ITEM FOR CONSIDERATION

BY THE

BOARD OF PORT COMMISSIONERS

July 28, 2010
SUBJECT:   DEPARTMENT OF NATURAL RESOURCES LOG STORAGE LEASE 
BACKGROUND: 
In July 2009, the Port executed an agreement with the Washington State Department of Natural Resources (DNR) for a harbor area lease for the purposes of water borne log storage.  The lease is on the northern side of the Port Angeles Harbor in an area that has traditionally been used for log storage.  The area had been leased previously to Nippon Industries (as well as several of its predecessors).   During the conversations of the Port taking on the lease, Dunlap Towing who had originally agreed to be a sub-lessee, announced that due to the declining forest products market and economy in general, it would cease operation in Port Angeles.  With this uncertainty, the Port was able to negotiate a revision to the agreement that would allow for the Port to lease the area for a one-year period, without being committed to the remaining five-year term as a stop gap measure to re-evaluate future demand and market conditions that would warrant the need for log storage.  That one-year period has ended and a determination must be made as to whether the Port wants to commit to the remaining four years of the agreement.  The commitment triggers an inspection report at the end of the lease as well as ongoing maintenance and monitoring.
At the time one year ago, the local timber industry representatives continued to solicit support from the Port to move forward with a lease with the Department of Natural Resources despite Dunlap’s business decision.  Several of the companies appeared before the Commission and also expressed their concerns to Commissioner of Public Lands, Peter Goldmark.  Recent meetings with timber industry representatives earlier this year would indicate that their interest in maintaining log storage in the area is a vital part of their transportation options for handling logs within the Puget Sound region and Canada.
ANALYSIS:

If the Port chooses to continue to exercise its rights and commit to the remaining four years of the DNR lease, the annual rental is $12,483.17 (subject to adjustment).  In addition, at the end of the lease, it is anticipated that a survey of the condition will need to be completed and compared to the baseline the Port has already done and the Port will be liable for any damage caused by its use. The terms of the lease specifically states that the Port is not responsible for conditions caused by previous tenants. The cost of a final survey has been estimated to be in the $30,000 range to complete, but that cost is for estimation purposes only. The Port must maintain records of use and provide reports to the DNR.  Also at the end of the lease, the Port must remove several dolphins and any other improvements such as mooring facilities and buoys.  If the Port is actively in operation on the leased area at the end of the current lease period, the DNR has granted the Port preferential rights to renew the lease at that time.
In order to offset some of the ongoing fixed, operating and maintenance costs, the Port anticipates entering into an operating agreement with Dunlap Towing to move log booms and rafts into and out of the storage area.  A per bundle handling fee to Dunlap as part of that operating agreement is scheduled to begin with the implementation of the DNR lease if the Port so chooses to do so.  In addition, based on conversations with log customers and a meeting held with NOTAC members earlier this year, a handling charge to them will also be implemented.  It is anticipated that the additional handling charges will generate approximately $20,000 to $40,000 based on volume and number of loads handled.

The language in the DNR lease allows the Port to commence the remaining four years of the lease and staff can notify the DNR of such.  Specific Commission action is not required to move forward, however because of the magnitude and implications of the decision to move forward, general discussion and consensus by the Commission is warranted.  The recent winter season also pointed out how important log storage located on the north side of the harbor is during the storms that occurred.
ENVIRONMENTAL IMPACT:

The improvements such as anchors and piling will become the responsibility of the Port to remove at the end of a lease; however, they may well have positive mitigation value for other waterfront projects.

As part of the current proposal under consideration, the Port has already completed a baseline survey to understand the status of the area to be leased. That baseline information has been reviewed by an environmental consultant familiar with Port operations (Floyd Snider).

FISCAL IMPACT:

By exercising the remainder of the lease term, the Port will have committed to approximately $60,000 in lease payments to DNR as well as ongoing maintenance costs and possible study and survey of the property at the end of the lease term.
Revenue ranging from $20,000 to $40,000 annually could be generated through handling fees for log bundles that utilize the log storage area.

RECOMMENDED ACTION:

Staff recommends that the Commission discuss the possibility of exercising its rights under the current lease arrangement with DNR.  While no formal Commission action is needed, a consensus direction to staff should be formulated.
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