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CITY OF SANTA BARBARA

COUNCIL AGENDA REPORT

AGENDA DATE:
July 28, 2015
TO:
Mayor and Councilmembers

FROM:
Environmental Services Division, Finance Department
SUBJECT:
Status Of The Resource Recovery Project At Tajiguas Landfill
RECOMMENDATION:  That Council:
A. Receive a report on the status of the proposed Resource Recovery Project at Tajiguas Landfill; and
B. Direct staff to work with County of Santa Barbara staff to study and evaluate a public financing model for the Resource Recovery Project.
EXECUTIVE SUMMARY:

For the past several years, the County, in concert with the City of Santa Barbara and neighboring jurisdictions, has investigated various conversion technologies as alternatives to disposal at Tajiguas Landfill. Following a competitive procurement initiated in 2009, the Public Participants executed a Term Sheet with Mustang Renewable Power Ventures in January of 2013 to design, build, own and operate a materials recovery facility and an anaerobic digester at Tajiguas Landfill. 

The County, as Lead Agency under the California Environmental Quality Act, released a draft Subsequent EIR for the project in August of 2014. City staff discussed the draft EIR with the City Planning Commission in September of 2014 and submitted a letter incorporating Planning Commission comments to the County. The Final Subsequent EIR will be brought to the Board of Supervisors for consideration of certification after the forthcoming County Planning Commission hearing, tentatively scheduled for fall of 2015. The City Council would only be required to make findings on the Final Subsequent EIR in the event that the City formally committed its waste to the project.

The Mustang proposal includes financing a portion of the construction of the project from private financing. In part due to the high cost of the private financing, the vendor has been unable to achieve the $100 per ton threshold and risk allocation set forth in the request for proposals and the Term Sheet executed between the Public Participants and Mustang in January of 2013. For this reason, the Public Participants and the County’s consultant have evaluated alternative financing approaches, including one in which the County would finance the project through the issuance of its own debt, such as revenue bonds. The bonds would be secured by material delivery agreements between the County and the participating agencies, including the City of Santa Barbara. A publicly financed approach yields tipping fees considerably lower than those proposed by Mustang and with little additional risk to ratepayers. 

On July 7, 2015, the Board of Supervisors directed County staff to complete the modeling of publicly financed alternatives, share the results with the County’s Debt Advisory Committee, and bring the final results to the Board of Supervisors in fall of 2015.   

DISCUSSION:
For several years, staff from multiple jurisdictions, including the County of Santa Barbara and the cities of Santa Barbara, Goleta, Buellton and Solvang (Public Participants), have worked together to explore the development of a Resource Recovery Project (RRP) at the Tajiguas Landfill. Following a formal procurement process which began in 2009, the Public Participants selected a project proposal, submitted by Mustang Renewable Power Ventures (Mustang), comprised of the following components:

1. Materials Recovery Facility (MRF) – this facility would sort the municipal solid waste (MSW) that is currently received at Tajiguas Landfill into three streams: 

· Recyclables – that would be separated, baled and sold for reuse;

· Organics – that would be recovered for processing in the Anaerobic Digestion Facility; and,

· Residual – non-recoverable materials left over from the MRF and Anaerobic Digestion Facility, which would ultimately be landfilled. 
2. Anaerobic Digestion Facility (ADF) – this facility would convert organics recovered from the MSW into compostable material and biogas. The compost would be marketed as a soil amendment or used for reclamation projects. The biogas would be combusted to generate electricity.  

It should be noted that the RRP would provide the Public Participants a local option for processing source-separated recyclables and source-separated organics, which are currently processed in Ventura and Santa Maria, respectively. 

In January of 2013, the Public Participants jointly executed a Term Sheet, including an Exclusive Right to Negotiate with Mustang, who has assembled the following team of subcontractors to design, build and operate the RRP:

· Diani Construction: primary construction contractor 

· Van Dyk Recycling Solutions: Material Recovery Facility equipment provider

· MarBorg Industries, Inc: Material Recovery Facility operator

· BEKON: Anaerobic Digester technology provider 

· Nursery Products: Anaerobic Digester Operator
The project was proposed to be a public/private partnership in which Mustang would design, build, own, and operate the facility. 
The Public Participants would have the option to purchase the facility for one dollar at the end of the 20-year contract. The Public Participants would commit to deliver a fixed range of waste tonnage to the facility in exchange for a set tipping fee. The jurisdictions would then be obligated under a “put or pay” arrangement to compensate the vendor for its minimum tonnage commitment regardless the amount of material actually delivered. 
Other key parameters from the request for proposals (RFP) and the Term Sheet include the following:  
a. The vendor would assume risks associated with the design, construction and operation of the RRP; and,

b. Tipping Fees to process material would not exceed $100 per ton.
A detailed description of the history of the project, the procurement process, proposed technologies, and business terms to be negotiated were presented to the City Council on January 10, 2012. The Council Agenda Report is available at: http://tinyurl.com/o28jo4g
Update on Business Negotiations with Mustang
In October of 2014, the Public Participants received an updated proposal from Mustang which incorporated changes that have occurred since the release of the RFP. Between November 2014 and February 2015, the Public Participants engaged in extensive negotiations with the vendor. However, those sessions failed to produce business terms consistent with the terms of the RFP and the Term Sheet. The proposal that most closely aligned with the RFP and Term Sheet resulted in a vendor service fee of $126 per ton or a final tipping fee of $146 per ton with the addition of the $20 per ton site lease fee
.  This proposal also shifted more of the risk burden to the Public Participants’ ratepayers than originally contemplated. 
Public Financing Alternative

In reviewing Mustang’s proposal, it became apparent that a primary factor leading to the higher tipping fees was the cost of private funds (internal rate of return on equity, interest rate on debt service, etc.), as well as other terms and conditions associated with the proposed financing model.

To better understand the specific costs associated with the private funding, staff and its contract consultant, prepared a cursory review of a publicly financed project. The model assumed that the County of Santa Barbara would finance the project using revenue bonds guaranteed by waste delivery agreements. Such a financing structure would pose no risk to the General Funds of the Public Participants. 

The draft model was shared with staff of the County Treasurer, Auditor- Controller and the County Executive Office to confirm assumptions. The public financing model results in considerable cost savings to the rate payer (approximately 25-30% less) when compared to the Mustang proposal, with little additional risk imposed by the Mustang proposals. 
In May 2015, staff from the Public Participants met with the City Managers of Buellton, Goleta, Santa Barbara, and Solvang and the County’s CEO and recommended that staff continue to evaluate alternative means of financing the project to decrease costs to ratepayers including a detailed evaluation of:

a. A publicly financed model supplemented by private equity investments; and
b. A hybrid approach using public financing for the MRF component of the project and private financing for the AD (to take advantage of an investment tax credit that Mustang has already secured).
In the case of a publicly financed project, the City would execute an agreement with the County (instead of Mustang) to process City waste and recyclables. The Agreement would contain similar provisions as those envisioned for a public/private arrangement including: a set tipping and defined adjustments (e.g. CPI); a put or pay commitment by the City; and, a process for evaluating and negotiating non-standard tipping fee adjustments. 

On July 7, 2015, the Board of Supervisors directed County staff to complete the evaluation, present the findings to the County’s Debt Advisory Committee for review and return to the Board in late fall of 2015 with a final analysis. 
Update on Environmental Review
The County, as Lead Agency, prepared and released a draft Subsequent EIR (SEIR) for the project to responsible and trustee agencies and members of the public on August 11, 2014 for a 45-day public review period. At the public’s request, the review period was subsequently extended to October 9, 2014. One of the alternatives studied in depth contemplated siting the MRF at 620 Quinientos Street in the City of Santa Barbara on property owned by MarBorg. For this reason, City staff discussed the SEIR with the City Planning Commission on September 4, 2014. Following the meeting, staff prepared and submitted a letter incorporating Planning Commission comments to the County.
County staff have reviewed and prepared responses to comments submitted on the SEIR. The comment letters and responses will be included in the Final SEIR, which will be made available prior to the County Planning Commission’s Government Code Section 65402 General Plan conformity hearing on the project. County staff will bring the Final SEIR to the Board for consideration of certification after the County Planning Commission hearing. 
In the event that the City formally commits waste to the RRP, the City Council would be required to make findings on the Final SEIR.  

BUDGET/FINANCIAL INFORMATION:

A publicly financed project would result in tipping fees consistent with the $100 per ton ceiling established by the RFP and Term Sheet and substantially lower than those proposed by Mustang.

SUSTAINABILITY IMPACT:  
Construction of the Resource Recovery Project would significantly increase the City’s waste diversion rate, which would support City efforts to comply with State diversion mandates set forth in Assembly Bill 939, Assembly Bill 341 and most recently, Assembly Bill 1826. This increase in South Coast diversion would approximately double the number of years before Tajiguas Landfill reaches its permitted capacity depending upon disposal rates and when the facility becomes operational. As such, the State’s mandate to maintain at least 15 years of disposal capacity (Title 27, California Code of Regulations) would be satisfied. 
In addition, the project would generate renewable energy (equivalent to approximately 1,000 homes) and would reduce greenhouse gas emissions (equivalent to removing 22,000 vehicles) when compared to current landfill disposal in direct support of the City’s efforts to comply with Assembly Bill 32.
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� The purpose of the site lease fee is to cover existing debt service and future costs related to the closure and postclosure maintenance of Tajiguas Landfill. 





