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However, the survey results suggest almost a quarter of 
respondents are currently unsure about the viability of CHP; 
although only 5% believe it is unviable. Clearly, this reflects waste 
disposal authorities’ concerns about factors which will affect 
viability, such as:

Site location and suitability►►

Demand from end users►►

The provision and funding of associated infrastructure►►

In relation specifically to Scotland, some authorities are of the view 
that both SEPA and Scottish Government have expectations for 
developing CHP technology without sufficient supporting policies 
in planning and energy. 

Defra’s OBCs now also require the shadow price of carbon to be 
calculated and included when undertaking the technology options 
appraisal. This is seen as important because it indicates what 
society should, in theory, be willing to pay now to avoid the future 
damage caused by incremental carbon emissions. We therefore 
asked waste disposal authorities whether they thought the price of 
carbon should be factored into capital investment decisions.  

Approximately half of respondents (55%) believed that the future 
price of carbon should be factored into these decisions with only 
14% indicating that they were against. There were some strong 
views provided against its inclusion, including:

Projects are already complex enough without introducing ►►
new elements

The approach appears to be a “speculative proposition” at the ►►
moment with “too many unknowns”

Investment decisions should be based on facts and not future ►►
projections of market forces

There was a large proportion of remaining respondents (31%) 
who did not know whether it should or should not be included, 
which may suggest that information on the advantages and 
disadvantages of its inclusion is not sufficiently widespread.

Conclusions
The responses to the survey suggest that:

EfW, MBT and gasification are considered to be the preferred ►►
technologies which waste disposal authorities will use to meet 
landfill diversion targets.

Over half of waste disposal authorities anticipate PFI Credits, ►►
and around 80% anticipate Council Tax, being used to alleviate 
their affordability constraints.

PFI/PPP, using long-term DBFO contracts, remain the favoured ►►
form of contracting structure.

Waste disposal authorities are generally well supported in their ►►
waste procurements by central government.

Strong confidence is shown in meeting the BMW diversion ►►
targets in the target years (and which is much higher than 
in 2001). This reflects the delivery of improved recycling 
infrastructure and the fact that many authorities now have 
residual waste treatment procurement processes either in 
place or being planned. There is less confidence in meeting the 
2012/13 target.

Funding remains a major barrier and waste disposal authorities ►►
are concerned that projects may be delayed due to the liquidity 
of private sector finance, which will be further squeezed as the 
combination of the credit crunch and increasing numbers of 
projects coming to market at the same time, are felt.

Planning is also seen as one of the key barriers to the ►►
achievement of diversion targets. Compared with 2001, waste 
disposal authorities now have more concerns about securing 
successful planning consents, although this is being alleviated 
to some extent through the WIDP planning guidance.

Around three-quarters of respondents view CHP as a viable ►►
option in helping to mitigate carbon emissions in the future 
although they recognise the issues concerned with its 
implementation.
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Indications for the future
It is likely that in the short term (next three to five years), we will 
continue to see waste disposal authority-led DBFO infrastructure 
being developed, supported with PFI Credits where these are 
available. However, there is a risk that the implementation of this 
infrastructure may be hampered by liquidity in the debt funding 
market as a result of the impact of the credit crunch. As the impact 
of the planned increases in the rates of Landfill Tax take effect:

The financial incentive for all waste disposal authorities ►►
to procure landfill diversion infrastructure will increase, 
irrespective of the LATS (which is likely to have increasingly 
less importance as a driver of diversion)

We are likely to see an increasing proportion of projects ►►
being dedicated to managing the commercial and industrial 
waste stream

In the longer term (2014 onwards), we are likely to see more 
developer-led facilities coming on stream, again in response to 
increasing levels of Landfill Tax, taking the form of merchant 
facilities, developed primarily to handle waste generated by 
the private sector. It is likely that this will consist of a range of 
technologies, with EfW infrastructure likely to play a key role. 
Longer–term oversupply could occur forcing downward pressure 
on gate fees for waste.  This risk of oversupply could be mitigated 
by technologies capable of processing a range of feed-stocks (for 
example biomass and MSW). However, one of the by-products 
of oversupply is the creation of an opportunity for consolidation 
within the sector.

Recommendations
Ernst & Young believes there is scope to address some of the 
issues and concerns raised by waste disposal authorities in this 
survey via central Government:

Given the liquidity crisis in the debt funding market, there is a ►►
need for a more active role for the HM Treasury Infrastructure 
Fund to provide support to projects; mitigate waste 
disposal authority concerns around funding liquidity; and to 
consider whether the role should be extended to include the 
renewables sector.

There is a need for the provision of guidance to waste disposal ►►
authorities in relation to the treatment of residual value, given 
the increasing trend for more ‘merchant’ solutions, whereby 
facilities do not revert to the public sector on expiry of a PFI/
PPP contract.

As the rate of Landfill Tax increases, it will become more cost ►►
effective for private businesses to dispose of waste through 
treatment rather than landfill (as is currently often done). 
In view of this, the provision of guidance to waste disposal 
authorities should be made available in relation to the profit-
sharing arrangements for projects which include a substantial 
element of private business (non-contract) waste, to ensure an 
equitable position for the public sector is achieved.

There remains scope for WIDP to provide more transaction ►►
resource to ensure waste disposal authorities can benefit from 
the advice and guidance available from central government.

It would be helpful to review the respective roles of the local ►►
planning authorities and the relevant central government 
departments to consider mechanisms to alleviate the mounting 
concern around the deliverability of planning.

More guidance and information should be provided about 
the advantages and disadvantages of CHP and the role 
that the Shadow Price of Carbon should play in mitigating 
carbon emissions.

The survey was undertaken by Ernst & Young’s  
Energy & Environmental Infrastructure Team. The Team  
is currently advising on a number of waste management  
and energy transactions in the UK and overseas. 

For further information, please contact 
Name: Stephen Hazelton  
Tel:  +44 (0) 1392 284463 
Email: shazelton@uk.ey.com 
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