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ENERGY RECOVERY FACILITIES (ERFs)

We are successfully establishing a significant asset
base of ERFs, with eight plants, representing
more than two-thirds of the committed portfolio
capacity, now in operation. Peterborough ERF was
completed and became operational in December
2015. The process of ramping up towards
operational optimisation continues at the six
most recently delivered ERFs.
Around 80% of the committed ERF portfolio is expected to be operational
by the end of 2016/17, and is on track to deliver c.£100 million of EBITDA in
2016/17. We expect to have c.18% ERF market share by 2020, with a network
of strategic facilities driving Viridor’s longer-term profit growth.
Currently we have 142 megawatts (MW) of renewable energy capacity
from our eight operational ERFs, including our share of joint ventures, and
the Greater Manchester and Walpole anaerobic digestion (AD) plants. We,
together with our joint venture partners, have a total operational/committed
ERF capacity of over 2.8 million tonnes. Approximately 80% of inputs
required across the ERF portfolio (operational and those under construction)
are now secured under long-term contracts, helping to secure revenue
streams and move to a more homogeneous risk profile across the Group.
Of the three ERFs under construction, Dunbar and Beddington ERFs are
progressing as planned. The Glasgow gasification plant is expected to enter
commissioning in H1 2016/17. All three remain on budget.

32

PENNON GROUP PLC ANNUAL REPORT 2016

ENERGY

RECYCLING AND RESOURCES

We have developed a portfolio management strategy to
help realise the full potential of this growth, with a team of
experienced energy market professionals to actively manage our
market position. We have also implemented framework contracts
to enable us to ‘hedge out’ market risk where appropriate in the
longer term. The business now has the ability to hedge its market
position for periods up to five years ahead. In addition, the Group
has a natural hedging opportunity which represents one third of
Viridor’s energy generation, as South West Water is a net user
of electricity.

Through the Input, Throughput and Output Optimisation (ITOO)
programme, we are targeting improvements in source material
quality (involving contract renegotiation where required),
restructuring, asset efficiency, productivity and yield, and specific
quality control of outputs. A number of contracts have been
successfully renegotiated enhancing value and quality of inputs.
Where new recycling contracts have been secured, better gate
fees reflect the sharing of recyclate price risks with customers
and secure a better specified quality of inputs. These self-help
measures have resulted in marginal increases compared to the
prior year.

Viridor’s total energy capacity is changing in scale and across its
energy division; currently we have 277MW of operating capacity
from ERFs, AD and landfill gas (including joint ventures) and
expect to export over one terawatt hour (TWh) of power to the
national grid in 2016/17. Once the total committed ERF portfolio
is completed in 2018/19, ERFs alone will provide 242MW of
energy generation capacity.

During the period, Levy Exemption Certificates (LECs) were
discontinued with a modest impact on Viridor. There have also
been changes to the Renewable Obligation Certificates (ROCs)
regime. However, Viridor’s ROC accreditations are unaffected
by these changes. Energy generation continues to be a profitable
business for us.
Opportunities for decentralised energy and heat utilisation
(combined heat and power) at selective ERF and landfill gas
power generation sites are being developed.

During the year, our recycling volumes traded increased
by 121,000 tonnes (7.3%) to 1.8 million tonnes. Recyclate prices
were lower for the year of 2015/16 compared to 2014/15. Prices
have now stabilised to some degree for most commodities but
remain under pressure, reflecting world economic conditions and
competitive markets.

We continue to operate the most extensive Material Recycling
Facility (MRF) capacity in the UK. Viridor is established as a
quality brand in the UK, European and Asian markets including
China, where it holds accreditations for export. There are clear
long-term regulatory drivers for recycling from the EU and UK
Government, alongside expectations from clients, including local
authorities, leading corporates and the business community.

www.pennonannualreport.co.uk/2016

33

STRATEGIC REPORT | GROUP PERFORMANCE

OVERVIEW

GROUP PERFORMANCE

GOVERNANCE

FINANCIAL STATEMENTS

OUR OPERATIONS CONTINUED
WASTE RECYCLING AND RECOVERY

LANDFILL GAS POWER GENERATION

Our landfill energy business is being managed to maximise the
value of landfill gas power generation, while exploring alternative
commercial development opportunities and other energy uses
such as photovoltaics (PV) and energy storage at our landfill sites.
At present we have 99MW of landfill gas capacity (excluding
3MW capacity at sub-contract sites in Suffolk). Gas volumes
reached peak production in 2012/13 and have been reducing
gradually, partially offset by improved gas capture efficiency.
In 2015/16 the landfill gas power generation output was
only marginally down to 562 gigawatt hours (GWh)
(2014/15 602GWh), reflecting a continued successful output
optimisation programme.
Average revenue per megawatt hour (MWh) was 2.2% lower at
£90.72 (2014/15 £92.72), reflecting the withdrawal of LECs. The
switch from legacy Non Fossil Fuel Obligation (NFFO) contracts
to ROCs continues with 94% of energy now sold under the
higher value ROCs. The remaining 6% NFFO component will
migrate to ROCs in 2016/17. Average costs increased slightly to
£34.76 per MWh (2014/15 £33.19).

LANDFILL SITES BEING MANAGED FOR CASH
AND ALTERNATIVE USE

We have a strategy in place for landfill that will see the business
reduce the number of sites taking new waste inputs from 18
at the end of 2014/15 to a small number of strategic sites by
2020. Three landfills closed during the year with a fourth site
closing just after the year end. This is in line with legislative moves
and economic drivers to divert waste away from landfill.
While sites are being wound down to closure and aftercare,
our emphasis remains on maximising the value of electricity
generation from landfill gas, reducing costs and developing
opportunities for alternative uses for sites, or divestment.
We completed the divestment of Whitehead landfill and its
associated environmental liability, generating an operating profit
on disposal of £2.4 million (recorded within asset sales), and
continue to promote similar opportunities for other sites with
development potential.
The business continues to be cash generative as the wind-down
and aftercare programme accelerates. Viridor’s average gate fees
increased by 1% to £20.14 per tonne. Consented landfill capacity
reduced from 51.7 million cubic metres (mcm) at 31 March 2015
to 47.4 mcm, reflecting usage during the period and a disposal.
As previously provided for, c.34mcm of Viridor’s consented landfill
capacity is not expected to be used.

CONTRACTS AND COLLECTIONS

Performance across our major local authority contracts
around the UK (the more significant contracts include
Greater Manchester, Glasgow, Lancashire, Somerset and
West Sussex) and the Thames Water contract remains broadly
in line with last year.
Our large-scale contract successes in 2015/16 include a 25-year
contracted service for Tomorrow’s Valley in Wales (where four
local authorities have come together to create a £190 million
residual waste contract for 90,000 tonnes per annum), a 10-year
contract with South Lanarkshire Council (with a potential 5-year
extension) for treatment of 80,000 tonnes per annum of residual
waste via Dunbar ERF, and Clyde Valley in Scotland (where five
local authorities have come together to create a £450 million
residual waste contract for 190,000 tonnes per annum over
25 years).
The solid performance of the collection business reflected the
benefits of sustained management action. Collection remains a
key focus in securing increased input tonnages for the business.

JOINT VENTURES

All three of Viridor’s joint ventures continue to perform well.
Viridor Laing Greater Manchester (VLGM), a joint venture
between Viridor and John Laing Infrastructure, is delivering the
25-year Greater Manchester Waste PFI. Now in its eighth year,
this remains the UK’s largest ever combined waste and energy
project. The recycling, recovery and waste management facilities
serving the contract, which handle in excess of one million
tonnes of material per annum, are operated by Viridor on a
sub-contract basis.
Solid recovered fuel produced from the residual waste from
Greater Manchester is used to generate heat and power at
Runcorn 1 ERF (TPSCo, a joint venture between Viridor, John
Laing Infrastructure and Inovyn), which has operated well since it
came on line in 2015.
The third joint venture at Lakeside ERF (a 50/50 joint venture with
Grundon Waste Management) is in its sixth year of operation and
continues to outperform its original power generation and waste
processing targets.

Landfill tax continues to increase in line with inflation and rose to
£84.40 per tonne on 1 April 2016.

At Pilsworth landfill in Greater Manchester,
Viridor is hosting an £8 million cryogenic
energy storage pilot project, funded by
the Department of Energy and Climate
Change, which is due to become operational
shortly. Landfill sites have very good potential
as energy reservoirs as most already have
established grid connections, making them
valuable for energy generation and storage.
Novel energy storage options are being
assessed through Viridor’s Technology and
Innovation Forum.
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