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Metropolitan King County Council

Operating Budget, Fiscal Management & Mental Health Committee

STAFF REPORT

	Agenda Item:
	2
	Name:
	Mike Reed

	Proposed No.:
	2007-0230
	Date:
	July 25, 2007

	Invited:
	Theresa Jennings, Director, Solid Waste Division, Department of Natural Resources and Parks


SUBJECT:  This proposal would “in-source” the hauling of recyclable materials from the transfer stations managed by the Solid Waste Division to recyclables processing facilities.  That function is currently contracted out; the Executive proposes using county employees and trucks to haul recycling bins to recyclables processors.
SUMMARY:  The Solid Waste Division operates waste transfer stations and ‘drop boxes’ for the collection and transfer of the region’s solid waste.  The public also brings recyclable materials to transfer stations for deposit in large bins placed for that purpose.  Currently, the function of hauling the recyclables bins to processing facilities is done by a trucking firm under contract to the Division.  During the 2007 county budget process, the Executive proposed ‘in-sourcing’ the hauling of recyclables—having the work done in-house, rather than contracted out.  The Council, through a budget proviso, directed a closer review of this proposal, restricting the expenditure of funds pending approval of a motion releasing funds. 

BACKGROUND:  The municipal solid waste transfer stations operated by Solid Waste Division provide recycling services to the public by means of placement of large recycling bins to receive recyclable paper, wood, tin, aluminum, plastics, glass, and other recyclables.  The Division contracts with a private firm to haul the recyclables bins to two recyclables processing facilities—the Rabanco facility in the SODO area, and Smurfit Stone in Renton.  The contractor hauls from a total of nine locations—six transfer stations, one staffed drop box and two unstaffed locations.  The contractor charges $196 per haul, plus the cost of expenses for hauling from Vashon Island and rental fees for recycling bins, for an average cost of $211 per haul.   In 2006, there were 5,102 trips made, totaling $1.07 million for the year.
The Executive proposed, in the 2007 budget submittal, to take this function in-house, having it performed by Division-employed truck drivers, using Division-owned equipment.  This proposal was based on the Division’s analysis of potential operational savings from ‘in-sourcing’ this function.
During budget review, the Council indicated an interest in reviewing this proposal more closely.  A proviso was included in the budget, as follows:
Of this appropriation, $540,000 shall not be expended or encumbered until the council adopts by motion a report and recommendations submitted by the executive on the financial savings or policy advantages gained by insourcing of solid waste recyclable hauling work currently provided by third-party vendors. The report shall discuss alternatives to insourcing and shall include a five-year projection of insourcing-related program costs, including vehicle replacement plans, estimated employee escalation costs and other costs associated with absorbing this body of work and a five-year projection of the impact of those program costs on solid waste disposal fees.
ANALYSIS

The Executive has transmitted a report analyzing the strategy of ‘in-sourcing’ recyclables hauling.  The report notes the increasing profile of recycling as a waste management strategy, and the experience with contractors hauling recyclables from transfer facilities.  

Division figures indicate that, in the years from 2008 to 2012, a cumulative savings of $1,164,313 will be realized as a result of ‘insourcing’ recyclables hauling.  The report indicates that any impact on solid waste fees will be negligible; that through 2010 the Division’s rate forecast assumes that recyclables hauling will be in-sourced; beyond 2011, sustained annual savings could slightly reduce the increase in future tipping fees. 

The report also speaks to a policy concern about the implications of taking a body of work in-house, with specific regard to constraints on re-contracting that work at a later date.  The concern relates to court findings which limit a public body’s ability to contract out a body of work to the private sector, once that body of work has been performed by public employees. The report makes the case that there are significant advantages to in-sourcing the work, including allowing monitoring of recyclables and to dispatch hauling as needed; providing backup truck drivers for recyclables or solid waste as needed; reducing response time; and giving more control over potential labor issues.   
Division costs are presented in the table replicated below, which is included in the report transmitted with Proposed Motion 2007-0230.
	Projected Costs of Insourcing Recyclables Hauling

	Cost Category
2008
2009
2010
2011
2012
Operating Costs
Labor

     Truck Drivers 
458,264 

469,720 

481,463 

493,500 

505,837 

     Shop Staff 
20,755 

21,274 

21,806 

22,351 

22,910 

     Fuel 

100,559 

103,576 

106,683 

109,884 

113,181 

     Parts/Tires 

25,235 

25,992 

26,772 

27,575 

28,402 

     Ferry 

35,202 

36,258 

37,346 

38,466 

39,620 

     CERP

67,115 

69,128 

71,202 

73,338 

75,538 

     Div. Overhead               

64,081 

66,003 

67,984 

70,023 

72,124 

Operating Costs Subtotal

771,211 

791,952 

813,256 

835,137 

857,612 

Capital Costs 
     Trucks 

659,200 

     Trailers 

86,520 

     Bins 

36,050 

Capital Costs Subtotal

781,770 

Total Projected Division Cost
1,552,981 
791,952 
813,256 
835,137 
857,612 
Total Projected Contract Cost
1,133,000 
1,166,990 
1,202,000 
1,238,060 
1,275,201 
Difference 
Contract minus Division(419,981) 

375,038 
388,744 
402,923 
417,589 
1,164,313 



The Division has proposed six truck driver positions, plus an additional .57 position on the weekends.   These positions would be deployed for 7 days, 10 hours each day—alternate weeks would be weeks off.  On the weekends, two additional drivers would staff this function.  

Staff contacted other jurisdictions to locate functional approaches that are similar. The City of Seattle has two transfer stations, and hauls recyclables in-house to recyclables processors.  Seattle indicates that their drivers complete seven hauls in an eight hour day.  Trip distances for Seattle haulers are generally shorter than for the county.  

This measure was initially referred to the Growth Management and Natural Resources Committee.  During that committee’s consideration, the current contractor, Renu, expressed concern about expense projections presented by the Division in its report.  Specifically, concerns were expressed about projected numbers of vehicles and drivers; projected fuel costs; projected overhead; and expenses such as shop costs, parts and tires.  Renu asserts that the Division will need at least six or seven trucks, rather than the five proposed; and eight full-time drivers, rather than the six proposed by the Division, as well as full-time, rather than shared shop staff.  Renu also believes that the Division’s proposed purchase costs of $132,000 per truck understates the cost by $38,000 each.  

Renu also expressed concern about early communications with the Division with regards to this proposal; specifically, Renu indicated that it received limited or no information about the Division’s concerns with current operations or costs, or opportunity to address such concerns, prior to the submission of the proposal.  The Division indicates that it did seek and receive information from Renu on operations and cost information, such as the numbers of daily and weekend trips; the Division also notes that, operating in a competitive bid environment, the Division must limit information provided to a given vendor that might provide a competitive advantage over other potential vendors.   

Renu indicates that its experience demonstrates a variable pattern of transfer demand—that bins fill up at greater volumes during some periods than during others—and that effectively servicing these facilities will require capacity to manage ‘elasticity of demand’.  Renu states that the Division would need to be staffed and equipped adequately to address these ‘surges’—beyond the levels projected.  The Department indicates that they plan to manage elasticity of demand by scheduling trips to remote sites as early as 5:00 a.m., by adding extra bins to handle overflow, by utilization of its pool of solid waste truck drivers, and by scheduling of drivers earlier or later than the normal 8:00 to 5:00 workday.  They also indicate that most often, the bin overflow problems that result from surges tend to occur on Saturdays; and that they can more aggressively to clear recyclables on Fridays to prepare to accommodate the Saturday volume increases.    

Issues were also raised concerning fuel costs. Staff inquired at a number of commercial diesel supply sources, and at the county’s fleet services office; diesel costs were generally about $3.00 per gallon currently, or about 18% higher than identified by the Division.  2008 fuel costs are listed at $2.58/gallon, calculated to $100,559 for the year; actual costs at $3.00/gallon would be $118,880.

Proposed Motion 2007-0230 provides for the approval of the executive’s recommendation for in-sourcing the hauling of recyclables.

Options

1. The Committee can approve the proposal of the Executive, thereby bringing recyclable hauling in-house.
2. The Committee can reject the proposal of the Executive.  The current contract with Renu expires in February 2008.  The Division would need to advertise the work for competitive bidding.

3. The Committee can direct staff to explore the potential for a limited-term ‘trial’ project, whereby the Division would have a 3-5 year period to demonstrate its ability to achieve projected savings; staff would need to confirm with legal counsel issues related to term-limited staff, capital equipment, bargaining unit interests, and similar concerns.  The Committee could then reconsider the issue at  a later date.  

4. The Committee can direct staff to explore the availability and cost of retaining an outside consultant, with expertise in cost projections and program operations, to evaluate the capacity of the Division to carry out the effort as proposed and verify the reasonableness of the potential savings projected by the Executive.  Under this option, it may be necessary to extend the current contract.

Development of Option 4

At the June 27 meeting of the OBFMMH Committee, staff was directed to develop Option 4, relating to the availability and cost of retaining an outside consultant, with appropriate expertise, to evaluate the capacity of the Division to carry out the proposal as recommended and verify the reasonableness of the potential savings projected by the Executive.  

It is anticipated that the cost of this contract would fall below the Council’s threshold for a full-scale Request For Proposals process; the required process, under that assumption, would be as follows:
· Staff would develop a ‘scope of work’ statement

· Scope of Work would be circulated to a limited number of contracting firms considered capable of undertaking this project;

· Firms would respond with a proposal, including project cost and timeline;

· Firm would be selected from responding contractors;

· Contract would be developed according to Council procedures;

· Contract would be signed by Council Chair.

Work would then proceed towards an agreed ‘report-back’ date; results would be reported to the Council via the Operating Budget Committee. (For projects under the full-scale RFP threshold, a council motion authorizing the chair’s signature is not required).
At the committee meeting on June 27, members also noted that the Division appears to have responded to the requirements of the proviso addressed to the Executive, and that, while the Council has not adopted the report transmitted, the Executive obligations are complete, and there appears to be little reason for continuing the spending constraint of $540,000 provided for in the proviso language.  Amendatory language has been prepared to revise the proviso language by eliminating the constraint on expenditure of $540,000 addressed in the proviso.  That language is included in a striking amendment to the 2nd Quarter Omnibus ordinance, Proposed Ordinance 2007-0346.

REASONABLENESS
A reasonable business approach would involve a deferral of committee action on the proposed motion, while directing staff to seek an independent contractor to evaluate the proposal of the Division, utilizing the process described above.  
ATTACHMENTS:
1. Proposed Motion 2007-0230, with attachments

a. 2007 Budget Proviso Response Report:  Insourcing Recyclables Hauling 
2. Transmittal Letter dated March 29, 2007
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