facilities in Ontario

It is important to note that the SCC was driven by the objective of developing a fair methodology that is
principlebased. We ask stewarsito consider these princips as well as the approach taken by the SCC
when developing the@roposed methodologyhen providing your feedbacknd not simply consider the
direction of potential fees.

We look forward to receiving your comments and feedback once you have taken soenttierad this
document and consider the information and arguments contained herein.
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In the past yegra committee of stewards developegeoposednew methodologythat takes a
principlebasel approachis easy to understandair, and able to stand the test of timdt has been

designed to respond to steward concerns that the existing methodology is too complex, difficult to

understand and potentially unfair to certain material categorie
The new methodologfocuses solely on the fair allocation of
costs anccommodityrevenues to each material in a mer
GKF G NBTFt SO limpadsdnhi recydling Sybtdm: f

The methodology and its principles wateveloped by a
dedicated group of stewards, known as the Steward
Consultation Committee (SCC), tleatlectivelyrepresent all
materials, as well athe interests and concerns of theider
steward community. Together, SCC members pay over 30% ¢
the feesof the four blue box programs in British Columbia,
Saskatchewan, Manitoband Ontario and represent from 20%
up to 50% of materials supplied in each material groGp:
chaired byNeil Antymis oPepsiCa@nd Scott Tudor oSobeys,
the SCC participated in @v40 hours of workshopspnsidered
severalsubmissions angresentations from stakeholder groups
and digestechundredsof pages of information before
unanimouslysettling onthe proposednhew fee setting
methodology that they believis a vast improvemetnover the

old one.

The SCC was initially convened in Q1528ndbegan its series of
ten workshops in May, 2015 with the final workshop completed
in January 2016The workshops were designed to enable the
SCC to answer the following question:

Gl 2 ¢ askedatds $hare the cost of meeting
their regulatory obligation to fund the recycling of
LI O1F3AY3 YR LINAYGSR

The first four workshops deepedii K S {indersfaiddingof
how the current methodology and typical recycling system
works; includingthe factors thatimpactcosts in the system
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They also listened to theiverse view®f various stakeholder

groups,whom were invited to submitomments and present to the SCThe SCC also spent some time

reviewing{ 0 S& | NR& KA L) h y (dffditk @ i@proveitiiedee miNkiBdoIboy; duice 2012
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and again ir2014 The{ / /e&l§ workshops were alagsed to identifyguiding principles that would be
used to inform the development of the new methodology.

The remaining six workshops were dedicateexploring options for how recycling costemmodity
revenues and program management cosit®uld be allocated to packaging and paper mategroups
in accordance with therinciples. More details about the methodology options considered by the SCC

are discussed belowin KS &aSOlGA2y SyuGAdft SR al 26 RAR GKS {/ 1/

Thecurrent methodology, with its reliance on the thréactor formula igncreasingly failing
to function as it was originally intendeshdhas arguably reached the end of its useful life.

Thethree-factor formula allocates theystem net cost based on three distirfiattors:

f CFOG2NI ™M Aa dzaSR G2 Ift20F3S opmp>r 2F (GKS
rate;

9 Factor 2 is usedtallocate 40% of the total net cost based on the net costazh
material;

1 Factor 3 is used to allocate 25% of the total net cost based on the Equalization factor
(i.e., 25% of the cost is attributed, on a relative basis, to materials that arachigving
the target recovery rate).

In recent years, % Q @ S thé tBr&yactor formulacompromisedn Ontario and Manitoba in situations
where materials are performingver target indicatingthat its applicability will continue to falteas the
recovey rates of materials improveln Ontariq all of the printed paper subategoriegperformwell

above the 60% target threshqglaith the exception of "other printed paper" armbnsequentlythis

material stands alone in assuming the printed paper categensss associated with Factor 3. When
calculating 2015 fee rates for Manitoba, all printed paper categories performed above,tatgeh

meant thatthe formula was unable to be used as designed and a '‘workaround' was needed to allocate
these costs. Thimeant thatevery printed paper material categowas allocated Factor 3 even though
they were performing over target.

Generally, he threefactor formula works within the confines of the cost transfer barrier thiathibits
cost transfers between thprinted paper and packaging categorigsen applying the three factors
despitethe fact that all printed paper categories are performing at higher recovery ratesrtiany
packaging categories. This has led many printed paper stewards to argue that tha cugtkodology

is no longer functioning as intended, i.e., to transfer cost from high performing materials to low
performing materials, and that paper categories have essentially been subsidising lower performing
packaging categories, such as many plasticssome time.

April 14, 2016
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¢KS {// o06S8S3ly AlGK | aoflyl atrisS¢ GKIG Fft26SR 0
all options for allocating costs and attributing revenue to each mateviiile they recognized that in

Ontario a methodology change will requixnisterial approval; they did not want that fact to constrain

their work. They, therefore ANBS SR G KIF G GKS LINRP2SO0Qa a02LIS g2dzZ R

1 Validation or refinement of the guiding principles for fee setting

1 Consideration of options fallocating the approvedollection, processing, commodity
revenues and program management costs (administrative costs)

T {dzo2SOi SIFOK 2LIiA2y G2 | aGodzaiySaa OlFasSé NBGAS
understood

1 Recommend one or more options to the steward community foraevi

The SCC focused solely on how best to allocate the costs once they had been approved by the Boards of
each stewardship programand, whererequired, their regulators (Ontario).The project scope did not
include a review of opportunities to reduce mranage the annual obligation

That said, the SCC digcognizecost control and cost efficien@rekey prioriiesfor stewards. This, and
a number ofother topicswere identified by theSC@simportant to stewards, anthe SCC felt they
should remairpriorities for the stewardship organizatiobsit were deemed oubf scope for the fee
project because they are not directly related to calculating fees.s@ k@picanclude

9 continued efforts toharmonize new Extended ProducerdRensibility (EPRégislation;
1 having to pay for material that they do not suppéynd
1 exemptions fomparticular kinds of businesses

See Appendig for more discussion on topics acknowledged by the SCC as being priorities for stewards
but consideredoutside the fee projec@d & 02 LIS @

The four primary objedtes for the fee review project accepted by each of the four programs @Multi
Material British Columbia, Mul¥aterial Stewardship Western, Mullilaterial Stewardship Manitoba,
Stewardship Ontario)ere as follows:

1. Produce a harmonizednd easy to understandiee setting methodologythat canbe usedn
each of the four programs

2. Define material fee rate categoriethat align toa program'sability to measure costs and
revenuesbecausestewardswant asswance that theeffort they invest in reporting in each
material category is warranteglither because it will differentiate the material's share of
recycling system costs and/or it will differentiate the amount of commaodity revenue that will be
attributed to the material.
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3. Identify options to fairly allocaterecycling costs to each materiahsed on how itmpactscosts
in the recycling system.

4. Determine the appropriate level of reliance on waste system studmesded to inform cost
and revenue allocations. In other words, the SCC wanted to verify that stewards are benefitting
from the cost invested in various studies that inform fee calculations today. These studies
include density studies that enable the cension of a material's weight to its volume; material
composition studies to identify what is managaad soldin the system andlsq Activity Based
Cost (ABC¥tudieswhichtrack the collection and processing activities associated with the
materials aghey travel through the recycling system.

Please note the SCC did not modify these objectives to inéhaedpredictabilitybecause as they
learned more about the annual variability of the inputs to calculating fees e.g., material commodity
markets and gantities supplied by stewardshile it may have been desirabliey did not think itan
achievable objective.

! For more information about ABC studies and how they inform the allocation of costs see Appendix 4.
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The SCBegan by developing a set of principleggiade andest the viabilty of all the options they
considered in building a new methodology. Visettled on three distinctandcomprehensive
principles:

1. All obligated materials should bear a fair share of the costs to manage the packaging and printed
paper program, irrespeaté of whether a material is collected because all obligategvards
who put obligatel materials into the marketplace should contribute to the recycling system.

(@]
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3. The commodity revenue should be attributed only to the materials that earn revenue because
materials that are marketed have & and should benefit from earned revenue.

Principle#IA & |y SELINB & & A2y &blsinés& Sippledablightedn&dridtSthe (G K1 G A T
marketplace then it needs to help pay for the recycling systemmether or not that material is

currently collected. Some materials, suchsameplasticand papefdaminatesare not currently

collected in many programs because they are costly to marathe system and theiis currentlyno

end marketfor this material. The SCC wanted to ensure that these materials, even though they are not
collected, meet their legal obligaticandfinanciallycontributeto the recycling infrastructure by

supporting consumer accessibilitfheir contribution also ensures that the system willdvailable to

them when end markets are developed and they begin to be collected.

Principle #NB ¥t SOt a G KS { itis ditical tNS tBe2casy/ihpacts2oyfrsysteé-ofieach
YFEGSNRFE Q& dzyAljdzS OKIF NI OGSNARAGAOA Ydza becausbl@ yaA RS
box materials caimpactcosts in very different ways-or exampleglass can babrasiveto equipment.

Plastic film can be very digtive to a system because it gets wrapped around equipment, causing costly
downtime or additional maintenanceOld corrugated cardboard is very bulkymay require additional

handling,and, if not compacted, can take uplat of room in a collectiominsandtruck.

Principle #NB LINS aSy da GKS {// Qa TAN)Xean&ifeveSu€ betaise it 2y f & Y
stewards of these materials purchasteem for use in the first place and should benefit from revenues

earned fromtheir eventual saldo a recyling end market(This is not the case with the current

methodology which beginigs calculations onlgnce the totalnet costs of a progranij.e., programcost

minus revenuesarned) is calculatedwith the effectthat some revenue is allocated toaterials that

did not contribute to the system's commodity revenue.

As the SCC reviewed optional components of a new methodology they tested each one against these
new principles to ensure they weegatisfied
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How do the new principles contrast with the o Id principles?

¢2RIF8Q&a LINAYOALX Sa F2NJ FSS aSliaAay3a INB +a F2tt2¢6

1. Encourage reduction, redesign and recyclability.

2. Reflect the costs to manage each designated material category.

3. Recognize the benefits to all stewards from the high recycling rates acHgwveattain
designated materials.

4. Equitably share program management costs among all stewards.

The SCC reviewed these principles and concluded that:

T 9y 02 dzNI 3 A y Jisai iiRortaintka¥@®i&ibilitg@a stewardship organizatidsut it
should not be gyuidingprinciplefor the fee setting methodologitself. The methodologys only
one constituent of a larger set of actions undertakendbgwardship programto meet the
obligations ofits stewardsto satisfythe broader objectives of légjation and regulations to
reduce, redesign and recycle. The fee methodology anet a sufficient mechanism to
achie\e these otherimportant objectives

f TheSCCretaindd2 Rl 8 Qa aSO02yR LINAYyOALX So

T ¢KS {// NB2SOGSR (KS xakeShouldirfiuerice How fgamel SNA | £ Q&
calculated because stewardsfluence over & I (G S N& I f Q & is ImdBed 2T@$ d&BnotNI (i S
forcethe residentto put recyclables in their blue box. They cannotsome cases, requiee
municipality to collect a paéicular material Because stewards do not feel they have influence
over the material recovery rate, theCC focused on what the stewaodsildcontrol - that is the
amountand typeof designatednaterial they supply ito the residential market.

1 The SCCid not think aspecificprinciple to share program administration costs was necessary
because administrative costs represent a very small percentage of total program costs and it is a
given they would be constitute part of the fee calculatiamd are indctaddressed by
Principles 1 and.2
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The proposed methodology consistsfotir steps,each of whiclconsiders the material specific
characteristics that differentiate its cost and commodity revenue value:

1. Allocate hegrosscost(collection and processing) of the recycling systenere:
a c/m: 2F GKS INRaa Oz2aida FINB ft20GSR ol aSR
guantities calculated by using both the supplied quantities (steward reported) and the
material's specific cost to manage and
b. ng: 2F GKS 3INRPaa Oz2aita FNB fft20GSR ol aSR
collected quantities calculated by using both the collected quantities of material and the
material's specific cost to manage
2. Allocaecommodity revenueS I Ny SR 61 4SR 2y GKS YIMat&ind | £ aQ NBf
that are sold to recycling end marketssing both the quantities of the material sold into
recycling end markets and its unique commaodity price
3. Allocateprogram managementosts (administrative costs) of the stewardship program
a. CANRG 2y GKS YIFOGSNARIfaQ NBflIGAGS akKlFENB 2F 3
the costs associated with steward support services
b. {SO2yR 2y (KS YIGSNRI f a@fledtidcbsts b @S aKI NB 2F
administering therecycling supply chain services
4. Addpromotion and educationand/or market developmentcosts to specific materials as
needed.

60% of the total gross costs are allocated based on the
materials’ relative share of suppled quantities calculated
by using both the suppled quantities (steward reported)
and the material’s specific cost to manage
Step 1L: Allocate the Gross

Cost of the recycling system 40% of the gross costs are allocated based on the materials’
relative share of the collected quantities calculated by
using both the collected quantities of material and the
material’s specific cost to manage

100% of the commodity revenue earned is allocated based
Step 2: Allocate the on the materials’ relative share of the materials that are
Commodity Revenue earned sold to recycling end markets, using both the quantities of

bv the recvclin roaram the material sold into recycling end markets and its unique
Y Y 9 P g commodity price

First, on count of stewards reporting in a category to consider
steward service activities

Step 3: Allocate the Program
Management costs of the

stewardship program
Then, on the material’s share of gross cost to consider the
cost to manage the recycling system and its service providers

St?p 4: A”OCGt-e the As needed to advance the material’s adoption in the recycling
Promotion & Education Clnd/OI' system, the cost efficiency to manage the material and/or

Market Development costs develop end market to maximize the material’s value

11
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How did the SCC arrive at this methodology?

Step 1:
Allocate the Gross Cost (collection and processing) of the recycling system

Principle #1 for fee setting states thdt abligated materials must bear a fair share of the cost of the
recycling system because all materials share in the responsibility to maintain an accasdible
convenientrecycling systenfor residents

Why the 60/40 split?

The first task was to determine how much of the gross system cost to allocate to all materials versus
only to those materialghat arecollected/managed in the recycling system. It was determined that 60%
was most appropriate given th@tclosely approxnates the portion of gross costs associated with the
cadlection systenmand therefore delivers on the commitment toaintain an accessible recycling system
The remaining 40% of the gross cost to manage the recycling system would therefore be allocated only
to those materials actuallgollected/managed in the system.

Generated versus Supplied Quantities?

The second task was to determine which sourcmaferial quantities should serve adasis for each of
the 60% and 40% portions. For the 60% portiobda@llocated to all obligated materials, there were
two options that could be used to satisfyifitiple 1because these are the

only two sources of information where all obligated materials can be counted

=

1. Generated quantities which are those quantit@sobligated materials — ==
found in both the garbage and blue box disposal channels used by th
resident, or

2. Supplied quantitiesvhich are those quantitieeeported by stewards in
their annual filing.

Although generatd quantities aregenerallyused todayn fee setting, the SCC did not support their
continued usébecausehey result inover countingof somematerials simply because they are
indistinguishable fronobligated materialswhichtranslatesinto cost for those obligated materials
Examplesinclude:

U Amagazinghat is shipped ta home from an oubf-province publisherThe magazine is not an
obligated materiabecause the supplier is not resident in the province, and therefore not
subject to the legislationThis magazine imdistinguishable fronthe same magazine sold locally
at a corner storence it enters the waste streamBoth wouldherefore be couried when using
generated tonnes, whichvould overallocate a share of cost to magazines

U0 Apieis sold in an aluminum pie plate, the pie pleteonsideredoackagingnd is therefore
obligated materialwhereasnew empty aluminum pie platesold as product are not obligated.
Both are indistinguishable when they enter the waste stream but both would be counted if
generated tonnes were used.

12
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U Apizza box sold by a small local pizzénet is exempted because by & chinimisthreshold is
indistinguishable frona pizza box delivered from a ¢gr multHlocation pizza chain, which is
obligated

For these reasons, the SCC chose to use supplemttitias as reported by stewards in their annual
filings, rather than generated quantities.

What material characteristics should be used to allocate costs?

The SCC explorednumber of approaches f@nsuring that each material's impact on the costs of the
system was fairly considered. Every matgnidiether or not they are collectedijas two characteristics
in common they have a weight and they have a density that can be used to convert their weight into
volume (n¥). Volume refers to the amount of spathe material occup both in collection vehicles as
well as the space needed to store materials in the material recovery facilities (MRF) throughout the
sorting and storage procesand is an important feature when considering what impacts the costef th
recycling system

=&

1Tonne of 1Tonne of 1 Cubic Metre 1 Cubic Metre
Polystyrene Steel Cans of Polystyrene of Steel Cans.

Allocating cost using a material's weight alone was not suppdreadusestudies indicate thait would
unfairly attribute a disproportionate amount of gross cost to the heavy materials and less to the light
materials. This wouldbe unfair becausé is often the lighter materials like film and polystyrene that
have a more significant impact on the cost of the recycling system. Volume was given eIy seri
consideration by the SCC becaitdgas such a significant impact on cddsingvolume alonewould

greatly simplify the overall process of determining a material's relative share of the system costs and
could, satisfy Principle 2 since volume is the single most impactful feature of the recycling system.

However, m addition b having characteristics common to all materials, materials can eximigjtie
characteristicdike abrasiveness, as exhibited by glass, where abrasiveness has a disproportionate
contribution tothe wear and tear on equipmen&nddisruptiveness as exhileitl in plastic film where
this material has a disproportionate impact on equipment downtime as it tends to wrap around
equipment and must be removed

13
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Ultimately, the SCC determined that the most accurate way to allocate gross cost was to consider all the
impacts a material could have, both those driven by common features like weight and volume as well as
characteristics unique to some materials but not others.

How are material characteristics translated into costs?

The method for determining how these characteristics impact cost is by conducting activity based

costing (ABC) studies in a representative sample of collection and processing systems. These studies are
used today when calculating a material's unique gesttonne to manage the materiaContinuing to

rely on ABC cost data@as determined to be thenost effective wayo satisfy Principle 2. This decision
confirmed that it would become necessary to solve one of the problems that initiated the fee

methodolagy reviewnamely,the difficulty some programs were having gaining access to the facilities

that allowed for the execution of ABC studies. The work has begun to determine alternate approaches

to conducting ABC studies

CSSA, together with third partxgertsis reviewing the many inputs to the fee calculation, including
bale and curb studies, Activity Based Costing (ABC) studies, and their methodologies as is standard
practice. For ABC studies in particular, the review will consider options for aiidrele issue of

limited access to facilities.

Of note, the SCC did consider the use of units, or individual pieces of waste packaging and printed paper
managedas the method to allocate costs.nlts were discussed because the $@€ learnedrom

recyding system operators that smaller and smaller packaging forfeags, singleserve packaging)

were increasing the time and effort fwroducethe same saleable tonne of material. The SCC

determined that this approach was noeasonable for the stewardslbause it would require unibased
reportingby stewards and it was unliketlyey couldsuccessfullglefine a 'unit' for all categories of

obligated material. What, for example, would be considered a 'unit' of fira magazine...10 pages or

100 pages?The SCC decided thahile units represent a cost to the systeihwould be more

appropriate tocontinue toaddress this issue when conducting ABC studiesiculate the material's

impact on costs

Step 2:
Allocate the Commodity Revenue earned by the recycling program

With the gross costs of the recycling system com®d to be fairly allocated to all materials and both
Princige 1 and 2 satisfiedhe SC@ext turned to Step 2 of the methodologyhow to allocate the
commodity revenue earned when selling the outputs of the recycling system.

Principle 3 says that th@aterials that contribute to the system's commodity revenue should be
allocated the revenue. Therefore, it was determined that the quantities of materials sold (marketed)
would be usedo allocate therevenue Weight wasdeemedthe appropriate charactesiic to use in the
allocation becausé directly relates tchow revenueis generated Processed bales are sold to
commodity markets on a weight basi¥/hen carrying out Step 2 of the methodolodlye material's
specifc commaodity value would beeferenced, using commaodity price indices

14
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Material composition studies witllsocontinue to be used to determine what obligated materials are
contained in the bales that are sold to the commodity markets. In this way, materials that contribute to
the bale will earn revenue, even those materials not considered primary 'ingredients' in thealsale
illustrated in the figure belowThis approachvill alsoensure thatemerging materialsnewly acceptable

to the recycling end marketdyegin to earn a sharof commodity revenue.

PET Bale

While developingstep 2 of the methodology, the S€@&GSted Principle #3 by taking some time to discuss
an alternative approacki.e.,whether some portion of the commodity revenue should be allocated to
all obligatel materials whether they aranarketedor not. The decision to allocate 100% of the
commodity revenue to only those materials earning the revenue was ultimately taken primarily in
recognition that the stewards who invested in the acquisition of valuabtikaging and printed paper
materials should be the ones to see the return on that investment and to give credit to those materials
that are becoming more prevalent in the recycling system as methods to recycle them raatliend
markets are developed

Step 3 of the methodology allocates program management cagilatively small component of the
fees. The SCC determined it was important to reflect both of the netgonentsof program
management- the cost to support stewards when registering angaging to a program and the cost
to manage the recycling system and its service provid€msequentlythe allocation considers both
the count of stewards in a material category and the material's relative share of the gross cost.

Step 4attributes promotion and elucation as well as marketavelopment cost to materials as
appropriate when these materiafseeedtheir adoption in the recycling systeto be improved or their

15
April 14, 2016



















































