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ANNEX 1

Oxfordshire County Council – Procurement of Waste Treatment Facilities

Outline Business Case

1 Executive summary

1.1 Introduction
This document sets out Oxfordshire County Council’s business case for the procurement of waste treatment facilities. The options appraisal within this business case has been developed taking account of the waste strategy being prepared in tandem by the Oxfordshire Waste Partnership (OWP), and European and UK Government requirements to reduce the amount of biodegradable waste that is landfilled. It is also based on Oxfordshire’s County Council’s technology neutral stance on treatment technology. The business case has been prepared with the assistance of Enviros for the options appraisal and Deloitte for the financial assessment.

1.2
Demonstration of Support and Commitment

This business case has been prepared for approval by the County Council’s Cabinet on 19 September 2006. The Council’s former Executive recognised that treatment facilities would be needed to meet future targets under the European Landfill Directive and on 3 November 2004 agreed that preparations for procurement should be made. They also agreed to establish a project board to oversee the procurement process. The Waste Treatment Board has the support of senior members and officers, who are represented on the Board. The Oxfordshire Waste Partnership (OWP) has recognised that waste collection and treatment are inextricably linked and has approached the review of the joint  municipal waste strategy for Oxfordshire on that basis. Oxfordshire County Council is committed to the process of procuring waste treatment facilities, with strong political and officer support and in the context of a joint waste strategy by the OWP.

1.3
Strategic Context

Oxfordshire is a diverse and largely rural county with an estimated population in 2004 of 619,000 people. Residents in Oxfordshire produce about 300,000 tonnes of waste per year. Of this Oxfordshire County Council as Waste Disposal Authority (WDA) disposed of around 200,000 tonnes to landfill in 2005/06. About 100,000 tonnes per annum are recycled and composted. The recycling rate achieved in 2005/06 of 33% places Oxfordshire in the top quartile performance. The five district Councils in Oxfordshire are Waste Collection Authorities (WCAs). The County Council and all the District Councils are members of the Oxfordshire Waste Partnership (OWP).

A joint household waste management strategy was agreed by the six authorities in 2001, and the OWP began a review of this strategy in 2005. The review has taken a business case approach and has assessed a number of options for waste reduction, recycling, collection and treatment of residual waste. 

The strategy was agreed by the OWP in July 2006 and constituent members are expected to endorse it during September 2006.  By the end of 2006 the WCAs are expected to decide the waste recycling and collection systems they will adopt.  Public engagement has been carried out throughout preparation of the strategy.  In particular the OWP launched a public engagement exercise “No time to Waste” in June 2006 to raise awareness of the need to change and the nature of the options for waste reduction, recycling, collection and treatment.

The need to improve performance in waste reduction and recycling and to reduce the amount of biodegradable waste that is landfilled is driven in particular by the European Union (EU) Landfill Directive 1999 and national legislation that sets allowances for each WDA for tonnes of biodegradable waste that can be sent to landfill per year. There are severe penalties for non-compliance, or allowances may be purchased if they are available.    

1.4
Analysis of Existing Service Provision

The County Council is committed to promoting waste reduction initiatives to deliver lower than average waste growth rates despite growing population and increases in housing. Average municipal solid waste (MSW) growth rates countywide are forecast to be between 0.99% and 1.78% pa up to 2035.  The OWP has set a target to reduce waste growth to 0% per person per year by 2012 through a waste reduction and re-use programme.

Current combined recycling and composting performance is good at 33.3% for 2005/06, and the OWP is committed to further improvements in service and performance. Oxfordshire also has the lowest waste produced per head of any county.  Implementation plans for future service delivery to support the revised Oxfordshire Joint Municipal Waste Strategy are anticipated in autumn 2006. These plans will determine the level of service provided by the WCAs and how this will be achieved.  Change to the WCA activities is key to this project; however, the development of collection services will be managed separately by the WCAs.

1.5
Options Appraisal

This section of the Business Case describes the appraisal and evaluation of various options for delivery of residual waste management solution(s) within Oxfordshire. 

As the future waste collection activities by the WCAs are currently being determined, the project options considered in this section are based on reasonable assumptions about future plans.  Generic residual waste treatment options based on energy from waste, advanced thermal treatment and mechanical biological treatment have been evaluated, and compared to the current baseline arrangements and landfill disposal.

Each of the project options has been evaluated against an agreed set of criteria in order to determine the ‘reference project’ on which to base the business case for residual waste treatment within Oxfordshire.  The criteria include cost, deliverability and flexibility issues, consideration of public opinion and local opportunities, BMW diversion performance, and a number of environmental factors.  

The options appraisal includes detailed waste flow modelling and analysis to determine the relative performance of each project option, and cost modelling to estimate the relative cost of delivering each option.  These studies have shown that, in general, all the generic technologies considered are capable of meeting Oxfordshire’s BMW diversion requirements into the future, although the thermal treatment options are more effective than MBT options due to the quantity and nature of residues.  Also, in general, the thermal treatment options have lower total costs than the MBT options, due to reduced operating and residue disposal costs. However, it is recognised that the greater planning risks associated with thermal treatment options may reduce this cost difference if delays are encountered.  The technology costs in the appraisal are modelled costs, and true costs will not be known until the tendering process.

The appraisal process has demonstrated that a business case can be made for residual waste treatment compared to continuing reliance on landfill disposal only.  

1.6
Affordability
This section considers the funding options available to the Council and concludes that a PFI (Private Finance Initiative) procurement route should not be pursued due to the disadvantages and potential costs involved.  The affordability analysis is therefore based on a PPP (Public Private Partnership) route, with a conventional DBFO (Design Build Finance Operate) contract using private finance as the most likely approach.  Prudential Borrowing (at least in part) can be considered at a later stage.

The affordability assessment examines some of the key assumptions made in the financial modelling and the affordability gap between the cost of the reference projects and available budgets.  The current conclusion is that there is a significant affordability gap associated with all options including doing nothing.

1.7
Project Delivery

This procurement project primarily covers the main waste treatment plant. The new Competitive Dialogue EU procurement procedure will be used for this contract which will be advertised at the end of October 2006.  In addition, there are wider treatment and disposal needs covering a number of other service contract areas but these will be dis-aggregated and tendered as separate contract packages. 

A soft market test exercise has confirmed there is interest from the market place. However, the availability of suitable sites and associated planning issues will be a major factor influencing contractors’ decision to tender. The market place agrees that the Council should adopt a technology neutral approach, and generally prefers contracts based on PPP rather than PFI credits.

The Council will develop an Output Specification linked to a Contract Performance and Payment Mechanism.  The approach to managing and mitigating risks is being developed.  Specialist consultants (technical, financial and legal) will be used to support the Council’s project team.

1.8
Conclusions 

The conclusion is that procurement should proceed on a technology neutral basis.  The recommended procurement strategy is to disaggregate the contact for waste treatment from other infrastructure and services needed such as waste treatment from other infrastructure and services needed such as recycling centres, composting, materials recovery facilities and landfill, although the intention is to procure these on similar timescales.  The most appropriate funding route appears to PPP based on a DBFO contract and project finance.  It is intended to start procurement within the advertisement of an OJEU notice in the autumn, and the process using competitive dialogue is expected to take two years.  Following planning and licensing and construction time, the earliest that facilities are expected to be operational is 2012.  

The options appraisal and affordability assessment demonstrate that substantial diversion from landfill will be needed in the future to meet LATS allowances and that procurement of new waste treatment facilities should be started.  Targets for reducing waste growth and increasing recycling and composting rates have been agreed in the revised Oxfordshire Joint Municipal Waste Strategy that are more optimistic than the assumptions used in the OBC. However, the sensitivity testing shows that this does not remove the need for waste treatment facilities, but would have an impact on the amount of capacity and size of facilities needed.

The OBC is based on the most recent information available, but a number of assumptions are made and the justification for procurement will need to be kept under review.  The final decision will be made when tenders are received, but any delay in the decision whether or not to proceed would have significant consequences in terms of future costs of LATS fines and waste disposal.  Although the “do nothing” option appears to perform reasonably well compared to a number of the treatment options, the risks of following this approach to the exclusion of any others are unacceptably high.

The recent agreement of the waste strategy by the OWP is a significant step forward and will assist the procurement process by helping to ensure that future waste reduction, collection, treatment and disposal services are integrated and working towards the same goals.  Continuing to work together in the future will be important for the success of this project. 
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