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INTRODUCTION

Carroll County is engaged in the largest capital project in its history: A Waste to Energy (WTE) incinerator. Aside from a few county government employees, most residents do not understand the finances of this project and they are unaware of the financial impact that the incinerator will have on them.  

The purpose of this research was to analyze the WTE plan and create transparency of the finances related to the construction and operation of the proposed waste to energy plant in Frederick County.

GENERAL INFORMATION

Frederick County and Carroll County governments have entered into an agreement with the Northeast Maryland Waste Disposal Authority (NMWDA or the Authority) to construct a waste to energy incinerator in Frederick County.  NMWDA in turn has entered into a contract with Wheelabrator to design, permit, construct, and operate the plant.

The 1500-ton per day capacity (1,380 tons guaranteed) of the plant is approximately 32% higher for Carroll County than currently needed to allow for future volume increases.  Both counties have decided to fill the extra capacity with municipal solid waste from other counties to achieve the maximum electricity revenue.

The counties have agreed to split the cost 60% to Frederick and 40% to Carroll in most cases. There are a few exceptions that both have agreed to.  Carroll County will absorb 56% of the net operating cost.

FINANCIAL SUMMARY

The WTE plant will be built with borrowed money and operated by the contractor, for a fee, for 20 years plus two five year renewal options.  

The WTE plant will be funded partly by sales of electricity and excess capacity, recycled materials, interest income.  These revenue sources will not be adequate to cover the debt service and operating cost.

Therefore, both Carroll and Frederick Counties plan on raising tipping fees to haulers to make up the difference.  In turn, the haulers may have to increase residents’ trash bills. If actual revenue exceeds estimates the haulers could decease tip fees.

One reason for analyzing the finances of this project was to determine the impact of the WTE plant on residents’ trash bills.  A major concern is that NMWDA’s revenue and cost savings projections are in some cases based on assumptions that span 30 years.  If the assumptions are overly optimistic, then trash bills will increase even more than planned. 

The plan calls for Carroll County to raise an additional $11.5 million and Frederick County to raise an additional $8.8 million in tipping fees.  As of the date of this paper, residents have not been informed about the amount of the increase needed in their trash bills to fully fund the WTE plant.

CONSTRUCTION COST

$600.2 MILLION  (Estimate includes capitalized interest, capital from Wheelabrator, and other fees)

The guaranteed construction cost was $332 million. Additional construction costs include the utility connections, construction contingencies, and escalation. Wheelabrator has made a construction commitment of $73 million. This commitment, which is not capped, will provide the remaining cost of building the facility.  In addition, fees for bonding, debt service reserves and capitalized interest account for approximately $125 million of the total cost.

NMWDA increased the original estimate of their part by 21% due to projected impact of inflation. 

SOURCES OF FUNDING FOR CONSTRUCTION

(In Millions)

   $401.8  construction bonds

   $111.8  bonds for capitalized interest and debt service reserve which is a  

                contingency and may not be entirely spent

   $  13.6  bonds for underwriter discounts, issuance costs, and other fees

   $527.2  total bonds

Repayment of the $73 million from Wheelabrator is included in operating cost as fixed cost with 3% escalation over 20 years.

PRINCIPAL & INTEREST PAYMENTS

Tax-exempt bonds $474,018,135 – interest rate 5.68% for 30 years.

Taxable bonds $53,166,865 – interest rate 7.14% for 30 years.

NMWDA work papers show the total annual debt payment as $37,185,243 per year. 

SOURCE OF FUNDING FOR PRINCIPAL & INTEREST

NMWDA provided spreadsheets for 6 projections based on different market assumptions.

The NMWDA plan projection named “Conservative Electric/Full Plant”, which is the option that Carroll County is planning to follow, was analyzed, and a statement of revenue and expense was prepared from these spread sheets. (See page 7)

The projected electricity revenue for 2015 is $33.2 million.  This amount will not cover all the debt service cost.  

In order to increase plant revenue, both counties decided to fill the unused capacity and generate $11 million additional revenue from waste delivered by other counties.

Other income from interest earnings and recycled metals is estimated at $3.2 million for 2015.

The total revenues will exceed the debt service cost.

ELECTRICITY REVENUE

There are multiple variables used in estimating electricity revenue: sales price, volume of trash burned, BTU’s per pound of trash, and kilowatts per ton (kwh/ton).  The kilowatts per ton vary depending on whether the trash is wet or dry and the amount and type of trash removed from the waste stream by recycling. Also, the kilowatts per ton vary on the quality of the waste being burned. The more cans/bottles removed from the waste stream, the higher the heating value, and conversely, the more paper/plastic removed from the waste stream, the lower the heating vale. (Source email dated 3/18/10 from Robin Davidov to Caroline Eader)

The electricity revenue estimate of $33.2 million prepared by NMWDA used a wholesale price of $87.38 per megawatt hour, 503,700 tons as the volume of trash burned, 750 kwh/ton which is guaranteed by Wheelabrator because of a more current boiler design and assumes a BTU value of 5,500 per pound.  Wheelabrator guarantees that under the above conditions a total of 377,775-megawatt hours of electricity will be produced and sold in 2015. The contractor guarantee is based on the waste stream, which may or may not produce the planned 750 kwh/ton.

There are 2 other kwh/ton estimates included in the data provided by NMWDA; both of which show actual results from older technology WTE plants with a range from a low of 591 kwh/ton to a high of 702 kwh/ton.   

If the actual BTU value is less than 5,500, the kwh/ton will be lower than the 750 projected which will cause electricity revenue to be lower than projected. If the BTU value is greater than 5,500, the kwh/ton will be higher than 750. On June 9, 2010 the  manager of the Montgomery County WTE plant informed that the average BTU’s at his plant were 5,150 which is 6% lower than the projection for Frederick.

Included herein is actual kwh/ton data to show the financial impact on electricity revenue if the trash stream produced fewer kwh/ton than projected.  For example, if the trash generated 702 kwh/ton or 591kwh/ton, the electricity revenue would drop by $2.1 million and $7 million, respectively. 

OPERATING COST

NMWDA prepared 6 different projections.  The operating cost did not vary significantly between any of the projections. The significant differences were related to revenue based on the amount of waste burned and the resultant revenue from electricity sales.

The estimated operating cost for 2015 is $33.1 million. The data provided appears to be a price list from NMWDA and does not show a breakdown of direct & indirect cost and overhead. This type of lump sum fee is common in the industry for long-term operations and maintenance costs. It puts the vendor at risk for variations in labor costs, maintenance practices and other costs that are not controlled by the NMWDA.

For example, the work papers show a base operating charge of $25.8 million; 

operating charge 2 of $4.2 million to account for the repayment of the Wheelabrator construction commitment; pass through costs for reagents of $1.9 million and a few other items like insurance and sales taxes which comprise the total operating cost.

DISPOSAL FEES

In the spreadsheets provided by NMWDA, disposal fees are the difference between revenue and cost before adjustments for waste and ash hauling and revenue from sludge processing. The estimated disposal fee is $20.4 million, which is shown on page 7 as net operating cost.  

SOURCE OF FUNDING FOR OPERATING COST & DISPOSAL FEES

Tipping fees paid by trash haulers are the primary source of funds to cover the operating cost & disposal fees according to Mike Evans, Director of Carroll County Public Works Department. 

Currently, Carroll County charges $58 per ton to haulers of municipal solid waste using the Northern Landfill and projects this fee to increase to $68.69 per ton in 2015. The County currently contracts with a hauler to transport trash to Pennsylvania.  If the WTE plant eliminates the need for the existing long haul contract, the County will not be required to pay the projected $63.95 per ton for this service. That will change the existing tip fee to $4.74 per ton for landfill operations. 

Frederick County currently charges $76 per ton for its landfill but did not provide a projection for 2015.

Carroll County currently plans to haul the ash remaining after incineration of its waste back to the Northern Landfill and use it as a daily cover in lieu of dirt.                                                                                                                              

NMWDA estimates the total waste processed will amount to 503,700 tons.  Based on this projection, the cost to trash haulers in 2015 will amount to an additional $84.81 per ton in Carroll County and $45.11 per ton in Frederick County. These projected increases only cover the net operating cost at the WTE plant and must be added to the tip fee needed to maintain current operations in 2015 in order to determine the total tip fee. 

The in-county tipping fees are $18 higher than the $67.33 tipping fee that Carroll County plans to charge for capacity sold to other counties. Mr. Evans advised that when transportation cost is considered the total cost for out of county trash will be about the same as Carroll County’s total cost.

Projections by Carroll County for tipping fees in 2015 range from $86 to $235 per ton based on the estimated number of tons of trash processed per year.  These projections reflect the possibility that haulers will simply take their trash where tipping fees are lower.  

Carroll County is considering flow control, which will require haulers to take their trash to a County facility.

While the tipping fee projections vary, one thing is certain and that is the trash collection fees paid by the residents of both counties must be increased to cover net operating cost when the WTE plant becomes operational.

In fact, the tipping fee is the only unlimited pricing mechanism available to the counties.  Market forces limit revenues from other sources.  So any revenue shortfall or cost overrun will be added to the tipping fee, which will be raised as needed to maintain complete cost recovery.  The tip fee increases will be passed on to residents in the form of higher trash bills.

For example, if actual revenue for Carroll County were $1 million lower than estimated, the County would have to add another $7.35 per ton to the tipping fee to fully recover all the fixed cost. Conversely, if actual revenue went higher than estimated, then tip fees could be reduced.

PAYMENTS TO NMWDA

NMWDA will collect $335.76 per installed ton from Wheelabrator.  This amounts to $502,000 per year plus 3% annual escalation. This cost is included in the plant base operating costs which are paid by the counties.

NMWDA will collect $52,000 directly from the counties in 2015 that escalates each year to cover their administrative expenses.                             

FINANCIAL JUSTIFICATION

The decision to build the plant was based partly on projected savings over hauling trash out of state and potential savings in electricity costs. There are other reasons justifying the plant but this report only focuses on the financial aspects of the project. According to Mr. Evans the savings shown below apply to Frederick County only.

Trash hauling

If the counties were to continue using out of State landfills, several factors will affect the cost including the cost of fuel, landfill prices, distance traveled to the landfills, surcharges imposed by other States and labor costs.  

NMWDA projected that over a 30-year period; the WTE plant would save a total of $42 million over the current operation of paying contractors to haul trash out of state.

Electricity savings

On Feb. 3, 2009 the NMWDA made a presentation to the Board of County Commissioners that showed the proposed WTE plant could save $9 per megawatt 

hour for a total savings of $1.3 million per year. They also showed 88,147-megawatt hours of excess electrical generation capacity available for local governments. The savings are based on the plant selling electricity to the County at a price that is projected to be lower than the prices the Counties would pay from existing sources.

LONG TERM FINANCIAL COMMITTMENT 

The counties will be contractually obligated to pay for any shortfall in revenue or cost increases, not protected under contractual guarantees, for at least 30 years. This means tipping fees will need to be increased to make up for any differences from the NMWDA estimates. Prices will have to be increased because the debt service and operating costs are fixed and the revenue sources are variable.  Costs could increase due to unforeseen requirements such as a change in EPA regulations.

              Revenue and Expenses for the proposed WTE plant in 2015

                    Projection for Conservative Electric / Full Plant

Data provided by Northeast Maryland Waste Disposal Authority & Carroll County

                                         (In thousands of dollars)






Carroll
Frederick

Total






County
County

Plant

Revenue                                                

Electricity


           $13,280               $19,919

$33,199

Out of County Trash
                           4,405                   6,575                      10,980

Sludge processing
                      237                   6,455    

    6,692                                       

Recycled metals & other
               1,282                   1,921

    3,203

Total Revenue


 19,204
     34,870

  54,074

Less:  

Debt Service



 14,875
      22,310                     37,185

Gross Margin



   4,329
      12,560

  16,889

Less: 

Operating Cost


 13,253
       19,879

  33,132

Transport waste and ash

   2,595
         1,487

    4,082 

Fees paid to NMWDA

        21
              31                           52                                                              

Net Operating Cost

           $(11,540)
      $(8,837)
           $(20,377)

% of total



      56%

44%

Note:

Tipping fees are not shown as revenue because the NMWDA spreadsheets did not include them as a revenue source.  The spreadsheets were designed to provide the amount of funding needed from tipping fees to cover all the cost.  The net operating cost shown in parentheses is the amount of tip fee revenue needed for the WTE plant to break-even in 2015. The counties must raise their tip fees to achieve break even.

Notes for Carroll County:

- The design capacity of the facility is 1,500 tons per day that does not consider down time for maintenance and cleaning.

- Wheelabrator guarantees the facility will operate at 92% capacity.  

- Carroll County’s allocation of capacity is 600 tons per day and guaranteed capacity is 92% or 552 tons per day. Based on 365 days per year, the total guaranteed is 201,480 tons per year.

- Carroll County plans to sell 65,415 tons of its capacity or 32% of its guaranteed tonnage. 
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