The Regional Municipality of Durham
Reportto:  The Joint Works and Finance & Administration

Committees
From: C.R. Curtis, Commissioner of Works
DURAN R.J. Clapp, Commissioner of Finance
Report No.:  2007-J-13
Date: April 17, 2007

SUBJECT:

Durham Region Energy From Waste (EFW) Project - Preliminary Business Case
and Financial Impact Assessmeit

RECOMMENDATIONS:

THAT the Works and Finance and Administration Committees recommend to
Regional Council that:

1. Regicnal Council receive the results of the preliminary business case
assessment conducted by Deloitte and Touche LLP {provided as Attachment
1) with recognition that EFW will cost under a best case scenaric
approximately 55% to 90% higher on 2 per unit basis than current Michigan
landfill dispesal costs, subject ta a confirmation of service delivery/ownership,
tonnage commitments, focation, sizing, capacity utilization, electricity
revenues and other factors noted herein.

2. Regional Council advance the EFW project to the Request for Qualifications
(RFQ) stage of procurement, subject to approval of the recommendations of
Report 2007-J-14, with the understanding that a more detailed project-specific
analysis wili be conducted as part of the RFP process approval, once tonnage
supply commitments, power purchase agreement, service delivery/ownership,
location, sizing and utilization of the facility are confirmed;

3. The thermal treatment of residual waste be formally recognized as & viable
potential option ta secure a future long-term local solution for Durham residual
waste disposal, subject to Recommendation 2, and successful negotiations to
secure a power purchase agreement {FPA) with the Province/Ontario Power

Authority.
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4. The Regionat Chair be authorized to send a letter io the Ontario Premier the
Honourable Datton McGuinty, copying the Henourable Dwight Dungcan,
Minister of Energy, the Honourable Laurel Broten, Minister of Environment,
and the Honourahle Sandra Pupatello, Minister of Economic Development
and Trade, to request that the Minister of Energy immediately send a directive
to the Ontario Power Authority regarding the following resolution to be
endorsed by Durham Regional Council:

Whereas the Region of Durham has been shipping its municipal sofid
waste to Michigan, under a competitive contract, which has options for
extensions to 2020 at continued low refative disposal rates;

and,

Whereas, the Durham Regional Council has nevertheless, recently
passed a resolution to stand behind the Minister of the Environment’s
agreement with Michigan Senators to halt the shipment of waste by
Ontario municipalities to Michigan after 2010;

and,

Whereas, in honouring this agreememnt made by the Minister on behalf of
Ontario municipalities, Durham is facing operstional and financial risk, due
to lack of avaitahle landfifl disposal capacity and anticipated higher future
disposal costs (landfilf or EFW) and uncertainty around the ability to altain
a Powsr Purchase Agreement which is deemed necessary to make the
EFW Project a viable economic option by 2011;

Therefore, given the above, and given the environmental benefits of
establishing a more focalized Durham/York EFW, which meets A-7 or
better environmental air emission standards, as a potential sclution fo the
garbage ctisis, the Province be requested fo issue a Minister of Energy
Directive requiring the Ontaric Power Authority to immediately commence
negoliations with York and Durham Regional staff to establish a Power
Purchase Agreement for the proposed EFW facility, recognizing that a
PPA must be altained prior to issuance of a Request for Proposals,
currently scheduted for late 2007/sarly 2008,
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REPORT

1.0 BACKGROUND

The Region’s Longterm Waste Management Strateqgy Plan. 2000 to
2020 included the goal of *...considering an “energy from waste” type
facility for the disposal of residual garbage waste.”

On June 28, 2005 Regicnal Council adopted Report No. 2005-WR-10
of the Commissioner of Works to enter into an agreement with the
Regional Municipality of York {York] for the Durham/York Residual
Waste Management Environmeant Assessment Study.

Report 2005 J-8, "The Annual Sofid Waste Management Servicing and
Financing Study, the Proposed 2005 Business Plans and Budget and
Related Financing,” as well as subsequent Waste Management
Studies noted that “...consideration around the construction of such a
large-scale facility would include a business case analysis, with full
consideration of alternatives, including potential for a privately
contracted service, and the potential for public-private partnerships...”

Delcitte & Touche LLP {Deloitte) also conducted an "Analysis of
Private Sector Involvement for an Energy from Waste Facifity” for the
Regions of York and Durbam, which is considered in companion
Report 2007-J-14 {included in this agenda). This analysis involved the
review of service delivery opticns with varying degrees of private
sector involvement and provided an assessment of cost differences
due specifically to changes in the service delivery model and varying
degrees of private sector involvement {capital and operating
assumptions were held constant). The report also provided a risk
assessment for each option.

As per Regional Council direction (Report 2007-WR-6), Deloitte &
Touche LLF {Detoitte) was retained in 2006 to provide consulting
services for the preparation of a business case model {o assess the
various options available for the development and operation of an EFW

facility.

This business model, specific to Durham Region, allow a full
consideration of altermatives for waste disposal for comparison to the
EFW project. The “Preliminary Assessment of Waste Management
Options for Durham” executive summary is included in Attachment #1
e this report,
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2.0

However, even a preliminary business case analysis is difficult at this

point in time in the absence of:

i}  Firmtonnage commitments;

i} Anindication from the Province that they are wiliing fo engage the
Region in 2 Power Purchase Agreement; and,

it Determination of facility size, location and capacity ufilization.

ISSUING A REQUEST FOR QUALIFICATICNS BASED ON THE

PRELIMINARY BUSINESS CASE ANALYSIS

it is important for decision makers to understand the magnitude of
financial impacts and/or risks in carmying out an EFW facility, to ensure
an informed decision.

A final daecision on whether to follow through with the EFW
project will be made prior to issuance of a Request for Proposal
(RFP), with the benefit of a more detailed project-specific
business case. However, a comfort level with potential financial
implications is needed prlor to engaging the market through the
RFQ process. Market credibility, and a corresponding favourable
market response, rests in part on the degree of detail, surety and
confidence displayed by the issuer through the RFQ document. It
is not prudent to issue an RFQ based on a service delivery model
for which commitments have not yet been received, and for which
changes are likely prior to issuance of the RFP.

Deloitte was engaged by Durham to assess a set of Durham specific
waste management cptions, anatyze and compare these options, and
make recommendations in the corporate and financial interests of
Durham Region.

Three categories of anailysis were utilized to assess five defined waste
management options faced by Durham. Deloitte's anaiysis builds upon
preliminary work already completed by MacViro Consultants through
the EA process. Deloitte also engaged peers to review assumptions
around project costs, including North American and European
speciatists in EFW.

The firm's previous work on service delivery and private sector
involvemnent completed for Durham and York also served as an input to
the preliminary assessment of waste management options for Durham
Region (see Report 2007-J-14).
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s The chart below demonsirates the options available to Durham,
including potential landfill and EFW alternatives. 1 is recognized that
the first two sub-options are not likely to he considered feasible from a
Regional policy perspective, but nevertheless these are included as
comparators.

Durham Regich Solid Waste Disposal Options

I Disposal Decision | Sub-Options | Potential
[ I Options
| l - i .
I I . Continue ?-:1?: '_'Isi;iapnwaste s | | T Potential
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1 _— 1 [ - 1 :
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I ' | I P
| | ;
1 | i

~ Note 1: This EFW option for a municipally owned facility includes a review of a Durham
only facility. A separate analysis was conducted by Daeloitte for both Regions for a
Durham/York facility. It is assumed in calculating the per unit cost that no transfer or
haulage costs will be incurred. If the facility is sited in York, the cost should be adjusted
upwards by an estimated $35 to $55 per tonne, with further analysis requirsd.

« Each of the five options were analyzed by Deloitte utilizing three
categories of criteria:

1} FEinancial

+ The cost per tonne {or tipping fee} and the net present value (NPV)
of each option were analyzed from the perspective of Durham
Region, with all project costs and potential transfer and haulage
costs included (option 4 is not assumed to have transfer and
haufage costs).

5
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3.0

3.1

2) Control/Ownership

+ Deloitte provided an assessment/comparison of the degree of
control offered by each option. It is Delpitte’s conclusion that
control is greatest where there is muricipal ownership of the facility
which allows Durham to react to its wasie management needs with
the least amount of outside influence.

3} Lifecycle of the Asset

+ Refers to the risks, issues and benefits that accrue over the time
frame of the analysis. The Deloitte analysis was performed over a
25-year operating petiod consistent with the EA Terms of
Reference and proposed contract. However it is clear that
Durham's waste management challenges will extend beyond this
timeframe.

DELOITTE’S FINDINGS

Deloitte’s main findings arcund Durham's solid waste disposal options
can be summarized as follows:

Landfill Options

Given the loss of the option for Michigan landfill, the cheapest option
would be Regional landfill disposal at the existing Brock Township
landfill, estimated to cost approximately $76 per tenne in 2011, but
increasing to approximately $190 per tonne in 2021 upon landfil
closure.

This option, even without consideration of current political issues and
Regional pelicies, could only be considered a short-term solution - cne
where the Region would find itself in a decade facing the same
disposal capacity constraints it faces today.

The second highest cost disposal option for Durham Region is
contracting altemate landfill capacity within the future Ontario
marketplace, estimated by Deloitte at $137 per tonne in 2011. This
option given the effective elimination of the Michigan State alternative
is deemed comparable in 2011 to EFW, although Deloitte recommends
the option be revisited and sensitivity performed as part of the detailed
business case prior to RFP issuance.
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3.2 EFW Contracted Capacity

Deloitte estimates that contracting capacity at a private EFW facility
would cost approximately $37 per tonne depending upon the
availability of a fully amortized facility with sufficient capacity for
Durham (which may not exist). Cost components include transfer
station fee, haulage and tipping fee, however, Deloitte notes that the
tipping fee is subjective as there are currently limited facilities
available, and the option may not be feasible.

Over time, the contract would become increasingly expensive due to
inflationary adjustments. Haulage and fuel costs will also be a factor,
depending upon the location of the facility and haulage distance.

Durham Region would also have no control over a facility owned by
another municipality or the private sector.

3.3 Municipally Owned EFW Facility Located in Durham {150,000 to

250,000 tonnes per year}

The option of a municipaily owned EFW facility sized at between
150,000 to 250,000 tonnes per year is estimated to cost between $139
per tonne and $115 per tonne, including capital, operating and
financing costs. No transfer and haulage costs are assumed since the
facility under this option is assumed to be located in Durham Region. it
is also assumed the municipality would earn revenue from the sale of
electricity generated at the facility through a power purchase
agresment with the Province of Ontario. Under this option, the
municipality will retain control over the facility and will assume the
associated risks {depending on the agreed upon service delivery
madel, and subject to continuing negotiations).

An EFW Facility can provide the municipality with a long-term waste
management solution. Tipping fees would be higher than landfill under
this option at least until such time as the project’s debt is repaid.

3.4 Deloitte Recommendations

Based on the application of the evaltuation criteria, the preliminary
results demonstrate that the preferred waste management option for
the Region of Durham is '"Option 4 - Municipally owned EFW Facility.'
Option 4 - Municipally owned EFW Facility provides the highest benefit to
the Region of Durham specifically as related to:
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Financial: in the short term, this Option is more costly than the fandfill
waste management options. However, in the long-term, specifically as
the debt incurred to construct the facility is paid off, Durbam will see 3
significant reduction in the cost per tonne of disposing waste at the EFW
facility;

Control: Durham would own the EFW facility and as such would retain
ownership and control of the facility to meet its needs; and

Longevity: the highest benefit to Durham wilt be in the long term. An EFW
facility will be able to meet the waste needs of the Region far a longer
period of time as compared to landfilt options. The Region will have the
ahility to expand the facility should it be required, subject to the terms of
the EA.

Deinitte recommends as next steps that the Region of Durham shouid:

= Confirm the level of participation by York Region;

¢ Confirm other sources of municipal waste supply on a “put or pay”
basis;

» Enter into neggotiations with the Province to confimm pricing on
power purchase agreement;
Determine the cost to Region based on above factors, and,
Confirm the role of the pnvate sector.

4.0 CONCLUSIONS AND NEXT STEFPS

This report and attachment provides only an assessment of the
magnitude of costs that can be anticipated with the proposed EFYY
project as compared to other waste alternatives. The cost range
estimated by Deloitte on behalf of Durham can be seen as a best case
scenario at $115 to $132 per tonne {excluding haulage should the
facility be sited in York). It assumes successful negotiation of a power
purchase agreement with the Province and a Durham sited facility.

The magnitude of EFW project costs could change significantly if
the underlying assumptions are less favourable. Finance staff wili
ensure Regional Council is kept informed if cost assumptions change.

A final and detailed business case analysis is also recommended for
Council approval prior to tssuance of an RFF for an EFW project.
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Senior Durbam and York staff intend 1o negotiate outstanding issues
important to the release of the RFQ by Durham Region to short-list
potential vendors, as per recommendations within companion Report
2007-J-14.

tssues under negotiation with York include those specificaliy
recommended as next steps by Deloitte, including:

» Confirming York Region's level of participation; and,
« Confirming York Region's waste supply commitment on a put-or
pay basis;

These issues are considered key to issuance of the RFQ. Other next
steps as recommended by Deloitte will need to be carried out prior to
issuance of the RFP scheduled for later this year, including power
purchase negotiations, which are so important to the economics of this
project.

The financial implications for the Region of Durham of proceeding with
an EFW project are dependent upon a number of factors which at the

present time are unknown or uncertain. These significant cost driving

factors include but are not limited to:

1} The ultimate capacity sizing of the facility and resulting capital cost;

2) The cost of debt capital financing and term of the financing;

3) The cost of capital improvements to maintain the facility over its life;

4) The potential revenues generated from a Power Purchase
Agreement and or steam utilization opportunities;

5} Location of the facility and the potential requirements for transfer
and haulage costs; and,

6) Capacity utilization rates.

The eventual cost of the EFW project also relates o the
comprehensiveness and adequacy of the commercial agreements
developed as part of this complex project. Negotiaticns with the
Province to maximize electricity revenues and develaopment of a
sufficient and “air tight” contract agreement, to be completed in {fime for
RFP issuance, will be paramount to the financial success of the
project.
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» Accompanying Report 2007-J-14 recommends retaining consultant
expertise to mitigate future project cost risk by ensuring business, legal
and technical risks are mitigated upfront.

L.HK. wurtis, F.Eng. M.B.A R.J. Clapp, CA
Commissioner of Works Commissioner of Finance

Recommended for Presentation to Committes

G.H. Cubitt, MSW
Chief Administrative Officer

Attrnt.

10
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April 17, 2007
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Introduction

» Deloitte Engagement

- In response to potential US legislation that would aliow the border to the State of
Michigan to be closed to waste (with 90 days notice}, the Ontario Government, with
concurrence from the Region of Durham, York Region, the Region of Peel and the City of
Toronto, agreed to stop shipping waste to Michigan by the end of 2010.

- Durham has engaged Deloitte to develop a set of waste management options, analyze
these options and recommend a waste management option.

- This presentation presents the findings of our analysis including an identification of the
preferred waste management option and the “next steps” required by Durham in order
to move forward with the preferred option.

£ Delnitte B Touche LLP and aftiliated entlties.
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Summary of Waste Management Options Analyzed

+ The following options were developed and agreed upon for the purposes of this assessment.
» Option 1 is the status quo and will be used as a proxy for comparison only.

Cisposal Decision

Sub-Options | Options

» Continue to ship waste to
Michigan |][|

Option 1

Land Fill Maximize Brock ﬂﬂ

Township Landfilt

I

| I [

» Contracted Capadcity at N . .
Ontarla Landfill site |I|:| . > Option 3

I
|
|
I |
t
I :
I
1

QOption 2

oplions

Waste
Process

Municipally owned
M—— Energy From Waste HD

(EFW) Facility? Option 4

EFW Optians

> Contracted Capacity at I][I
private EFW Facility '

Option 5

1 This aptlon includes a review of a Durham anly EFW Fagility, a separate analysis was performed for the Regions of York and Burharm on a
Durham / ¥ork facility,

3 & Deloltte & Touche LLF and affiliated entities.
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High Level Description of Waste Management
Options

Option 1 - Continue to ship to Michigan: Only used as a benchmark — it is not feasibie since the border to
Michigan will be closed by the end of 2010. Only to serve as a proxy for benchmarking comparison,

Option 2 ~ Maximize Brock Township landfill: Assumes maximizing the Brock Tewnship landfill {currently owned
by Durham) would provide sufficient capacity to meet the needs of the Region until the year 2020, After that point,
the waste would then be sent to another Ontario landfill site.

Option 3 - Contracted Capacity at Ontario landfill site: Assumes that waste is disposed at an existing landfill site
in Ontarie within one days drive of Durham (return).

Option 4 - Municipally owned Energy From Waste {EFW) facility: Under this option, the facility is assumed to
be located in Durham Region {no transfer or haulage costs assumed) and costs are based upon favourabie electricity
revenues, confirmed supply commitments and high utilization rates for the facility. If the EFW were to be located in
York Region, transfer and haulage costs would be additionat, The facility is assumed to be municipally cwned and
funded EFW facility with private sector design-build and operation of the facility, and sized in the range of 150,000
to 250,000 tonnes.

Option 5 - Contracted capacity at an existing EFW facility: Assumes that waste can be disposed of at an
existing EFW facillty within one days drive {return) of Durham,

Key Assumptions
» All: The term of our analysis is 25 years and debt is amortized over this period at an assumed rate of 5.5%.

+ Options 1,2,3 and 5: Ali non-diverted waste would be brought to the transfer station and that the cost
assumptions would begin at that point {i.e. with a transfer station fee and then haulage cost to the location of the
option).

4 @ Delaltte & Touche LLP and afflliatad entlties,
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Evaluation Criteria

Three criteria were used to assess the waste management options:
» Financial: The cost per tonne (or tipping fee) under sach Option.

+ Control/Ownership: Refers to the degree to which Durham will control the waste
management process. Control is greatest where Durham owns the landfill or facility and
also where they are abte to react to their waste management needs with the least amount
of outside influence.

« Lifecycle of the asset: Refers to the benefits that might accrue over the long-term. Our
analysis was performed over a 25 year period however it is clear that Durham’s waste
management challenges will extend beyond this timeframe.

These criteria are in draft form pending final approval from the Region.

5 = Deloitte & Touche LLP and affiliated entities.

£ Jo ¢ =28ey
T JUSIRDBRIY



91

Summary of Waste Management Option Analysis

Financial Analysis
Cost/Tonne - Year 2011

Control/Ownership

Lifecycle

Maximize
Brock
Townshlp
Landfill

Contracted ,
Capacity at
Ontario ,
Landfill
Sife

Municipally .
Owned
EFW
Facility -
{150,000
to 250,000 ,

tpy)

Contracted
Capacity at .
private
EFW .
Facility

F7e/tonne in 2011 Fising to approximately
$190/tonne in 2021 upon langfill closure

Since this is a Durham owned Facility, the cost
components include capltal, operating and
financing costs a5 well as transfer station faes
and hautage costs,

£137/ronne,

Cost includes transfer station fee, hawlage and
tippirg fea,

Tippin? fee is based on market study of Dnkarig
lardthll sites,

This pption, givan the closure of the Michigan
border, |s deemed comparable in cost o the
EFW In 2011 although this assumption should be
revisited and sensitivity performed as part of the
detalled business case prinr to RFP |s5uance.

In the range of $139/tonne to $115/tanne.

Since this is 8 Munlcipally owned facility, the
cost components Include capital, operating and
financing as well.

Transfer station and haulage costs are assumed
to be nil since the facility site is assumed to be
centrally locatad within Curham.

It 15 also assumed that the municlipality will sarm
revenye from the sale of electricity generated at
the Facilitcy through a power purchase
agreemeant with the Prowince of Ontario,

$o7/tonne, depending cn the avallability of a
fully amortized facthty with sufflclent capacity for
Curham (may not exist),

Cost components include transfar station fee,
haulage and an EFW tipping fee.

Tipping fee is subjective as there are currently
limited facilities. As a resuit, this may not be a
feasible aptian.

» Maximizing Brock Landfill would provide
Durriiam with control duning the years that
the landflll has the capaclty to serve the
feglon along with the assumpbon of rigk.
After the year 2020, when the capacity is
expected to run out, the Regign wauld ba
requlred to enter into a contract with an
Cntario landfll site,

» Durham would hawve limited control under
this option but wiill have transferrad
aperational risk.

« tnder this option, the municipality will retain
control over the Facility and will assume the
assoctated risks {depending un the delivery
migdel).

» Reglon's cantrol will be restricted to its
contract although operational risk will have
been transfemred.

-

This option is likely to be a short-term
seHution. The Region may be re-
evaluating its waste managemeant
options in a decagde.,

This cption is llkely to be a short-barm
solutlon. The Region may be revisiting
thiz decision if capacity in area landfills
declines or the market prices after the
cortract expires exceads other wiable
aptlans,

An EFW Facility can provide the
municipality with a long-terrm waste
management salution.

Tipping fees are higher than landfil
under this pption until the project’s debt
is repaid,

This pption has the benefits of a
potential 1ong-term soution
Mot currently known whether any private ™

facllity has sufficient available capacity o
for the Regianfs).

o g 28]
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Preferred Waste Management Option

» Based on the application of the evaluation criteria, the preliminary results show that the
preferred waste management option for the Region of Durham is Option 4 ~ Municipaily
owned EFW Facility.

» Option 4 - Municipally owned EFW Facility provides the highest benefit to the Region of
Durham specifically as to:

- Financial: in the short term, this Option is more costly than the landfill waste
management options. However, in the long-term, specifically as the debt incurred to
construct the facility is paid off, Durham will see a significant reduction in the cost per
tonne of disposing waste at the EFW facility;

- Control: Durham would own the EFW facility and as such would retain ownership and
control of the facility to meet its needs; and

- Longevity: the highest benefit to Durham will be in the long term. An EFW facility will
be able to meet the waste needs of the Region for a longer period of time as compared
to landfill options. The Region will have the ability to expand the facility should it be
required, subject to the terms of the EA.

@ Deloitte % Touche LLF and afflllated entities,
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Recommendations

1. Confirm York's participation.

2. Canfirm other sources of municipal supply on a “put or pay” basis.

3. Enter into negotiations with the Province to confirm pricing on power
purchase agreement,

4. Determine cost to Region based on above factors (1 to 3) and confirm the

role of the private sector,

B B Deloltte & Touche LLF and affiliatad entities,
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Deloitte

T Deloltte & Touche LLP and afflllated entlthes.

Delcltte, one of Canada's leading professional services fitms, provides audit, tax, consulting, and
financial advisory services through mere than 6,200 people in 50 offices, Delolthe operakes in Quebe
as Samson Bélair/Detoitte & Touche s.e.n.crl. The firm |5 dedicated to helping its clients and its
people excel, Deloitte ks the Canadian member fivm of Delglite Touche Tohmatsu.

Delgitte refiers to one ar more of Defoitte Touche Tohmatsu, a Swiss Vergin, its rmember fims, and
their respective subsldlares and affiliates, As a Swiss Verein {asscciation}, neither Deloltte Touche
Tohmatsu nor any of its member firms has any liabllity for each other's acts or omlissions, Each of the
member firms is a separate and independent legal entity operating under the names "Deloitte, "
"Delaltte & Touche,™ "Deloltte Touche Tohmatsu," or other related names. Services are provided by
the member firms or their subsidiaries or affiliates and not by the Delgitte Touche Tobmatsa Venem,

Member of
Deloltte Touche Tohmatsy
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