Waste & Recycling Association of South Australia Inc.

26 April 2018

Mr Gavin Jones

Director - Adjudication

Australian Competition and Consumer Commission
GPO Box 3131

CANBERRA ACT 2601

By e-mail: adjudication@accc.gov.au

Dear Mr Jones

Council Solutions &Ors Authorisation Application
Your reference: AA10000414-1

Thank you for the opportunity to provide feedback on the Council Solutions applications in 2016 and again in 2018.

We greatly appreciated the consideration you gave to the evidence we supplied in 2016, its inclusion in your assessment
of Council Solutions 2016 application and the resultant Final Determination denying authorisation to the application.

Please find the following attached reports:

1. WRASA Part A — Council Solutions 2018 Application benchmarked to the 2016 ACCC Final Determination
2. WRASA Part B — Response to the Council Solutions 2018 Application

3. Confidential Report of -

4. Professor Brian Dollery’s Academic Report

5. Professor Barry Burgan’s Academic Report

In summary, the attached reports review the conclusions formed in the 2016 ACCC Final Determination and
benchmarks these against the revised 2018 Council Solutions application.

Based on the attached reports, our Members believe the new application varies only marginally from the original
application.

The application provides little to no substantiation to support their public benefit claims, and does not address the
public benefit or public detriment concerns raised by the ACCC in the 2016 Final Determination.

Therefore, after assessing each claimed public benefit claim and potential public detriments in detail we are confident
the application should be denied.

Should you require any additional information, please do not hesitate to contact me and we look forward to meeting
with the ACCC should you wish to discuss this further.

Yours sincerely

John Fitzpatrick
Public Officer

™

Wayside Lane 1/121 Walkerville Terrace (PO Box 442) Walkerville South Australia 5081
Telephone 0448 067 638 E-mail johnfitzpatrick5081@gmail.com
ABN 82 157 966 889 SA Incorporated Association No. A42910



26 April 2018

WRASA SUBMISSION (PART A) IN RESPONSE TO COUNCIL SOLUTIONS
APPLICATION AA1000414 TO THE ACCC DATED MARCH 14, 2018.

THIS SUBMISSION BENCHMARKS TO THE 2016 ACCC FINAL DETERMINATION
A91520

Introduction

The following report reviews the conclusions formed in the 2016 ACCC Final Determination and
benchmarks these against the revised 2018 Council Solutions application. We believe the new
application varies only marginally to the original application, provides little to no substantiation
to support their public benefit claims and does not address the public benefit and public
detriment concerns specified by the ACCC in the 2016 Final Determination denying approval of
the proposed conduct. Therefore, after assessing each claimed public benefit claim and
potential public detriments in detail we respectfully request the ACCC deny this application.



Transaction Cost Savings
ACCC Final Determination December 2016

111. Taking all of these considerations into account, on balance, the ACCC is not
persuaded there will be a net public benefit as a result of the proposed conduct in the
form of transaction cost savings.

ACCC Decision Rationale applied to the 2018 Proposed Conduct

Upon reviewing the ACCC’s December 2016 Final Determination, we believe the following key
points lead to the conclusion that no public benefit would result from the Transaction Cost
Savings asserted in the 2016 Council Solutions application. The commentary below benchmarks
the 2016 conclusions to the 2018 application to assess if the new application addresses the
ACCC’s concerns:

103. In this case, the ACCC considers that the proposed conduct is likely to reduce or
remove some duplication by participating councils of tender-related tasks such as the
preparation of tender documents, advertising of tenders, information sessions for
prospective bidders, and some aspects of contract preparation.

104. However, the transaction cost savings for participating councils are likely to be
significantly offset by the additional costs required to coordinate internally within
the group of councils.

105. The ACCC considers that, all things being equal, the larger the number of councils
and service streams in a collective procurement arrangement and the greater the
complexity of the tender process, the greater the need for coordination within the
bargaining group and the higher the coordination costs. In this case, under the
proposed conduct, the tender process is complex, and each council will remain
significantly involved in the tender evaluation and assessment process, and will have to
liaise with each other council in addition to Council Solutions when selecting service
providers.

WRASA acknowledge that savings can be made for probity and legal costs but this is minor
compared with the added costs resulting from the additional layer of bureaucracy added by the
Council Solutions proposal. As no reduction in Council labour is proposed, the addition of
Council Solutions procurement team is a direct additional cost. Additionally, as Tea Tree Gully
Council has elected not to participate in the 2018 procurement any claimed transaction cost
savings are further eroded versus their 2016 application.

In Council Solutions 2018 proposal, each step of the tender process from the development of the
tender specification, contract development to tender submission reviews and assessments still
needs to be reviewed and agreed to by each Council through their independent internal review
processes. Therefore, with the need to negotiate and agree with the other Councils and Council
Solutions the work involved is greater and more complex than current practice, increasing
coordination costs.

Furthermore, the full tender process proposed by Council Solutions, involving all Councils, will
need to be repeated at a later date when Council Solutions subsequently elect to tender for
waste disposal, recycling processing and organics processing further increasing each Councils
time on tendering. As detailed in the Victorian procurement guidelines, optimal tender practice
is to initially tender for disposal and processing locations. Once the locations are confirmed,
collection tender complexity is reduced proportionately for all Councils. However, under the
framework of Council Solutions 2018 proposal, complexity is increased.

Public Benefit

As the Council Solutions 2018 proposal does not substantially differ from their 2016 application
and fails to address the ACCC’s co-ordination costs and increased complexity concerns raised in



the 2016 Final Determination (see reference 106, 110 and 111), we believe there is no public
benefit.

Improved environmental outcomes
ACCC Final Determination

229. The ACCC notes the potential for the proposed conduct to facilitate improved
environmental outcomes, such as a waste to energy solution, through efficiencies or innovation
in each service stream. The ACCC has already considered these issues above in respect of each
service stream and concluded that there is likely to be some minimal benefit in respect of
improved efficiencies in processing of recyclables and organics, and no likely benefit in respect
of waste collection and waste disposal.

ACCC Decision Rationale applied to the 2018 Proposed Conduct

Upon reviewing the ACCC’s December 2016 Final Determination, we believe the following key
points lead to the conclusion that no public benefit would result from Improved Environmental
Outcomes for waste collection as asserted in the 2016 Council Solutions proposal. The
commentary below benchmarks the 2016 conclusions to the 2018 application to assess if the new
application addresses the ACCC’s concerns:

225. As indicated earlier, the ACCC considers that each participating council already has
significant incentives to reduce the volume of waste going to landfill and these
incentives will increase as the SWL rises over coming years, both with and without the
proposed conduct. It is therefore not clear that the proposed conduct would alter
these incentives.

228. However, the ACCC notes that the participating councils can and do undertake their
own community education programs, and so any environmental benefit from improved
education is likely to be small. Therefore, the ACCC considers that the proposed
conduct is likely to result in a small public benefit in the form of improved
environmental outcomes.

229. The ACCC notes the potential for the proposed conduct to facilitate improved
environmental outcomes, such as a waste to energy solution, through efficiencies or
innovation in each service stream. The ACCC has already considered these issues above in
respect of each service stream and concluded that there is likely to be some minimal
benefit in respect of improved efficiencies in processing of recyclables and organics, and
no likely benefit in respect of waste collection and waste disposal.

WRASA agrees with the ACCC’s 2016 final determination that there could be small environmental
benefits from joint community education initiatives but that no environmental benefits are
likely to result from joint waste collection services.

We also note in 228 above, that the ACCC states that “councils and do undertake their own
community education programs” and wish to stress that Councils nationwide can and do already
share educational resources without the need for a joint collection tender. Furthermore, the
most proven method of reducing contamination is via collection drivers tagging contaminated
bins. As this is achieved on a house by house basis, no benefit can result from a joint collection
tender.

In Council Solutions 2018 application they devote 3 pages to increased environmental outcomes
from education, but fail to address the ACCC’s concern that no public benefit is likely from joint
collection services. Despite this, they claim environmental benefits will result from a joint
collection tender without providing any direct evidence to support this assertion.

Public Benefit

In summary, we believe Council Solutions are being misleading and claiming the benefits from
one activity (education) on another independent activity (collection). Therefore we support the



ACCC’s 2016 final determination that no environmental benefit will result from a joint collection
tender.

Stimulation of competition
ACCC Final Determination

208. In these circumstances, based on the information available, the ACCC is not persuaded
that the aggregation of volumes and contracts would be likely to result in a public benefit in
the form of stimulation of competition.

ACCC Decision Rationale applied to the 2018 Proposed Conduct

Upon reviewing the ACCC’s December 2016 Final Determination, we believe the following key
points lead to the conclusion that it is unlikely a public benefit of increased competition would
result from a joint waste services tender. The commentary below benchmarks the 2016
conclusions to the 2018 application to assess if the new application addresses the ACCC’s
concerns:

205. The ACCC notes that the proposed conduct is likely to result in a larger number of
collection points and larger volumes of recyclables, organics and residual waste being
offered for tender in a single process, compared to the future without the proposed
conduct.

206. The ACCC considers that a larger contract (in terms of scale and value) under the
proposed conduct has the potential to stimulate competition in the supply of waste
disposal services by attracting bidders (including potentially new suppliers) and helping
to make previously uneconomic technologies and services viable.

207. However, previous tenders for waste collection, recyclables and organics
appear to have been the subject of a high degree of competition and that a number
of multinational companies are already present or interested in the relevant
markets. The ACCC also notes that any benefit in the form of attracting bidders to the
tender is likely to be offset by the detriment caused by parties being deterred or
prevented from tendering (see detriments section from paragraph 232).

Council Solutions assert in 6.2.2 that “only three suppliers are contracted currently contracted
to provide... waste collection services”, but fail to acknowledge that all national waste service
collectors have participated in prior collection tenders (see 2016 WRASA submission) and all have
local Adelaide operations. The current conduct dies not in any way prevent collection
companies from tendering.

Council Solutions further assert (6.2.2.) that a joint collection tender will provide “all potential
suppliers in the market with fair and equal opportunity to secure the contract”. However, this
assertion does not address the industry concerns raised in 2016 that a tender of this size may in
fact deter companies from tendering due to smaller organisations having limited access to the
large capital requirements and bank guarantees required for a tender of this magnitude.

Council Solutions have not addressed this concern as raised by industry and supported by the
ACCC in the Final Determination, paragraph 255, where they state “Accordingly, the ACCC
concludes that the proposed conduct is likely to result in some public detriment constituted
by a lessening of competition by deterring or preventing some suppliers from participating in
the tender process or submitting competitive bids.”

In summary, the ACCC concluded in paragraph 283, “The ACCC considers the proposed conduct

is likely to result in some public detriment constituted by a lessening of competition

through:
* deterring or preventing some suppliers from participating in the tender process or
submitting competitive bids

* reducing competition for the supply of waste services to participating councils in the
longer term

* reducing competition for the supply of waste services to non-participating councils



Public Benefit

As the 2018 Council Solutions applications fails to address the ACCC’s public detriment concerns
above, we respectfully request the ACCC deny the 2018 application.

Facilitating improved efficiency in the supply of waste collection
services

ACCC Final Determination

143. Therefore, while the ACCC recognises the potential for aggregation of the participating
councils to result in improved efficiencies in the supply of waste collection services, it considers
that such benefits would be unlikely in this case for the group of councils and services
concerned. This is particularly so given the geographic spread of the councils, the small degree
of shared boundaries and the evidence presented as to the optimal size for efficient waste
collection services.

Accordingly, on balance, the ACCC is not persuaded that the proposed conduct is likely to
result in a net public benefit in the form of improved efficiencies for the supply of waste
collection services.

ACCC Decision Rationale applied to the 2018 Proposed Conduct

Upon reviewing the ACCC’s December 2016 Final Determination, we believe the following key
points lead to the conclusion that a public benefit is unlikely to result from the asserted
improved waste service efficiencies from a joint waste services tender. The commentary below
benchmarks the 2016 conclusions to the 2018 application to assess if the new application
addresses the ACCC’s concerns:

137. The ACCC notes WRASA’s submission that the optimal size of a municipal waste
collection service is between 20,000 and 50,000 households. The table below
provided by Council Solutions sets out the number of premises entitled to receive a
municipal waste collection service in each participating council.

138. The ACCC observes that four of the five participating councils individually have
more than 20,000 service entitled premises and three have less than 50,000 service
entitled premises.

141. The ACCC ...considers that the proposed conduct is likely to enable waste

collectors servicing the participating councils to reduce costs by:

* helping them to achieve or maintain efficient scale to the extent that an individual
council is not fully able to do so in the future without the proposed conduct

* providing opportunity for the design of more efficient collection routes across
participating councils

* reducing the number of spare trucks needed to cover repairs and breakdowns
across participating councils.

142. However, the ACCC considers that the opportunity for such cost savings is likely to
be confined to participating councils that are geographically proximate and
therefore would not to extend to the City of Marion, since it is located about 12-15 km
to the south of the closest participating councils (being Adelaide City Council and the
City of Charles Sturt). Also, such cost savings depend upon participating councils
being prepared to share services across council boundaries, which may involve
complexities in identifying costs relevant to their respective ratepayers.

In determining that a joint tender is unlikely to produce any net public benefit from collection
efficiencies, the ACCC clearly listed substantiated 3 reasons. In Council Solutions 2018
application, these three issues are not even acknowledged and their proposal resorts to mere
claims based on assumption.



1.

In paragraph 143, the ACCC confirm that due to the “geographic spread of councils”
improved efficiencies are unlikely. As this has not changed, a net public benefit cannot be
claimed.

The ACCC also acknowledge that the “small degree of shared boundaries” make it unlikely
that improved efficiencies will result. Again, as this has not changed nor has Council
Solutions addressed the invoicing concerns raised by the ACCC in paragraph 142, a net public
benefit cannot be claimed.

The ACCC refers to “evidence presented as to the optimal size for efficient waste
collection services” that was supplied by Professors Dollery and Burgan in 2016 confirming
the optimal council size for collections is between 20000 and 50000 households and that
diseconomies of scale are present in larger contracts, proving “bigger is not always better”.
Again, this evidence and the ACCC’s concerns has been overlooked by Council Solutions
showing their intent to implement a service that will result in diseconomies of scale
providing a net public detriment, as opposed to the claimed net public benefit.

Council Solutions further presume that efficiencies will be gained via reduced spare vehicles.

However, it is currently standard practice of collection contractors to use unbranded ‘clean skin

)

spare trucks as this enables them to be used in multiple contracts, Therefore, as this saving is
already available to Councils who tender independently, a net public benefit cannot be claimed.

Public Benefit

As the Council Solutions 2018 proposal fails to acknowledge or address the 3 reasons the ACCC
detailed in rejecting their service efficiency claim in 2016, a public benefit cannot be
substantiated and therefore cannot be claimed.



Improved Efficiencies through Information Sharing and Cost Savings
ACCC Final Determination December 2016

126. Overall, the ACCC considers that:
* No public benefit is likely in respect of better contract management as increased costs
of coordination are likely to offset any efficiencies in coordination.
* Some small public benefits are likely to result from efficiencies in delivering community
education programs.

ACCC Decision Rationale applied to the 2018 Proposed Conduct

Upon reviewing the ACCC’s December 2016 Final Determination, we believe the following key
points lead to the conclusion that a public benefit is unlikely to result from the asserted
improved efficiencies through information sharing and cost savings from the 2016 joint waste
services tender. The commentary below benchmarks the 2016 conclusions to the 2018
application to assess if the new application addresses the ACCC’s concerns:

122. The ACCC notes that, while Council Solutions will have a role in the ongoing
contract management, day-to-day operational contract management would be
undertaken by each participating council. Any efficiency benefit would therefore be
based on broader contract management issues common to each council’s individual
contractual arrangement.

123. The ACCC accepts that the proposed conduct is likely to result in increased
information sharing and collaboration between participating councils and Council
Solutions, and that this in turn may enhance the Applicants’ ability to negotiate with
service providers during the life of their contracts.

124. However, compared to the future without, where each council would manage its
contract independently, in the future with the proposed conduct each council would
be likely to incur additional coordination and administration costs through the
establishment and implementation of the Contract Working Group, and the need to
coordinate responses to broader contract management issues with up to six parties (five
councils plus Council Solutions). The ACCC considers that this increased cost of
coordination is likely to offset any benefits gained through collaboration and
coordination.

125. In relation to the potential for improved efficiency through the joint delivery of
community education programs, the ACCC accepts that the proposed conduct would be
likely to allow the participating councils to improve efficiency in the development and
implementation of community education programs ... However, the ACCC notes that the
participating councils can and do undertake their own community education programs.
Therefore, while the ACCC accepts this public benefit, it considers that any efficiencies
that would be likely to be gained when compared to the future where each council
undertakes its own community engagement programs are likely to be small.

WRASA note that Council Solutions have attempted to streamline the contract management
component of their 2018 application by reducing the number of Council representatives.
However, by reducing their representation, creating only one service specification and not
allowing Councils to opt out of the service, each Council risks losing the ability to customise the
service required by their ratepayers. This is unlikely to result in a net public benefit.

Council Solutions have also defined the responsibilities of Council Solutions and the Councils in
an attempt to reduce the Contract Management complexity as follows:

Responsibility Owner Est.% of Time
1.Innovation, value adds & maximising Council Solutions

performance 5-10%
2.Compliance Council Solutions

3.Conformance Council Solutions




4.0perational Councils x 4 90 - 95%

However, they have failed to quantify their claim by providing any substantiation of the time
they assert they will save. Council Solutions have stated they will be responsible for items 1-3
above, however these items would only total approximately 5% of the total time invested in
contract management. They also fail to mention that these responsibilities are already
contained in the collection specifications and are generally listed as the responsibility of the
contractor. The remaining 95% of time expended on managing the operations of the contract 5
days a week, 52 weeks a year is retained by each 4 Councils. Again, little has changed from the
prior application leaving little benefit if any in relation to Contract Management.

WRASA agrees with the ACCC’s 2016 final determination that there could be small environmental
benefits from joint community education initiatives. However, we also note in paragraph 228
above, that the ACCC states that “councils and do undertake their own community education
programs” and wish to stress that Councils nationwide can and do already share educational
resources without the need for a joint collection tender. Furthermore, the most proven method
of reducing contamination is via collection drivers tagging contaminated bins. As this is achieved
on a house by house basis, it is not dependent upon a joint collection tender.

Public Benefit

As the Council Solutions 2018 proposal does not differ substantially from their 2016 application
or address the ACCC’s concerns in paragraph 124, we believe any small benefits achieved in
education will be offset by additional coordination, administration and Contract Management
costs. Therefore, on balance, we believe there is no public benefit.



Public Detriments
ACCC Final Determination December 2016

283, “The ACCC considers the proposed conduct is likely to result in some public detriment
constltuted by a lessening of competition through:
deterring or preventing some suppliers from participating in the tender process or
submitting competitive bids
* reducing competition for the supply of waste services to participating councils in the
longer term
* reducing competition for the supply of waste services to non-participating councils

ACCC Decision Rationale applied to the 2018 Proposed Conduct

In the ACCC’s final determination, 11 pages are dedicated to assessing and concluding that a
public detriment will result from the proposed conduct. In their 2018 application, Council
Solutions respond with 7 bullet points totalling less than 1 page.

Upon reviewing the ACCC’s December 2016 Final Determination, we believe the following key
points lead to the conclusion that 3 public detriments are likely to result from the proposed
conduct. The commentary below benchmarks the 2016 conclusions to the 2018 application to
assess if the new application addresses the ACCC’s concerns:

1. Deterring or preventing some suppliers from participating in the tender process or
submitting competitive bids

251. The ACCC notes that there is significant uncertainty about the extent to which the
arrangements would attract tenders from waste services providers that would not
otherwise participate in tenders to supply the participating councils in the likely future
without the proposed conduct. This, combined with the likelihood that some potential
tenderers will not participate in the RFP due to its increased scope and complexity and
the greater costs involved, leads the ACCC to conclude that there is a real chance that the
proposed conduct will lead to fewer participants in the tender process than would be the
case without the proposed conduct.

252. The ACCC considers that fewer participants in the tender process would reduce the
competitive tension between tenderers and therefore be likely to result in public
detriment.

255. Accordingly, the ACCC concludes that the proposed conduct is likely to result in some
public

detriment constituted by a lessening of competition by deterring or preventing some
suppliers from participating in the tender process or submitting competitive bids.

WRASA acknowledges that the 2018 application has reduced in scope to collections only.
However, this alone will not ensure all potential collection contractors will bid on the tender as
the increased capital requirements and bank guarantees required by a tender this large may be
beyond the means of smaller contractors who may normally bid for one Council at a time.
Additionally, due to the size of the tender, the risk profile is greatly increased, acting as a
deterrent for smaller contractors to tender.



2. Reducing competition for the supply of waste services to participating councils in the
longer term

271. While the participating councils have both financial and statutory obligations to provide
cost-effective waste services to ratepayers, the ACCC considers that the proposed conduct
has the potential to result in the awarding of a contract or contracts which substantially
reduce the overall number of suppliers of waste services to the participating councils.
This could occur within service streams where there are currently multiple providers or
across councils where there are, in some cases, different providers of services to different
participating councils.

272. The ACCC is of the view that, compared to the likely counterfactual, the proposed
conduct would be likely to:

* reduce the ability of existing providers to innovate and continually improve their
offers to supply waste services over time through successive and frequent
opportunities

* make entry into the supply of waste services in metropolitan Adelaide less likely by
making entry on an incremental basis more difficult.

273. The ACCC accepts that the RFP is intended to generate competition ‘for the market’ in
respect of the waste service requirements for the participating councils. However, the ACCC
is concerned that if the proposed conduct results in fewer waste service providers in
metropolitan Adelaide, competition for provision of these services to the participating
councils will be lessened in the longer term as existing suppliers are likely to be in a
stronger position to compete in subsequent tender processes.

274. Overall, the ACCC considers that there is a real chance that the proposed conduct will
result in fewer providers of waste services providers in metropolitan Adelaide and that
this is likely to constitute some public detriment in the form of reduced competition in the
longer term.

3. Reducing competition for the supply of waste services to non-participating councils

281. However, for the reasons set out at paragraphs 270 to 274, the ACCC considers that
the proposed conduct is likely to result in fewer waste service providers in
metropolitan Adelaide and is likely to advantage existing suppliers in future municipal
waste tender processes in Adelaide. The ACCC considers that this is likely reduce
competition for the provision of waste services to other councils in Adelaide that do not
participate in the Council Solutions arrangement.

282. Overall, the ACCC considers that there is a real chance that the proposed conduct will
result in some public detriment in the form of reduced competition in the supply of waste
services to councils in Adelaide that do not participate in the Council Solutions
arrangement.

WRASA acknowledges that the 2018 application has reduced in scope to collections only.
However, the awarding of 4 collection contracts, representing 180,000 properties, in one tender
will reduce the attractiveness of the Adelaide market to unsuccessful tenders and potential new
entrants, thus reducing competition in the long run.

It also appears that Council Solutions have amended the total market definition as they stated
the total Adelaide market contained 585,473 properties in their 2016 application (see paragraph
137), yet they are now claiming the total market has 686,236 properties (see Table 1). Based on
their earlier market definition Council Solutions represents 30.7% of the total market. As the
NAWMA group is contracted for 11 years and contractors cannot tender against East Waste in
those Councils, only 50% of the Adelaide market remains open to tender. This dramatic
reduction in available tenders makes the market unattractive to tenderers in the long term.

Furthermore, Council Solutions have sought to extend the application from 17 to 23 years, hence
reducing competition for a longer term.



In their 7 point response to the ACCC’s public detriment concerns, Councils Solutions state in 7c:
“If there was any loss in competition, the resultant detriments, such as increased prices or
lower quality of service, would impact on the Participating Council’s ratepayers and
communities. The Participating Councils, however, in assessing the Proposed Conduct, see the
benefits in collaboration and do not believe there will

be any detriments to service or competition.” In this statement, Council Solutions appear to
understand that their application may result in a loss of competition, increased prices or a low
quality service that would negatively impact ratepayers and the community. However, they
appear to discount these risks, potential costs to ratepayers and the long-term competition
concerns expressed by industry and the ACCC as they “do not believe there will be any
detriments” but fail to provide any evidence to support their “belief”.

Public Detriment

As Council Solutions 2018 proposal does not provide any evidence to counter the ACCC’s concerns
regarding the likely public detriments of reduced long-term competition in the Adelaide
market, other than an unfounded “belief” that there won’t be any detriments, we respectfully
ask the ACCC to deny the application.



Summary

lessening of competition

No acknowledgment or
response to the ACCC’s
public detriment
concerns

Claimed Public 2016 ACCC Final Addressed Council 2018 Public
Benefit Determination Solutions Proposal Benefit
Assessment
Transaction Cost 111. ACCC is not No substantive change No public
Savings persuaded there will be | from the 2016 benefit
a net public benefit application.
No claim substantiation
provided.
Improved 126. No public benefit is | No change from the 2016 | No public
Efficiencies likely in respect of application. benefit
through better contract No claim substantiation
Information management as provided.
Sharing and Cost increased costs of
Savings coordination are likely to
offset any efficiencies in
coordination
Facilitating 143. ... such benefits No change from the 2016 | No public
improved would be unlikely in this | application. benefit
efficiency in the case No claim substantiation
supply of waste provided.
collection services
Improved 229. no likely benefit in | No change from the 2016 | No public
environmental respect of waste application. benefit
outcomes collection and waste No claim substantiation
disposal provided.
Stimulation of 208. , the ACCC is not No substantive change No public
competition persuaded that the from the 2016 benefit
aggregation of volumes | application.
and contracts would be | No claim substantiation
likely to result in a provided.
public benefit No acknowledgment or
response to the ACCC’s
public detriment
concerns
Public Detriments | The ACCC considers the | No substantive change Public
proposed conduct is from the 2016 Detriment
likely to result in some application.
public detriment No claim substantiation
constituted by a provided.

Based on the above assessment, WRASA believes the new application does not vary substantively
to the original application, provides little to no substantiation to support their public benefit




claims and does not address the public benefit or public detriment concerns specified by the
ACCC in the 2016 Final Determination denying approval of the proposed conduct. Therefore,
after assessing each asserted public benefit claim and the potential public detriments in detail
we respectfully request the ACCC deny this application.



26 April 2018

WRASA SUBMISSION (PART B) IN RESPONSE TO COUNCIL SOLUTIONS
APPLICATION TO THE ACCC DATED MARCH 14, 2018

WRASA has reviewed the new 2018 Council Solutions application and provide the
comments below.

The following introductory points should be noted:

I.  Although Council Solutions engaged Wright Corporate Strategy (clause 4.2.1), no
evidence has been conveyed by Council Solutions from Wright in the Application
and a copy, or excerpts from the Wright report have not been included at all.

II. No reference is made to the findings from the 2016 ACCC Final Determination, nor
does the new Application recognise the issues raised by the ACCC.

lll. As was the case throughout Council Solution’s 2016 Application to the ACCC,
Council Solution’s new Application has provided a collection of unsubstantiated
statements with no further evidence provided. Many statements made in the new
Application were found by expert evidence and the ACCC determination to be false
in 2016 however they have been repeated in the new 2018 Application. These
statements are referred to throughout this submission.

Working through the new Application we provide the following comments:

Executive Summary

1. Page 1, Clause 1 -The proposed contract is now a single contract which binds all
Councils for a 3 bin collection system and supply, distribution and maintenance of bins.
This is being done in the absence of a tender specification or contract document
discussion and agreement process between the Councils and Council Solutions.

2. Page 1, Clause 1 - Council Solutions proposes to be the agent for procurement,
negotiation and contracting. They have provided no further detail about how they will
address their lack of waste industry knowledge and experience.

3. Page 1, Clause 1 - Council Solutions again make a set of claims for public benefit that
have already been exhaustively investigated during all of 2016 by many stakeholders, plus
the ACCC. In addition to WRASA’s submission Part B below, please also refer to the
WRASA’S submission Part A titled ‘Council Solutions 2018 Application benchmarked to the
2016 ACCC Final Determination’.

Parties to the Proposed Conduct

4. Page 4, Clause 3 - We note that the City of Tea Tree Gully Council has abandoned the
project

5. Page 4, Clause 3.1 - Council Solutions note $63.5 million of Council expenditure in total
for their procurement services for any Council service they have tendered. The
combined operating expenditures of the constituent Councils for just 12 months s
approximately 10 times that at $698 million or over $1 billion including capital



expenditure programs. Or even more if other Participating Councils were included. This
indicates that Council Solutions is an unproven part of the Councils’ procurement process
reinforced by the fact that since 2016 only 8 tenders have been advertised on Tenders SA
by Council Solutions on behalf of a variety of combinations of the Councils, continuing the
extremely low representation leading up to 2016. Tenders SA records show that 0 of the 8
tenders have been awarded suggesting that decision making is difficult and timeframes
and costs are extended. In addition we note that Council Solutions financial health
continues to deteriorate with their 2016/17 financial report showing a loss increase from
$6,000 in the previous year to $76,000. Their website shows no upcoming tenders whereas
their constituent councils individual websites show a combined 12 current tenders,
including a new Pest Control tender which Council Solutions are currently administering
and many tenders for which other Councils would have a need. The evidence suggests that
from the beginning of this process, Council Solutions has sought to secure a massive
combined waste contract as it provides them with an essential cash injection to prop up
what appears to be a floundering operation.

Item 1 - Council Solutions website shows zero upcoming or current tenders

UPCOMING TENDERS

UPCOMING TENDERS

Item 2 - Tenders SA website shows no current Council Solutions tenders

Find Tenders

Find tenders that match a specified criteria. When signed in, you can also configure saved searches and set up new ter
(Clicking detailed help will open a new browser window)

No results found! Click here to refine your search.
You searched for tenders with 'Open’ state issued by 'Council Solutions'

Search Criteria @

Keywords

Tender State % Open v

Tender Type Any v

Category Any v
Issued by Council Solutions v

6. Page 5, Clause 3.2 - We note that the number of rateable properties tabled by Council
Solutions fall within or close to the “sweet spot” for municipal collection contract size as
highlighted by Professors Dollery and Burgan in our 2016 submissions. No new evidence has
been provided that would suggest any net public benefit.



7. Page 6, Clause 3.2 map - A major issue with the previous Application was the wide
spread of the 5 Councils over 3 state government designated regions. The new Application
sees 4 Councils in 3 regions. This has resulted from the Council Solutions process of
inviting all or a majority of Adelaide metropolitan Councils to participate but because only
4 Councils have elected to participate, there is a wide geographical spread between the 4
Councils which undermines the capability of Council Solutions achieving waste collection
cost savings. We emphasise the fact that the model from other states where Councils
work within state government defined procurement regions (when it is determined to be
beneficial) is necessary to avoid unclustered Councils establishing inefficient and
disruptive groups that can cause long term negative impacts to its own ratepayers and also
neighbouring Council ratepayers. In Adelaide, in conjunction with the federal
government’s Regional Development Australia program, the state government has
established the four South Australian Government Regions for metropolitan Adelaide as
follows from the RDA website (www.rdametroadelaide.com.au/node/25):

The Adelaide Metropolitan region may be described as the region that includes the four South Australian Government
Regions which in tumn comprise the 17 respective local councils.

Eastern Adelaide Government Region

City of Prospect

Corporation of the Town of Walkerville
City of Norwood Payneham and St Peters
Campbelltown City Council

[Adelaide City Council |

City of Burnside

City of Unley

City of Tea Tree Gully

Western Adelaide Government Region

City of Port Adelaide Enfield
City {sCharles Sturt
City of West Torrens

Northern Adelaide Government Region

City of Playford
City of Salisbury

Southern Adelaide Government Region

City of Mitcham

[City of Marion |
City of Holdfast Bay

City of Onkaparinga

These are the clusters in which the Councils should be assessing collaborative procurement
(if deemed necessary by respective Councils), not Council Solutions type groups where
only 1 or 2 Councils are taken from each region.

8. Page 7, Clause 3.2 - Council Solutions submit that section 7 of the Local Government
Act states that each Council must provide services and facilities that benefit its area,
support programs that benefit its area and plan for the requirements of its area. No new
evidence has been provided by Council Solutions to suggest that the new Application will
now help each individual Participating Council ensure that it is ensuring its area and
ratepayers are prioritised over an uncertain and unclustered group tender, for which the


http://www.rdametroadelaide.com.au/node/25

only evidence submitted to date, and in the absence of tender specifications, suggests a
compromised result for ratepayers.

The Proposed Conduct

Description of the Proposed Conduct

9. Page 7, Clause 4.1 - The new Application now requires that the Participating Councils
commit to a joint contract. At this point, with no specification written (more advanced
Victorian collaborative procurement guidelines require a specification for ACCC approval),
and evidence presented thus far showing that Councils (and ratepayers) will be worse off
and ongoing contract management by an inexperienced Council Solutions team in a
dynamic industry with recycling in crisis, establishing a joint contract commitment with
little knowledge of the final product and ongoing challenges is extremely likely to deliver
net public detriment and negative distortions to the Adelaide markets, which pricing and
recycling evidence indicates is the most progressive and cost effective waste industry
market in Australia.

Context to the Proposed Conduct

10. Page 7, Clause 4.2.1 - Council Solutions state that the Wright Corporate Strategy
report advises significant benefits however no evidence is provided and they seem to
repeat benefits submitted by Council Solutions in 2016 which were considered by the ACCC
to be unproven or hopeful at best. These are unsubstantiated claims and no new evidence
has been provided that would suggest any net public benefit.

11. Page 7, Clause 4.2.1 - Council Solutions advise that this Application is for a joint
contract. With regards to the organics processing, recyclables processing, waste disposal
or processing and ancillary services (which arguably should be separated given different
equipment) which Council Solutions suggest will be the subject of future applications to
the ACCC, it is concerning that:

a. If permission is granted by the ACCC for the collection services then it would be

difficult for the ACCC to refuse permission for disposal, processing and ancillary
services.

b. A contractor successful in winning the Council Solutions proposed cartel collection
services contract would have a distinct advantage for the processing, disposal and
ancillary services contracts.

c. Best practice for collection contract tendering is for a Council to confirm the
disposal and processing locations prior to tendering for collection services. Changes to
disposal and processing locations during a collection contract often leads to higher
collection prices that are based on contracted ‘alternate facility rates’ that are
ultimately funded by the ratepayer. Importantly, under this highly likely scenario
where the successful tender’s base price will have to be adjusted via a standard
‘alternate facility transport rate’, the market will be not tested as to the full costs of
collection as Council Solutions will be obliged to apply the ‘alternate facility transport
rate’ of the successful tenderer only, which often results in higher costs to a Council,
as against costs obtained by a variety of tenderers based on them knowing where the
disposal and processing locations are.



d. We note that a “consultation” briefing in Oct, 2017 one of our members was
advised that all tenders (collection, processing, disposal, etc) would be released
around the same time. This would promote the scenario that attracted heavy criticism
in 2016 due to the variety of possible submission combinations and also provide an
opportunity for only a limited few out of the many current operators in Adelaide i.e.
large multinationals with the capital backing to submit alternate tenders for all
services, to the ultimate detriment to the public due to the loss of players in the
industry resulting in reduced competition in the medium to long-term.

With regards to Council Solutions proposal for processing and disposal, we stress that as
the federal and state governments already have established regional waste management
infrastructure programs in place, any major infrastructure planning and procurement that
is not aligned will have serious long-term consequences for the region, surrounding regions
and neighbouring Councils in particular.

12. Page 8, Clause 4.2.2 - Council Solutions proposed contract is based on all participating
Councils having a 3 bin system and they mention on several occasions the benefits of the
installation of RFID tags for information.

Any ability for Council Solutions to gain any savings in education programs (a typical
education program cost is $1 per household per year) is predicated on the participating
Councils having the same bin systems with the same lid colours. At present, they are
significantly different among all 4 Councils for the standard 3 garbage, recycling and
organics wheelie bins and totally different for multi unit dwellings and bulk bins.

As evidenced in our 2016 WRASA submissions the variations in current bin systems,
combined with the good quality of existing bins in the field and the recommendation to
install RFID tags creates a potential cost of $27.0 million (180,000 households x 3 bins x
approximately $45 per bin + delivery) that would likely be avoided under individual
Council contracts. To put this in perspective, the added cost of the largely unnecessary bin
expenditure would increase collection costs by 20-30%. By far the most economical
method is to replace residents’ bins when they NEED replacing.

It is clear that this problem will become apparent to Council Solutions immediately as they
draft any specification for the new contract as all Councils have differing bin colours as
summarised below.

Table 1 - Participating Council Bin lid colours and kitchen caddy systems

Waste Stream Port Adelaide | Charles Sturt Marion Adelaide City
Enfield
Garbage Blue Lid, 140 Blue Lid, 140 Red Lid, 140 Red Lid, 140
litre litre litre litre
Recycling Yellow Lid, Yellow Lid, Yellow Lid, Yellow Lid,
240 litre 240 litre 240 litre 240 litre
Organics Dark Green Lid, | Dark Green Lid, | Nature Green | Lime Green Lid,
240 litre + 240 litre, no Lid, 240 litre, 240 litre, no
kitchen caddy kitchen caddy no kitchen kitchen caddy
caddy




Due to the high unnecessary cost of replacing bins to establish a uniform 3 bin system for
their education activities, Council Solutions and certain Councils may agree to change lid
colours to that of other Councils. Lid retrofits in the field cost approximately $15 and a
decision would need to be made by the Councils as to who bore the cost, given, for the
garbage bins, for example, 2 (two) Councils would get new lids and 2 (two) wouldn’t.

There would still remain the issue of the RFID tags, which Council Solutions have argued
will add value to their service. If Council Solutions were to avoid the costs of new bins to
harmonise the bin system colours, a full field retrofit program would be required for
540,000 bins. The cost of adding a $2 RFID tag at point of bin manufacture is generally
free. The cost of the difficult retrofitting in the field is approximately $5 per bin ($2.5
million vs $0). We can advise from member experience that a retrofit never achieves 100%
of bins which significantly undermines data analysis efforts.

With regards to RFID tags, several Councils have elected to fit them but most still do not.
If installed they require accompanying truck readers, maintenance, computer hardware,
computer software and additional human resources depending on what the objective is
with the data generated. All Councils using RFID tags have either not used them or used
them for marginal projects of extremely low return, for example, identifying stolen bins,
which is laborious and may yield a saving of only a fraction of the RFID cost. As GIS
technology has advanced rapidly in recent years, progressive Councils are now using GIS
positioning data for reporting as this provides improved information at a lower cost.

In summary, RFID tags to date have proven to be unreliable and a very expensive
investment for little to no return.

Council Solutions have either not recognised the cost and difficulty in aligning the bin
systems of the 4 (four) Councils or chosen to brush over them, however, as stated in our
2016 submissions, Council Solutions proposal to align all 4 (four) bin systems will inevitably
result in additional costs funded by the ratepayer.

13. Page 89, Clause 4.2.3 - We note that Council Solutions have over stated the market
size by using the entire MSW market. They have included all MSW, including material taken
to landfills by Councils from street maintenance and construction operations, all Council
commercial waste and all material taken to landfills privately from renovations, etc.
instead of using only kerbside collected waste.

Proposed Tender Structure

14. Page 9, Clause 4.3.2 - Council Solutions note that evaluation criteria will be
established and communicated, which has been standard practice for many years. Council
Solutions listing of parties involved sounds reasonable however as articulated and proven
in 2016, having Council Solutions manage the tender process does not take work away
from assessment staff at each individual Council.

It is very unlikely that a Council tendering for a $50 million contract via Council Solutions
will only have one Council representative involved in the assessment and decision making
process. In fact, as the contract will still have the same value for the Council it will need
to be diligent and retain an evaluation team, rather than one Council representative.

As Council Solutions note, the staff on the evaluation team at each Council will still need
to submit their individual requirements for the tender specification, approve probity
plans, tender schedules, pricing combinations, evaluation criteria, and conditions of



contract. The result is that the workload for each Council to prepare and assess the
tenders will be the same as the current situation and each Council’s Probity Officer will
still be obliged to monitor and review the work of the respective Council staff.

Additionally, the Council Solutions proposal differs greatly to standard practice and the
Victorian procurement model where the tender specifications are completed prior to
confirming each Councils commitment to the project and prior to requesting the ACCC
approval. This provides Councils and subsequently the ACCC with detailed plans to allow
each party to make an informed decision regarding the impact of the services being
offered. Council Solutions note that a “Negotiation Plan” will be required which will (1)
increase an individual Council’s workloads surpassing an individual Council tender
submission and (2) reduce each Council’s ability to customise and refine their service
requirements.  As concluded in the 2016 final determination, this phase of joint
procurement increases coordination time, adds complexity and ultimately increases costs
to Councils and ratepayers

15. Page 10, Clause 4.3.2 - Council Solutions state they will award all 4 (four) collection
contracts to 1 (one) contractor. However, as if often the case, different Councils will see
advantages, in particular pricing and service, from different supplier tender submissions
and therefore some Councils will need to select a less preferable supplier to support the
combined Council Solutions contract.

16. Page 10, Clause 4.3.3 - WRASA wishes to stress the importance of the duties and
responsibilities listed in this clause for each Council and Council Solutions. Council
Solutions state that each Council will be responsible for the management of individual
ratepayer queries, bin requests and new services. However, our member knowledge of
waste collection contracts confirms there is an essential link between operational
management and contract management. Council Solutions will be responsible for KPIs,
data, contract options and pricing reviews, even though they have NO experience in waste
contracts. From our members we know that different Councils have different internal
reporting, KPls, systems and processes for data, pricing, contract compliance and day to
day political requirements involving waste services. Again, many changes will need to be
made to each Councils’ waste management processes and compromises made to align with
the service that Council Solutions will provide, which is yet to be specified. It is important
to note the emphasis that the control of the waste management contract will be largely
removed from each Council (“central contract management role” for Council Solutions
versus “retain some contract management responsibility” for each Council.) Council
Solutions lack of experience, track record on this project to date, poor financial strength,
baptism with a massive contract (possibly half a billion dollars with other services) and
geographical structure which sets the scene for major contract difficulties is a major
concern for WRASA members. These concerns were not addressed by Council Solutions in
2016 and they have not been addressed with this new Application.

17. Page 11, Clause 4.3.4 -Table 2 clearly highlights that each Council must still go through
every step of a standard tender process. In addition it makes no mention of the need to
negotiate and compromise with other Councils and Council Solutions.

Relevant Provisions of the Competitions and Consumer Act 2010



18. Page 11, Clause 4.4 - As industry has previously responded to a very similar Council
Solutions Application in 2016, resulting in the ACCC undertaking a thorough assessment of
the evidence supplied by industry, we believe this revised Application should be assessed
for ANY evidence that address the issues raised by the ACCC in their Final Determination
denying approval. No references have been made to the issues from the ACCC Final
Determination in 2016 and, like 2016, the new Application contains only unsubstantiated
claims, most of which are repeats of 2016 Council Solutions submissions. For all of the
reasons uncovered during 2016 by a number of parties and further reasons presented by
interested parties this year, it is clear that the proposed conduct will NOT provide any
public benefit and WILL substantially lessen competition through their cartel like conduct.

Rationale for the Proposed Conduct

19. Page 11, Clause 4.5.1 - As with the 2016 Application, Council Solutions have tried to
make the link between the state’s targets and their existence and objectives. On this:

a. Council Solutions have provided no detailed targets, objectives, plans or contract
specifications. Council Solutions state that the Councils have plans that align with the
state targets. Therefore, the Councils are already well positioned to address targets,
compared with Council Solutions, who have no waste management experience.

b. Investigation of the previous Application found that waste diversion percentages
were poorer for large contracts and Adelaide metro “sweet spot” Councils were
already producing nation leading results.

c. The truth is that the Councils have been performing well already, progressing with
new waste diversion initiatives throughout current and previous contracts. The
evidence suggests that the Councils have a better chance through “sweet spot” size,
flexibility and adaptability to meet targets than they would if they became a part of a
Council Solutions controlled contract.

d. The next major increase in diversion percentages will possibly be made through
taking garbage to a waste to energy facility. The 2016 ACCC process found that the
tonnes available from a Council Solutions tender were totally insufficient for a waste
to energy facility, which would require a state coordinated effort using established
regions for transport efficiency.

Term of Authorisation

20. Page 12, Clause 4.6 - The contract term has been revised from Council Solution’s
original term of approximately 14 years to 2 x 10 year terms over a 23 year period. Given
the estimated useful life of collection vehicles is 8-10 years, there are no economies of
scale to be achieved by having a collection contract term longer than 8-10 years. A
contract term in excess of 8-10 years only serves to add uncertainty and risk and therefore
cost to the Ratepayers. Other elements of this contract term issue are ignored, such as
when will processing and disposal contracts start and finish, which contracts will be
shorter or longer than 2 x 10 years (lower or higher prices) and will all tenderers be able
to participate. Another issue overlooked by Council Solutions in their proposed conduct, is
the lead time required to set up a contract of this size. This collection contract will
require an estimated 72 trucks, which would require a build time greater than the time
period allowed in this proposal, leaving Councils with a ‘limbo’ period between current
contracts expiring and trucks being available in the new service. Furthermore, tendering



risk increase proportionally with longer tender leader times as contractors have to
estimate pricing further into the future. The impact of a greater risk profile is higher
pricing.

Under the proposed conduct of 2 x 10 year terms, the same lead times will be required for
the second tender period. If other Council Solutions constituent Councils participate in
second tender, the lead time will need to be extended, further increasing the risk profile
for tenderers and potentially prices for ratepayers. This is an example of diseconomies of
scale that exist in larger contracts, as confirmed by Professor Brian Dollery’s review of
the impacts of Council mergers in Qld:

However, due to the effects of these forced amalgamations nearly a quarter of all
councils (13 councils) were now found to exhibit diseconomies of scale. The
proportion of Queensland residents represented by local governments operating in
the diseconomies of scale segment of the cost curve in 2009/10 had thus
increased to 84%.

However, in the disaggregated analysis performed by Drew, Kortt and Dollery (2016)
economies of scale were only observed for expenditure on parks and gardens,
which constitute around 5% of ongoing Queensland council expenditure. On the other
hand, no scale economies were observed for either road or domestic waste
collection and removal expenditure. (See attached report p 11).

Documents to be Submitted to the Board

21. Page 13, Clause 4.7 - Council Solutions proposal states here that ‘Relevant papers have
been provided to the ACCC at Annexure 1.... As a minimum, Council Solutions should
provide excerpts from the ‘Relevant papers’ to industry to substantiate the unsupported
claims and respond to the concerns raised in the ACCC Final Determination in 2016.

Market Information and Concentration

Market Definition

22. Page 13, Clause 5.1 - Council Solutions note that the Councils are legally obliged to
make decisions that benefit their ratepayers. It is therefore imperative that Council
Solutions provide substantiation to support their claims of Net Public Benefits and more
importantly provide evidence responding to the Net Public Detriment concerns raised in
the ACCC’s Final Determination. This will ensure that Council Solutions and neighbouring
Councils ratepayers are not disadvantaged by the proposed conduct.

Relevant Industry

23. Page 13, Clause 5.2 - Council Solutions note they will appoint processors and disposal
locations later. Another reason the preferred practice is to decide on processing and
disposal locations before progressing to collection tenders is that different disposal
locations have varying material, contamination and compaction requirements at differing
locations, all of which have a direct and considerable impact on collection tender pricing.
Again, this ‘reversed tender’ process increases the risk profile to collection tenderers
potentially resulting in higher tendered pricing.

Market Share



24. Page 14 & 15, Clause 5.3. - WRASA agrees with most of the figures that Council
Solutions has tabled in this clause, however note the following:

a. As the City of Onkaparinga perform their own garbage collection service and
outsource their fortnightly recycling and 4 weekly organics services to approximately
70,000 households, or 11% of all GAR Councils, an estimated 6-7% of the work is
unavailable.

b. We believe the categorisation of Councils is misleading. If the Council Solutions
application is approved and awarded to one contractor as intended, approximately
75% of the Councils will be unavailable to tender for 8-10yrs, due to NAWMA having
just started a new contract. It is clear in the event Council Solutions application is
approved by the ACCC, this will result in a lack of tendering opportunities during the
next decade which will lessen competition. Less than 25% of the market will be
available over the next decade.

A realistic view of tender opportunities was shown in 2016 and we believe the following
table provides a more accurate assessment of the available market after the proposed
conduct. Critically, Council Solutions numbers are misleading due to inclusion of non metro
Councils, mistaken categorisation of Councils and advantageous inclusion of Onkaparinga
garbage as open to tender which it is not as it is operated by Council in-house. The
following table shows the correct Adelaide metro councils, current service numbers and
their tender status.

From this it is clear that following a Council Solutions tender, only 24% of the market will
be open to tender before NAWMA becomes available again in 8-10 years.

|Counci| Region Subtotal % |
Tea Tree Gully Available 42000

West Torrens Available 28600

Unley Available 19400

Holdfast bay Available 19300

Onkaparinga Recycling & Organics ~ Available 37000 146300 24.36%
Onkaparinga Garbage In house 37000 37000 6.16%
Port Adelaide Enfield Council Solutions 61000

Charles Sturt Council Solutions 55200

Adelaide City Council Solutions 22500

Marion Council Solutions 415007 180200 30.01%
Burnside East Waste 22000

Adelaide Hills East Waste 20000

Campbelltown East Waste 25200

Norwood, payneham and St Peters  East Waste 18200

Walkerville East Waste 3500

Prospect East Waste 8600

Mitcham East Waste 32500" 130000 21.65%
Gawler NAWMA 10500

Playford NAWMA 37500

Salisbury NAWMA 50000 107000 17.82%

|Tota| 600500 600500 100%




Competitive Constraints

25. Page 16, Clause 5.4.1 - Council Solutions have raised the concept of competitors and
noted that the other Councils are competitors for the acquisition of waste services. They
have incorrectly identified their market position. Simply put, the very few larger
organisations that would be capable of tendering for the proposed Council Solutions
contract would be willing to perform all Adelaide Councils, although perhaps not all at
once. For that reason, other Councils are NOT competitors. If Council Solutions awards a
contract, that tenderer is able to win other contracts.

In fact, Council Solutions is the entity seeking approval and they have NO competitors.
From the start of the process to the end of the contract they have no other entities that
are able to compete to manage the work, due to the entity being established by the
Councils, and then, with internal management, having a drive of its own to financially
succeed.

With regards to waste companies being competitors for the work available, this is more
applicable given that the ACCC is trying to determine whether there will be a lessening of
competition in the market.

As was proven with factual statistics and other local market information in 2016, larger
municipal contracts:

a. Favour a smaller number of larger suppliers (for example, Brisbane City Council
where only 2 companies (both large multinationals) submitted tenders)

b. Attract fewer tenderers

c. Establish a foundation for the successful tenderer to dominate surrounding areas in
other services

Council Solutions’ comments in Clause 5.4.2 are also off track. WRASA addressed the
likelihood of new competitors in 2016 by finding that the organisations Council Solutions
say they will attract from other states already have offices in Adelaide and have already
tendered for waste services. In any case, the reality is that the South Australian market is
the most competitive, in particular for waste collection delivering the cheapest bin
collection rates in Australia. Given the wide geographical spread and long distances
between the participating Council Solutions Councils, collection costs will only increase
not decrease given the inefficiencies of additional travel distances, traffic issues and
potential for more accidents. New competition is unlikely to provide a cheaper option that
is sustainable and provides as high quality service as is being provided by Australia’s major
waste companies already present in Adelaide.

Furthermore, the statement, “There is unlikely to be any entry of new competitors to the
Participating Councils in the procurement of Waste Collection Services unless any
member of East Waste or FRWA decided to procure Waste Collection Services outside
of its applicable Regional Subsidiary” highlights the point that collaborative tenders or
Council groupings closed to open tender reduce completion. In this one statement,
Council Solutions confirm the competition concerns expressed by industry and the
ACCC’s Final Determination. If these two smaller Council groupings have reduced



competition, then impact of Councils Solutions proposed conduct will create a far larger
public detriment. WRASA believes this Application should therefore be denied.

26. Page 16, Clause 5.4.3 - There are many erroneous statements in this clause including:

“Potential suppliers have significant bargaining power and are able to exert strong
influence,” but actually Adelaide has the country’s lowest collection prices and is
incredibly competitive.

“Ongoing contract management are critical, expensive and time consuming
responsibilities for the councils,” with the implication it will be cheaper under
Council Solutions with no waste experience, another tier of decision making and
more parties to agree on each decision, plus the additional cost of Council
Solutions services.

“Should a council wish to exit a contract (suggesting poor procurement or
management)  the potential interruption to service and cost and effort for the
Council can be prohibitive.” We are certain it would be much worse if the Council
wrests control of the contract with Council Solutions due to the added
bureaucracy, and the vested interest that Council Solutions has in continuing the
contract income. In the case that the service provided to one Council breaches the
contract, would the other Councils also have to break the contract or would the
one Council need to retain poor service provision?

“Potential suppliers also have access to a significant pipeline of council
opportunities.” This issue was dealt with in detail in 2016 and with the exception
of Tea Tree Gully, nothing has changed and Council Solutions have provided no
evidence to support their subjective comment. If the Council Solutions contract
was awarded, only 25% (maximum) of the local market would be available for
tender over the next 8 to 10 years and an additional 30% of the market (being
Council Solution’s) would be tied up for 20 years.

“The majority of potential suppliers for the provision of a 3 bin system is only one
element with many providing multiple other services.” This is actually true for only
a small percentage of suppliers and we have seen companies that lose several
contracts sub contract their services, sell infrastructure or leave the area entirely.

To summarise, focusing on the concept of bargaining power, given the proven fact that
Adelaide has some of the lowest kerbside collection rates in the country, at the same time
as receiving high quality 3 bins systems and achieving high diversion rates, it is clear that
the bargaining power is balanced. The Council Solutions proposal would skew that power
through lessening competition and establishing a contract that does not benefit the public
residing in each individual Council and create forces which have proven elsewhere to
generate higher prices, poorer service quality and lower landfill diversion rates. We note
also that Council Solutions will need to seek revised pricing from the winning tenderer
once the undefined disposal points are finalised. This puts the Councils and Council
Solutions in a poor negotiating position and will totally undermine the tender process as
only the successful collection tenderer will have the opportunity to revise its collection
prices.

Public Benefit



27. Page 17, Clause 6 - WRASA and our members find the public benefit claims summarised
in this clause totally misleading. Council Solutions continue to make statements that
ignore the investigations by all interested parties during 2016 as well as the
comprehensive ACCC Final Determination. Their statements are simply repeats of their
2016 claims and remain unsubstantiated.

a. How can Council Solutions assert tender process efficiencies will occur when it was
determined by the ACCC from 2016 that the extra level of bureaucracy and the added
requirement for individual Councils to negotiate and compromise with other
participating Councils will create complexity and increased workloads for Councils.
Even with the services separated, they have created a tender structure which
individual Councils could have performed more efficiently.

b. We recognise that the ACCC determined that there may be some education related
environmental benefits realised from the process, but Council Solutions fail to
acknowledge the ACCC’s conclusion that there would be “no likely benefit in respect
of waste collection” (See Final Determination 229). Furthermore, we reaffirm our
position from investigation of other large contracts that their landfill diversion is
generally poorer and their price higher, which means more resources and more
emissions. Lower productivity per truck hour comes from the broad geographical
spread of the participating Council Solutions Councils, more difficult driver
management and overall contract supervision.

c. How can Council Solutions assert lower costs via purchasing power, increased
competition and improved service efficiencies when all of the evidence provided from
2016 proved the opposite, for example, Brisbane City Council prices reportedly being
approximately 15% greater than rates for average Adelaide rates and Adelaide
households being provided with better services, such as mandatory 3 bin system with
food waste diversion and achieving much higher landfill diversion rates. All this with
an average of one tenth of the households of Brisbane City.

Again, although the ACCC has likely identified this, we reaffirm that Council Solutions
have made statements that are absolutely untrue and unsupported by any evidence.

Public Benefits That Will Occur
Tender Process Cost Savings and Efficiencies

28. Page 17, Clause 6.1.1 - Council Solutions state they will reduce administration costs
without providing any real evidence to support their assertion. As concluded by the ACCC
in the 2016 Final Determination, we believe costs will increase due to the increased
complexity as each council will need to sign off on every stage of the tender and each
aspect of contract management during the term, and negotiate between each Council
while being lead by an entity with no waste management experience. The Jeff Tate report
referred to by Council Solutions states 70% of costs are through contracted services. This
does not mean the costs are currently inflated. It just means that contractors are
performing most of the work. Councils often retain services such as landfill or transfer
station operation (SRWRA), garbage collection (Onkaparinga), street litter bins or
community education (Holdfast Bay). History shows that individual Councils do not shed
staff or reduce administration costs when they participate in a joint tender process.
Administration is simply duplicated and the individual Council staff spend time managing



the joint tender administration. In short, another layer of bureaucracy is added to the
detriment of Ratepayers.

29. Page 17, Clause 6.1.1 - Council Solutions have referred to the Jeff Tate report of
August, 2014; Transitioning the roles of Local Government in Waste management. Whilst
Council Solutions have extracted a single phrase, we believe the overall intent of the
report to be important; that being that where a collaborative approach is required, that it
be undertaken on a geographical region basis. Council Solutions use the increases in waste
costs to justify its application however Jeff Tate’s report notes that the cost increases are
total waste expenditure, including the increases in the state levy, additional services such
as separate organics bins, higher landfill compliance costs and a devalued recycling
market. The actual cost of collection, the subject of this Application, has arguably
decreased over the past decade. The report actually suggests that the LGA, which
represents all Councils in the state, should lead waste management issues rather than a
geographically splintered regional subsidiary taking that role.

30. Page 17, Clause 6.1.1 - Council Solutions have again argued that waste contractors
workload increases significantly when submitting individual tenders. We reaffirm that our
members would prefer to prepare, cost and submit individual tenders as (1) the risk (and
therefore the cost to Ratepayers) of contracting separately for appropriately sized
contracts is much lower and (2) the work involved in assessing each area’s streets,
topography and disposal locations still needs to be completed with only perhaps the basic
insurance/company/quality type schedules work being reduced, which is literally only a
few hours work. In total, a joint tender process only saves approximately 5% of tender
preparation time, as approximately 95% of the time invested is on operational scouting,
costings and pricing.

Council Solutions highlight that individual Councils would ordinarily have their own service
specification, conditions of contract, evaluation criteria and customisations. These are
lost to the Council Solutions lowest common denominator specification.

To summarise, as the ACCC’s Final Determination concluded from the evidence provided in
2016, the extra time and financial costs are far outweighed by the time and financial costs
of coordinating the collaboration. The application process thus far being just one example
of that.

31. Page 18, first dot point - Regarding alignment, Council Solutions submit that there is
no consistency or standardisation when Councils tender separately. WRASA are sure that
consistency or standardisation with other Councils that are tasked with looking after THEIR
OWN ratepayers should not be a priority and instead each Council should specify exactly
the service it requires after consultation with its ratepayers, who may live in the city or by
the beach, or in a high rise or on a house block. In any case, the Councils around Adelaide
are already using the model contract to establish basic contract requirements and
customising as required for their own tenders. Council Solutions comments on tender
documents are misguided which is demonstrated by the absence of their own specification
documents which should have been prepared by now.

32. Page 18 & 19, Page 34 & 35 - On a similar point, Council Solutions have stated that
there will be a clear and significant reduction of unnecessary duplication of work for all
parties from the Proposed Conduct without providing any evidence or acknowledging the
complexity concerns raised in the 2016 Final Determination. We make the following
points:



a. all of the documents and schedules Council Solutions list to make the workload look
substantial already exist for waste contracts at each Council (many use the previous
contract that has been refined for the next contract) and already exist in the model
contract. By Council Solutions making a new lowest common denominator
specification, the Councils will have more work to verify that it suits THEIR OWN
Council and ratepayer needs. This is another example of the change to Council
Solutions creating more work for Councils and increasing the risk of a vague
specification which often occurs when previous contract documents are not used as a
base for the new contract.

b. As mentioned previously each of the documents will still need to be reviewed by
each individual Council and the responsibility for making decisions for each Council as
part of any Council Solutions process WILL NOT be left with one officer. The single
Council representative at a Council Solutions lead meeting will still have to brief and
discuss with internal staff at each Council. Correspondence and meeting time will
increase, not decrease.

c. The first paragraph of this dot point (Reduction of replication of resources and
work) lists the Council staff resources used in a tender. These resources will still be
used, perhaps with the exception of the probity officer. However Council Solutions
seem to be remiss in not mentioning that they will charge an administration fee for
their involvement as an extra level of bureaucracy, which is believed to be around 1%,
or approximately $5 million for the group of services to be tendered. Although this
covers ongoing work also, Council Solutions involvement in the contracts is
undoubtedly more expensive that Council’s doing the work in house. $5 million would
pay for 1-2 people at each Council to manage the contracts over the 10 years. This
happens at present with these staff normally also managing Council waste duties,
whether that be education, EPA liaison, internal briefing and reporting, strategic
planning for the council, etc. The Council Solutions proposal does not state that these
internal Council resources will now be removed, hence increasing wage costs overall.
In practice they cannot be, as they will still be required to check Council Solutions
correspondence, decisions and importantly, performance for their own Council.

33. Page 19, final dot point - regarding ‘Reduced tender process administration costs’,
Council Solutions have again listed steps in the process. Aside form being miniscule
compared with the cost of the contract, all of these steps will need to involve officers
from each Council. The ACCC Final Determination concluded this would be the case and
Council Solutions have provided no further evidence that this 2018 Application would be
any different. To say there is a clear benefit is misleading and unsubstantiated.

34. Page 20 - WRASA agree that the relatively small cost of probity and legal advice could
be shared amongst the Councils.

35. Page 20 & 21 - Regarding contract management, we apologise for making the same
points repeatedly but this is another case of Council Solutions providing no evidence to
support what has already been found in 2016 to be ill-informed and unsubstantiated.
Council Solutions tables that it will take over maximising performance, compliance and
conformance, but their team, including their new CEO has no waste management
experience.



Environmental Benefits

36. Page 22, Clause 6.1.2 - The ACCC’s Final Determination concluded that there would
perhaps be some environmental benefits from the Council Solutions proposed conduct for
education, but not for collection. We note that:

a. By Council Solutions referring to the state has targets does not mean they will help
to achieve them. In fact evidence from around Australia suggests that larger contracts
are less effective at diverting waste from landfill due to their inflexibility over a long
contract term and driver anonymity above “sweet spot” size which makes kerbside bin
checking and tagging more difficult to effect.

b. Council Solutions hopes to gain efficiencies from a joint education program. It may
gain some printing cost savings but there remains the fundamental problem of all of
the participating Councils having different bin colours. These are perhaps the major
part of education in each community as the primary identifier of bin type and waste
stream.

~ i
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Even if the bins were the same, there is no evidence that the Council Solutions team,
with no waste education experience, can perform better than Council staff with
experience and operational knowledge and established education outsourcing in a
field where the proven best way to reduce waste to landfill is by rejecting and tagging
bins at the time of collection, by far.

37. Page 24 - Regarding contributing to state government targets, WRASA members find it
arrogant and misguided that Council Solutions suggests that with no waste experience and
without providing any plans or evidence, that they will achieve targets that the industry
and Councils have been unable to achieve. This also ignores the evidence that South
Australia has nation leading waste diversion results that are the result of decades of
collaboration between contractors and Councils. There has been no evidence provided
that they will be able to do that.

Public Benefits That Are Likely to Occur
Lower Costs through Improved Purchasing Power

38. Page 25, Clause 6.2.1 - Again, Council Solutions state that standardisation and
aggregation drives lower costs and optimises value for money. All evidence from 2016
proved the opposite was true with a sweet spot being 20,000 to 50,000 households and



diseconomies of scale confirmed in larger Councils. Council Solutions are proposing
180,000 households, which the ACCC concluded in the 2016 Final Determination is likely to
be highly undesirable to suppliers, not attract significant competition and provide worse
results for individual Councils and their ratepayers, as well as neighbouring Councils in the
Adelaide metropolitan area.

39. Page 25, Clause 6.2.1 - Council Solutions note the savings quoted by Georges River
Council and Rockdale City Council. We can confirm that prices for recycling has decreased
to such an extent that massive savings were experienced over the past decade relative to
the decade before. Our members report having contract rates that were halved due to
changes in the recycling market over the past 2 contract periods. We repeat, larger
contracts beyond the sweet spot do not deliver cheaper rates than would be available
within the sweet spot for any given contract. In fact, when comparing like for like, they
become more expensive.

40. Pge 25, Clause 6.2.1 - Council Solutions talk about a “new platform” to “unlock
additional service improvements” and establishing a “new benchmark” to “lift the service
across all Councils.” As was the case in 2016, Council Solutions continue to make
unsubstantiated statements that the evidence proves are misleading.

* “New platform” - which will potentially result in a compromise between
participating Councils to find the lowest common denominator service for
residents

*  “Unlock additional service improvements” - 2016 proved that innovation rose
from smaller contracts where the risk of failure was less likely and less expensive

*  “New benchmark” - large contracts struggle to keep pace with more agile smaller
sweet spot contracts and are not known for new benchmarks

*  “Lift service across all Councils” - a bold statement in a state where value for
money is nation leading due to appropriately sized contracts and flexible, agile
working relationships between Councils and contractors. The opposite will more
likely occur if Council Solutions Application is approved.

Increased Competition

41. Page 26, Clause 6.2.2 - It is unproven and unlikely this tender will attract “all
potential suppliers capable of providing Waste Collection Services” as it is a high risk
contract capable of forcing many waste companies into bankruptcy if they price it
incorrectly. Council Solutions note that 1 supplier holds a 68% market share. This is
incorrect. Referring back to the table in No. 25, that supplier actually holds only 44%, with
just over half of that to be tendered under a Council Solutions scenario. We note that the
Council Solutions chart 2 is incorrect and misleading. It includes several non metropolitan
contracts and in-house work not performed by a private contractor.

42. Page 26, Clause 6.2.2 - Council Solutions state again that participating Councils will
receive the “maximum number of tenders.” As was conveyed in 2016, recent Adelaide
metro tenders saw more tenderers for sweet spot Councils like Unley. NAWMA’s tender on
the other hand (which comprised 107,000 households) only attracted 2 tenderers.



In relation to Council Solutions consultation, we confirm that our members attended a
brief advisory session by Council Solutions of their updated approach. A promised industry
briefing session did not eventuate and feedback was not sought.

43. Page 27, Clause 6.2.2 - Council Solutions note that there will be stimulation of
competition and public benefits. The 2016 Application investigation confirmed that all
national waste suppliers capable of tendering were already active in Adelaide and Council
Solutions tender would not provide a more attractive tender opportunity than a “sweet
spot” Council on its own. Stating that the public benefits will occur without proving any
substantiation clearly conflicts with the ACCC Final Determination.

Improved Service Efficiency

44, Page 27, Clause 6.2.3 - Council Solutions have again ignored the findings from 2016. It
was clearly articulated by submissions and the ACCC’s Final Determination that vehicles
are restricted to individual Council areas because mixed loads cannot be taken to disposal
sites for unloading and as Council specific truck loads are required for correct invoicing,
especially for the waste levy. This means trucks must deliver to respective disposal sites
before collecting any material from another Council. Given all Councils will have a number
of trucks in their area, it is unlikely a truck from a neighbouring Council would be used to
collect a missed bin, especially as it will mean waste from two (2) Councils will be mixed
creating invoicing difficulties. Current contractors share unbranded spare trucks between
contracts so no savings will result by formalising that sharing arrangement under a Council
Solutions scenario. We repeat, trucks will not be free to roam amongst all Councils
(ignoring the geographic separation issue that would logistically preclude it) due to
invoicing requirements for disposal and individual Councils will not want KPI reporting that
is a mix of all Councils.

45, Page 28, Clause 6.2.3 - Council Solutions proposed conduct will not deliver safer
vehicles. No examples of new safety technology have been provided in the proposal.

46. Page 28, Clause 6.2.3 - Council Solutions proposed conduct will not produce “smarter”
trucks. Low emission technology and RFID tag readers have been included in contracts as
low as 10,000 households by our members. No savings can be realised for implementation
of this service as it will require either a lid retrofit, a new bin rollout or an expensive RFID
tag retrofit, which Council Solutions have failed to recognise or mention. A cost estimated
up to $27 million would be required to provide the “greater monitoring” Council Solutions
state they will achieve. Our members’ experience is that RFID technology is as yet
unproven and is not realising returns on Council investments and progressive Councils are
using GIS data in place of RFID technology as it provides greater detail at a lower cost.
Again, the larger the contract, the more complex this “greater monitoring” becomes.
Sweet spot Councils have managed a simple monitoring structure which is compatible with
operations and customer service departments managing the contract.

Public Detriment

47. Page 28, Clause 7 - Council Solutions summarise their Application by suggesting “there
will be negligible to no public detriment” despite failing to address the three (3) Public
Detriment concerns expressly raised in the ACCC’s 2016 Final Determination or by
providing evidence to counter the following concerns:



1. Deterring or preventing some potential suppliers from tendering or from
submitting competitive bids.

2. Reducing competition for the supply of waste services to participating Councils in
the longer term.

3. Reducing competition for the supply of waste services to non-participating
Councils. Although separating the collection tender is positive on the face of it,
Council Solutions advise it will still tender for all Councils and subsequently all
disposal and processing services which only spreads the prior Application over a
longer period of time. The single joint contract, whilst providing partial reduction
in the number of combinations of tender pricing it must assess, also creates a
single contract which all Councils must agree to up front and on an ongoing basis.
No customisation is available without significant negotiation and/or compromise.

Conclusion

As the Application does not provide any evidence to substantiate their net public benefit
assertions and fails to address the concerns raised in the ACCC’s Final Determination, we
respectfully request the ACCC deny this Application.



David Jones

General Manager Adjudication

Merger and Authorisation Review Division
Australian Competition and Consumer Commission
GPO Box 3131

Canberra ACT 2601

23rd April 2018

Application for Authorisation of a Collaborative Waste Collection Services Tender Process
Dear Dr Chadwick,

| write in response to the new and revised application by “Council Solutions” (CS) 14 March
2018 (the “new” application) on behalf of the Corporation of the City of Adelaide, the Cities of
Charles Sturt, Marion and Port Adelaide Enfield (the Participating Councils).

The Application is to conduct a collaborative competitive tender process for Waste Collection
Services for waste, recycling and organics collection plus bin maintenance.

has been engaged by a current waste collection contractor in Adelaide, to provide
independent comment on the above application.

maintains that this conduct will result in a lessening of competition for the same reasons
as were determined by the ACCC for the previous application (30" Nov 2015; the “previous”
application).

The previous Application

In its Determination of 20™" Dec 2016, the ACCC stated “The ACCC must not grant authorisation
unless it is satisfied that the benefit to the public from the proposed conduct would outweigh
the detriment to the public constituted by any lessening of competition.”

It determined that the proposed conduct (contained in the previous 30 Nov 2015 application) is
likely to result in some public detriment constituted by lessening of competition through:

1. Deterring or preventing some potential suppliers from tendering, or from submitting
competitive bids;



2. Reducing competition for the supply of waste services to participating councils in the
longer term;

3. Reducing competition for the supply of waste services to non-participating councils.
The new (14 March application) for Waste Collection Services fails these same tests.
Improved efficiency of service delivery

The only unique public benefit articulated by Council Solutions is an “improved efficiency in
supply of services” or an economy of scale benefit. However, that notional benefit was found to
be illusive in the previous ACCC decision for the following, continuing and applicable reasons:

e The transaction cost savings for participating councils are likely to be significantly offset
by the additional costs required to coordinate internally within the group of councils;

e The larger the number councils and service streams (in this case collection of organics,
recycling, waste and servicing of bins) in a collective procurement arrangement and the
greater the complexity of the tender process, the greater the need for coordination
within the bargaining group and the higher the coordination costs;

e Each participating council will retain primary responsibility for the negotiation of
contracts with preferred supplier and the day to day operational contract management.

These reasons remain the same and directly applicable.

The new application seeks approval for a combined 3 bin collection service, from 180,012
Services Entitled Premises. (Down slightly due to the withdrawal of Tea Tree Gully from the
tender process).

In its Determination, the ACCC noted that WRASA’s submission that the optimal size of a
municipal collection contract is between 20-50,000 households. All of the Councils have over
20,000 service entitled premises (City of Adelaide has 22,435 households in this application and
10,917 in the previous application).

The ACCC recognised the potential for aggregation to result in improved efficiencies, “such
benefits would be unlikely for the group of councils and services concerned. This is particularly
so given the geographic spread of the councils, the small degree of shared boundaries and the
evidence presented as the optimal size for efficient waste collection services.”

None of these factors has changed between the first application and this current one. The new
application seeks approval for 180,012 services which well exceeds the optimal size.

Sequential Applications

Council Solutions also advises it will lodge separate applications for Processing Service Streams
and Ancillary Service Streams and states each “constitute separate conduct” (and authorisation
from the ACCC.)
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That is disputed. A series of separate applications with no additional controls, fails for the same
reasons.

Further, the new application should fail for the additional reason that it avoids full and
transparent consideration of the three elements collection, processing and ancillary, together
and how that might affect competition.

The ACCC is left to contemplate now, how a decision to appoint a single collection provider now
for 180,000 households, might affect competition in the future for processing and ancillary
services.

It is not clear, nor has it been documented by CS, how the appointment of a single waste
contractor collecting as a monopoly from 180,012 households now, will not be advantaged in
subsequent tenders for subsequent services.

This means it is not possible to determine the full extent of the potential for the lessening of
competition.

A prohibition on the collector being a processor or a provider of ancillary services would be one
option. The breaking up of the collection services into multiple contracts would be another.

Simply separating the three elements into 3 different applications does not lessen the
likelihood of a diminution of competition. What is clear is that a monopoly collector for 180,000
plus households, is more than likely to be advantaged in subsequent tenders, unless
mechanisms are actively put in place to encourage additional tenderers and competition.

Such incumbency and scale advantages (regarding future tenders for processing and other
collection and ancillary services) will include:

e Knowledge of Council priorities and strategic intent

¢ Knowledge of densities and weights of bins

e Knowledge of collection areas and household patterns

e Access to detailed auditing data on waste types, characterization and organic content
e Bin and truck productivity

e Intimate knowledge of education success and failure

e Truck operating costs and maintenance

e Operation of depots

e Waste calorific values.

These are significant competitive advantages which while they exist in relation to each Council
now, are exaggerated by the scale of the combined tender.
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Information sharing

The ACCC dismissed the view that there would be efficiencies through information sharing and
coordination because the costs of coordination of the group is likely to offset any expected
efficiencies. This remains true for the revised application.

Shared education services

The ACCC found a small public benefit in respect of efficiency in the delivery of community
education programs. acknowledges the benefits of uniform education programs.
However, these benefits could equally be achieved by coordination of regional education
programs.

Deterring or preventing some suppliers from participating

Whilst acknowledges that this application is simpler than the past it still involves 3 bin
services and bin maintenance, to 180,000 households.

Many small waste collectors are unable to provide services to a 180,000 household contract. As
stated in multiple submissions to the ACCC in relation to the first application, 180,000
households constitutes one of the largest tenders in Australia. That represents over 400,000
residents.

The ACCC Determination found for the first application “with the likelihood that some potential
tenderers will not participate in the RFP dues to its increased scope and complexity and the
greater costs involved, leads the ACCC to conclude that there is a real chance that the proposed
conduct will lead to fewer participants in the tender process than would be the case without the
proposed conduct”.

The scale of the collection tender remains virtually the same, (180,012 in the current
application versus 258,087 households in the second). The difference is not significant, whilst
the number of collection systems (3 bins) remains the same. This will highly discriminate
against small service providers and significantly reduce competition. The only applicable
remedy is to reduce the number of participating households or Councils.

The ACCC found previously that “fewer participants in the tender process would reduce the
competitive tension between tenderers and therefore be likely to result in public detriment”.

Long term reduction in competition

The ACCC recognized that concentration of bin collection (and other processing) may reduce
the number of parties supplying waste services to the participating councils including the
possibility of a single tenderer being appointed to supply all services.

The ACCC found that “there is a real chance that the proposed conduct will result in fewer
providers of waste services in metropolitan Adelaide and that this is likely to constitute some
public detriment in the form of reduced competition in the longer term.”
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contends that this is no less so for the current application, which will result in 26% of the
City’s domestic services being concentrated in one supplier. Nothing has changed in this respect
between applications.

Further the ACCC found that the concentration of services into one provider would reduce
“competition for the supply of waste services to non-participating councils”. Again, this finding is
no less true for this application than the last. This application guarantees only one provider for
waste collection services for over a quarter of Adelaide waste collection services. Such market
concentration will lessen competition for this, and future, tenders.

Conclusion

In respect of the first application by Council Solutions, the ACCC was “not satisfied that in all the
circumstances, the likely benefits outweigh the likely detriments to the public constituted by the
lessening of competition”.

The approach by Council Solutions, of partitioning the collection from the processing and
ancillary services components of the conduct, does little to reduce the real and predictable
effect of lessening competition.

For the same reasons this application should be denied.

Yours sincerely,
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EVALUATION REPORT

APPLICATION FOR AUTHORISATION FOR A
COLLABORATIVE WASTE COLLECTION SERVICES
TENDER PROCESS

Brian Dollery
Executive Summary

In 2016 Council Solutions sought ACCC approval to provide waste collection services to a
number of local authorities in the greater Adelaide region. In its Determination of 20 December
2016, the ACCC (2016) rejected the application by Council Solutions. Despite this rejection —
and the explicit grounds on which it was made - on 14 March 2018 Council Solutions submitted
a second application entitled Application for Authorization for a Collective Waste Collection
Services Tender Process to the ACCC for approval for an almost identical proposal.

This Report provides an evaluation of the Council Solutions Application for Authorization for a
Collective Waste Collection Services Tender Process, particularly in terms of the five public

benefits which it claims to provide.
The Report has three main findings:

1. There is almost no substantive difference between the application made by Council
Solutions (2016) and the current Council Solutions (2018) application. The weaknesses
found in the 2016 application identified by the ACCC have not been addressed.

2. While Councils Solutions (2018) claims two kinds of certain public benefits and three
kinds of possible public benefits, it has provided no supporting empirical evidence to
back up these claims.

3. While no-one, including Council Solutions, could have foreseen the drastic measures
taken by the Chinese Government to curtail waste imports from Australia, it has
nevertheless thrown the entire Australian waste collection industry into disarray. It is
presently impossible to make future plans with any degree of certainty. Until some clarity
has been achieved, no binding decisions should be taken which can decisively affect

waste collection and disposal arrangements in greater Adelaide.



1. Introduction

In 2016 an application by Council Solutions Regional Authority to the Australian Competition
and Consumer Commission (ACCC) sought approval to ‘tender, negotiate, contract and
administer the provision’ of waste collection services, as well as ‘the receiving and processing of

recyclables, the receiving and processing of organics, and waste disposal services’.

In its Supporting Submission, Council Solutions (2016) had argued inter alia that its proposal
would result in ‘no material public detriment’ and ‘significant public benefits’. It had argued
further that these purported ‘public benefits’ would derive from (a) savings in ‘transaction cost
savings’ for both participating councils and suppliers and operators; (b) ‘improved purchasing
power, leading to lower costs for participating councils’; (¢) ‘greater economies of scale and
efficiency’ which would support ‘investment in infrastructure’; (d) ‘environmental benefits from
the increased efficient diversion of waste from landfill’; and (e) ‘improved incentive for new

market entrants or expansion’.

However, in its Determination of 20 December 2016, the ACCC (2016, p.58) rejected the
application by Council Solutions inter alia on grounds that the conduct for which authorization is
sought is likely to result in a public benefit that would not definitely outweigh any likely

detriment to the public. The ACCC also revoked its interim authorization of 11 February 2016.

Notwithstanding this rejection, on 14 March 2018 Council Solutions submitted a second
application entitled Application for Authorization for a Collective Waste Collection Services
Tender Process to the ACCC for approval for an almost identical proposal. While the second
application contains several noteworthy features, its most striking characteristic is that it barely

differs from the first application in substantive terms.

This Report provides an evaluation of the ‘public interest’ claims made in Application for

Authorization for a Collective Waste Collection Services Tender Process.

The Report has three main parts. Section 2 provides a brief comparison of the 2016 Council
Solutions application and its revised 2018 application counterpart which clearly demonstrates the
marked degree of similarity between the two documents. Section 3 considers the claimed ‘public
benefits’ made by Council Solutions (2018). The Report concludes with some brief implications

of the analysis.



2. Comparison of Council Solutions (2016) and Council Solutions (2018) Applications

If we examine the contents of the 2018 application by Council Solutions in comparison to its

earlier 2016 application, the similarities between the two documents are striking. This is most

surprising, given that the ACCC rejected the 2016 Council Solutions application and clearly set

out its grounds for rejection. Under these circumstances, one would have thought that Council

Solutions would have addressed these problems in its 2018 application. However, as we shall see

in Table 1, this has not been done.

Table 1: Comparison of Council Solutions 2016 and 2018 Applications

Category 2016 Application 2018 Application Change
Councilsin | Adelaide, Charles Sturt, | Adelaide, Charles Sturt, Tea Tree Gully has
application | Marion, Port Adelaide Marion and Port Adelaide | removed itself from
Enfield and Tea Tree Enfield the process
Gully Note: Councils cannot opt
Note: Councils could opt | out
out
Services Kerbside Collection Kerbside Collection Kerbside collection
Hardwaste Collection Bin purchase & Rollout only. This is most
Waste Disposal Assistance in Education surprising since
Recycling Processing with Councils disposal destinations
Organics Processing Tender process with are not confirmed!
Assistance in Education | Councils
with Councils Contract Management
Tender process with with Councils
Councils
Contract Management
with Councils
Process RFP: Request for process | RFT: Request for Process | Now have only one

specification for all

councils




Term 17 years with maximum | 23 years to allow to Increase of six years

contract terms of 10 preparation time, contracts

years to expire and 2 x 7+3 year

collection terms

Claimed 1. Transaction Cost 1. Tender Process Cost . No Change
public Savings — Rejected by Savings 2. No Change
benefits ACCC (see 111) 2. Tender Process (@) No Change

2. Sharing & Efficiencies (b) No Change

Coordination Efficiencies | (a) Contract Management | 3. No Change

(a) Contract Management | (b) Education 4. No Change

— Rejected by ACCC lower cost through 5. No Change

(see 126) improved purchasing

(b) Education — Small power

benefit (see 126) 3. Increased Competition

3. Collection Service 4. Environmental

Efficiencies - Rejected Outcomes

by ACCC (see 143)

4. Competition

Stimulation - Rejected by

ACCC (see 208)

5. Environmental

Outcomes - Rejected by

ACCC (see 229)
Public 1. Deterring suppliers Refuting of Public Public detriment
Detriment from tendering / Detriment: decisions by ACCC
Decisions by | lessening of competition | 1. Claiming increased have not been
ACCC - Confirmed by ACCC competition with no addressed

(see 255)

2. Long-term competition
reduction - Confirmed by
ACCC (see 274)

substantiation
2. Not addressed
3. Not addressed




3. Long-term competition
reduction for non-
participating councils -
Confirmed by ACCC
(see 282)

Overall
ACCC
Decision

Overall ACCC Decision:
285. The ACCC
considers that the
proposed conduct is
likely to result in some
public benefits in the
form of:

(a’) small improvements
in efficient community
education

(b) small improvements
in efficiency in the
supply of recyclables and
organics processing

(c) small improvements
in environmental

outcomes.

286. The ACCC
considers the proposed
conduct is likely to result
in public detriment
constituted by lessening
of competition through:
(a) deterring or

preventing some

Despite the ACCC
clearly defining
where the 2016
application failed to
produce a public
benefit, the 2018
application fails to
provide any clear
information to
substantiate its
renewed public
benefit claims.
Council Solutions
(2018) has thus failed
to rebut the ACCC
conclusions on its
almost identical 2016

application




potential suppliers from
tendering, or from
submitting competitive
bids

(b) reducing competition
for the supply of waste
services to participating
councils in the longer
term

(c) reducing competition
for the supply of waste
services to non-

participating councils

287. The ACCC has
carefully reviewed and
considered the large
number of submissions
from the applicants and
interested parties in this
matter. On balance, for
the reasons outlined in
this determination, the
ACCC is not satisfied
that in all the
circumstances, the likely
public benefits outweigh
the likely detriments to
the public constituted by

the lessening of




competition arising from

the proposed conduct.

288. Accordingly, the
ACCC has decided to
deny authorisation to
application A91520.

It is clear from Table 1 that not only are there very few differences between the 2016 and 2018
Council Solution applications, but that Council Solutions has not made any attempt to address
the problems carefully identified by the ACCC in its 2016 application.

3. Public Benefits Claimed by Council Solutions (2018)

As we have seen in Table 1, Council Solutions (2018, pp.17/27) claims that public benefits will
arise if its application is successful. In all, five types of public benefit are posited: (a) tender
process cost savings and efficiencies by reducing the replication of work for both Participating
Councils and potential suppliers through alignment of specifications and service standards and
the administration of a single tender process; (b) environmental benefits from the increased
diversion of waste from landfill; (c) lower costs for Participating Councils through improved
purchasing power; (d) increased competition from the stimulation of the market; and (e)

increased service efficiencies.

However, in its Application for Authorization for a Collective Waste Collection Services Tender
Process, Council Solutions (2018) draws a distinction between ‘public benefits that will occur’

and ‘public benefits that are likely to occur’.

In the former category, it contends that (a) tender process efficiencies and (b) environmental
benefits will flow from the implementation of its proposal. In the latter category, it postulates
that three types of public benefit might occur: (c) Lower costs via improved purchasing power;

(d) increased competition; and (c) improved service efficiencies.

3.1 Certain Public Benefits



Council Solutions (2018) claims that two kinds of public benefits will assuredly flow from the
implementation of its proposal: (a) tender process efficiencies and (b) environmental benefits.

3.1.1 Tender Process Benefits

Council Solutions (2018, p.22) contends that a reduction of ‘unnecessary replication of work and
tender process administration effort’ will without doubt generate ‘efficiency savings for both the
Participating Councils and potential suppliers’. In essence, four sources of cost savings are

claimed:

1. Asingle joint tender will ‘remove the duplication of work required to prepare, present,
respond, evaluate and award suppliers for four councils individually’;

2. A single common negotiation process will likewise ‘reduce the costs for the Participating
Councils in procuring Waste Collection Services’;

3. Receipt by councils of ‘shared technical, legal and probity advice means these costs are
shared between the Participating Councils rather than funded by each Participating
Council individually’; and

4. A streamlined process of contract management will not only provide for a ‘more
collaborative and effective relationship between the parties’, but ‘also provides efficiency
savings to both the Participating Councils and the successful supplier where activities
such as price reviews, extension negotiations and monitoring of Key Performance

Indicators are processed centrally rather than four times individually’.

It must immediately be noted that no attempt is made to provide any empirical evidence in
support of either the existence or magnitude of these sources of claimed savings. Nor is any
evidence produced on the opportunity costs of the combined process compared to other potential
approaches, specially involving greater competition. Furthermore, Council Solutions (2018,
p-18) acknowledges that its process will involve ‘alignment of specification, service standards,
reporting and bin types’ of Participating Councils but nowhere mentions the costs associated
with this ‘alignment’. While comparatively few empirical studies have been undertaken, whether
scale economies exist in administrative transactions costs is unclear (see, for example, Andrews
and Boyne (2009) and Ting, Dollery. and Villano (2017)).



In the absence of corroborative empirical evidence or at least some attempt to quantify the

claimed savings, it is hard to accept at face value the cost savings claimed as ‘certain’ by Council

Solutions (2018).
3.1.2 Environmental Benefits

Council Solutions (2018, p.24) provides a brief summary of claimed environmental benefits

which will definitely flow from the implementation of its proposal as follows:

‘Where contamination is managed, diversion will be increased and there will be less waste
going to landfill. Combining educational materials will not only make this messaging more
consistent but it will also be more strategic and more affordable through sharing the
preparation, delivery and costs. Reduced waste to landfill through less contamination is a
public benefit that has been recognised by the ACCC previously as arising as a result of

local governments collaborating for Waste Collection Services’.

Although the sentiments expressed by Council Solutions (2018) are admirable, they are
unfortunately no substitute for rational empirical assessment, especially when stressing the
absolute certainty of environmental benefits (and associated cost savings). For instance, no
empirical evidence is adduced in support of the claim that the costs of providing ‘educational
materials’ on waste will fall. Similarly, no evidence is presented to back the claim that the
educational materials provided by Council Solutions are so markedly superior to existing
materials that there will be less waste deposited in landfill. If Council Solutions (2018) wishes to
convince an independent arbiter of the validity of claimed environmental benefits, such as the

ACCC, then it has an obligation to provide supporting empirical evidence.

In addition to these considerations, the current crisis in the Australian waste collection and
disposal industry, which has been caused by the unexpected decision by the Peoples’ Republic of
China (PRC) to limit imports of waste material from Australian and other countries, necessarily
means that the entire industry is presently in a state of flux. Given these uncertainties over the
future of the South Australian waste collection and disposal industry, which have taken all
parties by surprise, no doubt including Council Solutions, it is foolhardy to assume that the
assumptions made by Council Solutions (2018) will be well-founded. For these reasons, the

certain environmental benefits claimed by Council Solutions (2018) cannot be taken seriously.



3.2 Possible Public Benefits

In addition to the two kinds of ‘certain’ public benefits considered under section 3.1 above,
Council Solutions (2018) claims that that three sources of public benefit might eventuate: (c)
lower costs through improved purchasing power; (d) increased competition; and (c) improved

service efficiencies.
3.2.1 Improved Purchasing Power

Council Solutions (2018, p.25) notes that ‘there are some fundamental tenets of collaborative
procurement or ‘bulk buying’ that guide buyers to join together where possible’, adding that
‘standardising requirements, aggregating service volumes and providing assurance of business
over time via multi-year contracts drives lower costs and optimal Value for Money’. Moreover,
these ‘opportunities are highly desirable to suppliers and attract significant competition’. It then
cites the case of the Georges River Council & Rockdale City Council (SGROC), endorsed by the
ACCC.

However, the empirical literature on waste collection in Australia sheds light on size and
performance in the sector. In a paper in the scholarly journal Waste Management, Carvalho,
Marques and Dollery (2015) empirically investigated economies of scale and economies of
output density in the waste collection sector in the NSW local government system in an effort to
identify the optimal size of provider entities from the perspective of cost efficiency. Carvalho,
Marques and Dollery (2015) found that NSW municipal waste services are not efficient in terms

of costs, thereby demonstrating that ‘bigger is not better’ in the municipal waste services sector.

In 2007, the Queensland Government imposed forced amalgamation on Queensland local
authorities with the number of local authorities falling from 157 to just 73 councils.
Amalgamation was based inter alia on the assumption that increased economies of scale would
generate savings. In the British journal Local Government Studies Drew, Kortt and Dollery
(2016) empirically examined Queensland local government expenditure pre- and post-
amalgamation (2006/07 and 2009/10) for scale economies. With respect to scale economies, data
constraints meant that Drew, Kortt and Dollery (2016) specifically investigated four categories
of council expenditure in 2006/07 and 2009/10: capital expenditure, outlays on roads and related

infrastructure, expenditure on parks and gardens, and outlays on domestic waste collection and
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disposal. They found evidence of ‘U-shaped’ cost curves. For the 2006/07 period, evidence of
economies of scale was found for populations up to 98,000 and diseconomies of scale beyond
this point. Eight per cent of councils in 2006/07 (10 councils) - representing 64% of the
Queensland population - were found to reside in the segment of the cost curve exhibiting
diseconomies of scale. For the 2009/10 data - the most recent set of post-amalgamation data
available - the turning point of the cost curve remained almost stationary at 99,000 residents.
However, due to the effects of these forced amalgamations nearly a quarter of all councils (13
councils) were now found to exhibit diseconomies of scale. The proportion of Queensland
residents represented by local governments operating in the diseconomies of scale segment of the
cost curve in 2009/10 had thus increased to 84%.

However, in the disaggregated analysis performed by Drew, Kortt and Dollery (2016) economies
of scale were only observed for expenditure on parks and gardens, which constitute around 5%
of ongoing Queensland council expenditure. On the other hand, no scale economies were

observed for either road or domestic waste collection and removal expenditure.

Given this empirical evidence, it would appear that far from representing a public benefit, the
fact that bigger is not necessarily better in waste collection can imply that sheer size becomes a
public detriment instead. This has obvious and significant implications from a public policy

perspective.
3.2.2 Increased Competition

The second category of possible public benefits claimed by Council Solutions (2018, p.26)
centres on ‘increased competition’ flowing from the fact that the Council Solutions proposal and
its method of tendering will attract more service providers and thereby generate greater
competition. In part, this additional competition will derive from the assumed entry of new firms
into the South Australian market. The core of the Council Solutions (2018, p.26) case is as

follows:

‘The feedback provided by potential suppliers to Council Solutions during consultation
with the market indicated that the contract opportunity presented via the Proposed Conduct
is attractive. The collaborative approach of four Councils utilising a single RFT with

standardized specifications, reducing the tendering workload for the potential suppliers,
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further encourages competition. Receiving the maximum number of tenders will allow the
Participating Councils to compare all the service options available and unlock the best

possible Value for Money’.

In common with the other public benefit claims advanced by Council Solutions (2018) in its
Application for Authorization for a Collective Waste Collection Services Tender Process, no
empirical support is adduced for the claim that its proposal will result in increased competition
and thereby lower costs. All we are offered is a vague claim that ‘the feedback provided by
potential suppliers to Council Solutions during consultation with the market indicated that the
contract opportunity presented via the Proposed Conduct is attractive’. This is far from

persuasive.

3.2.3 Improved Service Efficiencies

Whereas the third claimed source of potential public benefit is packaged by Council Solutions
(2018) as ‘improved service efficiencies’, in fact it stems from purported scale economies and
scope economies in service provision. This is clear when we consider the purported sources of
‘improved service efficiencies’. Council Solutions (2018, p.27) argues that four drivers of scale

economies and scope economies will eventuate under its proposal:

(@) The ‘successful supplier will be able to optimise collection routes as vehicles will no longer
be required to maintain ‘Participating Council lines’ and may cross into the adjoining
Participating Council area if that is the most efficient route;

(b) Inreacting to ‘a missed service, a vehicle currently collecting in a different Participating
Council will be able to be re-tasked rather than sending out another vehicle’;

(c) “All spare vehicles will similarly have freedom of movement, reducing the overall number
of trucks required’; and

(d) A “successful supplier will be able to maximize utilisation of the vehicles through the

optimisation of the collection route and freedom of usage of one vehicle over another’.

12



Council Solutions (2018, p.27/28) contends that the net effect of these four factors on the

efficiency of service provision will be threefold:

(a) “With a reduction in the number of vehicles required overall, there will be fewer waste
vehicles sharing the road’;

(b) “Less trucks and more efficient runs should also lead to reduced traffic congestion and air
and noise pollution’; and

(c) ‘Both a reduced number of vehicles and a higher level of services through new, safer

technology on vehicles should deliver improved public safety’.

It is evident that outcome (a) refers to cost savings in service provision, whereas (b) and (c) refer
to non-pecuniary externalities in terms of environmental benefits and health risks. However,
once again Council Solutions (2018) has made no effort to produce any empirical evidence
which would support these claimed outcomes nor has it even attempted to quantify the purported

cost savings anticipated under (a).

It should be added that in its initial proposal submitted to the ACCC, Council Solutions (2016)
relied on scale economies, but also neglected to provide any supporting empirical evidence of the
extent of scale economies in the waste collection and disposal industry. Although in its more
recent Council Solutions (2018) version of the proposal it has rebadged scale and scope
economies under ‘improved service efficiencies’, its argument suffers from the same basic

problem.

In its determination on the Council Solutions (2016) proposal the ACCC noted the lack of
supporting empirical evidence (A91520, p.26) and drew attention to a report on scale economies
in the waste collection and disposal industry by Dollery (2016). It is thus important to reiterate
the main finding of Dollery (2016) on economies of scale (and attendant costs reductions) in the

Australian municipal waste collection and disposal industry. Dollery observed that:

‘In sum, if we consider the most recent Australian empirical research on scale economies
in waste management published in the peer-reviewed scholarly literature, it is clear that the
claims advanced by Council Solutions (2015; 2016) on ‘public benefit’ derived from
economies of scale in its Supporting Submission and Written Submission after Draft

Determination (2016) are incorrect’.
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These conclusions hold the same weight in the present almost identical application by Council
Solutions (2016).

4. Conclusion

This Report has sought to provide an evaluation of Council Solutions (2018) Application for
Authorization for a Collective Waste Collection Services Tender Process. Three main
conclusions can be drawn from the analysis in the Report:

1. As we have shown in Table 1 of this Report, there is almost no substantive difference between
the application made by Council Solutions (2016) and the current Council Solutions (2018)
application. Given the almost identical nature of the Council Solutions (2016) and the Council
Solutions (2018) applications, and the fact that Council Solutions (2018) has not addressed the
weaknesses in Council Solutions (2016), which were clearly identified by the ACCC, it seems

clear that the Council Solutions (2018) application should also be rejected by the ACCC.

2. It is clear that while Councils Solutions (2018) claims two kinds of certain public benefits and
three kinds of possible public benefits, it has provided no supporting empirical evidence to back
up these claims. In addition, as we have shown in this Report, it has not even attempted to
compute the magnitude of these claimed public benefits. We are thus imply requested to take at

face value claims of public benefit by Council Solutions (2018).

3. While no-one, including Council Solutions, could have foreseen the drastic measures taken by
the PRC Government to curtail waste imports from Australian and other countries, it has
nonetheless thrown the entire Australian waste collection and disposal industry into disarray.
This means that it is presently impossible to make future plans with any degree of certainty.
Until some clarity has been achieved, it thus seems obvious that no binding decisions should be
taken which can decisively affect waste collection and disposal arrangements in greater
Adelaide.
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Contact
Professor Brian Dollery
Telephone: 02 6773 2500

Email: bdollery@une.edu.au

Disclaimer

This Report was prepared by Brian Dollery on behalf of New England Education and Research
Proprietary Limited for the Waste and Recycling Association of South Australia (WRASA). This
Report was produced for WRASA as a strictly independent Report. The opinions expressed in the
Report are thus exclusively the views of its authors and do not necessarily coincide with the
views of WRASA or any other body. The information provided in this Report may be reproduced
in whole or in part for media review, quotation in literature, or non-commercial purposes,
subject to the inclusion of acknowledgement of the source and provided no commercial use or

sale of the material occurs.
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Commentary on the APPLICATION FOR
AUTHORISATION FOR A COLLABORATIVE
WASTE COLLECTION SERVICES TENDER
PROCESS”

Prepared by Economic Research Consultants,

for the Waste and Recycling Association of South Australia

24t April 2018

1 CONTEXT

In 2016, Council Solutions submitted an application to the ACCC for approval to joint tender as a group of
participating Councils in metropolitan Adelaide in waste management services, including collection, disposal,
processing and education. This application was rejected by the ACCC (Authorisation A91520) in December
2016 with the conclusion that “on balance, the ACCC is not satisfied that the proposed conduct is likely to
result in public benefits that would outweigh the likely detriments to the public constituted by the lessening
of competition likely to arise from the proposed conduct”.

In the consultation period of that application Economic Research Consultants reviewed the application on
behalf of the Waste and Recycling Association of South Australia and provided submissions to the ACCC that
concluded that the application provided limited evidence with respect to the stated benefits; that the extent
of benefits (should they even exist) are likely to be marginal and that it was highly likely (based on the
literature and in reviewing the circumstances of the proposal) that any such benefits would outweighed by
the risks and possible costs that might be incurred. The ACCC determination was consistent with these
arguments.

Council Solutions has submitted a new application (dated 14t March 2018) for a revised proposal. The major
changes in the proposal are that:
e There are only four participating councils (Tea Tree Gully has withdrawn), but these Councils cannot
opt out of the process
e The range of services has been reduced and no longer include disposal and processing
e The application has shifted from a Request for Process to a Request for Tender
e The term of the application has been extended from 17 years to 23 years.

Council Solutions contend in their application that the Proposed Conduct will result in significant public
benefits, including:
e Benefits they say will occur
o Tender process cost savings and efficiencies by reducing the replication of work for both
Participating Councils and potential suppliers through alignment of specifications and service
standards and the administration of a single tender process;
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o Environmental benefits from the increased diversion of waste from landfill;
e Benefits they suggest are likely to occur
o lower costs for Participating Councils through improved purchasing power;
o increased competition from the stimulation of the market; and
o increased service efficiencies, which will contribute to the achievement of State government
waste strategies and targets.

The applicants also submit there will be no or negligible public detriment.

2 CONCLUSION

In reviewing the new application, Economic Research Consultants contends that the conclusion for the
current application remains as per its review of the previous application, and the arguments presented in the
previous reports remain un-addressed in that:

e There is no significant evidence presented that any benefits will be significant

e The view of impact on competition provided by Council Solutions, where they argue it will be
increased is very narrow and short term in nature — and take no account of tying up a substantial
component of the market for over two decades.

3 ADDITIONAL ASSESSMENT

With reference to specific points made in Council Solutions new application submission, the following
observations are made:

e The four councils involved (Port Adelaide-Enfield, Charles Sturt, Adelaide, and Marion) comprise (by
Council Solutions measurement) 26% of the 77% of the total services that are fully or partly
contestable (ie one third). 55% of the contestable market would, should the application be granted
be covered in 2 contracts. Should the application be granted the concentration level of the market
would be substantially increased and that component tied up for 23 years.

e  While the services covered are more limited in this application, the application “advises further
applications for separate RFTs for the Processing Service Streams and the Ancillary Service Streams
will be lodged in the near future”.

o “New” evidence that has been included the potential benefits of cooperation between Councils does
not specifically include the need to move to a single contract. For example:

o The submission cites a Jeff Tate “Report: Transitioning the roles of Local Government in
Waste Management, for the Local Government Association of South Australia, August 2014”
in a number of places as support for its argument. It should be noted that this report argues
for an increased degree of cooperation across all councils supported by the LGA and does
not include recommendations of joint service provision. Rather the Tate report focusses on
opportunities to reduce transactions costs by development of contract process proforma, by
increased information sharing across all Councils, but joint education program material
development — more encompassing alternatives to a risky process of joint tendering

o The submission also cites the SA government “Waste Strategy 2015-2020, Green Industries
SA” that “Increased collaboration and optimisation of resources and effort, made possible
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through more consistency across municipalities, and improvements in technology, could
bring substantial savings”. Again, as in the Tate Report, it is noted that this argument does
not specifically call on joint delivery of services, but for an increase cooperation and
consistency.

e With respect to the impact on the level of competition the application effectively ignores the
considerations presented previously (and the conclusions of the ACCC) and represents two
arguments and suggest that increased competition will be created, presenting social benefits. They
suggest that:

o Inthe current arrangement, it is the service suppliers that hold the bargaining power —in
that in the event of poor service delivery Councils are constrained form acting effectively by
the need for continuation of service. However, as in most of the arguments in the
application this is an assertion with no evidence provided, and it is further noted that (again
as in many of the issues raised) there are alternative, less risky ways to address this issue
should there be any suggestion it exists.

o Theindividual Councils do not have the capacity to consider longer terms outcomes, but
rather focus more on short term and operational expediency (p 21) because of a lack of
resources. This again is an assertion. with no evidence provided to back it up. It also fails to
take account of the existing size of the Councils involved.

e Interms of the benefits that Council say “will occur”

o Reduced transactions costs - the application provides a long list of activities required to be
undertaken by both Council and supplier in the tender process, implying this is complex and
costly. But they do not actually comment on the time required under these activities, nor
counter the previous arguments and conclusions that is not material. Indeed a review of the
list suggests that many/most of the activities actually would involve very little time, and if
anything tends to confirm a conclusion that the transaction cost saving are likely to be
marginal.

o Improved environmental outcomes — with the consolidated approach to education being
improved leading to a positive impact on achieving the State Government’s targets in waste
reduction. However there is no argument as to why this joint delivery of services is required
to achieve this, nor how will Council Solutions do this better than the other approaches and
indeed picking up on the Tate report, a more comprehensive solution would be cooperation
across all metropolitan Councils and/or the State Government leading,

o Interms of the benefits that Council say “may occur”:

o Improved purchasing power — the application argues that the length and size of the contract
will be attractive to suppliers and therefore attract competitive bidding. The evidence
provided in this case is from the application in 2016 by the Georges River Council & Rockdale
City Council for the revocation of authorization A91019 and substitution of authorization
A91530, (SGROC) in which it was stated that a similar proposal to that in the Council
solutions had resulted to a saving of $46 million over the initial term of the contracts based
on the difference between the current collection prices and the prices in the previous
contracts. In response it is noted that this would constitute a saving of $50 per annum per
property — but it is simplicity applied in that firstly the regional structure is much more
contiguous than the case herein, secondly it represents a much smaller context (both in
absolute terms and even more significantly in terms of the proportion of the Sydney region,
and so having less impact on overall competition). The size of the St George combined
region (at the time of initial application was a little over 80,000 properties — whereas Port
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Adelaide Enfield is 61,000, and Charles Sturt 55,000 — and the total region 180,000. Further
it is noted that this saving was not benchmarked against what could have happened to costs
even without this occurring.

o Increased competition from the stimulation of the market — the argument presented here is
that the very enticement of such a large contract will create competition amongst potential
suppliers. This is a very short term view, and does not consider longer term impacts (over
the next 23 years), nor impacts on the rest of the market — especially with many of the
alternative contracts remaining being much smaller councils

o Increased service efficiencies — the argument provided by Council Solutions in this context is
primarily around benefits in vehicle movement and allocation. As per the previous analysis,
it is difficult to see how this would actually be significant in the context of the already large
size of the Councils (see above) which already gives significant flexibility in this regard - and
degree of shared boundary. Port Adelaide Enfield and Charles Sturt have the largest shared
boundary, but Adelaide has only a small boundary with Charles Sturt while Marion is a
considerable distance apart.

In conclusion, it would seem to the reviewer that there is no real improvement in the case presented by
Council Solutions since the initial submission —there is no convincing additional evidence, and the same risks
remain in place.

Barry Burgan

Economic Research Consultants
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