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1. Introduction

We welcome the opportunity to respond to the disicursdocumentAltering the
Structure of Household Waste Collection Markets, which was released in June 2011

by the Minister for the Environment, Community ahdcal Government (“the

Minister”), “to help inform public consultation aime Government’s commitment to

reorganise household waste collectidn.”

The discussion document outlines two alternativedei® of household waste

collection:

The status quo in Ireland referred to as compaetitiothe market or side-by-
side competition, in which firms compete to collaousehold waste by selling
their services to individual households. This he twvay most markets are
organised and it is no doubt for that reason thatdiscussion document uses
the term ‘normal competition’ to describe such nekrrangements; and,

The status quo in many developed countries, refetoe as competitive
tendering or competition-for-the-market. Undesstmodel firms compete for
the sole right to provide household waste collectervices to households for
a defined period of time and geographic area. Beeritenders are called by
the local authority and, other things being eqtla, successful bidder is the
one that charges the lowest price for the collecsiervice. The local authority
acts as an agent for householders. Since the wivasean exclusive right to
supply collection services the discussion documesats the term ‘franchise
competition.” Such competition is used to a lidiextent in Ireland (e.g. the

green bin collection in the Dublin Region).

The discussion document argues in favour of coripetiendering. One of the major

reasons this choice is the presence of economiéertfity. The evidence suggests

these economies are considerabl@he discussion document then lists a set of 24

consultation questions grouped under nine headings.

We welcome the discussion document’s proposatdtructure the household

waste collection using the competitive tenderingdedlo We believe that given the

choice between competitive tendering and the sigiasof side-by-side competition

! From the Department’s website under the headiRgotganising Household Waste Collection,” at
http://www.environ.ie/en/Environment/Waste/PublicSaltations/#Reorganising%20Household%20

Waste%20Collection Accessed 29 August 2011.

2 See, for example, Competition Authority (2005) &ahomia (2009)



that competitive tendering is the best model, iMm&e of providing a cost effective
household waste collection service. We have cterdiy argued for this approach in
a series of reports and papers, so we see no ogetigarse those arguments Here.
In terms of the consultation questions we will aeswhose where we feel that we
have something to contribute, based on our expertidence there are a number on

which we will not commenit.

2. Objectives and Alternate Measures

There are three questions under this heading.

Q.1 What should be the objectives of the Governneermpproach to policy on
household waste collection?

The objective of household waste collection shdagdto maximise societal
welfare, which implies that government should imégre only where there are market
failures. In the case of household waste collectioarket power and externalities are
the two most important market failurdsMarket power is a concern in these markets
because economies of density are likely to leadeusside-by-side competition, to
local geographic monopolies that charge a priceeding cost. Such excessive prices
are a concern in their own right, and they may &sal some households to decide
not to avail of a household waste collection arnkdezibackyard burn household waste
or dump it on the roadside. In both cases thesassk be borne by others — the costs
will be externalised. Competitive tendering soltles market power problem and, by
securing the lowest cost for household waste dudlecprovides a greater incentive
for households to avail of a collection servicentBade-by-side competition.

Externalities arise in various ways in waste mansge markets, but one that
is particularly pertinent to waste collection isagestion externalities. Having several
competing operators collecting waste on the sami noould contribute to local road
congestion. Competitive tendering of local wasta¢hises would also address this

problem.

% See, for example, Gorecki et al (2010).
*Q.18, 22-24.
® For further discussion see ibid, pp. 37-38.



Q.2 Should the Government be considering alternavto franchise bidding and, if
so, which alternatives are appropriate and why?

The Government should not be considering alteraatito competitive
tendering for household waste collection. The ewa® suggests that both in theory —
the presence of economies of density - and praetimemerous studies evaluating the
impact of competitive tendering, that competitiendering is the best model for

household waste collectidn.

Q.3 Should legislation enable local authorities éboose from a range of options in
relation to regulation of the structure of its wasstcollection market, including
franchise bidding and other viable options; or shiolthe focus be on implementing
a single preferred structure on a national basis?

The legislation should mandate competitive tender@s the only option for
household waste collection, given the discussiawvabn relation to Q2. However,
some parameters of the model should be open tb Vac@ations. Local areas have
varying levels of population density, housing typesad network quality and road
congestion. Such factors affect the costs andmaptistructure of local waste
collection arrangements. It is therefore importdat the legislation is sufficiently
flexible that local authorities can adapt competititendering to their particular
circumstances. For example, in a rural area with fmusehold density and hence
high transport costs, it might be preferable toehasingle collection vehicle that can
take the material from the brown, green and blaaok,bwvhile in a dense urban area
the option of specialist vehicles to collect a oa@r range of bins might be
appropriate. Equally, it may be efficient to poehdlers across some local areas
because, for example, there is only enough matnialne transfer station serving a
particular geographic area. The model should geemough flexibility for such

efficiencies to be realised.

3. The Role of Local Authorities

It is envisaged that the local authorities will,itgucorrectly, play a key role in
delivering competitive tendering. However, as baih purchaser — through

administering the tendering process, and, poténtial provider, through a local

® See references in footnote 2 above and OECD (2008)



authority operated household collection service |tical authority may face a conflict

of interest.

Q.4 Should all local authorities be required to ang that a household waste
collection service is available for all householastheir respective areas?

Yes, household waste collection service shouldvadable to all households.
Recall that one of the reasons for interventiorhausehold waste collection is to
reduce externalities — backyard burning and/or smkd dumping. If households
cannot avail of a collection service then resortyrba made to these alternatives.
Variations in the nature of the service deliverealymstill be permitted; for example,
the tender for a collection service might specifyatt for households with long

driveways or lanes should place their bins at gr&s$ide for collection.

Q.5 How can the dual local authority role of locaegulator of collection services
and service provider best be balanced?

The dual role as purchaser and provider can bestebenciled if the local
authority collection service is spun off into a &it Service Operator (“DSO”), which
is arms length from the local authority. Henceha tendering process the DSO is
treated like any other bidder. Reference to the &M{perience with competitive
tendering can be helpful in this regard. Howeiteshould be noted that this is much
less of an issue in 2011/2012 than in earlier yelaies to local authorities exiting
direct provision of household waste collection tigl in-house operations. In 2009,
of the 33 local authorities 19 had exited collettiand since then more have followed

this route or indicated their intention to do so.

4. The Household Waste Collection Industry

The discussion document poses two questions cdngethe household waste

collection providers.

"EPA (2011, Table 13, p. 23).



Q.6 Are there any characteristics of the householaste collection industry in
Ireland, or the Irish waste disposal and treatmeimidustry, which may inhibit the
benefit of reorganised household waste collectioanket structures?

Household waste collectors may be vertically iraggpl through owning
downstream facilities such as transfer stationsdfids, mechanical biological
treatment plants, incinerators and so on. If emttp the markets for necessary
facilities is difficult or impossible (e.g. becausd planning constraints or cost
conditions), such vertically integrated firms migtlharge higher prices to non-
integrated household waste collectors for accefisetse downstream facilities than to
themselves. This would then place non-verticallyegrated household waste
collectors at a competitive disadvantage and hdéintethe benefits of competitive
tendering. It is therefore important in designthg competitive tendering process to
take this into account. More specifically, advisbould be sought from the
Competition Authority on whether access to fa@stis likely to be limited in a way
that might harm competition in waste collection keds. If this does pose a problem
in some or all areas, there are various optionssédeguarding competition. For
example, necessary facilities might be bundled wlithh waste collection franchise
(which is probably more practicable if they werened by the State to begin with) or
appropriate pricing rules could be specified thHabutd be followed by vertically

integrated household waste firms so that no breacbmpetition law occurs.

Q.7 How best can the interests of household wasikection service providers be
preserved, while also protecting the interests obukeholds, businesses and
delivering the required environmental performance?

The purpose of introducing competitive tenderingoigpromote societal welfare,
not the interests of household waste collectiomisemproviders. It is to promote and
protect competition, not competitors. For examplte geographic boundaries for
household collection franchises should be drawauich a way that each area takes
advantage of available economies of density andesaeghile at the same time
facilitating bidders that can offer lower prices bgrving two or more contiguous
areas. The purpose should not be to demarcateaggog areas in order to assist

particular firms or types of firms.



5. Supporting | mplementation

The implementation of policy is an important subjespecially when

competitive tendering is to be administered achadand at the local authority level.

Q.8 Were the Government to decide to introduce stemy of franchise bidding, how
best could the introduction of that system be sugpd; in particular, which
supports, if any, should be provided to local authies and which supports, if any,
should be provided to private sector service preval such as information and
technical support?

The Department of the Environment Community and adloGovernment
(“DOEC&LG") should provide support and advice as How to implement and
administer competitive tendering. Templates fartacts and terms of supply should
be prepared. Seminars should be held explainiagntechanics of tendering and
likely pitfalls, dos and don’ts. This might inve\presentations by:

* those familiar with household waste collection iy from another

jurisdiction, such as Northern Ireland;

» lessons learnt from agencies that have studiedhtir&et for household waste
collection (e.g. OFT, 2006);

* Dublin drawing on its experience with competitiemdering for the green bin;
and,

* The Competition Authority on how to: (i) detect Isehold waste collection
cartels that allocate bids and raise prices; ahddther evidence that could be
used in a subsequent criminal prosecution of thelcéor breaching the
Competition Act 2002, as amended.

It is important that there is a shared understap@ihcompetitive tendering across
local authorities, which can learn from each othakperience. In addition, such a
shared understanding is likely to facilitate a camnnapproach to tendering across
Ireland. This will reduce bidding costs for houslkehwaste collectors that might want
to bid in more than one local authority area. Raducing transaction costs,
competition should be enhanced and costs minimised.

It is also important that once the purchasers dbal authorities — have gained a
shared understanding of the competitive tendermggss, that this is imparted to the
providers — the household waste collection firiike more familiar the providers are
with what is to be introduced, the more able anliingi will they be to bid. Indeed,



there may be certain issues, such as contract &esphnd geographic market areas
subject to competitive tendering, where further ljulconsultation might be

appropriate.

6. Householder Responsibilities

The householder is responsible for availing of kection service, which causes
the discussion document to raise the following tjaes

Q.9 Should householders be required to either availa collection service or to
demonstrate compliance with their household wast#igations if they do not have
their waste collected by a properly authorised segvprovider?

As noted above, one of the grounds for interventiorhousehold waste
collection is the market failure caused by housdhoiot availing of a collection
service and using unauthorised illegal methodsiggasal, with the result that others
bear the cost. In the case of burning the waktecost is imposed on residents of
Ireland and beyond through the emission of poliistain the case of illegal dumping,
the clean up and visual disamentity costs are rawal in nature. The evidence
suggests that in 2009, 19 per cent of occupieddimids did not avail of a household
waste collection service and, in some areas, pdatiy rural, the figure rose to as
high as 54 per cent (EPA, 2011, p. 26). It map,atd course, be that in some
instances a service was not available. Hence #irergood grounds for ensuring that
households avail of a household waste collectionigor if they do not specify how
they dispose of their waste so as not to creatrmities.

This is an important issue for tendering in ruredas, but much less so for
urban areas where collection rates approach 10@querof households. The price
that is bid will depend, amongst other things, @ éxpected market size. If (say)
only 50 per cent of households avail of a collecservice then the average costs are
likely to be much higher than if 100 per cent sign Hence this suggests that the bar
should be set high for those that do not avail bbasehold waste collection service,
given that one will be available (see answer to)QlAdeed, it is our suggestion that
the default position is that a household will bguieed to avail of the collection
service unless they can demonstrate, in a spe@iedd before the tender is let, that
they can from an environmentally sustainable pointiew dispose of their waste and
that as such will provide the local authority withgoing monitoring reports. Such an



approach will provide those bidding for the wasbéection franchise with a reliable

certain number of households and their locatiomvhith to base their bids.

7. Low Income Households

Currently low income households receive waiversarious kinds, which raises
the issue of what comparable mechanisms shouldubenplace under competitive
tendering.

Q.10 What approach should be taken to meeting theeds of low income
households?

In general, the most appropriate way to protectilme@ome households is through
the tax and benefit system, which is designedéatifly these sorts of households and
can provide appropriate levels of support across filll range of needs that
households have. Setting up a separate suppotensyfor every service that
households require adds to administrative cost.veNeeless, we recognise that
service-specific waiver systems have been a pexfemeans of delivery for many

local authorities.

Q.11 How should such supports be funded, and in ttltentext how should the
prevention of waste be incentivised?

If the decision has been made to provide waivelswoincome householders, in
part no doubt on equity grounds and in part becatiseconcern that such households
due to budget constraints will not avail of a wast#ection service, but perhaps use
alternative unauthorised methods of disposal, sgaes arise. First, how should the
assistance be structured so that the householshgdtze incentive to separate and
recycle waste; and, second, how should the assestag delivered to the household.
On the first issue, the pricing of household wastiéection charges consists of a fixed
or standing charge, paid irrespective of the volwheaste collected, and second a
variable part relating to waste collected — a jferol weight — and hence is more
likely to influence householders behaviour. Thaos option would be for the State to
pay for the standing charge and for the houselmlgaly the variable charge, since
that is more likely to influence behaviour. Sirtbe costs of waste collection will

vary across the country due to variations on I@oaulation density etc., there is a



further question as to whether all households shdwd compensated for the full

standing charge, which implies a cross-subsidygb bost areas.

8. Competition & the Tender Process

As the discussion document makes clear the obgciivvompetitive tendering is
to ensure that the competitive process works wélich means that careful attention
needs to be paid to contract design and implemnientat

Q.12 Which agency or authority should perform theetdiled design and
management of the tender process?

Local authorities or regional groupings of authest subject to the guidance
and feed-back set out in response to Q.8 aboveldhave the responsibility for the
design and management of the tender process. oda¢ &uthority is close to the
householders that will avail of the collection seevand so has the incentive to ensure
that the tender is not only designed to gain th@peitive price, but also include
appropriate monitoring and penalty clauses to ensluat the contracted quality of
service is delivered. Householders are likely dmplain to their local officials and
representatives if a collection is missed or thete/apilled onto the sidewalk instead
of in the collection vehicle.

Q.13 How best can the tender process be designednaanaged in order to ensure
the participation of as many competing service paers as possible?

Q.14 How best can the tender process be designetlmanaged in order to ensure
vibrant competition among service providers?

By setting clear rules, carefully explaining theles) providing tender
documents that set out in readily understood manilee major aspects of the
characteristics of the routes to be tendered, candulting on the major aspects of the
tender (as noted in response to Q.8). This clatityuld also apply to the rules for
selecting the tender winner.

Q.15 What size, or range, in terms of numbers ofiseholds, should tender areas
be, and should there be differences between runadl arban areas?

The size and range of households subject to aesitegider should take
account of the trade-off between the cost of trartsy waste and the benefit arising
from economies of scale and scope. Bigger arelidemd to have more transport
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cost, but also more economies of scale, and ihigrapirical question where these
two effects will offset.

A related issue concerns whether all tenders nalaterto individual areas or
whether tenders would be allowed for bundles ofsre This will be particularly
important if a large number of small franchises @ffered. The cost of serving two
adjacent areas might be lower than the cost ofirsgmach of the areas separately.
This implies that more attractive bids should belend bidders can tender for sets of
areas than if they have to bid for every area stplyr In effect, this would allow
bidders to take into account economies of scopesa@areas.

Here is a stylised example. Suppose there are #meas, A, B and C. Each
would cost 100 to serve, but if a firm were to geboth A and B it could save 10. If
multiple bids were allowed, and efficient firm wdubid 100 for each of the areas
individually, but also submit a bid of 190 for tlwembination of A and B. By
allowing this, the tendering authority could ge¢ tthree areas served for 290 rather
than 300.

Q.16 Should the tender process specify a minimumeleof service which all
bidding service providers must meet?

Yes the tender should specify the level of servemired e.g. weekly or bi-
weekly collection of bins and the level of wastgregation. The local authority may
want to canvass the local householders on the aymervice that should be made
available before actually tendering. The tendecess, as noted in response to Q.13
and Q.14, should be as clear as possible so amimise the costs of bidding.

Q.17 Should the tender process permit service piexs to compete in relation to
service provision, that is, for bidding service prders to offer levels of service
superior to tender requirements?

Allowing bidders to provide bids in excess of teader document would not
only complicate the tender process, but would atsse issues concerning how the
local authority will trade-off price and quality selecting the winning bid. Such a
process may be very subjective, possible leadingotart cases as the tendering
process becomes more of a comparative evaluatiooegs (or “beauty parade”).
Furthermore, there may be more than one equilibritade off between price and

quality raising the issue of how to select onedudr another.
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Q.19 What measures should be taken to ensure tifi@tpwing the selection of a
winning bid, service interruption does not occur?

The successful bidder should have to satisfy cempa@rformance criteria in
terms of frequency of collection, type of collectjaisposal of the waste and so on.
Failure to do so should lead to penalties cleaglyasit in the tender document, with
the ultimate sanction being removal of the contrathe winning bidder might be
asked to post a bond to ensure compliance. Thetonioig of some aspects of
contract performance is relatively easy since hioolskers will complain if the service
level and quality fall short of that specified. dther aspects, the local authority may
have to conduct inspections or receive periodiomsp

Q.20 What measures, if any, should be taken to hetsure that a winning bidder
does not have a significant advantage over compgtindders in the subsequent
tender process?

The winning bidder will have gained considerableowledge of the area
subject to tender. Hence in order to ensure thagrdbidders are able to compete
effectively in the next round of tenders, as mu€hhe information concerning the
area subject to tender should be made availabddl tidders so that a level playing
field can be attained.

As we noted under Q6, there may also be some tfasilrelated to waste
collection or processing that are essential foenffy service and which cannot be
replicated. If this is so, the facilities may netdbe bundled with the relevant

franchise areas or be subject to mandatory actesasonable terms and rates.

9. Paying for the Service

A number of potential options for payment are gassiHence the consultation
document raises the issue of the appropriate faetste.

Q. 21 What form of fee structure would best meet @zonomic and environmental
objectives?

Typically there is a fixed and a variable chargeHousehold waste collection,

with the former reflecting the fact that some o ttosts of the collection of fixed. In

12



terms of the variable charge, weight or volume 8asecing, when applied in an
effective format, have been shown to provide sigaift incentives for households to
segregate recyclable wadteHowever, pay by use pricing is also more costly t
operate. Cost-benefit analysis should be usedleatify which sorts of areas are

appropriate for this sort of pricing.
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