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SUBJECT

Report by the King County Auditor on “Performance Audit of Solid Waste Transfer Station Capital Projects”
SUMMARY
The 2011 Work Program of the King County Auditor, approved by Council Motion 13440, included provision for a capital planning performance audit of solid waste transfer stations.  The audit was to examine “the financial plans, rate models, and cost estimates to build several transfer stations in the County.”  The King County Auditor has completed its review of the transfer station system upgrade and has transmitted its report, entitled “Performance Audit of Solid Waste Transfer Station Capital Projects”.  
BACKGROUND
At the time of the inclusion of the audit in the 2011 Auditor’s Work Program, the Solid Waste Transfer System upgrade project was the focus of significant Council and regional attention.  The Council had recently approved a 2011 County Budget, which included a proviso in the Solid Waste appropriation requiring a rate study to address the need for a solid waste rate adjustment to support the upgrade of the region’s solid waste transfer station system, as well as general program operations.  Such a rate study and recommendation had been anticipated as part of the 2011 Executive Budget proposal, but was not included as part of that proposal in light of the region’s continuing recession.  
However, the reconstruction and upgrade of the system was underway, irrespective of the absence of such rate adjustment, with the Shoreline Recycling and Transfer Station having been completed, construction of the Bow Lake Recycling and Transfer Station underway, and the Factoria, Northeast and South stations in the planning stages.  Funding for these upgrades was expected through issuance of general obligation bonds, with repayment of bonds supported by the Division's Basic Fee, paid by waste haulers to deposit waste at transfer stations, and corollary fees paid by self haulers, generators of moderate risk waste, users of transfer sites without scales, and others.   
Initially projected to cost approximately $197,000,000 in 2006, the anticipated cost of the transfer station system upgrade has increased significantly, and is now projected at over $300 million.  While slippage in the construction schedule has impacted the project costs, this dramatic increase in cost without a corresponding increase in project scope is a reason the Council directed an audit be done on this program.     
Meanwhile, conditions affecting the system's revenues have changed.  Tonnage volume has declined significantly, from 2006 projection
 for 2011 waste volume of 1,133,700 tons to the currently-anticipated 2011 waste volume of 828,000 tons.  System revenues are directly tied to tonnage volumes through the per-ton Basic Fee, which provides the largest share of overall system revenue. 
Additionally, anticipated bond repayment rate impacts have increased.  The 37 cities that are partners in the system have agreements committing them to system participation through 2028.  The security of bond repayment past the date of committed system participation cannot be assured, and the 2011 Budget proviso required a rate proposal that assumes repayment by the time of expiration of interlocal agreements.  As that repayment date approaches, the rate impacts of repayment by that date have increased.  Discussions are currently underway for extension of interlocal agreements with cities committing them to the system for the long term, though the outcome of that process is not yet clear.  

This context led to the interest in a close examination of the costs associated with the solid waste transfer station system upgrade.  This Performance Audit of Solid Waste Transfer Station Capital Projects is intended to address the reasonableness of cost projections for the transfer station upgrade project.  This Audit is provided as a briefing to the Transportation, Economy and Environment Committee; there is no Committee action requested.
ATTACHMENTS
1. Performance Audit of Solid Waste Transfer Station Capital Projects by the King County Auditor
� Projections used in calculating the system upgrade program. 
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