GENERAL PUBLIC SERVICES & COMMUNITY SAFETY COMMITTEE - 3 MARCH 2016

PART I – DELEGATED

7.
Co-mingled Recyclate Procurement
1.1
To apprise Members of the proposed procurement strategy for a new contract for the sale of co-mingled recyclate and to seek authorisation to proceed with a consortium arrangement with three other member authorities of the Hertfordshire Waste Partnership (HWP).

2.
Details
2.1
Three Rivers District Council’s (TRDC’s) current contract for the reprocessing of its kerbside collected recyclable material is due to end in January 2017. This dictates that a tendering exercise for the future reprocessing of the Authority’s co-mingled dry recycling needs to be carried out in 2016 for a start date of February 2017.

2.2
The issue of future Materials Recycling Facility (MRF) capacity is something the HWP researched in 2014 when the Partnership conducted a series of in-depth interviews with 10 different MRF providers. The purpose of the research was to identify key issues the HWP needs to consider when putting together future procurements.

2.3 As a result of this research the HWP’s 2015/16 work programme included the creation of a special sub-group including representatives from both the HWP Directors’ Group and Heads of Waste Group supported by the Partnership Development Manager to examine 4 distinct options. These included:

· a service contract – where the HWP simply seeks a price for processing HWP bulk dry recyclables with the Partnership responsible for selling to end markets;

· a design, build and operate contract – all 11 HWP authorities working together;

· sub-county contracts involving between two to four Partner Authorities;

· A South West Herts Partnership formed out of those authorities keen to work together for a joint solution.

2.4 The arguments for and against each option were examined in a report presented to the Directors’ Group on the 22 December 2014. In response the Directors’ Group agreed that the Partnership’s short- to medium-term strategy should be based around letting three to four consortium contracts across the county. Each consortium would include between two to four partner authorities, subject to existing contractual arrangements, geographical proximity and, importantly, a willingness to work together.

2.5 In view of the above, TRDC has started an initial discussion with its two neighbouring authorities of Dacorum Borough Council and Watford Borough Council, both of which collect fully co-mingled recyclate. In addition, discussions have been held with Welwyn Hatfield Council which, although collecting partially co-mingled material (paper separate), have the same Contract end date of 31 January 2017. Dacorum’s existing Contract with Viridor does not expire until October 2017.
2.6
Three Rivers Council’s current contract is with Pearce Recycling who are based in St Albans and it involves the transport from Waterdale transfer station, bulk receipt and processing of approximately 10,500 tonnes of co-mingled dry recyclable material per annum. The contract commenced on 1 February 2014 for an initial term of one year, but was extended with the endorsement of Members, to 31 January 2017, in order to make it co-terminous with the neighbouring Council of Watford. (Minute PR09/15 refers).
2.7
Historically in Hertfordshire, the Partnership and individual authorities have either let short-term contracts or entered into alternative informal arrangements for the receipt and processing of mixed dry recyclables collected at the kerbside. Because of this approach the market is not able to respond with longer term contracts to extract better value from the material as there is not a sufficient contractual infrastructure on which to build. In other words the current approach means contracts are either too short and / or cover insufficient tonnage to support investment in new technology. 

2.8
Currently there are a range of different contracts throughout the county with different terms and conditions and end dates, none of which has a critical mass of tonnage sufficient to positively influence the market. Consequently there is no strategic direction and no additional value being achieved. In turn, if you consider that most modern MRFs now look to handle 100,000+ tonnes per annum, the councils need to create contracts that will deliver the attributes below.
2.8.1
Critical mass: At any one time there are a number of local authorities either tendering or about to tender for the receipt and processing of mixed dry recyclables. Therefore new contracts have to stand out to potential bidders. One way to achieve this is to offer contracts with critical mass tonnages, i.e. significantly larger than the normal. In other words, would a potential bidder rather tender for 3 separate contracts of 10,000 tonnes or spend a third of the resource bidding for 1 contract of 30,000 tonnes? Clearly the larger contract makes it easier for MRF providers to ‘fill’ their facilities, without placing too much commitment to any one provider i.e. they would not wish for a larger consortium, of say all 10 Hertfordshire authorities as this would commit all their reprocessing capacity to any one supplier, which would increased their own risk at the end of the Contract.
2.8.2
Contract length / investment opportunities: Typically Hertfordshire authorities have let short term contracts of up to 4 years. However, a 4 year contract is not long enough to support ongoing investment in new technology to improve a MRF’s sorting capabilities with a view to enhancing the value of the material once separated. Therefore to complement a consortium with approximately 35-40,000 tonnes per annum the Partner Authorities should look to agree a longer term contract resulting in lower perceived risk as a result of providing more tonnage over a longer period. Such contracts would also significantly reduce a bidder’s ongoing resource requirements when it comes to bidding for new contracts.

2.8.3
Joint working: One of the main objectives agreed through the Herts Waste Partnership and recorded as such in the HWP Agreement is the pursuit of opportunities to work together to develop waste and recycling services. The creation of a new consortium for dealing with a significant proportion of the mixed dry recyclables collected in Hertfordshire is a logical extension of the consortium approach successfully used for newspapers and magazines as well as textiles. These contracts have delivered income levels consistently above what the market demonstrates.

2.9
Taking into account current arrangements, and subject to Member approval, the intention is to let a joint contract covering the requirements of Dacorum, Three Rivers, Watford and Welwyn Hatfield councils. The contract would commence in February 2017 with Three Rivers and Watford and Welwyn Hatfield joining from the start but would specify a November start date for Dacorum to allow for their existing contact arrangements. 
2.10
It is intended that, if all participating authorities agree the recommendation to proceed with a joint contract, Welwyn Hatfield will lead on the procurement, fulfilling their role as HWP Consortia lead member, for which all HWP authorities pay a fee (£3500) each year. This fee not only covers the procurement of all HWP Consortia contracts, but contract management as well, including any legal expertise required.
2.11     
Based on the HWP’s research from 2014, current experience and discussions so far involving all four authorities, it is recommended that, should the four authorities wish to let a joint contract then they do so for a period of seven years with an option, by mutual agreement, to extend for three years subject to market testing at the time. This should encourage investment in new technologies and encourage better prices.
2.12
The anticipated timeline for the procurement of the new contract is noted below and has been structured to allow maximum time for tender submission, tender evaluation and internal reporting. This could be subject to minor amendments.
	STAGE
	DATE

	Tender (OJEU) advert
	20th May 2016

	Date/Time for questions relating to the tender
	24th June 2016 at noon

	Tender Return
	1st July 2016 at noon

	Assessment and agreement by Partner Authorities
	End of July 2016

	Partner Authority Approvals Process
	End of August 2016

	Lead Authority Cabinet – Tender Decision
	4th October 2016 (subject to confirmation)

	Standstill Period
	To midnight on 17th October 2016

	Contract Award
	18th October 2016

	Intended Contract Start
	1st February 2017


2.13
It should be noted that, in order to minimise risk to all MRF providers, each Authority will be expected to fully commit to joining the Consortium, prior to publication of the OJEU advert. Once signed up they will commit to entering into contract with the MRF provider which offers best overall value to the four partner authorities and not necessarily to any one individual council. It can also be seen that each partner authority needs to agree the award of tender by end of August 2016. This is a period of time without Committee meetings and therefore officers recommend delegating this function to the Director of Community and Environment, in conjunction with the Lead Member for Public Services.

2.14
Financial considerations
2.14.1
When assessing the likely financial implications of a tender for the bulk receipt and processing of mixed dry recyclables, three key elements need to be considered. These include:

· the ‘basket value’ of a co-mingled tonne of mixed dry recyclables (i.e. the income obtained from selling the sorted material);

· the processing cost per tonne – often referred to as the ‘gate fee’;

· material transportation costs for those authorities that cannot directly deliver the cost of any bulk haulage arrangements.

2.14.2
Basket Value


The basket value of a co-mingled tonne is the total value of each recycled material that makes up “the basket”. The value is measured using an agreed index and multiplied by the percentage of the material that makes up the tonne. For example should a more valuable material make up the basket i.e. paper or aluminium cans, this would have a positive effect on the overall basket price as the re-processors would achieve more value when selling the material onwards.


Table 1 illustrates how this works in practice. The figures quoted are for illustrative purposes only based on the latest average prices available from Letsrecycle.com for September – November 2015. The partner authorities have agreed that a joint procurement will use the Letsrecycle.com index to assess potential basket values:

	Table 1 – Basket Value Calculation

	Component

Material 
	Letsrecycle Price Index
	Composition (as of %age of 1 tonne from)
	Mid Point Price
	Value per tonne

	Aerosols
	Alum. Cans
	1.00%
	£618.33
	£6.18

	Alum cans
	Alum. Cans
	1.00%
	£618.33
	£6.18

	Aluminium foil
	Alum. Cans
	1.00%
	£618.33
	£6.18

	Cartons
	None specified
	1.00%
	---
	£.00

	Mixed Glass
	Mixed glass
	25.00%
	-£10.67
	-£2.67

	Steel cans
	Steel cans
	4.00%
	£28.33
	£1.13

	Mixed papers 
	Mixed papers
	45.00%
	£50.17
	£22.58

	Plastic Pack.
	Mixed plastic
	12.00%
	£50.83
	£6.10

	Sub Total…
	
	100%
	
	£45.69



      The market for co-mingled dry recyclables has become volatile and presently shows no real significant sign of an upturn in material values, therefore affecting the “basket price” that all councils can expect to receive. A broad explanation for the down turn in recyclable material values is the lowering of oil prices which has been seen worldwide. This lowering in oil price has enabled more goods to be manufactured using virgin (non-recycled) materials. However, over the lifetime of a longer contract, this position is expected to revert back to higher levels of income.

2.14.3

Gate Fees

The processing fees charged by a MRF relate to costs associated with processing 1 tonne of mixed dry recyclables and covers both fixed and variable costs including, labour, power, maintenance, capital financing costs etc. Such fees are commonly referred to as “gate fees”.

Gate fees can vary significantly over time and can be related to a number of factors including:

· contract length and commencement date;

· the level of tonnage - this can have a very significant impact on the level of cost incurred or associated income;

· different levels of sophistication and cost associated with the MRF technologies being employed – more modern MRFs are capable of sorting more materials creating better income streams but inevitably such capability also costs more; 

· the ability to sort economically - different prices for sale of materials; i.e. mixed plastics from a MRF with lesser sorting capabilities will earn less than better sorted plastics available from a more technologically advanced facility;

· composition of incoming material – mixed dry recyclables with higher value contents and lower contamination levels will be worth more than mixes with more lower value materials and higher contamination levels.

· different ways of apportioning materials revenue risk between the MRF operator and the local authority – in other words how much risk are the client authorities asking potential bidders to assume based on the specification detailed in the contract.


These issues combine to create significant risks which need to be understood both by potential bidders as well as the client authorities who need to structure the tender and bidding process in such in a way so as to minimise the level of risk to which all parties are exposed. Based on a basket value of £45.69 and a gate fee of £55 per tonne a MRF would have to charge a gate fee of £9.31 just to break even, meaning there is no net income to share between the client and the contractor. 

2.14.4

Material transportation costs

The final cost element to consider is the cost of delivering bulk recyclables from Waterdale Transfer Station depot to the successful bidder’s MRF. Previous procurements run through the HWP have looked to include this element as part of the contract with prices sought for both delivered and collected material. However, the 2014 investigation conducted by the HWP identified a strong preference for keeping bulk transport needs separate to the main processing contract.



However, at the same time we need to be careful how this issue is handled at the tender evaluation stage as financially advantageous bids could be received from MRFs located at considerable distance with any such gains negated by excessive transportation costs. Therefore following discussion among the client authorities it has been agreed to deal with bulk transport needs separately to the main processing contract. As such the specification will include a note for bidders highlighting that whole service costs will be taken into account as part the evaluation process with costs related to bulk transportation specifically highlighted.



It is anticipated that such a statement in combination with any queries during the tender submission stage should prevent bids from MRF’s that may be able to offer a good combination of gate fee / basket value for the material but are in a location that requires additional transport costs and negative carbon impact.

2.15

Recommended pricing approach 

2.15.1    Taking the above into account and focusing on the need to reduce risk throughout the process it is recommended that pricing be structured as follows:

· The specification should require individual materials to be priced based on a 3-monthly average value as detailed on the Letsrecycle.com index similar to the approach demonstrated under paragraph 15.2. This is similar to the funding mechanisms adopted between TRDC and Pearce Recycling Ltd. within the current Contract.
· The composition of a single tonne of co-mingled material in the first year should be set by the client authorities with all four tonnage sources combined to form a single composition. From year 2 onwards composition should be derived from MRF Regulation testing carried out on all materials coming into the plant. This testing is now statutory and forms part of the MRF Code of Practice and requires MRF operators to measure and report on the quality of the input, output and residual waste streams each year. 
· Bidders should be asked to submit a gate fee calculated to cover the cost of processing a tonne of fully co-mingled material. This should significantly de-risk the process by reassuring bidders that the cost of accepting and processing consortium material is not dependent on income from selling the materials once processed.

· The bidders should be asked to specify what share of the basket value will be given to the Consortium partners. At the time of tender this will allow officers to better forecast the range of likely outcomes.

2.15.2
Based on assumed values for gate fees, basket values, recycling credits (projected for 2016/17) and transport costs, officers estimate that a basket value share of between 25% - 50% would allow the consortium to break even.

2.16
Capital Investment 

2.16.1
Some MRF providers indicated within the 2014 HWP research that a means of lowering the gate fee would be to invest capital into plant or machinery, which would further mechanise the sorting process, thereby cutting down on MRF operating costs. For this reason it is intended to ask tenderers to submit an alternative bid, which would involve capital investment from either all, or any combination of partners. A capital bid has been made with this purpose in mind, although any decision to invest, or not, would be dependent upon agreement by all contributing partner members.
3.
Options / Reasons for Recommendation

3.1
After careful examination of options to provide the most attractive package to market, it is suggested that entering a consortium arrangement with selected neighbouring authorities will provide best value to this council and its potential future partners for reasons detailed in this report. 

3.2
The alternative would be to procure the Contract as an individual authority. This in theory would mean that the specification can be bespoke as it does not have to be worded to accommodate the views or needs of other partner authorities. However, for the reasons outlined above, letting a joint contract is likely to achieve a better response from the market and officers believe that tendering as an individual will expose the Authority to greater price fluctuations within the marketplace. Tendering an individual contract will also require a significant amount of TRDC officer resource, at a time when other projects may be taking priority.
4.
Policy/Budget Reference and Implications

4.1
The recommendations in this report are currently within the Council’s agreed policy and budgets.  

5.  
Financial Implications

5.1
The financial implications cannot be determined at this stage, but it is anticipated that the financial mechanism outlined in Paragraph 2.15 and above will offer best value to all partner authorities.

6.
Legal Implications, 

6.1
The provision of the kerbside recycling services for mixed dry recyclables is a key part of the Authority’s strategy to achieve targets detailed in Hertfordshire’s Joint Municipal Waste Management Strategy as well as current targets in the national strategy and the EU’s revised Waste Framework Directive, all of which require 50% of household waste to be recycled by 2020.

6.2
The provision of such services is also now a legal requirement as a result of the separate collection requirements detailed in revised Waste Framework Directive and the Waste England and Wales Regulations 2011.

7.
Staffing, Customer Service, Communication and Website, Environmental, Community Safety and Health and Safety Implications 

7.1
None specific.
8.
Risk Management Implications

8.1
The Council has agreed its risk management strategy which can be found on the website at http://www.threerivers.gov.uk.  The risk management implications of this report are detailed below. 

8.2
The subject of this report is covered by the Environmental Protection service plan. Any risks resulting from this report will be included in the risk register and, if necessary, managed within this plan.

8.3
The following table gives the risks that would exist if the recommendations are agreed: 

	Description of Risk
	Impact
	Likelihood

	1 The needs of the Partners do not meet needs of TRDC
	I
	E

	2 Recycling Income reduces
	I
	D

	3 Limited number of tenderers, therefore best value not achieved.
	I
	E

	4 Agreed pricing schedule does not offer best value
	I
	E


8.4
The following table gives the risks that would exist if the recommendation is rejected, together with a scored assessment of their impact and likelihood:

	Description of Risk
	Impact
	Likelihood

	5 Recycling Income reduces
	Ii
	C

	6 Limited number of tenderers, therefore best value not achieved.
	II
	C

	7 Agreed pricing schedule does not offer best value
	I
	E


8.5
Of the risks above none are already included in service plans:

8.6
The above risks are plotted on the matrix below depending on the scored assessments of impact and likelihood, detailed definitions of which are included in the risk management strategy. The Council has determined its aversion to risk and is prepared to tolerate risks where the combination of impact and likelihood are plotted in the shaded area of the matrix. The remaining risks require a treatment plan. 
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8.7
In the officers’ opinion none of the new risks above, were they to come about, would seriously prejudice the achievement of the Strategic Plan, and are therefore operational risks. The effectiveness of treatment plans are reviewed by the Audit Committee annually.

9.
Recommendations
9.1
That General Public Services and Community Safety Committee agree that:

9.1.1
TRDC commit themselves to a Consortium arrangement with Dacorum Borough Council, Watford Borough Council & Welwyn Hatfield Borough Council (subject to all Partners’ Member agreement), for the reprocessing of co-mingled recyclate.
9.1.2
The Contract is let for a period of seven years with an option, by mutual agreement, to extend for a further three.

9.1.3
The pricing mechanism set out with paragraph 2.16 is agreed.

9.1.4
That the decision on Contract award be delegated to the Director of Community and Environment, in consultation withy the Lead Member for Public Services.
 
Report prepared by: Alison Page, Chief Environmental Services Manager 
