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SUBJECT:  Proposed Ordinance 2003-0254 would appropriate $8.68 million to the Solid Waste Division for costs related to the purchase of property on Harbor Island.
INTRODUCTION:

Proposed Ordinance 2003-0254 would appropriate $8.68 million to the Solid Waste Division of the Department of Natural Resources and Parks (DNRP).  Of this amount, $8.5 million would be used to purchase a 12-acre site on Harbor Island.  The remaining $180,000 would cover due diligence costs incurred by the Division in evaluating the site.
The Executive is proposing to “land bank” the Harbor Island property to preserve the County’s options in preparing for waste export, which is expected to begin after the Cedar Hills Landfill reaches capacity in 2012.  Land banking the property would preserve the option of developing the site as an intermodal facility.  The Executive is not asking the Council to decide at this time whether the County should develop an intermodal facility on this or any other site.  Should the County later decide that an intermodal site is unnecessary or should be located elsewhere, the property could be sold.  The  Executive has proposed purchasing the property before these other important decisions have been made simply because the property came up for sale and had been identified in the Division’s preliminary planning process as having good potential as a site for an intermodal facility.  
In deciding whether to appropriate these funds, the Council must weigh the advantages and risks of land banking the property against the advantages and risks of not purchasing the property.  
As stated in the Executive’s transmittal letter, a decision to land bank this property will not change the need for “further Council actions that would include, at a minimum, a policy decision to build a public intermodal facility, a formal decision to site the facility at a particular location, and budgetary authority to develop the site.”  In addition, should the County ultimately decide to build an intermodal facility, a decision to land bank this property would not alter the County’s responsibility to undergo formal siting processes involving other jurisdictions and the State. 
This staff report is organized into two sections.  The Background section discusses how the purchase of the property is related to the County’s planning for waste export and how the proposed purchase would be financed.  The Analysis section discusses the advantages and risks of purchasing the Harbor Island property, the advantages and risks of not purchasing the property, and the costs of delays in deciding to purchase or not.  Details about the purchase and sales agreement, the due diligence process, and the future decision-making steps are provided in Attachment 1 to this staff report.
BACKGROUND
The Regional Solid Waste System

Washington State law assigns primary responsibility for solid waste planning to local governments.  All cities in the County other than Seattle and Milton have entered into an interlocal agreement with the County that allows them to meet their State law requirements by participating in the County’s regional comprehensive solid waste planning process.  This interlocal agreement is effective until 2028.  In addition to the comprehensive planning requirements, the agreement also assigns specific responsibilities to the County and the cities for collection, transfer, and disposal activities.  Under the interlocal agreement, the County is obligated to provide for disposal of waste, including the siting and operation of transfer and disposal facilities.  The cities are responsible for solid waste collection and are obligated to direct their waste streams only to those disposal sites authorized by the County. 
For more information on the County’s regional solid waste system of collection, transfer and disposal and the responsibilities of the County and the cities who participate in the system, please see materials from the Committee of the Whole Briefing on May 19, 2003. 
The 2001 Comprehensive Solid Waste Management Plan
In 2001, the Council adopted the 2001 Comprehensive Solid Waste Management Plan by Ordinance No. 14236.  The Plan provides the policy direction for the regional solid waste system over the next 20 years, including strategies for waste disposal after the closure of Cedar Hills Regional Landfill when it reaches its permitted capacity, estimated to occur in 2012.  In planning for Cedar Hill’s closure, the Plan directs that no new landfill be constructed in King County and rejects incineration as a potential method for waste disposal.  The Plan as adopted directs that the County should prepare to export waste out of the County when Cedar Hills closes, and noted that rail transportation would be the County’s preferred method of exporting waste.

In Ordinance No. 14236, the Council also directed the executive to prepare and transmit for Council approval a Waste Export Implementation and Coordination Plan.  The Council directed that the Waste Export Plan include details on how waste export will be implemented, including financial analysis, coordination with other jurisdictions and the private sector, and an evaluation of future intermodal and rail capacity.  
During preliminary work on the Waste Export Plan, the Division considered several approaches to implementing waste export, from continuing a strong public presence in the solid waste market, to closure of public solid waste facilities by contracting with the private sector for all transfer and disposal services.  During preliminary analysis of these alternatives, the Division concluded that there is cause for concern regarding the availability of sufficient intermodal capacity to ensure the reliability of solid waste disposal (an intermodal facility is necessary to move containerized waste from trucks to rail cars).  One approach to insuring that there will be adequate intermodal capacity to export the County’s solid waste on a consistent and reliable basis is for the County take leadership in developing an intermodal facility dedicated to solid waste needs.  
The Executive’s Preferred Alternative for Waste Export
In continuing the preliminary work on the Waste Export Plan, the Solid Waste Division identified several alternatives for the development of intermodal capacity, including County construction, ownership and operation of its own intermodal facility.  Other alternatives are for the County to own an intermodal facility operated by a private company or for the County to contract for the use of intermodal capacity owned and operated by a private company.  Based on the review done thus far, the Division has concluded that the preferred alternative for future solid waste disposal is for the County to export waste to a remote landfill through an intermodal facility that is owned and operated by the County.  The Division also believes there may be benefits from designing an intermodal facility that has some transfer station capabilities such as compacting.  

Regardless of who owns and operates such a facility, if new intermodal capacity is to be developed, an appropriate site would be needed.  In its work on the Waste Export Plan, the Division identified the following ideal site characteristics for an intermodal facility:
· Adjacent to rail lines accessible to both railroads operating in the western United States – Union Pacific Railroad and Burlington Northern/Santa Fe Railroad;
· If possible, located near water, should barge transportation become cost effective;

· Strategically located with regard to the County’s transfer stations in order to minimize short-haul truck transportation costs;

· Sufficiently large (at least ten acres), located in an industrial area with compatible uses, and accessible to roads for truck traffic.
The Executive’s Proposed Purchase of the Harbor Island Property
The Division then conducted an informal, preliminary site review based on these characteristics to determine what property throughout the County might be suitable for a solid waste intermodal facility.  During this process, the Division identified the Harbor Island property as one of seven potentially suitable sites and discovered that it was for sale.  The characteristics of the Harbor Island property include:

· It is adjacent to both Burlington Northern and Union Pacific rail lines, thus providing access to the widest range of landfills;

· It is located next to water ways, in the event that barge transport is cost effective;

· It is strategically located such that short-haul trucking from the County’s transfer stations remains cost-effective;
· It is located in industrial area with access to roads compatible with truck use;

· It is 12 acres in size, thus sufficient to handle the County’s waste stream.  The site is large enough build transfer station capability (such as waste compaction) at the site in addition to intermodal capacity.  This will potentially generate system savings by eliminating the need to install waste compactors in the Algona, Houghton and Renton transfer stations.  The installation of compaction at the intermodal site will also generate savings by allowing more waste to be compacted in each container, since rail cars can transport heavier loads than trucks on roads.   

· It is located next to property under lease to the City of Seattle.  Seattle intends to use the leased property for an intermodal facility.  Should the County and the City decide to develop these sites for intermodal capacity, the sites could be developed cooperatively, potentially achieving significant economies of scale and cost savings.

To preserve the County’s options to develop this site as an intermodal facility, the executive signed a Purchase and Sale Agreement for the property, with the sale contingent upon final approval of the purchase by the Council.  The Purchase and Sale Agreement also allowed 60 days for the Division to complete a due diligence review to uncover any significant barriers to purchasing and developing the property.  This review is complete and uncovered no significant barriers.  Details on the steps taken in the due diligence review are included in Attachment 1.  

Proposed Financing for the Purchase
The Division is proposing to fund the purchase and due diligence review of the Harbor Island property with $8.7 million in one-time savings in Solid Waste operating and capital funds.  These savings include $4.8 million from the 2003 Solid Waste Operating Fund, $2 million in from the Capital Equipment Replacement Program (CERP) Fund in 2002 and 2003, and $1.9 million over the monitoring periods accounted for in the Landfill Post-Closure Maintenance Fund.  Table 1 below lists the proposed savings to be used in financing the purchase.

Table 1.  One-Time Solid Waste Savings to Finance Property Purchase
	
	One-Time Savings
	Total 
Budget
	Comments

	2003 Operating Budget
	$4,800,000
	$82.7 million
	

	Vacancies
	$3,050,000
	$29.4 million 
	

	Waste Reduction and Recycling
	500,000
	$8.9 million
	

	Capital Asset Maintenance Program 
	250,000
	$2.4 million
	

	Insurance Reimbursement
	1,000,000
	n/a
	Revenue just received; not previously booked.

	
	
	
	

	Other Funds
	
	
	

	Capital Equip. Replacement Program Fund 
	2,000,000
	$14.1 million
	2002 & 2003

	Landfill Post-Closure Maintenance Fund
	1,900,000
	$3.4 million
	Present value over entire monitoring period

	
	
	
	

	TOTAL
	$8,700,000
	
	


As shown in the table, the operating savings are generated substantially from 2003 vacancies that are being held open ($3m of $4.8m).  The operating savings total 6% of the entire operating budget.  The Waste Reduction and Recycling savings ($500K) are possible because the focus of the program is shifting from general recycling programs to more focused programs targeting specific waste streams (such as food waste and commercial paper).  These savings result from reduced consulting costs that were used for the broad-based recycling programs and represent 6% of the expenditures on Waste Reduction and Recycling.  The operating savings from the Capital Asset Maintenance Program ($250K) are generated by foregoing some projects scheduled for 2003 that are not critical and represent about 10% of that budget.  Finally, the operating fund has now received $1 million from the Division’s insurer for partial reimbursement of payments the Division made in 2000 for settlement of a lawsuit brought by residents surrounding the Cedar Hills Landfill.  
In addition to 2003 operating savings, the Division is also proposing savings in the CERP Fund ($2m) generated by a program started in 2002 that rehabilitates old trailers (the containers in which waste is collected at transfer stations and put on trucks for shipment to Cedar Hills), rather than replacing them with new equipment.  This savings represents 14% of the CERP budget.  In addition, the Division is proposing less frequent monitoring of closed landfills, as the last 10 years of data demonstrates that the landfill standards are being consistently met.  This would generate $1.9 million in savings in the Landfill Post-Closure Maintenance Fund as calculated by taking the present value of the savings over the entire monitoring period required for the various landfills, ranging from 2 to 17 years.  This is significant savings, representing over 56% of the present value of planned expenditures over these time periods.
If the property is purchased, the necessary adjustments to Solid Waste operating and capital funds to institute the changes listed above would be included in the 2004 Proposed Budget.
OPTIONS ANALYSIS
The Council has been presented with the decision to authorize the purchase of the Harbor Island property prior to evaluating the overall system plan for implementing waste export and without having first made the policy decision to develop a County-owned solid waste intermodal facility.

Again:
In deciding whether to appropriate these funds, the Council must weigh the advantages and risks of land banking the property against the advantages and risks of not purchasing the property.  

The following analysis describes advantages and risks of purchasing the property and advantages and risks of not purchasing the property, as well as the costs in delaying to make a decision.  

Option A – Purchase the Property:

Costs of Purchase:
Upon entering the Purchase and Sale Agreement, the Division paid $425,000 in earnest money, all of which will be credited to the purchase price should the County opt to buy the property.  Should the sale be completed by July 31, 2003 (requiring Council action on July 14), the purchase price is $8.5 million, on the low end of the range of appraised values and $2 million below the asking price.  
The Council does have the option of delaying a decision to purchase until early December 2003, but the purchase price increases by $100,000 for each month of delay.  Table 2 below summarizes the costs of delaying but ultimately deciding to purchase the property (the costs of delaying but ultimately not purchasing are different and examined under Option B below).

          Table 2.  Costs of Delay in Deciding to Purchase
	
	July
	August
	September
	October
	November
	December

	Purchase Price
	$8,500,000
	$8,600,000
	$8,700,000
	$8,800,000
	$8,900,000
	$9,000,000

	Cumulative Lost Rental Revenue
	0
	    20,000
	   40,000
	    60,000
	    80,000
	  100,000

	Cost of Delay 
	$0
	$120,000
	$240,000
	$360,000
	$480,000
	$600,000


The costs of delaying a decision to purchase the property include not only the monthly $100,000 increase in the purchase price, but also the lost rental revenue that the County would accrue if the County purchases the property by July 31.  Two tenants currently are renting space on the property and have signed letters of intent to continue their leases under County ownership.  The rent accruing on the property totals $20,000 per month.  Therefore, each month of delay before a decision to purchase is made costs $120,000.  
In summary, if the Council passes this ordinance by July 14, the property can be closed by the end of July at a cost of $8.5 million.  If the Council waits until mid-December to take action, the property will cost $9 million and the County will have foregone $100,000 in rental income.

Advantages of Purchase: 
· The County would preserve the option of developing this site as a solid waste intermodal facility.   
As noted earlier in this staff report, it is unclear at this time whether there will be sufficient intermodal capacity available to meet the County’s demand for intermodal services once waste export begins.  Purchase of the site by the County will ensure that the site is available for development as an intermodal facility, whether by the County, another public entity, or by a private company.  Purchase of the site by the County will ensure that the site is not developed for other uses unless the County determines that further intermodal capacity is not needed. 
The potentially unique advantages of this site are listed in the background section of this staff report.
· Purchase of the property may represent a unique opportunity for the County to secure property at a value that is not inflated by the County’s known demand for site with these characteristics.     
An increase in demand for any commodity typically raises the price of that commodity.  Because the Division identified this property very early on in the planning process, the Division was able to arrange negotiations for the purchase of the property such that the seller was unaware that the County was in the market for buying a property with the characteristics of the Harbor Island site.  Had the seller known that the County was in the market and had known the potential value to the County of such a site, it is possible that negotiations would have ended up with a higher price.  
Now that it is widely known that the County is in the market for such property, the County has lost the advantage it had in negotiating for this property.  
· Purchase of the property may present the County with a unique opportunity to partner with Seattle in waste handling, with potential cost savings resulting from economies of scale.
The Harbor Island property is situated adjacent to a property that the City of Seattle is leasing from the Port.  The City has leased the property in anticipation of meeting their own solid waste disposal needs.  The County’s purchase of the Harbor Island property at this time would allow the County and City to begin serious exploration of the potential for cost savings through partnering on their disposal of solid waste.  
Since the City is on a shorter planning horizon than the County, this opportunity may not be present if the County waits to purchase property.  It may also be difficult to find other property of sufficient size that could handle both City and County operations.
· Purchase of the property may increase the County’s negotiating power with current waste handlers.  
The County’s ownership of a property that could be developed as an intermodal facility may increase the County’s negotiating power with current waste handlers or owners of intermodal capacity.  Having space available on which the County could build intermodal capacity if it wanted to may be a strong enough signal for the County to negotiate better waste export rates with current waste handlers, even if the County does not ultimately build the intermodal.
· The County would immediately begin receiving rent from the property.  
The County has received letters of intent from two renters on the property that they plan to continue their leases under County ownership.  The annual expected rental income is $240,000 ($20,000 per month).  
Risks of Purchase:  
· If the County decides to sell the property, the Division faces the financial risk inherent in the purchase and sale of real estate.
If the County were to purchase the Harbor Island property and then decide to sell it, there is a risk that the Division would incur a financial loss.  (Of course, there is also the possibility that the Division would accrue a financial gain.)  Overall, the County’s downside exposure to financial risk is limited to the degree that it collects rental income on the property.

The County only faces this financial risk if and when it decides to sell the property.  Because the policy decisions behind County ownership of an intermodal facility have not yet been made, there is a higher probability than there otherwise would be that the County will want to sell this property at some point in the future.  The County may decide to sell the property either because the County decides not to build an intermodal facility or because the County purchases a more appropriate site for an intermodal. 
If it does decide to sell, then the risk arises that the proceeds from selling the property turn out to be less than the costs of purchase.  This risk could arise from three sources: 
1. A general decline in the market value of industrial real estate.
A possibility always exists that the market could experience a general decline in values at the very time an owner wants to sell property.  

The County can mitigate against this risk if it is able to hold property over longer periods of time or is able to wait for market conditions to change.   

2. A purchase price that is overvalued.

If a property is purchased at a price that is overvalued relative to other properties, there is greater risk that an owner wishing to sell will have to take a loss.
The County can mitigate against this risk by obtaining knowledge about the value of the property before making the decision to purchase.  Independent appraisals can assist the County in assessing whether property is overvalued relative to the rest of the market.

3. Transactions costs. 

Costs are incurred in both buying and selling property.  Even if a property is sold at a higher price than that at which it was bought, the seller may realize a net financial loss because of the transactions costs incurred.
In a typical sale of a large commercial real estate transaction, the County could expect to pay between 6% and 10% of the sales price in transactions costs such as brokerage fees, excise taxes, and other closing costs.  In some cases, the County is able to limit these costs by using in-house property services staff to broker sales of County property.  
· The County could be taking on some environmental liability risks with the property.  
The Fisher Mill property is part of a larger Superfund site on Harbor Island.  Documentation has been provided to demonstrate that the Superfund cleanup has been finished for the Fisher Mill site.  The environmental contamination at the Fisher Mill site was remediated by removal of some soils and capping and leaving in place some other contaminated soils.  The Superfund clean-up for the entire larger Harbor Island Superfund site has not been completed, however, and the Superfund enforcement action will not be closed until remediation on that entire site has been completed.  

 

If the County develops the site for an intermodal facility, demolition work will need to be completed that will disturb the contaminated soils remaining on the property.  The Solid Waste Division has stated that it has already considered a plan for removing the contaminated soils during demolition work at a cost of approximately $40,000 to $50,000.

 

The Superfund issue was addressed by the Division in a number of ways, but uncertainties will always remain.  First, the issue was addressed in indemnification language in the purchase and sale agreement. This language provides that the seller of the property will indemnify the County for any liability arising from the Superfund case as long as the liability is not due to the County's own actions or omissions.  While this language provides the County with some protections, it is not a guarantee that conflicts will not arise if further contamination is discovered and the cause is unclear.  In addition, the language is protection only as long as the seller has sufficient assets to pay for any future remediation work.

  

In addition to negotiating an indemnification provision, the Solid Waste Division completed soil testing and some other environmental testing at the site as part of its due diligence review of the property.  The Division stated that it found no major environmental risk at the site as a result of the testing, although there is always a possibility that something was missed.

 

Finally, further environmental review and evaluation would need to be done before the property is developed.  The SEPA process for determining whether to site and construct a solid waste intermodal facility will need to fully identify and evaluate additional environmental impacts and potential risks (if any) involved with development of the property.  Problems could be uncovered at that time, but only after the County has purchased the property.

 

Option B – Do Not Purchase the Property:
The decision to “do nothing” by not purchasing the property must be considered as actively as a decision to purchase.  There are real advantages and risks to not purchasing the property that the Council should carefully consider.  This section examines those advantages and risks as well as the financial costs of a decision not to purchase.  

Costs of Not Purchasing:
The Council can decide not to authorize the purchase of the Harbor Island property and choose to first make decisions concerning implementation of waste export and site selection before purchasing property.  If the Council decides prior to July 31, 2003 not to purchase the property and the agreement is terminated before that date, the County will receive $175,000 of its $450,000 earnest money deposit back.  The remaining $250,000 of the earnest money deposit would be forfeited to the seller.
The Council also has the option of delaying a decision not to purchase until mid-December 2003.  However, if the Council decides not to purchase after July 31, 2003 the entire $425,000 in earnest money is forfeited.  In addition, for each month of delay the County must pay $100,000 which is forfeited to the seller should the County decide not to purchase the property.  

Table 3 summarizes the costs should the Council decide not to purchase the property.

Table 3.  Costs of Deciding Not to Purchase Property
	
	July
	August
	September
	October
	November
	December

	Forfeited Earnest Money
	$250,000
	$425,000
	$425,000
	$425,000
	$425,000
	$425,000

	Cumulative Payments to Extend Closing
	$0
	    100,000
	   200,000
	    300,000
	    400,000
	  500,000

	Cost of Decision Not to Purchase 
	$250,000
	$525,000
	$625,000
	$725,000
	$825,000
	$925,000


As shown in the table, the cost of delaying and deciding not to purchase the property jumps considerably on August 1, from $250,000 to $525,000, an increase of $275,000.  Thereafter, the cost of deciding not to purchase rises by $100,000 on the first of every month.  If the Council waits until the middle of December and then decides not to purchase the property, the Division will forfeit $925,000 to the current property owner.
Advantages of Not Purchasing:  
· The County avoids the financial risk related to potential sale of the property by the County at a later time.  
As described under “Risks of Purchase” above, should the County purchase the property, the Division faces a potential financial risk if the County later decides to sell the property.  The County can completely avoid the Division’s potential financial risk inherent in the potential sale of this property by not buying it.  
This advantage is greater the greater is the probability that the County:

· Will decide not to build an intermodal facility;

· Will be able to find a more suitable site;

· Will be able to find a cheaper site (including sites where the purchase price is more but there are no demolition costs).

· The Council may wish to wait for fuller participation by other jurisdictions before moving forward on significant expenditures related to waste export planning.
Land-banking the Harbor Island property is certainly consistent with provisions of the 2001 Comprehensive Solid Waste Management Plan and the County’s responsibilities to prepare for waste export.  Moreover, land banking the property will not relieve the County of the responsibilities to involve other jurisdictions and to follow established processes for deciding to build and site an intermodal facility.  However, the Council may have broader policy reasons for wanting to complete these decision-making processes before making land purchases related to waste export.
Risks of Not Purchasing:  
The risks of not purchasing the Harbor Island property all arise only in the event that the County determines at some point in the future that an intermodal facility is needed for solid waste disposal.  These risks rise in importance the greater is the probability that the County will eventually decide to develop an intermodal facility.
· The Harbor Island property may not be available at a later date causing the County to incur higher costs through development of an intermodal facility on a less suitable site. 
If the future policy decision is that intermodal capacity is needed for the solid waste system, deciding not to purchase this property now may mean that the County loses the opportunity to use this property as an intermodal facility (whether owned and operated by the County or not).  A new owner may develop the site for another purpose and/or may not be interested in selling the property.  
In this scenario, the County would have to look for other property on which to develop the intermodal facility.  Other property may not be as suitable and, as such, the County may incur higher costs in developing or operating an intermodal facility.  Some reasons property may be less suitable and therefore result in more cost include:
· May have access to only one rail line, therefore eliminating some of the County’s choice of landfills;

· May be located such that the short-haul costs from County transfer stations are higher;

· May not be large enough to accommodate both intermodal and transfer station capabilities, thereby increasing costs at existing transfer stations and decreasing the amount of waste that can be compacted in each rail car;
· May not be large enough to allow the City and the County to achieve economies of scale by cooperatively developing intermodal capacity;
· May entail higher impacts on surrounding neighborhoods.

In the extreme, the County may not be able to find any suitable property for sale, in which case the County might have to rely on other, more costly alternatives for waste export (presupposing that the County is interested in building an intermodal based on analysis yet to be completed demonstrating that it is cheaper than other alternatives).
The County can mitigate against this risk the longer the County can wait for the right property to become available.
· At a later date, the Harbor Island or other suitable sites may only be available at a higher cost due to the County’s known demand for such a site.

The proposed purchase of this property has highlighted for the public the County’s potential interest in building an intermodal facility.  As the public process of making a policy decision on building an intermodal moves forward, more information about the value of an intermodal facility to the County will become widely available.  If that information results in a decision to construct a County-owned intermodal facility, the County’s known demand for property suitable for an intermodal may increase the price of those properties.

Given the public policy making processes of the County, it will be very difficult for the County to mitigate against this risk.
CONCLUDING REMARKS
In making a decision whether to purchase the Harbor Island property or not, councilmembers must weigh the advantages and risks of both options. The relative importance that should be assigned to many of the advantages and risks outlined in this staff report will vary according to the likelihood of future decisions by the council. For example, if the Council is very likely to decide that additional intermodal capacity is not necessary to the reliable export of the County's solid waste, then the risk that the Harbor Island site may not be available in the future is not that important. Conversely, if the Council is very likely to decide that additional intermodal capacity is required and that the county should own the intermodal capacity, then that risk is significantly more important.

In addition to making assessments about the future course of solid waste policy, councilmembers will have to assess the level and types of risks they feel are most reasonable for the county to take.  Some members may believe moderate financial risks are reasonable to take in order to secure property that has potentially low operational impacts on surrounding neighborhoods.  Other members may believe it is a more prudent risk to hope property is available once other policy decisions have been made.
The Council also may consider providing the Division with further policy direction on planning for waste export.  The Council has provided significant policy direction both in the 2001 Comprehensive Solid Waste Management Plan and Ordinance 14236 adopting the Plan.  In particular, the Council directed the Division to prepare a Solid Waste Export Implementation and Coordination Plan, which is intended to provide the framework for making investment decisions such as the purchase of intermodal capacity.  Perhaps further policy direction is appropriate to assure that the Division analyzes other alternatives in addition to a county-owned and operated intermodal facility, as well as specific directions for involving other jurisdictions, steps to be taken over the next few months in continuing to plan for waste export, and a schedule for providing the Council with a written business plan for solid waste management.
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ATTACHMENT 1
Council Staff Summary of Background on Proposed Harbor Island Property Purchase

Process for Identifying Site

The first step in the process for identifying the Harbor Island site was for the Solid Waste Division to identify desirable site characteristics for an intermodal facility.  Division staff identified the following as the characteristics of the ideal site for an intermodal facility:

· The site is within 200 feet of railroad access for both Burlington Northern and Union Pacific railroads;

· The site configuration is able to support the facilities and space needed for intra-site truck and train traffic;

· The site is at least 10 acres in size;

· The site is zoned for industrial use;

· The site is not located near and does not impact residential areas.

Using these criteria, the Division identified seven sites throughout the county that could provide for a suitable location for an intermodal facility.  The Division then learned during conversations with the City of Seattle that one of those sites, the Harbor Island site, was for sale.  Since the Harbor Island site fit the criteria for an intermodal facility site and since it was currently on the market, the Division entered into negotiations to purchase the property.  
Even if the Council decides to go forward with the purchase, final site selection for an intermodal facility will not occur until after the Council has made a policy decision to have a County-owned and operated facility, a formal site selection process is completed, and the SEPA (State Environmental Protection Act) review has been done.

Purchase and Sale Agreement

The executive signed a Purchase and Sale Agreement in March 2003 to purchase the Fisher Flour Mill property.  The terms of the agreement are:

· The purchase price for the Fisher Flour Mill property on Harbor Island is $8.5 million.  

· The Division paid an earnest money deposit of $425,000.  $175,000 of this deposit may be refunded if the Council decides not to authorize the purchase and directs the executive by July 31, 2003 not to complete the purchase.  $250,000 of this deposit is non-refundable.  If the Council approves the purchase and the transaction closes by July 31, 2003, the entire $425,000 will be applied to the purchase price.

· The purchase must be closed by July 31, 2003 or the County will pay $100,000 per month to extend the property closing date.  The additional $100,000 per month to extend the closing date is not refundable and it will not be applied toward the purchase price.  The last possible closing date is December 19, 2003.

· The Division is seeking supplemental appropriation authority for the purchase price plus $180,000 in administrative costs for evaluating the property and performing due diligence review.

Due Diligence Process
The Solid Waste Division conducted a due diligence review process for the property purchase.  This process focused on identifying any significant risks in purchasing the property and determining whether the site could be developed in the future for an intermodal facility.  The Division’s due diligence review included:

· Hiring an expert to perform an independent appraisal of the property;

· Completing a title search;

· Completing a survey of the property – which resulted in the determination that the property was slightly larger than the listing documents stated;

· Developing a conceptual site plan to determine if the site could function as a solid waste intermodal facility;

· Completing a traffic time and cost study to determine the impact to traffic and roads from increased truck traffic to the Harbor Island site;

· Reviewing land use and environmental permit standards for using the property;

· Reviewing the environmental condition of the site including on-site sampling of soils and groundwater.
The result of the due diligence review was a determination by the Division that there are no significant barriers to purchasing the property and using it for a solid waste intermodal facility, and that there is low environmental risk.

At the Committee of the Whole meeting on June 23, 2003, the Division provided further details concerning the status of the Superfund enforcement action on Harbor Island as a whole and discussed in some detail the indemnity provisions of the purchase and sale agreement between the County and the seller of the property.  

Costs of Building and Operating an Intermodal Facility
The Division preliminary estimates indicate the following costs for an intermodal facility, assuming a 20-year life for the facility:

· Capital cost of facility

$25 million

· Operating cost


$1.3 million per year

· Per ton cost


$2.40/ton over 20 years

To place these costs in some context, the 2003 operating budget for the Solid Waste fund is over $80 million and the construction fund is budgeted at $22 million in 2003 alone.  The City of Seattle currently pays roughly $43 per ton to export its waste.  Therefore, it is expected that the intermodal handling costs will represent a relatively small percent of the total costs of disposal under waste export.  The intermodal costs will represent an even smaller percent of the total County system costs including transfer, disposal, handling of special waste streams, and the various recycling and other programs operated by the Division, all of which are funded in part through the current transfer station tipping fee of $82.50.  

Funding for construction of an intermodal facility could be taken from savings resulting from eliminating capital improvements to some County transfer stations.  For example, with an intermodal facility, the County may be able to eliminate plans to install waste compactors at the Algona, Houghton and Renton transfer stations and the resulting savings could be used to in part fund construction of the intermodal facility.
Steps in the Waste Export Decision-Making Process
As noted in the staff report, the Executive is requesting authority to close on the purchase of real estate out of the usual sequence of County decision making.  Under King County Code, K.C.C. 4.04, all capital improvement projects are subject to the following process:

1. The agency must transmit for Council approval an operational master plan (OMP) which analyzes alternatives to accomplish defined goals and objectives, performance measures, projected workload, needed resources, implementation schedules and general cost estimates; and addresses how the organization would respond in the future to changed conditions.
2. The agency must prepare a capital improvement program based on its approved OMP.
3. Then the agency must prepare and submit for Council approval a project program plan and site master plan providing the details of the project including the overall development concept and scope of work for a building; a site analysis, including environmental constraints; and layout, illustration and description of all capital improvements.
This process is cumulative and each plan is based on the plans completed before.  So, for example, the project program plan is based on an adopted OMP and CIP.

In addition to the code requirements in K.C.C. 4.04, in 2001 the Council passed Ordinance 14236 adopting solid waste comprehensive plan policies.  Ordinance 14236 directs the executive to take certain steps to prepare for waste export, including:

· Transmit for Council approval an Operational Master Plan that meets the requirements of County code and which includes a detailed plan about capital improvements needed to prepare for waste export, a sequencing plan explaining how proposed improvements will be scheduled to maintain system efficiencies during construction, and a timeline for completion of these improvements.

· Transmit no later than March 31, 2003, for Council adoption, a Waste Export Implementation and Coordination Plan providing details on 

· How waste export will be implemented, 

· What existing and future intermodal facilities will be needed, and 

· How existing transfer station facilities will be upgraded to be compatible with waste export, including a strategy for the most effective means of transporting waste from transfer stations to rail lines (such as the development of rail spurs to support such transfer).

To date, the Division has not transmitted the Operational Master Plan or the Waste Export Implementation and Coordination Plan to the Council for approval.  The Council has received some of the information that was required for the Waste Export Implementation and Coordination Plan as part of the business case supporting the Executive’s proposal for a County-owned and operated intermodal facility.  However, there are some elements of the plan missing and the Council has not had the opportunity to evaluate and approve of a plan for implementing waste export. 
The directives in Ordinance 14236 were adopted in part because of a concern on the part of councilmembers that they would be requested to make large, piecemeal capital investments in preparation for export without a picture of how export will be implemented.  The concern with proceeding without a plan for the system as a whole is that money could be spent making improvements that later would be determined to be unnecessary.  

As highlighted in the staff report, the Executive is proposing to “land bank” the Harbor Island property because the Division identified the property as suitable for an intermodal facility and it came up for sale during the Division’s preliminary work on the waste export plan.  The Division foresees the following steps in planning for waste export whether the Council decides to land bank this property or not:
· Transmittal of the Waste Export Implementation and Coordination Plan for the Council’s approval.  This would likely occur in the spring of 2004 and would be the vehicle by which the Division would ask the Council to make a policy decision on County ownership of an intermodal facility.

· Involvement of all affected jurisdictions and interested parties in identifying and siting an intermodal facility, as required by the 2001 Comprehensive Solid Waste Management Plan.
· Continuation and completion of regional analyses of potential sites by the Solid Waste Division.

· State Environmental Protection Act (SEPA) review of site alternatives for an intermodal facility and Council approval of budget authority for this review.

· Environmental Impact Analysis as required by SEPA.
· Siting decision by the Council

· Budget appropriation for capital planning and construction of an intermodal facility.

