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 City Council Meeting 

March 10, 2005

Agenda Item Transmittal

Agenda Item #:        4   

Agenda Title:          Consider IESI Annual Report; extension of contract; and temporary rate increase based on increases in fuel costs.  

Council Action to be taken:  1. Accept Annual Report; 

 2. Extend or deny extension of contract term  from one or two years;

 3. Approve or reject request for temporary adjustment of rates paid to IESI based on increase in rates on fuel. 

Initiating Department:  City Management/Legal

Staff Contact: Charles

	1. INTRODUCTION/PURPOSE



 The purpose of this agenda item is to present to the Council, information necessary to make decisions relative to the approval or disapproval of IESI’s performance in the previous twelve months; consider time extension’s of between one and two years to the existing contract and consider a request for a temporary increase in the rate paid to IESI for solid waste collection services based on elevated fuel prices over the last several months.   

	2. DESCRIPTION/ JUSTIFICATION


a) Background


Acceptance of report- 


As stated in Section 13.2 of the Solid Waste Collection and Disposal Agreement “The contractor must submit written quarterly reports …to the attention of the City Manager on the first day of each September, December, March and June during the term of this agreement.”  A copy of an annual report for 2004 is attached as for your consideration.  

Consideration of  Contract Extension- 

As stated in Section 4.2 of the Solid Waste Collection and Disposal Agreement, “Annually, on or before the anniversary date of this agreement (February 1), the City Manager will review contractor’s performance under this agreement.  Upon the completion of each review that occurs on or before each anniversary date, the City may extend this agreement for an additional one-year period, or advise the Contractor that the agreement will expire at the conclusion of the current term without extension.”  The original expiration of the contract is January 31, 2006.

 IESI last presented their annual report at the February 12, 2004 council meeting.  At that time no request was made by IESI to extend the contract period from January 31, 2006 to January 31, 2007, nor was unilateral action taken on the part of the Council to extend the contract by one year.  IESI requests that if the Council deems that services provided by them have been satisfactory over the last two years, that a two year extension be added to the contract making its expiration date January 31, 2008.  

Consideration of increasing rates based on higher fuel costs.-

As stated in Section 14.1.2.2 of the Solid Waste Collection and Disposal Agreement:

· ”Recognizing the possibility that suppliers of certain commodities or services to the Contractor may raise their prices, due to unusual circumstances or as a result of general increases in their cost of doing business, and that these increases may increase the cost to the Contractor of providing collection and disposal services to the City, the Contractor may petition the City for rate adjustments under the following provisions:

a. If such increase in the cost to the contractor is expected to be of limited duration, on the basis of unusual changes in commodity costs, such as increased fuel prices for example; the Contractor may request a temporary increase in the unit price of its services by a percentage amount that may be reasonably attributable to Contractor’s increase cost of doing business.  If granted by the council the temporary surcharge would be in place until such time as the commodity price dropped to within 10% of its benchmark price before the request for adjustment was made.

b. No sooner than 12 months after initiation of this agreement but at anytime thereafter, Contractor may petition the City for an adjustment to its rates and prices on the basis of material changes in its cost of operation with no more than one such request being made in any twelve month period.  At anytime of such petition, Contractor shall provide the City with documents and in reasonable form and sufficient detail to reasonably establish the necessity of any requested rate adjustment.


IESI has provided information that shows the increase in their fuel costs since 2003 and requests that their rates be increased by 6.2%. (See attached calculation 4e)
b) Issues and Analysis


Acceptance of Annual Report -  

Although the contract does not specify the format of the annual report, staff suggests that IESI be asked to provide a graph of service performance by year, such that a comparison can be made on a monthly basis as to whether or not the number of complaints are increasing, decreasing or staying about the same. 


Consideration of  Contract Extension- 

The Council is under no legal obligation to even consider authorization of a two year extension as requested by IESI.  On the other hand, if the Council is satisfied that IESI has performed adequately within the last two years, there is nothing prohibiting the granting of a two year extension to January 31, 2008. The Council may also grant a one year extension as provided under the contract or none at all.  

Consideration of increasing rates based on higher fuel costs.-

As shown in the attached document(s), there has been a dramatic increase in fuel prices since the beginning of the contract in 2003. According to the figures provided by IESI the base rate at $1.387 per gallon has increased to $2.054 as of 3/3/05 for clear diesel. The calculation they have made to determine the percentage increase of 6.2% appears reasonable. To show what impact this would have on each customer, a chart showing the adjusted rate for each class of customer is provided in attachment 4f Proposed Revised Fee Structure. The new rate that would be charged is compared with the current rate on the chart. Inasmuch as IESI has shown considerable restraint in delaying a request for increasing their rates well after they could have, the Council should give favorable consideration to this request. 

Since the Revenue Ordinance would have to be amended prior to the City’s being able to pass this cost increase to the City, on to its customers, if an increase is so ordered, the effective date should be May 1st.  As a condition of approval, IESI might also be instructed to provide a quarterly update to the fuel cost report so that if the rates drop in the future, the temporary increase, if granted now, may be rolled back commensurate with any decreases in fuel prices.   

	3. FINANCIAL/BUDGET


    
If a fuel adjusted rate increase is approved, the increase will be passed through to the utility customers. 

	4. TIMELINE CONSIDERATIONS



If a fuel adjusted rate increase is approved, the earliest that the change could be made in utility charges would be May, 2005. The current Fee Ordinance “Ordinance 04-17” would have to be amended over the course of two Council meetings.

	5. RECOMMENDATION


· Approval of an extension of the existing contract whether one year or two years is dependent upon the City Council’s level of satisfaction with provision of services by the contractor (IESI). 

· Approval of an increase in rates paid to IESI based on elevated fuel costs should be favorably considered, in the opinion of staff. 

	6. REFERENCE FILES 


4a  Council minutes February 12, 2004 re: IESI performance

4b  Ordinance 2002-44 Solid Waste Collection and IESI Agreement 

4c  IESI Annual Report 2004

4d  Letter requesting an adjustment in rates 

4e Justification for Temporary Rate Adjustment 

4f  Proposed Revised Fee Structure 
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