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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:

August 23, 2011
TO:



Mayor and Councilmembers

FROM:


Administration Division, Finance Department

SUBJECT:

Recycling Revenue Sharing Agreement Between The City Of Santa Barbara And County Of Santa Barbara
RECOMMENDATION:
That Council approve an agreement between the City and County of Santa Barbara for the processing of greenwaste and the processing and sharing of revenues and costs associated with commingled recyclables delivered to County facilities.
EXECUTIVE SUMMARY:
Staff is recommending a continuation of the current arrangement for processing commingled recyclables, which includes using the County to handle and transport the materials to Gold Coast Recycling, a private contractor, for processing. Currently, the County and the Cities of Santa Barbara and Goleta are part of this arrangement, which results in revenues from the sale of the recyclable materials that are shared by the three agencies. 

The proposed agreement was presented to the Sustainability Committee on June 23rd and July 19th, who recommended Council approval by a vote of 2-1.  

The Committee also considered an unsolicited proposal from Allied Waste (see attached letter proposal). The proposal was presented exclusively to the City and provides for a guaranteed payment to the City of $60 per ton through June 30, 2012.  Staff also evaluated a previous proposal from Allied Waste of $45 per ton, which staff recommended against due to the long-term uncertainty associated with the proposal as well as the negative financial impacts to the County. The more current proposal would generate approximately $500,000 in the current fiscal year (assuming an October 2011 start date). However, staff has the same concerns with respect to the long-term uncertainties related to the proposal. 

In connection with its recommendations, the Committee directed staff to include in the report to Council (1) the financial implications of the second proposal from Allied Waste and (2) the financial impacts to the County if the City were to accept Allied Waste’s proposal.
DISCUSSION:
 

For many years, the City has directed its comingled recyclables collected in carts and cans to the County of Santa Barbara’s Recycling Center.  These materials are transported by the County to Gold Coast Recycling Center in Ventura where the materials are processed through a materials recovery facility (“MRF”). After deducting the processing fees and transportation costs, the County has historically generated a fair amount of revenue from the sale of the recyclable materials. 

Starting in Fiscal Year 2009, the City and County entered into an agreement whereby the portion of net revenues attributable to comingled recyclables collected within the City of Santa Barbara would be paid to the City. A similar agreement was entered into between the County and the City of Goleta. 
The most recent agreement between the City of Santa Barbara and the County expired as of June 30, 2010. Although the City and County have continued to share these revenues, it is appropriate to execute an official agreement that spells out the specific terms and conditions. The agreement will be retroactively effective beginning on July 1, 2010, and will include the parties’ performance under the terms of this agreement since July 1, 2010.  The agreement shall be automatically renewed as of July 1 each year, unless terminated by either party as outlined in the agreement.

The key terms and conditions of the proposed agreement were presented to the Sustainability Committee over two meetings on June 23rd and July 19th. In the end, the Committee recommended approval of the agreement by a vote of 2-1.

Key terms and conditions relative to comingled recyclables include:
· Each year, by March 31, the County will calculate the net revenue (or net cost) using County financial and non-financial data from the immediately preceding fiscal year (i.e., two-year old data). For Fiscal Years 2011 through 2013, staff is recommending the use of a three-year average, as described later in the report.  The net revenue (or net cost) will be allocated to the City in proportion to the total tonnage of mixed recyclables delivered to the County Recycling Center as recorded on the scales.  
· The City shall reimburse the County for all costs associated with administering and operating the program including but not limited to: program coordination, handling, storage, transport, processing, and disposal of residual. 

· The County will be responsible for negotiating the terms for processing, conducting bi-annual waste sorts and administering the contract with the subcontractor.

Temporary Change in Methodology (Three-Year Average)

For Fiscal Years 2011 through 2013, staff is recommending a change in the methodology used to calculate the City’s share of revenues. The purpose of this temporary departure from the traditional methodology (as described in the previous section of this agenda report) is to smooth out the impacts created from the extraordinary economic circumstances affecting the value of recyclable materials during Fiscal Year 2009. The two methodologies are presented in the table below.

	Fiscal Year
	
	Using 2-Year Old Data
	
	Using 3-Year Averaging

	
	
	
	
	

	2011
	
	      $     (37,619)
	
	      $ 269,864

	2012
	
	           376,040
	
	         269,864

	2013
	
	           471,171
	
	         269,864

	Totals
	
	      $   809,592
	
	      $ 809,592


The benefit of changing to a 3-year average is to spread the impacts of the loss affecting Fiscal Year 2011 over a three-year period.  This staff recommended change was supported by the Sustainability Committee.

Provisions Related to Greenwaste Processing:

The attached agreement also contains terms and conditions for greenwaste collected within the City and processed by the County. 

For many years, the City has directed its contracted haulers to deliver greenwaste collected within the City to the County’s Transfer Station. The greenwaste is ground up and made into mulch that is either sold or given away. The City currently pays the County $48 per ton, which is approximately $700,000 per year based on current tonnage data. 
Over the last few years, there has been an expressed interest of expanding the City’s current foodscraps collection and composting program into the residential sectors. One of the identified and perhaps most efficient ways of providing this service to residents would be to consolidate foodscraps with greenwaste into the existing greenwaste container. This approach has merit since it avoids establishing a new container or creating new collection routes. In addition, creating compost is ideal when foodscraps are mixed with greenwaste. 

The downside to this approach, however, is that directing greenwaste away from the County to the City’s composting contractor would result in an immediate loss of revenues to the County. 

The City Council has already directed staff to hold off expanding foodscraps collection and composting into the residential sectors until the current procurement process for conversion technology (CT) is further along since the type of technology selected could have a bearing on whether and, if so, how the City moves forward with foodscraps collection in the residential sector. 

In light of this uncertainty, the attached agreement contains the following provisions:

· The City will provide the County with a 12-month written notice prior to discontinuing its current practice of directing greenwaste that is collected within the City limits pursuant to its solid waste franchise agreement(s) to a County of Santa Barbara facility for processing at a rate set annually by the Board of Supervisors.. 
An exception to this is if any redirection of the City’s greenwaste is part of a regional solution and decision associated with a potentially new conversion technology facility.
· In recognition of the financial impacts to the County resulting from the loss of revenues currently generated from the processing of greenwaste collected by the City’s refuse hauler and delivered to the County Recycling Center, the County will be entitled to suspend payment of any net revenues owed to the City from the processing of commingled recyclables. 
The expectation is that some agreement for addressing the impacts to the County would be reached prior to the implementation of such a program that negatively affects County revenues. 
Unsolicited Proposal from Allied Waste for Processing City Recyclables

On June 18, the City received an unsolicited proposal from Stephen MacIntosh, General Manager of Allied Waste, for processing the City’s commingled recyclables. The proposal offered to pay the City $45 per ton, which would include Allied Waste transporting and processing the materials at the Del Norte Materials Recovery facility owned by and located in the City of Oxnard, California.  Allied Waste currently operates the Del Norte facility under contract with the City of Oxnard. 
The proposal was considered by the Sustainability Committee on June 23rd. At that meeting, staff was directed to more thoroughly evaluate Allied Waste’s proposal and to return with information regarding the financial impacts to the County if the City were to accept the Allied Waste’s proposal. 
At the subsequent meeting of July 19th, the Sustainability Committee heard a report from staff recommending approval of the proposed agreement between the County and City.  At the meeting, Stephen MacIntosh verbally presented a second and more attractive offer to the City of $60 per ton (see attached letter proposal received after the date of the meeting). Based on a transition date of October 1, this latest offer would result in approximately $500,000 in revenues to the City in Fiscal Year 2012. 
Although Allied Waste’s proposal of $60 per ton is higher than the recent amounts generated through Gold Coast via the County, the current arrangement appears to be more financially viable due to some uncertainties and/or unknowns contained in Allied Waste’s proposal. The key concerns are:
· Allied Waste’s contract for operating the Del Norte Facility expires in February 2012.  Unless they can negotiate a contract extension, Allied Waste would have to send the materials to another facility from February to June 2012. At that point, the City would need to find another means for hauling the material and potentially a new processor.
· While accepting the Allied Waste proposal would generate $500,000 in revenues to the City in Fiscal Year 2012, the current proposed agreement with the County would generate a total of $809,592 through June 30, 2013.  The City would have to generate at least $309,592 in Fiscal Year 2013 through an agreement with Allied Waste (or a successor) to make a change more financially beneficial to the City. However, given the uncertainty beyond the current fiscal year, the City would essentially be taking somewhat of a gamble, particularly given the volatility in the value of recyclable materials.

After lengthy deliberations, the Committee voted 2-1 to recommend approval by Council with the proposed agreement between the City and County. In addition, the Committee directed staff to include a discussion of Allied Waste’s proposal and additional information regarding the financial impacts to the County if the City were to shift to the Allied Waste/Del Norte option. 
Potential Financial Impacts to County 
The Sustainability Committee requested information of the County regarding the financial impacts to the County if the City accepted the proposal from Allied Waste. 

In general terms, the impacts would include the loss of revenues that currently cover a portion of County fixed, costs, such as equipment and staffing, used to handle the materials at the Transfer Station, transport the materials to Gold Coast and administer the Gold Coast contract. However, actual dollar impacts to the County are not available. 
BUDGETARY AND FINANCIAL IMPACT:
A total of $376,000 is currently budgeted in the Solid Waste Fund for the current fiscal year. The impact of this agreement, with the proposed change to a three-year average methodology, will be an increase in revenues of approximately $160,000. 
ATTACHMENTS: 
1. Recycling Revenue Sharing Agreement



2. Letter proposal from Allied Waste dated August 1, 2011

SUBMITTED BY:
Robert Samario, Finance Director
APPROVED BY:
City Administrator's Office

�








