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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
May 3, 2011
TO:
Mayor and Councilmembers

FROM:
Environmental Services Division, Finance Department
SUBJECT:
Professional Services Agreement For Zone 1 Hauler Franchise 

Renewal
RECOMMENDATION:  That Council:  
A.
Authorize the Finance Director to negotiate and execute a Professional Services Agreement, in a form acceptable to the City Attorney, with HF&H Consultants, LLC, in an amount not to exceed $110,200 for competitive contracting assistance; and
B.
Appropriate $110,200 from the available reserves of the City’s Solid Waste Fund to cover these contract costs and direct staff to require any successful Zone 1 Hauler to reimburse the City for these costs as part of the franchise agreement to be awarded.
DISCUSSION:
Background

Since 2003, the City has had two “zones” for solid waste collection and disposal in the business, multi-unit residential, and single family residential sectors.  The City’s franchise contract with Allied Waste Services of North America, LLC (Allied Waste) for solid waste collection in Zone 1 will expire on June 7, 2013.  A zone map is attached as Attachment 1.
These are the two largest contracts the City has with a private vendor.  Collectively, the haulers are paid over $15.5 million in City rate payer funds for these services.  The cost of these services is funded entirely through the solid waste rates which the City charges to its residents and businesses.  
Staff is recommending professional support from HF&H for the procurement, evaluation, and negotiations processes (Attachment 4). HF&H Consultants, LLC, is a respected firm that has assisted with hundreds of similar procurement processes.  Staff was been impressed by the responsiveness and professionalism of HF&H staff.  Council members and the public can review HF&H’s qualifications on their website:

http://www.hfh-consultants.com/contract-services.html
The use of professional services by public agencies in solid waste hauler franchise negotiations is almost universal given the importance and complexity of the services involved, changes in solid waste management practices and related technologies, the high level of industry regulation, and the significant financial commitments involved.  A 10-year franchise agreement for Zone 1 would be expected to encompass over $80 million in consumer services paid to the hauler over a 10-year franchise.  
When staff first made its recommendation on November 23, 2010, Council approved an interim contract with HF&H of $10,000 and directed staff to meet with the Sustainability Committee to discuss the remainder of the contract further.  Staff, together with Laith Ezzett from HF&H, met with the Sustainability Committee and received unanimous support from the Committee for the contract with HF&H in a reduced not-to-exceed amount of $110,200.  Staff returned for approval from the full Council on March 22, 2011.  At that time, Council directed that staff return for reconsideration after the County of Santa Barbara had announced the results of its procurement process.
Recent Procurements at Goleta and County
Council wished to consider the outcome of the recent procurement process conducted by the County of Santa Barbara, and also the sole source negotiations that the City of Goleta conducted with MarBorg Industries. Over many weeks, staff has reviewed both agencies’ applicable documents, viewed video of related meetings, and met personally with the key staff involved in both processes.  
County of Santa Barbara

The County officially began its procurement process in July 2009.  In September 2010, the County released an RFP for 8-year contracts for three of its five solid waste collection zones.   Only the three proposers currently providing services to County customers were allowed to submit proposals: Allied Waste, MarBorg Industries, and Waste Management.  Each proposer was required to submit a base proposal for any zone in which it wished to compete, and was allowed to submit alternative proposals.  
County staff worked with two consultants during the procurement process, one to assist with the RFP process and draft the franchise agreements, and another to assist with the evaluation of the proposals, for a total professional services cost of approximately $80,000 for the 8-year franchise contracts valued at $7.4 million per year.  In addition, two County staff members worked virtually full-time (a manager at over 70% and a high level professional at 100% of time) on this project for over a year and a half.  According to County staff, the consultants’ services were essential to their effort, and the consultants demonstrated their worth by, among other things, catching several major errors in the proposals.

Results were presented to and approved by the County Board of Supervisors on April 4, 2011:  
· Zone 2, covering the area immediately north of Goleta & Santa Barbara ($1.6M) went to MarBorg Industries.  This will be a change from the current service provider, Allied Waste.
· Zone 4, covering the Santa Ynez Valley and Lompoc area ($2.6M), and Zone 5, covering the unincorporated area surrounding Santa Maria ($3.2 M), went to Waste Management, Inc.  Waste Management already services customers in these zones.
A summary of the County’s proposal rankings is included in Attachment 2 and a summary list of key contract elements is included in Attachment 3.
City of Goleta

The City of Goleta opted to conduct sole source negotiations with MarBorg for collection services in the area north of Hollister Avenue (adjacent to the County’s Zone 2) beginning in July 2011.  This area is currently serviced by Allied Waste.  Goleta’s agreement with MarBorg for its other collection area, south of Hollister, will not expire until 2019.   Goleta opted to consolidate under a single hauler and negotiate benefits with MarBorg that would apply to the whole City, something that would not have been possible if the north area remained with Allied Waste or another hauler.  
Though Goleta did not conduct an RFP process, they did use a consultant for negotiations with MarBorg.  The contract amount was $60,000.  Goleta staff indicated to City of Santa Barbara staff that their use of the consultant was key in understanding the financial elements during the negotiations process.  Goleta will receive a one-time contract administration fee of $75,000 from MarBorg to help offset the City’s costs associated with the procurement
The agreement will be for 8 years, with an option for a two year extension upon mutual agreement.   A summary list of key contract elements is included in Attachment 3.  The Goleta City Council approved its new agreement with MarBorg on April 5, 2011.
Professional Procurement Support

As discussed, it would be extremely unusual not to use professional procurement support for this process.  
What follows are the three primary functions of the consultant services, and related notes.
1. To Provide Specialized Expertise Not Available Through Existing Staff Resources
· It is not uncommon for franchise agreements to be renegotiated only once or twice during the entire career of a local agency’s solid waste staff.  HF&H, on the other hand, has negotiated hundreds of solid waste contracts, many very recently.
· While City staff has a great deal of expertise in managing waste hauling contracts and designing diversion programs, they do not run a hauling business, a transfer station, or a landfill, nor are they experts in the details and economics of the solid waste collection business.  
· HF&H will help staff to determine the true cost implications of various changes to services levels and to predict migration between service levels that may be triggered by such changes and result in significant revenue impacts.
2. To Supplement Existing Staff to Allow Division Staff to Continue to Perform Other Responsibilities of the Division

· City staff is significantly smaller than County staff.  It would not be practicable to dedicate two high level full-time employees virtually 100% of their time to this project for a year and a half, as the County did.  Even with the use of a consultant, the project will require approximately 20% of a management position in the City Administrator’s Office, 50% of the Environmental Services Manager’s time, and 5% of the Finance Director’s time. While there is other staff within the Environmental Services Division, they do not possess the expertise sought from HF&H. 
· Other Environmental Services Manager responsibilities include the day-to-day oversight of the Environmental Services Division including current hauling and disposal operations within the City, diversion programs and education, analysis of regional conversion technology options, management of closed City landfills, etc.

· Staffing in Environmental Services is proposed to be permanently reduced by 1.5 full-time employees in Fiscal Year 2012.  These positions are currently vacant.  
3. To Provide an Outside and Objective Source to Help Ensure a Process That is Both Accurate and Fair to All Stakeholders
· HF&H will provide a check by reviewing and analyzing the data and conclusions reached by City staff during the process and providing input; and
· HF&H’s independence and objectivity in local issues will add credibility to the results.

While staff believes there is a great deal that we can continue to learn from staff at the County of Santa Barbara and the City of Goleta, the City of Santa Barbara’s process will need to be independent of these efforts: 
· The City of Santa Barbara has a different history, different services, different balances between residential and commercial customers, different topography, and different physical space constraints.  Some of the issues will be similar to those faced by the County and Goleta; for example, whether and how to offer automated residential collection service (curbside) at a reduced rate.  However, the application of the issues to our service environment will be unique.

· Other issues are ours alone; unlike the County and City of Goleta, for example, our rates include incentives for diversion and are not strictly cost-based, requiring special consideration in setting parameters for proposals.  
· Staff also sees the potential to use this process to achieve unique City goals, such as moving to a bill-by-container system in order to improve the understandability of consumer bills, and/or developing a process to gradually move to a more equitable division of revenue between the residential and commercial sectors.
· Unlike the County and the Goleta, the City of Santa Barbara is involved in establishing, charging and collecting fees and must be mindful of the need to comply with Proposition 218.

The City used professional contracting services more than ten years ago, in 2001 when the last franchise procurement occurred, in total contract amounts of $95,000 with IRI & Hanson Bridgett LLP.  As discussed above, the County used two professional contractors ($80,000) in its competitive process.  The City of Goleta, which did not conduct a competitive process but engaged in sole source negotiations, used $60,000 in services for just a relatively small portion of the scope of work that would be accomplished by HF&H.  Both County and City of Goleta staff indicate that professional support services were of enormous value to them during their processes.  
Alternative Support

Staff still believes that the level of support proposed is advisable to ensure that the result of this process is the most advantageous to the City and rate payers in terms of cost and service levels.  However, if Council wishes to reduce the overall cost for consultant support, staff recommends that the current proposed level of support for the RPF process be maintained (Tasks 1 and 2 on the scope of services outlined in Attachment 4) , and that staff assume more responsibility for the proposal evaluation and contract negotiation stages.  
During these initial stages, changes to the scope of services will need to be determined in conjunction with the Sustainability Committee.  The consultant will help us determine an approach to use to achieve any rate structure changes in a way that will be economically sound.  We will need to gather operating data from the existing hauler and present it in a format that proposers can use to make accurate financial calculations.  We will need to generate proposer interest, answer their questions, and develop process integrity guidelines to ensure that the process is fair and objective. The development and release of the RFP will involve the greatest need for consultant expertise and holds the most significant room for long-term unfavorable outcomes.

In this alternative approach, Council could authorize the Finance Director to negotiate an alternative agreement with HF&H staff for tasks 1 and 2 only in an amount not to exceed $55,100 and staff would proceed with the RFP process.  Once proposals are received, staff would evaluate the level of consultant support needed for the evaluation and negotiation phases and return to Council for further authorization, if necessary.  
BUDGET/FINANCIAL INFORMATION:

Funding for the contract of $110,200 will be appropriated from Solid Waste Fund reserves to the current operating budget to cover the contract costs.  However, it is anticipated that the successful hauler will reimburse the City for these costs in full, so these funds will eventually be restored to reserves.  

Overall, staff believes that ratepayers will receive significant net value from this contract. 
ATTACHMENTS:
1.
City of Santa Barbara Solid Waste Service Zones Map

2.
Summary of County’s Overall Rankings
3.
Summary List of Key Contract Elements
4.
Revised HF&H Consultants, LLC: Scope Of Work and Fee    Estimate to Provide Solid Waste and Recycling Contracting Services
PREPARED BY:
Kristy Schmidt, Employee Relations Manager
SUBMITTED BY:
Robert Samario, Finance Director
APPROVED BY:

City Administrator's Office
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