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STAFF REPORT
SUBJECT:  Report of the independent consultant on the Executive’s proposal to ‘in-source’ the hauling of recyclables
SUMMARY:  In the 2007 county budget, the Executive proposed to “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 proposal would use county employees and trucks to haul recycling bins to recyclables processors.  After response by the Executive to a budget proviso seeking more information on the ‘insourcing’ proposal, the Council chose to initiate a review by an independent third-party contractor, to examine the savings projections and operational issues raised by the proposal.  That review, undertaken by the firm of Gershman Brickner and Bratton of Fairfax, Virginia, is now complete, and a report is attached.  
BACKGROUND:  The municipal solid waste transfer stations operated by the Solid Waste Division of the Department of Natural Resources and Parks 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.
The Executive transmitted the report required in the proviso in early 2007, indicating 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.

Those conclusions were challenged by the current contractor, Renu, a division of Nuprecon.  Key elements of Renu’s position included:

· Elasticity of demand for hauling recyclables bins, based on variable recyclables deposition patterns by the public, would require more trucks, drivers and bins than anticipated by the Division (SWD estimated 5 trucks, 6.5 fte drivers; Renu indicated that 6 or 7 trucks, and eight full time drivers would be needed);

· Cost of trucks 
· Shop Staff (SWD estimates work can be done using existing mechanics, without adding new staff; Renu indicates need for dedicated, full time mechanic for this function)

· Dispatch (SWD indicates existing dispatchers servicing solid waste collection function can absorb this work; Renu indicates separate dispatch staff is needed)

· Cost of Fuel  (SWD estimates fuel cost over five years at $534,000; Renu estimates fuel costs of $621,000 for that period.)

The Operating Budget Committee indicated an interest in a review by an independent third party with expertise in the recyclables hauling field.  Based upon direction from the Committee, staff undertook a procurement process, resulting in the retention of Gershman Brickner and Bratton, a Fairfax, Virginia firm which has undertaken solid waste consultation work for the Council previously.  

GBB undertook a process that involved visits to transfer stations, interviews with staff, examination of reports and documents, and independent analysis.  Their report is now completed.  The table below is excerpted from the report’s Executive Summary; it contains findings and recommendations of the review process.    

GBB Project Team Findings and Recommendations
	Subject
	Finding
	Recommendation

	Division’s Financial Model methodology
	Methodology of November’s version of cost is well done by taking into account the capital equipment replacement fund.
	None

	Division’s estimated maintenance cost

	Division costs are underestimated:

Parts: $2,000 per truck;

Tires: $2,500 per truck;

Mechanics: $0 
	Consultant’s estimate:

Parts: $10,500 per truck;

Tires: $4,504 (2 fronts/8 rears)

Mechanic: $3,304 (8 hrs/month @ $24.41 per hr.) per truck.

	Division’s estimate of capital cost 
	Division costs for trucks are  underestimated:

Each truck: $128,000
	Consultant’s cost estimate includes 2007 compliant engine: Each Truck at $150,000

	Division’s estimate of roll-off container up-keep
	Division had nothing budgeted for the up-keep of the roll-off containers
	Consultant’s estimates $7,950 per year for repairs and up-keep of containers

	Division’s estimate of handling heavy-use periods or when mechanical problems keep truck(s) from operating as scheduled.
	In interviews, Division personnel recognized this need but placed no projected cost in its budget to handle the need.
	Consultant’s estimates a baseline projected amount of $85,360 per year to handle these situations.

	Division compares private contract with its projected costs over 10 years.
	Comparison is not appropriate as current contract is for 3 years.  It is reasonable to expect different pricing for a 10-year contract term.
	If the Council wishes to pursue a public verses private collection operation, it could request a managed competition where both the Division and private contractors submit proposals (cost & operations) for a 10-year period of service. 

	Division’s projected service cost
	The Division projects the using 5 trucks with 6 full time drivers working 10 hour shifts over 7 days with 5 drivers on the weekends and 3 drivers Monday through Friday.

Cost: $756,081
	The Consultant estimate is 6 trucks with 6 full time drivers, 1,560 part time hours during the week, and 520 hours more on the weekend.  Annual budget for the collection service results in a much higher cost. 

Cost: $1,116,579.  

	Recycling Drop-off  Sites
	Lack of space slows down switch-out of containers.
	Provide more land with better ingress/egress for sites and space for switching out containers. 

	Recycling Drop-off signage
	Poor signage for customers to understand directions.
	New signage that is easily visible to public and educates them on how to place material in containers.

	OCC Containers
	Customers do not break-down boxes causing containers to fill up faster and with less weight meaning more hauls of the container.
	1) Place compactors at sites for OCC;

2) If compactors are not an option, roll-off containers with thin slats that force customers to flatten OCC before placing into the containers.


Based on these findings and recommendations, the report concludes with the following broad recommendation:

“The GBB Project Team recommends that the in-sourcing proposal by the Division be turned down.  If the County Council wishes to further this examination, then it should compel the Division to compete with the private sector in a managed competition procurement process.”

Harvey Gershman, President of Gershman Brickner and Bratton, will attend the March 12 meeting of the committee to present findings.
The Solid Waste Division has requested the opportunity to comment on the findings.

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 accept the recommendation of the consultant, Gershman Brickner and Bratton, to turn down the ‘insourcing’ proposal of the Executive, and re-bid the insourcing work.  (Proposed motion 2007-0230 would not be approved.)
2. The Committee can approve the proposal of the Executive, thereby bringing recyclable hauling in-house.  (Approve proposed motion 2007-0230.)
INVITED:
· Harvey Gershman, President, Gershman Brickner and Bratton
· Kevin Kiernan, Director, Solid Waste Division, Department of Natural Resources and Parks

· Todd Smith, Renu

ATTACHMENTS:
1. Proposed Motion 2007-0230

2. Independent Third Party Review of Roll-Off Insourcing  for the King County Council

3. Comments by the Solid Waste Division:  Email from Kevin Kiernan, Director, Solid Waste Division
� The editions of the Division’s financial model do not demarcate the cost of mechanics, but its PowerPoint presentation of May 15, 2007, “Recycling Hauling Proviso Response,” slide 7, lists the cost at $21,000 per year.
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