
 

 
 

1 

 

Waste & Renewable Energy  
Working Group 

Recommendations to the Chancellor 

November 2012 

 

Introduction 

The National Infrastructure Plan (“NIP”) includes 12 waste PFI/PPP projects due to 

be bank financed. They are at an advanced stage of procurement, however planning 

delays are expected to delay completion of some of these procurements, with any of 

the following sorts planning delays likely:-   

 A project being called in by the Secretary of State after reaching financial 

close and having planning approval granted by the Local Authority;  

 Planning approval granted but subject to a judicial review challenge; 

 A local planning decision subject to delay due to significant local hostility. 

 

Whilst the lack of availability of longer tenor bank funding is a delay factor, the 

presence of the Green Investment Bank is plugging the liquidity gap in some cases. In 

cases where the participation of the Green Investment Bank and available long tenor 

bank liquidity is not sufficient to fund a project, the government’s £40bn guarantees 

programme may be able to assist in obtaining financing.  

 

Executive summary          

This paper deals with the following issues affecting the delivery of waste projects:- 

 

 Planning delays; 

 Negative public perception of waste projects: environmental and health 

concerns; 

 Slow procurement process 

 Difficulties in developing projects with new technology; 

 Difficulties in developing merchant waste projects. 

 

Recommendations to the Chancellor in order to speed up the delivery of waste 

projects in the NIP and those outside it include the following:- 

 

Planning: given the priority of waste infrastructure, with planning being the main 

cause of delays, it is key that improvements to the planning process be implemented, 

including allowing planning approvals to be determined at the national level for 

projects producing below 50MW of electricity, with an expedited timetable (i.e. 

compared with 50MW plus regime) to reflect the lesser degree of environmental 

impact of the smaller projects, and creating eligibility criteria for “green” forms of 

waste disposal/processing. Equally, where a project has already received planning 

approval from the Local Authority, we do not feel it should be within the gift of the 

Communities Secretary to call it in, particularly if the project is listed in the NIP. In 

any event, a call-in should be a fast tracked, accountable procedure – at present, a 

call-in results in an 18 month delay, which can be catastrophic for the project 

procurement process. The Communities Secretary should be accountable to the 

Minister for Infrastructure in cases where approved projects are called-in, with an 

objective process, bearing in mind that the calling-in results in lost investment and 

possible withdrawal from the UK of international investors.      
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Negative public perception of waste projects: there needs to be more education of the 

public to demonstrate that the advanced technology now being used is not harmful to 

the environment. Defra and WIDP have a role to play in promoting wider acceptance 

by the public. Negative public reaction is a major contributor to planning delays.    

 

Slow procurement process: Procurements can be speeded up if, amongst other things, 

the procuring authority has a clear view of what it wishes to procure, a realistic view 

on affordability, tailors the procurement process to the complexity of the project and 

has an experienced project director leading the project. The most effective way to 

deliver improvements to the procurement process would be for central government to 

provide a much greater level of practical support to local authorities from the pre-

procurement stage onwards, ensuring that best practice is followed consistently and 

the benefit of experience from other projects is brought to bear.   

 

Difficulties in developing projects with new technology: the public sector could help 

promote new technology (and gain valuable UK references) on smaller projects which 

can offer a range of benefits including maximising heat benefits which would 

otherwise be lost and offering ‘community sized solutions’ with less transportation of 

waste. There could also be a role for Green Investment Bank in financing pilot 

projects with new technology. 

 

Difficulties in developing merchant waste projects: the sector is heavily dependent on 

landfill tax remaining at its current level or higher (at lower levels most technologies 

are not economically viable). Therefore it is recommended to  

-monitor the impact of the landfill tax rate to determine whether it is leading to the 

desired behaviours and activity and to raise it if necessary. 

- Provide long-term certainty over the landfill tax rate. 

- Government should carry out or sponsor up-to-date market studies of third 

party waste volumes arising compared to third party waste treatment 

capacities available by region. 

 

Planning delays in waste PFI/PPP projects 

The delays associated with achieving a satisfactory planning permission for waste 

related infrastructure are well documented. The main issue arises from the fact that 

unlike other social infrastructure (such as schools, hospitals and social 

accommodation) the construction of waste management and energy from waste 

facilities can often become highly politicized and give rise to local tensions.  

The time taken in the planning process and the sheer number of rounds of appeal 

against decisions leads to extreme delay in the planning process. This is compounded 

by the capability of objectors to get protective cost orders which, combined with the 

number of environmental law firms willing to take on cases on a no win no fee basis, 

means that objectors have little at stake in pursing claims as long as possible. The end 

result is that, if an objector wants to delay a project, then the JR process can and will 

delay the project for many months or years.  Given the complexity of the decision 

making process for planning and permitting, there will always be some potential 

"chink" in the planning or permitting process that objectors can alight on.  Delay can 
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be an end in itself, in that protestors may simply wish to delay construction in hope of 

some change in the political backing for the project. 

The Issues 

Broadly, the issues relating to planning and the associated difficulties in relation to 

waste projects can be categorised as follows: 

1. Delay in processing of planning applications 

2. Reasons underlying and consequences of planning refusal 

3. Consequences of subsequent planning challenges 

4. Interplay with contractual position under standard form contracts 

1. Delay in processing of planning applications 

One of the key drivers underpinning any successful waste project, is the coordination 

of timescales relating to the completion of the procurement and the processing of the 

planning applications. Quite often, the procuring municipal authority falls under the 

same local authority as the planning committee but the two bodies have an 

autonomous relationship. Although it is acknowledged that this distinction should 

remain for democratic reasons, it is often also acknowledged that the “double 

layering” of bureaucracy in these circumstances can often lead to unnecessary 

duplication and delays. As a consequence, this means that any procurement timetable 

remains hard to maintain and hence certainty around the final costs of the 

procurement diminishes. 

2. Underlying reasons and consequences of planning refusal 

In the instance where planning permission is refused, more often than not a strong 

element of local political opinion permeates decision making. Although a planning 

committee has to take into account the views of local residents/interested parties, 

often the powerful lobbies that have built up around such issues means that 

unwittingly the issue of local dissent as opposed to the issue of whether there is a need 

becomes paramount. The hefty weight of evidence by applicants which states that 

new waste infrastructure can create jobs, supply heat and power to communities and 

achieve efficiencies, is often overlooked. This is also to say nothing of the fact that 

local authorities are also under pressure to ensure they hit recycling and diversion 

targets pursuant to EU regulations irrespective of whether the facilities are built or 

not. 

3. Consequences of subsequent planning challenges 

The current system relating to receipt of planning permission and the possibility of a 

judicial review of the underlying decision, creates an ongoing uncertainty for all 

stakeholders. This is on the basis that construction programmes and financing have to 

reflect the uncertainty surrounding the possibility of successful challenge and hence 

risk premiums and breakage costs have to be factored into the price of any project. 
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Again, the right of judicial review is a key legal and democratic tool, however the 

current interplay with the way in which waste projects are structured, means that there 

is still a mismatch between achieving efficiency and ensuring that the planning 

process is followed properly. 

The extended appeals process and consequent delay has a significant cost impact on 

the public purse, for a number of reasons: 

  

a.    most of the costs of appeal are typically passed through to the procuring authority 

by the PFI contractor - protective cost orders means public costs defending the JR are 

not reimbursed; 

  

b.    price inflation on construction costs during the delay are usually passed to the 

Authority.  Once agreed long stop dates are passed, the construction price or parts of 

it can usually be re-opened so price certainty is lost; 

  

c.    cost of landfilling during the delay; 

  

d.    costs of developing a revised project plan if planning delay goes beyond agreed 

longstop dates - effectively a second financial close - paying a second round of 

arrangement fees and advisors costs. Consequent loss of price certainty.       

  

e.    in case of planning failure the authority is at risk for breakages on foreign 

exchange swaps for the construction price and long term interest swaps  - these 

breakage costs can be substantial on a long term financing as they include the banks 

credit swap (profit) over the term of the swap.   

 

4. Interplay with contractual position under standard form contracts 

The majority of waste projects (and certainly those procured under PFI) use WIDP’s 

standard waste contract. It is to be noted that this form of contract has done much in 

recent years to bring standardisation to a sector where there had been significant 

variance previously from project to project.  

The position taken under the WIDP contract for sponsors is that they are required to 

undertake planning applications at their own costs and to the satisfaction of local 

authorities prior to closing the deal. In the event that planning is refused then an 

appeals process is to be followed where costs are borne initially by sponsors and then 

transferred largely to the local authority. Ultimately, if planning is not obtained or a 

successful challenge is mounted then the local authority will be liable for breakage 

costs borne by funders and to a certain extent by sponsors and the supply chain. 

This structure has been accepted as being bankable in the market but to a greater 

extent, the market has had to grow comfortable with it on the basis that there has been 

little or no movement in relation to the planning regime to allow any wholesale 

changes to this structure. Although it may aid procurements if the risk transfer was 

made more palatable for sponsors it is also recognised that any additional shift (within 

the current planning framework) may be unworkable for local authorities. 
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Recommendations 

The issues above highlight the uncertainty around planning and the fact that matters 

other than those related to “need” are often a key factor in planning decisions. There 

can be a mismatch between procurements and planning approvals. A sharing of risk 

based on planning being achieved after close can lead to a significant cost impact for 

the public sector. The following recommendations are suggested:  

 

1. Priority of waste infrastructure 

Although it has been mentioned before that energy from waste (EfW) projects 

should fall outside of local planning remits, this point should be re-emphasised 

and prioritised. At the moment only large scale EfWs which produce 50MW or 

more are eligible to be processed at national level. The requirement should be 

relaxed so as to bring the threshold down to lower levels, with an expedited 

timetable compared with the larger projects, consistent with the lower degree of 

environmental impact for this category, and perhaps even create eligibility criteria for 

new and emerging and “green” forms of disposal/processing. This would help 

alleviate the conflict arising from some of the local issues which may negate the 

overall viability of the projects. 

When planning decisions are referred to government, the basis for the decision  

should be whether the proposed facilities are acceptable in environmental and 

planning terms, rather than whether planning permission for other competing 

facilities in the area has already been granted. Except for local authority procured 

PFI/PPP projects, granting of planning consent gives no certainty that facilities 

will actually be built.      

2. Procurements 

Notwithstanding point 1 above, there perhaps should be a focus on whether 

procurements can be structured so as to allow for full planning permission to be 

obtained before financial close. This would produce more efficiency insofar as the 

projects can be structured to remove complexity and contingency planning around 

permissions and hence achieve close more efficiently.  

3. Change in risk transfer 

Although the WIDP contract allows for a certain sharing of risk and protection for 

banks in the scenario of planning failure, it doesn’t always allow for sponsors to 

take earlier action in relation to consultation and submission. This is largely on the 

basis that costs incurred by sponsors are usually capped out in terms of the local 

authority’s liability for breakage costs on planning failure. If there was to be any 

potential movement in terms of costs covered (perhaps on an ongoing basis) then 

this may assist with ensuring that planning matters are settled earlier so as to avoid 

any conflict with the procurement process. 
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Negative Public Perception of EfW: Environmental and Health Concerns 

The negative public perception of EfW plants can be summarised in a variety of ways, 

from the general concern that burning waste is a bad thing (an opposition in principle) 

to a much more focussed concern relating to an operating or planned facility (site 

specific opposition). 

 

The public should be considered not as a single group but as a variety of stakeholders, 

with their own set of concerns that will differ proportionately to the likely proximity 

they have to a developed or proposed facility. Factors that will also influence the level 

of concerns different stakeholders will have include; 

 Experience – if the EfW is to replace an existing plant they may have less 

concerns (or more if the plant has historical issues) 

 Surrounding area – is the area greenbelt, industrialised, affluent or 

impoverished 

 Heat – does the plant produce heat for the local area, public buildings, houses 

or schools 

 Sensitive receptors – is the plant near to a school, hospital, food 

manufacturing, housing 

 Local or regional solution 

 Does the local community benefit in any way from the scheme and are the 

developers aware and able to address local environmental concerns. 

General  

In general the public may question whether an EfW is a wider environmental good on 

the following broad principles: 

Harmful to recycling - developed by those opposed to incineration who argue that the 

presence of an EfW in an area imposes an artificial cap on recycling as it doesn’t 

promote zero waste, imposing instead a ‘cap’ on recycling to allow the EfW a 

feedstock that could have been composted or recycled if other infrastructure existed.  

This perception is reinforced by collection regimes that do not allow everything that 

the public believe could be recycled to be collected and recycled (plastic film, food 

trays), or if materials they are used to recycling elsewhere (i.e. plastic) are 

targeted/promoted as being useful/suitable for incineration. 

There is a general lack of knowledge of the relative costs of recycling that would help 

inform this debate. 

Nimby - waste developments generally are a cause for concern from the public as 

whilst everyone produces and experiences waste on a daily basis public attitudes 

towards waste management are entrenched around a perception from the 1970’s of a 

dirty unregulated business. 

Nimey/Nimtoo – Local politicians generally lack the will power or strength to pursue a 

balanced debate if their election is within a year or two. 

Strategic – a general belief that there is no place for incineration for the treatment of 

waste and that we should focus on waste minimisation or recycling and composting, 

with an incorrect assumption that all waste can be usefully treated without the need 

for incineration. 
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Site Specific 

More specifically the following environmental concerns are commonly found 

amongst the public when a facility is proposed near to where they live and will be 

familiar to anyone who has sought to develop an EfW plant in the UK: 

 Scale of the plant – depending on the size of the plant, there can be concerns 

around; 

 the visual impact of the plant buildings and the stack in particular.  Due to 

the size of the buildings EfW plants can be seen as a blight on the 

landscape.  

 light pollution from the process operating 24hrs per day and the risk of and 

the noise from the process when operating. 

 capacity, is the plant sized to take waste only from the local area or a much 

larger catchment area, this drives the size of the plant and the impact on 

local traffic. 

 type of waste, will the plant treat only household waste which is seen as 

more acceptable than if the plant treats hazardous or clinical wastes.  

 

 Emissions from the combustion process are generally the primary environmental 

concern from those living near to proposed or existing plants. 

 

 Dioxins – are the focus for concerns regarding public health as there is 

a lack of conclusive data to dispel this concern and a well established 

opposition to EfW on these grounds 

 Particulates – are also prominent in opposition concerns regarding 

health in the local area, again the lack of extensive and conclusive data 

in this regard prevents this concern from being easily addressed  

 NOx – emissions and emissions of gases that can cause greenhouse 

effects will also be perceived to be cause for concern due to the well 

publicised impacts of these gases on climate change. 

 

 Transport impacts – and in particular the impact of increased traffic on an area 

can be a significant environmental concern to the public. The impacts of traffic 

include increases to local; 

 

 Congestion – additional vehicles delivering waste to the site at peak hours, the 

size and nature of the vehicles, a greater concern if waste is being provided 

from outside the local area, the feeling that the area is a ‘dumping ground’ for 

others. 
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 Accidents – increased heavy goods vehicles will increase the perception of 

risk, routing of vehicles through small villages and past schools is a primary 

concern for many residents. 

 Dust / Emissions – from the increased traffic causing more local air pollution 

from diesel particulate emissions. 

 Hazardous materials – being taken in and out of the site Air Pollution Control 

residues (APC) and treatment chemicals for the plant travelling through 

populated areas. 

 

 Local Amenity issues - including the impact of the plant and traffic on local noise 

levels (particularly as plants operate overnight), the visual amenity of the area, the 

impact of any smells emitted from the plant or from delivery vehicles, dust and 

emission. 

 

 Disposal of hazardous residues – in addition to the transport of incineration 

residues through residential areas there are environmental concerns regarding the 

residues from the process;  

 Air Pollution Control (“APC”) residues are strongly alkaline and are often 

landfilled at hazardous sites, there are concerns that landfilling this type of 

material is not appropriate and can cause harm. 

 Bottom Ash – though commonly recycled, concerns are raised in regard to 

the risk of leaching of heavy metals. 

 

 Lack of experience – environmental concerns surrounding EfW may be based on a 

historical perception of incinerators a ‘dirty’ technology. Waste management 

practices of the past and the poor operational practices of some waste management 

companies will further compound the perception of EfW as an undesirable 

process. In fact the reality is entirely opposite – modern EfW plants are very clean 

and produce very low emissions and odours. 

 

 Property values – though not an environmental concern per se, the perceived 

consequence of the proximity of an EfW to an area is a reduction in the value of 

people’s properties.   

 

Recommendations  

Defra and WIDP should play a role in educating the various stakeholder groups to 

promote wider acceptance of EfW facilities, giving that extreme negative public 

reaction is a major contributor to planning delays. More environmentally friendly 

countries than the UK, such as Denmark, Sweden and Germany, have achieved 

widespread acceptance of EfW – more progress needs to be made in the UK.     
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Further reliable data is required concerning the risk to public health from dioxins and 

particulate matter. Defra could support and encourage good quality research in this 

area. 

Government could promote more clearly the nergy security benefits of including EfW 

within the mix of production facilities to assist in changing the perception that EfW is 

a wasteful use of resources.  

 

Slow Procurement Process 

Speeding up procurement in the waste sector 

Whilst there are examples of waste PPP projects which have moved relatively swiftly 

through the procurement process, in many cases the sector has suffered from slow and 

drawn-out procurements which have both delayed the provision of waste 

infrastructure and resulted in procuring authorities and bidders incurring high levels 

of procurement-related costs. In some cases delay has been an unfortunate 

consequence of unexpected planning or funding issues. However, in other cases it is 

clear that better use of the procurement process could have saved time and expense 

for all parties.  

 

A clear view on what is to be procured 

Before commencing the procurement, the procuring authority should have a clear 

view of what it wishes to procure, the ranking of its objectives and what is and is not 

an acceptable solution. This should be consistently reflected in the tender documents, 

the evaluation criteria and the messages given in dialogue. Too many procurements 

have started without the procuring authority having considered its views on key 

questions such as non-reverting or out of area solutions, whether pre-treatment is 

required, allocation of power price risk and the use of prudential borrowing. These 

authorities have then struggled to give clear messages to bidders in dialogue and have 

even found that their views when these issues arise contradict the evaluation criteria 

that were set at the outset of the procurement process. 

 

A realistic view on affordability 

For new residual waste procurements without the benefit of PFI credit support, the 

project’s affordability limit is often defined by reference to a “do nothing” or “do 

minimum” alternative based on the continued use of landfill. Most authorities in this 

situation have carefully considered what constitutes an acceptable solution within the 

context of this affordability limit. However, a small number of procurements have 

actively sought more complex solutions involving multiple stages of treatment 

without having taken a realistic view of the affordability consequences. This has 

resulted in significant delay or even the abandonment of procurements as the authority 

has had to address the consequent affordability problem late in the procurement 

within the constraints of the Competitive Dialogue process. 

 

Tailoring the procurement process 

Large residual waste PPP projects are complex, high value and cover the provision of 

vital services. It is essential that a rigorous procurement process is followed and 
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Competitive Dialogue with multiple rounds of bidding is clearly the most appropriate 

option available to procuring authorities.  

 

However, is this really true of small waste projects aimed at the provision of single 

site anaerobic digestion of recycling facilities? A number of projects with capital 

expenditure of less than £20m have been structured and procured as if they were large 

residual waste projects resulting in totally disproportionate levels of procurement 

costs for the authority, bid costs for the bidders and reduced competition as capable 

bidders chose not to bid because the potential rewards offered by the contract do not 

justify the level of risk taken in terms of bid costs. Authorities seeking to procure 

small projects of this nature should invest time upfront in considering carefully how 

bid requirements can be simplified, the number of stages reduced and the timetable 

shortened. 

 

Putting the right team in place 

Given the complexity of waste PPP projects the authority’s team needs to have strong 

and experienced leadership. In general, projects which have been led by individuals 

with little relevant experience have struggled to make progress, or have effectively 

become led by the authority’s advisers, whereas those led by an experienced project 

director with strong PPP experience have usually delivered better outcomes. As with 

advisors, trying to avoid the cost of hiring a suitable project director/project manager 

will usually prove to be false economy for procuring authorities.  

 

Effective use of advisors 

Legal, technical and financial advisory firms have built up a great deal of experience 

in transacting waste deals and effective use of this knowledge can be very valuable, 

especially where the authority’s own team has little or no waste PPP experience.  

 

Whilst local authorities only have finite resources available for a procurement it is 

false economy to seek to minimise the advisors’ role where the authority does not 

have the relevant skills in house. Involving advisors appropriately can deliver better 

positions for the authority as they bring their knowledge of the wider market and what 

is likely to be commercially acceptable to the project and also help solutions be 

progressed to a more advanced stage earlier in the process which can help to avoid 

delays or the inclusion of additional rounds of bidding.  

 

Giving clear feedback 

In order to get the most out of the dialogue process it is essential that the procuring 

authority is prepared to give clear feedback on bidders’ proposals during dialogue as 

well as after evaluation of bids. On some procurements the authority has not been 

prepared to express any preference for one option over another or to do any more than 

point the bidder towards the evaluation criteria which are usually expressed in fairly 

high level terms. This lack of constructive feedback is not helpful to bidders trying to 

offer the solution which best meets the authority’s needs. This issue does not arise 

where the authority has a clear view of what it wishes to procure and is confident in 

expressing this. 
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Taking decisions 

In a well run procurement where the authority has a clear view on what it wishes to 

procure and communicates this clearly and consistently to bidders it should be 

possible to deselect solutions at a relatively early stage. There is usually no 

compelling reason for bidders to be developing multiple solutions up to submission of 

Detailed Solutions when the less attractive solutions could either have been deselected 

at ISOS or withdrawn by the bidder based on clear feedback during dialogue.  

 

Flexibility and better project management 

On many projects, the length of time spent in procurement could have been reduced 

with basic improvements in project management and more flexibility on the part of 

local authorities. For example the length of time between submission of bids and 

announcement of the outcome of the evaluation process is often more than three 

months when the actual evaluation has been completed within the first month and the 

remainder of the time is waiting for the approval of local authority committees. Is it 

really impossible for a committee meeting to be scheduled outside of the usual 

meeting cycle, or to have a greater level of delegation to officers? 

 

Procurement teams should adopt a pragmatic approach to dialogue and be prepared to 

change the focus of, reschedule or cancel dialogue meetings if appropriate to do so. 

Too many projects have adopted a rigid programme of dialogue meetings which has 

resulted in numerous unnecessary meetings with significant wasted time and costs. 

Any meeting should have a clear pre-agreed agenda with any relevant information 

circulated in advance.  

 

Project teams also need to adopt robust procedures for control of documents and not 

see electronic data rooms as a substitute for this. On a number of projects the 

authority has accidentally sent one bidder’s commercially sensitive information to 

another bidder, causing delay as the authority then needs to address the procurement 

consequences of the entirely avoidable error. 

 

Recommendations 

The most effective way to deliver many of the improvements above would be for 

central government to provide a much greater level of practical support to local 

authorities from the pre-procurement stage onwards, ensuring that best practice is 

followed consistently and the benefit of experience from other projects is brought to 

bear. This support needs to be commercially focussed and would be best delivered 

through a small group of very experienced individuals who have previously delivered 

several projects. 

 

Difficulties in developing projects with new technology 

There are a number of ‘new technology’ waste treatment providers, such as Advanced 

Thermal Treatment (“ATT”), operating in Europe; however, generally, these 

providers have few reference plants in the UK.  There is the potential to deliver 

significant environmental and operational benefits, as well as the supply of renewable 

heat from such technology.   
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Development of Reference Projects  

A lack of track record makes breaking into the market challenging, with funders being 

understandably nervous given the operational difficulties experienced on some plants. 

ATT providers are unlikely to compete for large scale projects alongside established 

EfW.   

  

Regulatory support    

The Renewables Obligation (RO) provides a valuable element of financial support to 

ATT.  The recent RO banding review created a level of uncertainty for many parts of 

the renewables industry.  However, although the process took time, industry 

consultation responses were listened to, resulting in changes to DECC’s original 

proposals. 

 

The bigger issue is arguably the uncertainty concerning the regulatory landscape for 

plants commissioned after April 2017, including the operation of the new ‘contract for 

difference’ under Electricity Market Reform (“EMR”).   

 

 

Recommendations 

The public sector could help promote new technology (and gain valuable UK 

references) on smaller projects which can offer a range of benefits: 

 

-ATT can be cost effective at smaller scale relative to traditional EfW thanks to its 

regulatory support / ROCs.  

 

-Smaller scale projects can be sited near residential and industrial communities to 

maximise heat benefits which would be otherwise be lost, as is the case for example 

in Denmark and Germany, where local communities can benefit from district heating, 

which offers significant cost benefits.  

 

-Any merchant risk can be more easily mitigated for funders on smaller projects.  

 

-Communities will benefit from ‘community sized’ solutions with less transportation.  

 

The public sector could play a role in the following ways:  

 

- Consider providing additional grants for new technologies, albeit this 

should be done on a commercial basis; 

 

- Consider additional support for Defra demonstrator technologies which 

demonstrate commercial scale capability; 

 

- Consider a new programme of demonstrator projects, to be sponsored by Defra or 

the government, as was the case in 2008-2011. 

 

There could also be a role for Green Investment Bank in promoting pilot projects with 

new technology. 
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With regard to regulatory support, the current ROC system is understood by all and 

many would be happy to see this continue beyond 2017. Clarity on this point is 

needed, as the lack of visibility post 2017 is preventing new investment. 

Difficulties in developing merchant waste projects 

Issues currently being faced in developing merchant waste projects include the 

following: 

 

-Low sponsor confidence in the sector generally due to a number of 

factors, including:  

i) previous failures of new technologies; 

ii) uncertainty over waste volume forecasts (lack of robust waste forecast data which 

investors and developers can have confidence in);  

iii) lack of long-term clarity over landfill tax;  

iv) difficulty in raising finance, therefore limited appetite to embark on developing 

projects;  

v) uncertainty over impact of macro-economic headwinds on long-term viability of 

projects subject to market risk. 
 

-Equity investors are risk averse for many of the same reasons mentioned above for 

sponsors. 

- No party wants to be the one to move first. Key contractual parties are  unwilling to 

sign heads of terms until they see progress on the finance; equity providers are 

unwilling to invest time and effort until they see a clear contractual position and 

availability of debt funding  (ie, they want a viable, financeable project before 

investing resource into it); debt funders are unwilling to invest time and effort until 

they see equity investors on board and a clear contractual position. Due to the current 

economic environment, no party is willing to invest time and money at more risk than 

necessary. Therefore the process requires 'nudging' each along together throughout the 

process. 

 

- Political uncertainty - the sector is heavily dependent on landfill tax remaining at its 

current level or higher (at lower levels most technologies are not economically 

viable); uncertainty over electricity prices and subsidies due to EMR. At present many 

projects being developed could fall under the EMR regime rather than the ROC 

regime, and a lack of certainty over revenues/risks under EMR prevents parties 

committing to such projects when alternatives without the same issue (e.g., because 

they will be developed more rapidly) are available. 

 

- Is the landfill tax working? Trends suggest that it probably will, but if it doesn't lead 

to sufficient demand for waste treatment, it will need to be raised. 

 

-Lack of Senior Debt Funding: Given the higher risk nature of merchant schemes, 

bank liquidity for the sector is very limited. Debt funders currently have little appetite 

for risk, resulting in low leverage levels and requirement to have a creditworthy 

feedstock provider or offtaker. This results in an inability to genuinely innovate 
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without funding on balance sheet. In the current economic environment few parties 

have the necessary standing to do this.  The addition of the Green Investment Bank is 

helpful in this respect, but is still subject to co-funding from a commercial funder.   

- A lack of UK manufacturers arguably results in less appetite from UK banks, 

therefore reducing the total banking market available to these types of projects. 

 

- This is a new sector for all financiers concerned; the current financial and economic 

environment is not a good time to be trying to introduce new types of projects into the 

market. 

 

-Equity Funding Requirements:  Whilst a number of specialist sector investors are 

available in the market, required investment returns are high with payback 

requirements short.  This works against the use of senior debt, with cash-sweep 

requirements for example.  A solution would be all-equity deals but large projects are 

difficult to finance on this basis and are often un-commercial given the investment 

return hurdle rates. Foreign investors are driven away by the uncertainties of the 

planning process. 

-Development of merchant schemes requires a number of individual elements to come 

together at one time. These include: 

Planning:  Gaining planning permission for a waste project is difficult (as 

highlighted elsewhere in the paper). 

Feedstock:  Most municipal and commercial & industrial waste is collected by 

(and therefore controlled by) a limited number of national and regional 

collection companies.  Access to waste is therefore under the control of a 

restricted number of suppliers.  Supply contracts for delivery of waste are 

generally for short to medium tenors (max 5 to 7 years), which do not support 

long-term project finance or infrastructure development. 

Off-Take:  The output from each plant can be different – including gas, 

electricity, digestate/fertiliser, recyclables, heat, fuel products (SRF/RDF).  

Each different output requires a different solution, with each solution having 

variances in commercial terms. 

Government Support: In general, Government’s energy policy and support 

levels are inconsistent, complicated and subject to short-term changes.  Once a 

project has reached Financial Close the Governments support packages are 

stable, which is helpful.  However, given the length of time some waste 

projects take to develop, the uncertainty surrounding future subsidy levels 

makes it difficult to obtain investor confidence and support for development 

phase funding. 
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Technology:  A number of new technologies are under development that look 

to convert or recycle waste.  Assessment of the robustness and deliverability 

of the technology is crucial to support the underlying business economics.  

Technology which is untested on a commercial scale is unattractive to 

investors and lenders making innovation in this area particularly difficult. 

-Transport Costs:  Transporting waste is expensive.  The solution for this would be to 

build smaller plants closer to the waste source, however the upfront costs of putting 

small deals together is prohibitive.  Larger projects require waste to be transported 

longer-distances, which itself adds cost and negates some of the environmental 

benefits. 

Recommendations 

- Monitor the impact of the landfill tax rate to determine whether it is leading to the 

desired behaviours and activity; raise it if necessary. 

 

- Provide long-term certainty over the landfill tax rate. 

 

- Government should carry out or sponsor up-to-date market studies of third party 

waste volumes arising compared to third party waste treatment capacities available by 

region. 

 

 

 


