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Definition
Approved Authorised Treatment Facility
Department for Business, Innovation & Skills

Department for the Environment, Food and Rural
Affairs

Electrical and Electronic Equipment
The compliance fee

The mechanism by which a greater shortfall versus
a PCS’s collection target leads to a greater uplift to
the Fee’s cost per tonne

FTI Consulting LLP
British pounds

Joint Trade Associations Group (Producer
Responsibility)

Local Authority

Local Authority Designated Collection Facility
Large Domestic Appliance

Large household appliances

PCS Balancing System

Put on Market

Persistent organic pollutants

Producer Compliance Scheme

Small Mixed WEEE

Waste Electrical and Electronic Equipment
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WEEE Regulations Waste Electrical and Electronic Equipment
Regulations 2013
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Introduction

Purpose of this report

This report has been prepared by FTI Consulting for the Joint Trade Associations
(“JTA”). It sets out a proposed calculation methodology for the compliance fee
(the “Fee”) in accordance with Regulation 76 of the Waste Electrical and
Electronic Equipment Regulations 2013 (as amended) (“WEEE Regulations”) for
the compliance year ending 31 December 2021.

We understand that this report will help inform the JTA’s proposal to the
Department for the Environment, Food and Rural Affairs (“Defra”) for the Fee
calculation methodology for the 2021 compliance year.

The restrictions and limitations on our work are set out in Appendix 1.
Instructions

FTI Consulting has been instructed by the JTA to:

(1)  setout the objectives of the Fee and the criteria against which the
proposed methodology should be assessed;

(2) review recent developments in the WEEE market and evidence on the
effectiveness of the Fee methodology adopted in previous compliance
years; and

(3) recommend the most appropriate Fee calculation methodology for 2021.
Sources of information

In preparing this report, we have relied on:
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] UK government publications relating to the WEEE Regulations, including
guidance published at the time the WEEE Regulations were introduced;?

] data published by the Environment Agency;

] information from the recycling trade press; and
] discussions with JTA members concerning the WEEE market and operation
of the Fee.

We identify where we have relied on this information throughout the report.
Structure of this report

In Section 2, we explain our understanding of the objectives of the Fee. We
consider the history of the WEEE market, and what criteria should be used in
assessing an appropriate Fee methodology.

In Section 3, we summarise our understanding of developments in the WEEE
market in 2021, which might affect the appropriate Fee methodology.

In Section 4, we set out a proposed Fee methodology taking account of the issues
discussed in sections 2 and 3.

In Section 5, we set out our proposed Fee formula for 2021.
In Appendix 1, we explain the restrictions and limitations in producing this report.

In Appendix 2, we summarise the development of the Fee methodology and its
rationale since the introduction of the WEEE Regulations, and provide calculation
methods for some of the terms used in our Fee calculation proposal.

In Appendix 3, we set out worked examples of the proposed Fee methodology in
use.

DEFRA (August 2021), Submit a proposal for a WEEE compliance eee methodology.
(https://www.gov.uk/government/publications/weee-submit-a-proposal-for-a-
compliance-fee-methodology/waste-electrical-and-electronic-equipment-weee-
regulations-2013-guidance-on-submitting-proposals-for-a-weee-compliance-fee-
methodology
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Objectives of the WEEE compliance fee

Introduction

In this section we set out our understanding of the history of the WEEE market,
Defra guidance on the Fee methodology, and the criteria against which we
consider the Fee methodology should be assessed.

History of the WEEE market

The previous WEEE regulations were introduced in 2007, in response to EU
Directive 2002/96/EU. Under these regulations, producers of Electrical and
Electronic Equipment (“EEE”) were required to finance the collection, treatment,
recovery and environmentally-sound disposal of WEEE. Producers were required
to join a Producer Compliance Scheme (“PCS”) which would be responsible for
organising the recycling of WEEE on their behalf. PCSs collected evidence notes
showing the amount of WEEE collection and treatment they had financed.

Under these regulations, each PCS was responsible for financing the treatment of
a percentage of household WEEE reported in each category. Each PCS’s
percentages were set by reference to the EEE intended for private households
that was put on the UK market by its members in the year. As a result, no PCS
knew its recycling obligations until the end of the year.

Collectors of WEEE were free to make arrangements with any PCS, regardless of
whether the PCS required the WEEE to meet its recycling obligations, and the
requirement for a PCS to finance its share of all WEEE arising in a year resulted in
a significant amount of “trading” of evidence notes between PCSs. Historically,
some PCSs were consistent “over-collectors”, and others were consistent “under-
collectors”.

Demand for evidence notes was inelastic, due to high penalties for non-
compliance. This mechanism had the following undesirable consequences:

(1) PCSs with a shortage could be forced to pay extremely high prices for
evidence notes on the secondary market, as there was no alternative
method of compliance;

(2) if any PCS had a surplus of evidence notes, it was guaranteed that another
PCS would face a shortfall;
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(3) there was no incentive for a PCS with a surplus to attract new producers
with lower fees;

(4) there was limited incentive for WEEE collectors and PCSs to operate
efficiently and keep costs down, as they were guaranteed to sell all their
evidence notes at prices that could bear little or no relation to the true cost
of treatment; and

(5)  for certain positive value streams, PCSs could profit from both the
collection of materials and the sale of evidence notes. There was
consequently an additional incentive for PCSs to collect more than their
own obligation of such WEEE streams to maximise their profits.

In December 2013, the UK Government laid the 2013 WEEE Regulations. These
regulations transposed the recast Directive 2012/19/EU and came into effect in
January 2014.

Under the 2013 WEEE Regulations, collection targets for household WEEE in
tonnes are set for fourteen EEE categories. Each PCS is given a collection target for
each category for each compliance year. This target is determined based on the
amount of EEE in each category that was put on the market by the PCS’s members
in the previous year, and other factors determined by Defra.

Regulation 28 of the 2013 WEEE Regulations sets out the responsibilities of PCSs
for financing the handling of household WEEE. Under Regulation 33, a PCS may
choose to pay a Fee to meet its collection target, where one is set. This prevents
the enforced purchase of WEEE evidence notes by PCSs through the secondary
market as the only means of achieving compliance. It also works in the event that
the UK, despite collecting and treating all WEEE available, falls short of its overall
PCS aggregated target, by ensuring all producers still fulfil their financing
obligation.

In each compliance period, the Secretary of State may approve a methodology for
the calculation of the Fee.

Proposed methodology for the 2021 WEEE compliance fee | 4



2.10

2.11

2.12

2.13

30 September 2021
Confidential

The Fee methodology

The most recent Defra guidance on Fee design proposals was published in August
2021, and specifies:?

“Proposed methodology for the calculation of the fee:

Set out a methodology to calculate a compliance fee across each WEEE
collection stream. The calculation should encourage schemes to take all
reasonable steps to meet their collection target without recourse to the
compliance fee.”

The UK primarily uses the Local Authority Designated Collection Facilities (“LA-
DCF”) network to establish a national network of “public collection points” for
consumers, supplemented by one-for-one takeback obligations for most retailers
of EEE operating physical stores. There is an implicit objective in the WEEE
Regulations to incentivise the collection of WEEE from LA-DCFs.

This is reinforced by Regulation 34 of the WEEE Regulations.? If a Local Authority
(“LA”) requests the collection of WEEE by a PCS, that PCS is obliged to organise
collection regardless of the location of the LA-DCF. PCSs may not refuse these
collections, irrespective of the cost to them, or whether they have met (or will
meet) their collection target without this additional WEEE. PCSs are however able
to share the burden of Regulation 34 requests through the PCS Balancing System
(“PBS”).

Criteria for assessing the Fee methodology

In this section, we set out the criteria that we consider should be fulfilled by the
methodology for setting the Fee. Taking into account the objectives of the Fee
and economic incentives of PCSs, we identify the following criteria:

(1) effectiveness;
(2) cost reflectivity;

(3) transparency;

DEFRA (August 2021), Submit a proposal for a WEEE compliance fee methodology.
(https://www.gov.uk/government/publications/weee-submit-a-proposal-for-a-
compliance-fee-methodology/waste-electrical-and-electronic-equipment-weee-
regulations-2013-guidance-on-submitting-proposals-for-a-weee-compliance-fee-
methodology)

Under which LAs have an automatic right of uplift of WEEE for their DCFs.
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(4) reasonableness;
(5) feasibility;

(6) robustness; and
(7) competition issues.
We explain each below.
Effectiveness

Under the WEEE Regulations, paying the Fee is a legitimate form of compliance.
However, the WEEE Regulations contain an implicit objective to incentivise the
collection of WEEE from LA-DCFs. The Fee should therefore be set such that PCSs
are always incentivised to collect WEEE directly where it has been made available
to them at a reasonable cost. It is an explicit objective in the WEEE Regulations for
the fee to be stream specific, so as to account for the different costs of different
streams.*

For the Fee to be ‘effective’ in this respect, it must be set higher than or equal to
the incremental cost of collecting WEEE. It may also be appropriate to increase
the Fee for PCSs that fail to meet their collection targets by a significant extent, to
further incentivise collection where possible.

Equally, the existence of a compliance fee should discourage individual PCSs from
intentionally collecting WEEE above their targets (independent of the overall level
of UK collections). To be effective, the Fee must be set at a level which encourages
collection, but not to encourage intentional over-collection by individual PCSs.
Such intentional over-collection could distort the WEEE market.

Cost reflectivity

The “effective” criterion could alone be met by setting the Fee to some arbitrary,
excessively high figure. However, a Fee that is not cost reflective would risk
incentivising similar market distortions as arose in the past, such as deliberate
over-collection and excessive pricing on secondary markets, as well as influencing
the prices charged by recyclers. To avoid this while maintaining effectiveness, the
level of the Fee should be related to the additional costs PCSs would have
incurred if they had met their target through collections. Hence, the basis for the
Fee should be ‘cost reflective’.

In assessing the cost reflectiveness of the Fee, consideration will need to be given
to several market factors:

WEEE Regulations, Regulation 76, paragraph (4).
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(1)  variations in costs (and benefits) by source and by WEEE stream;
(2)  PCS structure and accounting; and
(3) the relative scale of some PCSs and other collectors in certain categories.

A consequence of the 2013 WEEE Regulations is that PCSs and other collectors
can over-collect positive net value WEEE to generate profit, whether or not they
also gain from the sale of evidence to under-collecting PCSs. We consider that:

(1) the Fee must be directly related to the true cost of directly collecting and
treating WEEE;

(2)  the Fee for positive net value streams should be set at zero; and

(3) the Fee must not be punitive in nature. If it were, PCSs could be
incentivised to over-collect, particularly positive net value WEEE, as a way
of forcing their competitors to pay the unduly high Fee.

Transparency

A clear and transparent calculation methodology that can be understood by all
PCSs is preferable so that they can understand how their Fee has been calculated.
A transparent methodology will make commercial decisions easier, and it could
reinforce the efficacy of other criteria. For instance, if a method is transparent to
PCSs, then it is more likely to be effective in incentivising desired behaviour.

Whilst ensuring transparency, consideration should also be given to maintaining
commercial confidentiality. It is important for an appropriate balance to be struck
between full transparency and the appropriate treatment of confidential data.

Reasonableness

The administrative burden and cost of calculating the Fee must not be excessive.
PCSs’ administrative obligations, such as gathering and submitting data, should be
proportionate and not unduly burdensome. The cost of calculating the Fee should
be kept at a minimum.

Feasibility

The financial and other data needed to calculate and comply with the Fee must be
available. A Fee mechanism that requires data that may not be available or
reliable is unrealistic.

It should also be feasible to complete the calculation and administration of the
Fee within a reasonable period of time, and certainly within any deadlines set
within the WEEE Regulations.
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Robustness

2.26 The Fee must be calculated in such a way that market participants are not able to
manipulate the system. It should not be possible for a PCS to take any actions,
including submitting intentionally misstated data, for their own advantage or to
harm other PCSs.

Competition issues

2.27 The Fee should encourage and promote competition in the market for WEEE and
should comply with competition law. In assessing the methodologies, we consider
whether potential competition issues may arise, but we do not put forward any
legal conclusions.
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The WEEE market in 2021

Introduction

It is appropriate in determining the Fee for each compliance year to consider
trends and other developments in the WEEE market and consider whether and
how the Fee formula should be modified. Accordingly, we have:

(1) obtained data and other evidence on WEEE market developments in 2021;
and

(2)  discussed with JTA members the developments they have observed in the
WEEE market in 2021.

In this section, we summarise the following key market developments/issues that
should be considered in the context of the Fee:

(1)  the impact of the Covid-19 pandemic;

(2) increased concentration of WEEE amongst operators;
(3)  PCSs not making collections from LA-DCFs;

(4)  the Industrial Emissions Directive; and

(5) HGV driver shortages.

We then provide a summary of certain Q1 and Q2 2021 collection and EEE Put on
Market (“POM”) data that we have been provided with.

In summary, despite the continued issues being faced by the WEEE market in
2021, particularly in relation to the ongoing Covid-19 pandemic, collection data
shows that WEEE collections are broadly on target.

Ongoing impact of the Covid-19 pandemic
We understand from the JTA that the Covid-19 pandemic has had a major impact
on all aspects of the WEEE system during 2020. Although considerably reduced,

the pandemic is still having some impacts on the UK WEEE system in 2021. This
includes:
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a further period of restrictions on public movement that was put into place
in all nations in December 2020/January 2021. Whilst journeys to
household waste recycling centres were permitted, many LA-DCFs operated
with restrictions on public access during this time. These restrictions
remained in place until at least May 2021. As is shown in the table, these
issues appear to have affected the amount of WEEE available for collection
in Q1 2021 in some categories:

Table 1 — Total WEEE collection volumes in Q1 for 2021 compared to Q1 2020, by

stream
Items Q12020 Q12021 %changein
collections
Large Household Appliances 58,316 47,589 (18%)
Display Equipment 10,835 9,869 (9%)
Cooling Appliances Containing Refrigerants 31,480 33,153 5%
Gas Discharge Lamps and LED Light Sources 1,172 949 (19%)
Mixed WEEE 32,228 28,762 (11%)
Photovoltaic Panels 61 63 4%
Total 134,093 120,385 (10%)

Sources: Environment Agency

(2)

(3)

(4)

the requirement for self-isolation when notified by the NHS Covid-19 app
has adversely impacted many organisations through staff being unavailable
for work — this has affected producers, LA-DCFs, Approved Authorised
Treatment Facilities (“AATFs”), and transport operators;

some LA-DCFs have continued to operate reduced opening hours or
restricted access, making it less convenient for the public to dispose of their
WEEE;

the Distributor Takeback Scheme, which provides distributors with an
alternative to providing the WEEE takeback service required by the WEEE
Regulations, ended at the end of 2020 for most high street retailers
operating physical stores. As a result, from 1st January 2021, most
distributors of household EEE were required to provide an instore takeback
service for WEEE, when selling new EEE, on a one-for-one basis. However,
the national lockdowns during the early part of 2021 hampered the take up
of this service, as non-essential retail outlets were required to close and
consumers were asked to avoid unnecessary travel to retailers; and
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(5) Material Focus is the brand name used for WEEE consumer awareness
campaigns financed by the proceeds of Fees collected in prior years.
Material Focus had originally planned a large-scale awareness campaign
focused on use of the expanded retail takeback network resulting from the
Distributor Takeback Scheme reform. However, the pandemic meant that
their ability to reach UK households during 2021, in a way that would allow
consumers to take appropriate actions, has been reduced. It is reasonable
to assume that this has meant that WEEE collections through these
channels are therefore lower than they would otherwise have been in Q1
2021, albeit that there is no data available to support this counterfactual.

Increased concentration of WEEE in the hands of a small numbers of operators

Whilst there has always been concentration of WEEE in the hands of certain
collectors, we understand from the JTA that this has increased over the past
several years. There are three principal reasons for this:

(1)  certain waste management companies control a significant proportion of
LA-DCF WEEE;

(2) some distributors have control over a significant volume of WEEE that is
returned to them; and

(3) vertical integration between PCSs and recyclers, and distributors and
recyclers has become more common. That is, it has become more common
for PCSs or distributors to own AATFs.

This vertical integration could potentially distort the market for WEEE. This is
because a PCS or distributor that controls a treatment facility can direct where
that WEEE goes. The potential advantages of vertical integration for a PCS are
that: (i) it can obtain WEEE more readily; and (ii) it can obtain WEEE more cheaply.
Whereas, a PCS that is not vertically integrated may be forced to collect WEEE
which is more costly to obtain in order to hit its target. Furthermore, a recycler
that has access to an ‘in-house’ PCS can always ensure that any household WEEE
it collects is obligated.

This could distort the WEEE market because PCSs which are not vertically
integrated may find it more difficult to meet their collection targets and may incur
higher than average collection costs.

Proposed methodology for the 2021 WEEE compliance fee | 11
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An example of a distributor that owns an AATF is AO.com,® and an example of an
AATF that owns a PCS is WasteCare.®

A significant portion of PCSs do not collect from LA-DCFs

A continuing problem in the market is that a significant portion of PCSs do not
collect from LA-DCFs, because such collections are more expensive and PCSs
receive no greater reward for undertaking them.

As such there is no incentive for PCSs to increase collections from LA-DCFs. This
continues to be the case in 2021, with fewer than 10 PCSs out of a total of 28
collecting from LA-DCFs. Fee methodologies since 2017 have incorporated an
adjustment for the source of WEEE which aimed to increase the incentive for PCSs
to collect from LA-DCFs. This adjustment is explained in Appendix 2.

Implementation of the Industrial Emissions Directive

The Industrial Emissions Directive is an EU directive which commits EU members
to reduce the impact of industrial emissions on the environment. Despite the UK’s
exit from the EU, the UK Government will implement the requirements of the
Waste Treatment BAT conclusions made under the Industrial Emissions Directive
from 2022. This change impacts recyclers of cooling equipment and will require
some to be re-permitted.’” This may result in the need for additional investment in
2021, to make the sites ready for the expected new level of operation.

Source: https://www.letsrecycle.com/news/latest-news/ao-recycling-million-fridges/

Source: http://www.wastecare.co.uk/compliance-services/weeecare/about-weeecare/

See: https://www.gov.uk/government/consultations/weee-and-wce-appropriate-
measures-for-permitted-facilities
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Shortage of HGV drivers

3.13 During 2021, there has been a well-recognised shortage of HGV drivers in the UK.
This has been caused both by Brexit (as EU nationals have returned to their
countries of origin) and also by a Covid-induced HGV driver testing backlog. This
shortage has inevitably impacted the waste industry.® It is possible that this
shortage will result in higher costs for the WEEE industry, and, consequently could
result in a decline in WEEE collected data (although this is not yet discernible, see
Table 2 below).

WEEE collection data

3.14 We have been provided with the data for WEEE collections by stream in Q1/2
2021, compared with the pro-rata 2021 targets. Although this data is only for two
quarters and is not necessarily representative of the whole year, it is still
indicative of whether streams are likely to reach their targets. Table 2 below
shows this comparison:

Table 2 — Total WEEE collection volumes 2021 to date, by stream

Items Q1l/Q2 2021 Pro-rata % of pro-
2021 target 2021 rata 2021
target target

Large Household Appliances 94,490 187,398 93,699 100.8%

Display Equipment 20,150 37,726 18,863 106.8%

Cooling Appliances Containing Refrigerants 69,021 137,030 68,515 100.7%

Gas Discharge Lamps and LED Light Sources 1,888 4,145 2,073 91.1%

Mixed WEEE 62,379 137,056 68,528 91.0%
Photovoltaic Panels 126 274 137 91.8%
Total 248,052 503,629 251,815 98.5%
Sources: (1) Environment Agency for actual collections; and (2) Defra for collection
targets.

Source: https://www.letsrecycle.com/news/latest-news/veolia-offers-bonus-to-attract-

hgv-drivers/

Proposed methodology for the 2021 WEEE compliance fee | 13


https://www.letsrecycle.com/news/latest-news/veolia-offers-bonus-to-attract-hgv-drivers/
https://www.letsrecycle.com/news/latest-news/veolia-offers-bonus-to-attract-hgv-drivers/

3.15

3.16

3.17

30 September 2021
Confidential

The table shows that collections are above target for three streams (LHA, display
and cooling) in Q1 and Q2 2021, and are below target in three streams (SMW,
lamps and PV). For each stream, collections in Q2 2021 have either increased or
are just below the collections in Q1 2021. On that basis we consider that the
status of WEEE collections against targets set by Defra is not dissimilar from the
situation in most years from 2014 to 2019. Conversely, it is quite unlike the
situation that existed in 2020, when all streams were materially below their target
by the end of Q2.

Put on Market data

We have been provided with Household POM data, which is the amount of EEE
placed on the market by producers, as published by the Environment Agency for
Q1/2 2021, compared to prior year. This is summarised in Table 3 below.

Table 3 — EEE POM Q1/Q2 2021 compared to Q1/Q2 2020, by stream

Items Q1/Q2 Q1/Q2 % changein

2020 2021 EEE POM
Large Household Appliances 259,807 323,911 25%
Display Equipment 40,141 43,715 9%
Cooling Appliances Containing Refrigerants 95,306 119,823 26%
Gas Discharge Lamps and LED Light Sources 2,701 4,835 79%
Mixed WEEE 221,420 278,510 26%
Photovoltaic Panels 14,480 18,776 30%
Total 633,855 789,569 25%

Source: Environment Agency

This data shows that all categories are experiencing strong growth in 2021. This is
presumably as individuals continue to invest in home improvements and
technology as a result of lockdown, and also as they use the savings built up
during the pandemic.® Whilst there is not always a direct relationship between an
item of EEE being purchased and an item of WEEE being disposed, this has the
potential to increase the amount of WEEE arising.

The ONS reported that the household savings ratio rose from 7.7% in Q4 2019 (i.e pre-
pandemic) to 25.9% in Q2 2020, dropping back to 19.9% in Q1 2021 — but still over double
the average of the years leading up to the Covid-19 pandemic. Source: ONS, Households’
saving ratio.
(https://www.ons.gov.uk/economy/grossdomesticproductgdp/timeseries/dgd8/ukea)
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Conclusion

Although the WEEE market has continued to face challenges in 2021, mostly in
relation to the ongoing Covid-19 pandemic, the collection data shows that WEEE
collections are not significantly short of target for Q1 and Q2 2021. Further, the
POM data shows that it can be expected that the amount of WEEE being disposed
may rise in the second half of 2021.

Lastly, we have not identified any factors which would indicate that the cost data
typically used to calculate the Fee would not effectively capture the cost of
collecting and treating WEEE in 2021.
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Proposed Fee methodology for 2021

Introduction

We have considered the feedback and information we received from the JTA
regarding the operation of the Fee in prior years and the WEEE market conditions
for 2021. On that basis, we have considered possible adjustments and
refinements to the Fee methodology.

In summary, we consider that the Fee methodology for 2021 should be broadly
based upon the Fee methodology used for the 2019 compliance year, with a few
changes and simplifications.

We consider that the methodology used in 2020 is not appropriate for the 2021
compliance year for a number of reasons:

(1) the 2021 WEEE collection targets were set in March 2021 during a new
period of national lockdowns. The targets were largely based on 2019 WEEE
collections, to which historic growth trends were applied, however, to take
account of the potential impact of the ongoing Covid-19 pandemic on
collections, Defra advised no other target uplifts were made. Although the
pandemic continues to impact the WEEE market in 2021, Q1 and Q2 data
shows WEEE collections have recovered from the low levels reported during
2020, therefore we do not consider that it is necessary to apply the
effective adjustment to targets in 2021 that was provided through the
operation of the Covid Compliance Fee Threshold in 2020;

(2)  inour report for the 2020 Fee methodology, we expressed the view that
the proposal should be regarded as an exceptional case. Taking into
account the 2021 market factors presented to us we maintain this view and
consider the unique aspects of the 2020 Fee methodology should not be
repeated for the 2021 compliance year; and

(3) tooperate a 2020-style mechanism for a second consecutive year could
result in perverse incentives for PCSs, as they reduce their appetite for
WEEE collections, secure in the knowledge that they would only be
expected to finance their market share of the WEEE that actually arises.
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Accordingly, subject to the simplifications below, we consider that the 2021 Fee
methodology should be based on the 2019 Fee methodology - because, other
than the Covid-19 pandemic, the year shares many of the same market features.
The simplifications we suggest are:

(1) Removal of the non-PBS participant uplift - In August 2019, membership of
the PBS became mandatory for all household PCSs. The non-PBS participant
uplift therefore applied to those PCSs that chose to avoid becoming
members of the PBS until it was mandatory. Given that the PBS remains
mandatory, there is no requirement for this factor in the calculation of the
2021 Fee methodology.

(2) No adjustment required for persistent organic pollutants (“POPs”) related
costs - In our recommendation for the 2019 Fee methodology we included
a mechanism to address the increase in costs which resulted from the
Environment Agency’s decision to enforce POPs treatment requirements.
We understand that Defra decided not to include this mechanism in the
2019 Fee methodology. We suggest that there is no need for such a factor
in the 2021 Fee methodology, given that POPs related requirements have
been in force for some two years. Although we understand this is an area
still subject to ongoing consideration, there is currently no evidence it will
result in a material change in cost in 2021.

(3) No adjustment required for a large shortfall in collections - In 2019, it
appeared that WEEE collections could fall significantly short of target in
some streams and we proposed that these be amended by the inclusion of
a Collection Shortfall Factor. We understand that Defra also decided not to
include this mechanism in the 2019 Fee methodology. Based on the market
features presented to us, we consider that that there is no need for such a
factorin 2021.

As in prior years, we consider that it is inappropriate to artificially incentivise the
collection of WEEE in any stream for which: (i) there is a natural economic
incentive for PCSs to collect this WEEE; and (ii) other organisations also face the
same incentive and thus compete with PCSs to collect WEEE, potentially making it
difficult for them to meet collection targets. On this basis, every year since 2015,
Defra has agreed that no Fee should apply for such streams. We propose that the
Fee should continue to be zero in 2021 for WEEE streams with net positive value,
where there is evidence that a substantial volume is being treated outside of the
official producer responsibility system. The JTA has advised that it expects the LHA
stream to again meet these criteria in 2021, and accordingly we recommend a
zero Fee for this stream, subject to appropriate data confirming this being made
available to Defra at the end of the compliance period.
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Summary of core elements of the Fee methodology

In this section, we describe the core elements of the 2019 Fee methodology,
which we are proposing to retain in the 2021 Fee methodology. These are:

(1) aseparate Fee is calculated for each WEEE stream;

(2)  the size of the Fee is based on the difference between a PCS’s actual
collections and a PCS’s collection target;

(3) thesize of the Fee is larger for a PCS that does not meet its target in a
stream with a national collection surplus, compared to a stream with a
national collection shortfall;

(4) the Fee is based on the average direct costs of LA-DCF collections;

(5) the Fee reflects the proportion of WEEE collected from LA-DCFs by a PCS to
meet its target; and

(6) variable administrative costs are included in the Fee for each WEEE stream
unless it is a stream that has a zero Fee.

We briefly discuss each of these elements further below.

Elements (1) and (2) are core principles of the Fee which have applied since we
proposed the first Fee formula in 2014. We consider that the reasoning behind
these core principles remains sound, and does not require any adjustment for the
impact of the Covid-19 pandemic or any other market features in 2021. Therefore,
our proposal for the 2021 Fee methodology is still based on these principles.

Element (3) was introduced in 2016, when we added the ‘Surplus Escalator’,
which applies to streams where national total collections exceed target. The
purpose of this escalator is to apply a higher fee to PCS’ that do not meet their
collection target in a market with a surplus of WEEE (when it is easier to avoid a
shortfall). Again, we consider the reasoning behind the Surplus Escalator remains
sound, and we recommend that it should continue to be applied.

Elements (4) and (5) were incorporated in 2017, when we added a ‘WEEE source
adjustment premium’ to our Fee methodology to reflect that the cost of collecting
WEEE from different sources can vary substantially. In particular, WEEE collected
from LA-DCFs generally costs more to collect than WEEE from other sources.

Consequently, we proposed the introduction of an adjustment to incentivise PCSs
to collect WEEE from LA-DCFs, which has been included in the Fee methodology in
all subsequent years.
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Although a greater proportion of WEEE in some streams is now collected by
retailers or through other non-LA-DCF sources, we consider that the logic
underpinning the WEEE source adjustment has not changed. We understand it is
still more expensive to collect WEEE from LA-DCFs compared to other sources,
and the implicit prioritisation of LA-DCF WEEE remains unchanged; this means
that it remains necessary to incentivise the collection of WEEE from that source,
and therefore we recommend that this adjustment continues to be applied.

In relation to element (6), we propose maintaining the ‘variable administrative
cost’ which we introduced into our Fee methodology in 2018. Again, we consider
the logic underpinning the inclusion of this element into the Fee methodology
remains sound.
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Proposed WEEE compliance fee formula for 2021

Introduction

In this section, we set out the formula which we propose should be used to
calculate the Fee for 2021 for a given WEEE stream (denoted ‘n’). We present the
Fee formulae under the normal escalator and the surplus escalators.

Worked examples showing the impact of the proposed fee methodology on PCSs
are given in Appendix 3 to this report.

Fee formula with Normal Escalator

We consider that the Fee for streams of WEEE where there is a net shortfall
versus aggregate targets should be calculated using the following formula:

t, — Cn\?
knx<1+("t—n") +pn>+vn]

fn isthe Fee for the relevant stream, in GBP.

fn=({—cp) X

t, isthe PCS’s target for the stream, in tonnes.
Cn is the total amount of WEEE in that stream collected by that PCS, in tonnes.

k, isthe weighted average net cost of collection from LA-DCFs for the stream
excluding direct overheads, in GBP per tonne.

Pn is the WEEE source adjustment premium, defined below.
v, isthe variable administrative cost per tonne, for that WEEE stream.
WEEE source adjustment premium

The WEEE Source Adjustment Premium is described fully in Appendix 2, but we
also set out the formula below.
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The WEEE source adjustment premium (p,,) is calculated as follows:°
L, +s
p. = d (a _ u)
tn
Where:
d is the percentage amount by which the cost per tonne of LA-DCF collections

exceeds the cost per tonne of other WEEE sources, expressed as a ratio.

a is the average share of collections from LA-DCFs, as a proportion of all
household collections in that WEEE stream, expressed as a ratio.

L, is the actual volume of collections from LA-DCFs, made by the PCS itself, in
tonnes.

Sn is that PCS’s shortfall, in tonnes.

t, isthe PCS’s target for the WEEE stream, in tonnes.
Fee formula with Surplus Escalator

We consider that the Fee for streams of WEEE where there is a net surplus versus
aggregate targets should be calculated using the following formula:

Cn tn_cnz
fn=({n—cp) X |ky % —+2><(—) +p,. )+,
Tn tn

Where:

C,, isthe sum of household WEEE collections by all PCSs in the relevant stream
in the market, in tonnes.

T, isthe national target for that stream, in tonnes.

All other terms are as defined for the “normal” escalator.

We propose that the precise mathematical formula would be:

pnzd*max(a—l"ﬂ,o).

Cn
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As in prior years, we consider that this escalator should only apply when the
collections exceed targets by an amount. We propose that this should be set as a
fixed proportion of the total tonnage of WEEE collected in each stream, of 1.5%.
That is, if the sum of household WEEE collections exceeds the sum of PCS targets

by more than 1.5%, then the Surplus Escalator should apply. That is, the Surplus
Escalator should apply if:

Cn 45159
T, "0
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Appendix 1
Restrictions and limitations

Restrictions

This report has been prepared solely for the benefit of the JTA for use for the
purpose described in the introduction. FTI Consulting accepts no liability or duty
of care to any person other than the JTA for the content of the report and
disclaims all responsibility for the consequences of any person other than the JTA
acting or refraining to act in reliance on the report or for any decisions made or
not made which are based upon the report.

Limitations to the scope of our work

This report contains information obtained or derived from a variety of sources.
Where appropriate FTI Consulting has been given assurances regarding the
reliability of those sources and information provided. However, we have not
sought to independently verify the information we have reviewed.

No representation or warranty of any kind (whether express or implied) is given
by FTI Consulting to any person (except to the JTA under the relevant terms of our
engagement) as to the accuracy or completeness of this report.

This report is based on information available to FTI Consulting at the time of
writing of this report and does not take into account any new information which
becomes known to us after the date of this report. We accept no responsibility for
updating this report or informing any recipient of this report of any such new
information.
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Appendix 2
The development of the core Fee methodology

Introduction

For the first compliance year under the WEEE Regulations (i.e. 2014), BIS*
adopted the Fee methodology proposed by the JTA, based on a report prepared
by FTI Consulting.

In this appendix, we explain the main elements of the Fee methodology which
was adopted in 2014 and in five subsequent compliance years and how it fulfils
the criteria set out in Section 2. It excludes:

(1) the Non-PBS Participant Uplift which was included in the 2016 to 2019 Fee
methodologies but which is no longer required because membership of the
PBS is now mandatory for all household PCSs;

(2) the Collection Shortfall Factor and POPs adjustment proposed for the 2019
Fee methodology but which was not adopted by Defra and which is not
proposed for the 2021 Fee methodology; and

(3) the Covid Compliance Fee Threshold which was adopted for the 2020 Fee
methodology as an extraordinary adjustment but which is not proposed for
the 2021 Fee methodology.

Elements of the Fee methodology
The key features of the Fee methodology originally designed by FTI Consulting and
which has been adopted in five of the past six compliance years are that:

(1) aseparate Fee is calculated for each WEEE stream;

(2) the Feeis set per tonne of shortfall and is based on the average direct costs
of collection of PCSs (since 2017, this has been based on the costs of WEEE
collected from LA-DCFs); and

The UK government department then responsible for the WEEE Regulations.
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(3) an escalator is applied which adjusts upwards the Fee per tonne according
to the magnitude of the PCS’s shortfall versus its target. The uplift is higher,
the larger the individual PCS’s shortfall.

We consider that the main principles of this methodology remain fundamentally
economically sound.

Since 2014, the original Fee methodology has been further refined to incorporate
additional elements:

(1)  the Surplus Escalator, which is a modified fee methodology for streams of
WEEE where there is a net surplus versus aggregate targets;

(2)  the variable administrative cost per tonne for each stream; and

(3) the WEEE source adjustment premium, which increases the Fee for PCSs
which undertake a lower proportion of collections from LA-DCFs compared
to the national average for the relevant stream.

In the rest of this section we explain: (i) the original Fee methodology; (ii) why the
original Fee methodology remains appropriate, including why it is appropriate to
set the Fee Escalator based on the relative size of a PCS’s collection shortfall as a
proportion of its own collection target; and (iii) the three refinements that are
now part of the core Fee methodology with the justification for each.

Core Fee methodology

In 2014, we proposed that the Fee for each stream should be calculated using the
following formula:

2

t, —
=k, x(t,—c,) X 1+<t—>

Where:
is the Fee for the relevant stream, in GBP.

k,, isthe weighted average net cost of collections from LA-DCFs for the stream,
in GBP per tonne. The calculation of this is explained below.

t, is the PCS’s target for the stream, in tonnes.
is the amount of the stream of WEEE collected by the PCS, in tonnes.

Below, we set out the rationale for this methodology by reference to the criteria
set out in Section 2.
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Effectiveness and cost reflectivity

In its guidance, Defra explains that the Fee must incentivise PCSs to comply with
their obligations by collecting and treating WEEE from LA-DCFs, or by returning
WEEE from private households to the system. The methodology set out above
incentivises both of these methods of compliance, as we explain below.

Firstly, LAs have a right of free uplift of WEEE (under Regulation 34). This means
that all WEEE will be collected from LA-DCFs regardless of the level of the Fee. The
benefit of the methodology above is that:

(1) it encourages PCSs to actively seek to collect WEEE from LA-DCFs up to their
targets. The base cost for the Fee is derived from LA-DCF collection costs,
which are generally higher than other sources of WEEE and/or evidence
notes. Therefore, the Fee payable by the PCS for any shortfall against target
should on average be greater than the cost of collection and treatment. As
a PCS’s shortfall increases, the escalator mechanism increases the Fee,
further incentivising collection;

(2) it discourages over-collection of net cost WEEE, because there is unlikely to
be a material financial or other benefit to a PCS for collecting more than its
target (in contrast with the regulations prior to 2014); and

(3) itis based on the actual costs incurred by PCSs in the compliance year. This
means that the Fee, if any is payable, will be proportionate to costs.

It is important to note that, for streams with positive net value, PCSs will still be
incentivised to collect and treat up to and beyond their targets because of the
income they can generate, and indeed other collectors may not necessarily make
the evidence associated with such WEEE available to PCSs.

Hence, this methodology is both cost reflective, and effective at incentivising
compliance by collection. The harmful externalities associated with untreated
WEEE will be reduced under this methodology, without the creation of
undesirable market distortions.

Transparency

The calculation methodology is clear, and comprehensible to all PCSs. All PCSs
using the Fee will understand how the data submitted is used to calculate the Fee,
and the different factors which impact the Fee.
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The methodology also maintains confidentiality, by requiring that individual PCSs’
data submissions are only accessible to an independent Administrator. At no point
will PCSs have access to the data of other PCSs. PCSs that pay the Fee will see a
cost per tonne which includes the weighted average net cost figure and the
variable administrative cost combined, but they will be unable to derive any
confidential information from this average figure because they will not know
which other PCSs’ data have contributed to the calculation, nor will they know the
proportion of the variable administrative cost.

The methodology is therefore transparent.
Feasibility and reasonableness

This Fee methodology has been found not to be unduly burdensome in previous
compliance years. The Administrator is required to engage with PCSs and verify
and calculate data, and the cost of this service to PCSs is not unreasonable given
the overall merits of the methodology.

As a result, we consider that the methodology is feasible and reasonable.
Robustness

Under this methodology, the only way that a PCS could attempt to manipulate the
Fee would be by submitting misstated data. The methodology includes several
steps to prevent this happening:

(1) all data submissions must be subject to an independent review by the
Administrator who is a registered auditor;

(2) adirector of the PCS is required to sign off on all data submissions to verify
that the data is true and fair to the best of his or her knowledge;

(3) all data submissions will be reviewed by the Administrator. The
Administrator will compare data submissions between PCSs to identify any
anomalies. Anomalies will be investigated with PCSs; and

(4) the Administrator has the right to ask questions of PCSs, request further
data, request a full audit of data, reject a submission, or remove suspect
data from the final calculation.

In addition, subject to compliance with the criteria set out in points 1 to 4 above,
all PCSs may submit data which will be included in the weighted average net cost
calculation/stream, irrespective of whether or not the PCS wishes to use the Fee.
This means that the Fee is based on as representative a cost base as possible,
given that the number of PCSs collecting from LA-DCFs is limited. This means that
the data from any one PCS cannot unduly influence the Fee paid by other PCSs.
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In summary, in our opinion it would be extremely difficult for any PCS to
manipulate this Fee mechanism. It is therefore robust.

Competition issues

A first benefit of this Fee methodology is that PCSs benefit from cost efficiency as
lower costs will result in a lower Fee. Hence, the Fee methodology supports the
normal commercial incentives for efficiency and innovation for PCSs.

Secondly, the Fee only enables a PCS to assess whether it is more or less cost
efficient than the Fee per tonne charged. However, the Fee will not provide a PCS
with a more granular insight into its relative efficiency e.g. it will not be able to tell
if it is the most efficient.

Thirdly, this Fee methodology does not create any barriers to entry. New entrants
to the market will face the same Fee structure as existing participants. This is fair.

In our view, this methodology has a positive effect on competition.

Rationale for calculating a PCS’ Fee based on the proportionate shortfall against
its own target

The current WEEE compliance fee incorporates a non-linear mechanism to uplift a
PCS’s Fee per tonne of shortfall according to the scale of its shortfall compared to
its target. The greater the shortfall versus a PCS’s collection target, the greater is
the uplift to the cost per tonne. This is referred to as the “Fee Escalator”.

Alternative proposals in previous years have suggested that the Fee Escalator
should be set based on the absolute value of a PCS’s collection shortfall versus the
aggregate national collection. Whereas, the JTA proposed that the Fee Escalator
should continue to be set based on the relative size of a PCS’s collection shortfall
as a proportion of its own collection target; the JTA Proposal refers to this as the
“Normal Escalator”.

There are three principal issues with basing the Fee Escalator on the absolute
value of a scheme’s collection shortfall versus the aggregate national collection
target:

(1)  the formula would not incentivise compliance by collection for smaller PCSs
and discriminates against larger PCSs by imposing punitive costs for the
same size shortfall (measured as a proportion of their target);

(2)  the formula does not take account of the aggregate national surplus or
deficit positions; and

(3) it would not be effective in promoting competition.
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We expand on each of these issues below.
The formula would not incentivise compliance by collection by some PCSs

While it may appear superficially attractive to apply the same uplift for the same
absolute shortfall (in tonnes) versus the target, we consider that this would have
adverse consequences. This would mean that it would be ineffective in
incentivising some PCSs to meet their targets through collections and therefore
may not meet the objectives of the WEEE Regulations. PCSs vary substantially in
scale, measured based on the volume (in tonnes) of WEEE collected and
processed.

The formula does not create as strong an incentive for smaller PCSs to meet their
targets through collection. It would result in a much larger uplift for moderate
shortfalls for larger PCSs. For example, a smaller PCS whose collection target is 5%
of the national total, could collect no WEEE at all in a given stream but would only
be required to pay a compliance fee per tonne that was 10% higher the weighted
average cost of collection. Regulation 76 of the WEEE Regulations requires that
the compliance be cost-reflective but set at a level “which encourages schemes to
take all reasonable steps to meet their collection target without recourse to the
compliance fee”. This formula does not appear to meet this criteria.

For illustrative purposes, we compare the Normal Escalator based on a PCS’s
achievement (solid line) against its own target to the Normal Escalator based on a
PCS’s achievement compared to the national target with market shares of 5%,
10% and 50% (dotted lines) in Figures 2 and 3 below. Figure 2 shows the impact
for a full range of possible shortfalls and Figure 3 shows more clearly the impact
for shortfalls of between 0% and 20%.
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Figure 2: Uplift implied by national target escalator for PCSs with different

market shares
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Figure 3: Uplift implied by national target escalator for PCSs with different
market shares for shortfalls up to 20% of target
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Figures 2 and 3 illustrate that, for the escalator calculated using the PCSs
achievement against the national target:

(1)

the relationship between the proportionate shortfall and the uplift would
be around one-for-one for a large PCS with a 50% market share (in a given
stream), resulting in a significant uplift for even a modest shortfall; but
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(2)  the penalty for a PCS with a 5% market share (in a given WEEE stream) for
incurring a shortfall of greater than 10% would be less than under the
escalator calculated using the PCS’s achievement against its own target;
and

(3) forashortfall of 20% (versus its own target), a PCS with a 5% market share
would face a cost per tonne uplift of only approximately 2%, while a PCS
with a 50% market share would face a cost per tonne uplift of
approximately 20%. By contrast, basing the escalator calculation on a PCS’s
achievement against its own target, all PCSs would face a cost uplift of 4%.

Given the current structure of the WEEE collection and treatment market, the
calculation of a PCS’s escalator using the national target would result in significant
differences in the incentives facing different PCSs. Although there are around 28
separate PCSs, we understand that just 6 account for in excess of 80% of
collections by WEEE cost. This means that, if these larger schemes were to need
to use the Fee, using the national target in the calculation of their escalators
would result in a higher Fee uplift (than the use of the PCS’s own target) for PCSs
representing around 80% of the UK’s WEEE collections (in that stream).

By favouring smaller PCSs at the expense of larger ones, the use of the national
target in the escalator calculation in fact incentivises the PCS market to become
less-concentrated, which could result in increased producer costs arising from
reduced economies of scale.

We consider that a Fee uplift calculated based on the relative size of the shortfall,
rather than the absolute shortfall in tonnes, is more appropriate. This is because it
creates an appropriate incentive for all PCSs to comply through collection but
yields a Fee that is still proportionate to the costs of collecting uncollected WEEE
and is commensurate with the risks that PCSs of different sizes may fail to meet
their collection target.

The formula does not take into account the aggregate national surplus or deficit
position for each stream

The use of the national target to calculate the escalator for each PCS does not
take into account the aggregate surplus or deficit of the supply of a given WEEE
stream against the aggregate national collection targets. Therefore, it imposes the
same penalty on a PCS with a shortfall, without regard for how difficult or
otherwise it may have been for that PCS to collect and process sufficient WEEE (or
to obtain evidence from other sources).
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Therefore, if the situation contemplated above arose, in which a significant
proportion of PCSs had a shortfall, all PCSs would be heavily penalised irrespective
of the underlying cause of the shortfall. Whereas, the calculation of the escalator
based on a PCS’s achievement against its own target means they would not face a
significant penalty if there was an aggregate shortage of WEEE in that stream. The
use of the national target could therefore result in PCSs being inappropriately
punished for targets that are inadvertently set too high by DEFRA, or other factors
outside their control.

The formula would not be effective in promoting competition

The use of the national target to calculate the escalator for each PCS increases the
uplift for larger PCSs for a given shortfall, compared to the use of the PCS’s
achievement against its own target. This would dis-incentivise any PCSs from
taking on new producers — by taking on a producer, particularly a large producer,
a PCS would be putting itself at risk of a punitive Fee payment if calculated using
the national target.

Subsequent amendments to the core methodology

In subsequent compliance years, we proposed further refinements to this core
methodology. These were:

(2) Surplus Escalator;

(2) Variable administrative costs; and

(3) the WEEE source adjustment premium.

We briefly explain these in turn below.
Surplus Escalator

In previous compliance years, it was identified that there may be aggregate
surpluses of WEEE versus total collection targets, for some WEEE streams. The
escalator mechanism was therefore modified for streams of WEEE where this was
the case, to reflect that there was less justification for a PCS to fail to meet its
target through collections in such circumstances.

On this basis, a modification to the Fee escalator was adopted for streams of
WEEE where there is a net surplus versus aggregate targets. This is referred to as
the Surplus Escalator. The modified Fee formula, to be used when the surplus
escalator is applicable, is shown below with changes highlighted:
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C th — Cn\°
fn=knx(tn—cn)x(—"+2><("—c”)>
T t,

n

Where:

C,, isthe sum of household WEEE collections by all PCSs in the relevant stream
in the market, in tonnes.

T, isthe national target for that stream, in tonnes.

This Surplus Escalator is based on the same inputs as the Normal Escalator. The
two adjustments had the effect of increasing:

(1)  the starting point of the escalator; and

(2) the rate at which the Fee increases with increasing levels of collection
shortfall versus target.

These adjustments mean that the Surplus Escalator:

(1) starts at a level higher than the cost of collection which is proportionate to
the extent of oversupply in that stream. This means that a PCS will pay a
Fee per tonne which exceeds the weighted average cost of collection —
even for a shortfall of a single tonne — which will further dis-incentivise
under-collection; and

(2) increases the uplift more quickly than the Normal Escalator as the extent of
the shortfall increases. This means that it further dis-incentivises under-
collection, where this should be easily avoidable.

In the figure below, we illustrate how the Fee per tonne changes as a PCS’s
collection shortfall increases, using each escalator.
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Figure 1: Effect of escalator mechanism on Fee per tonne of shortfall
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Note: The Surplus Escalator is shown based on an illustrative initial uplift of 10%.
As set out above, the magnitude of this uplift would vary depending upon the
factor by which total collections exceed the aggregate WEEE target.

This figure shows that, under the Normal Escalator, the uplift to the Fee per tonne
is around 4% for a shortfall of around 20%. Whereas, under the Surplus Escalator,
given a de minimis initial uplift, the cost uplift is approximately double, for the
same shortfall.

In our opinion, it is fair and appropriate that:

(1) both escalators more heavily increase the Fee for a PCS which has a larger
shortfall. Under the Normal Escalator, the uplift is modest for small
shortfalls because such shortfalls could be due to factors beyond the PCS’s
control, such as the target being set unachievably high; and

(2)  the Fee uplift is greater for a PCS which falls short of its collection target
when there is an aggregate surplus of WEEE in that stream. This is because,
in the presence of a surplus of WEEE evidence offered to the market, it
should be easier to avoid a shortfall and, if one arises, this is therefore more
likely to reflect intentional under-collection by the PCS.

The Surplus Escalator discourages PCSs from deliberately under-collecting to any
significant degree, even from sites with relatively high costs. This supports the
objectives of the Regulations and associated Defra guidance.
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The Administrator determines whether the Normal Escalator or the Surplus
Escalator applies to each WEEE stream. A threshold amount should be defined,
above which the stream is assessed to be in ‘surplus’. This has been set at 1.5% of
the total tonnage of WEEE collected in each stream i.e. if the sum of household
WEEE collections exceeds the sum of PCS targets by more than 1.5%, then the
Surplus Escalator applies. That is:

—1>1.59
T, > %)

Where:

is the sum of household WEEE collections by all PCSs in the relevant stream
in the market, in tonnes.

T, isthe national target for that stream, in tonnes.

The Surplus Escalator fulfils the criteria discussed in Section 2, on the following
basis:

(1) the partial divergence from cost-reflectivity is justified because shortfalls
are much less likely to arise where the national collection target has been
exceeded. In addition, uncertainty about which Fee escalator will apply, will
further incentivise collection, while ensuring that the Fee remains modest
and cost reflective when shortfalls occur;

(2)  the Surplus Escalator does not affect the transparency of the methodology,
which remains clear and comprehensible to all PCSs. It also does not affect
data confidentiality considerations;

(3) no additional information is required from PCSs and so it is not
burdensome;

(4) the Administrator needs to assess which escalator should apply to each
WEEE stream. They will have sufficient information and knowledge to do
this and hence this methodology is feasible;

(5) the Surplus Escalator does not affect the robustness of the methodology;
and

(6)  the Surplus Escalator increases the incentive for PCSs to collect WEEE,
rather than pay the Fee, hence it promotes competition between PCSs.
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Variable administrative cost per tonne

For the 2016 compliance period, Defra selected a Fee that was based on direct
costs of collection plus “variable administrative costs”. We understand that these
comprised allocations of variable administrative costs associated with:

] preparing bids for collection contracts;

. on-going management of operational contracts including ensuring
contractors are performing properly, liaising with LAs, addressing any day
to day issues which arise;

. conducting site audits of both collection sites and treatment operators to
ensure that they are operating correctly; and

. compiling, checking and making the regular reporting submissions required
to the relevant enforcement agencies.

In the 2016 and 2017 compliance years, the cost was calculated on a per tonne
basis. For 2018, the costs were calculated principally by reference to the number
of collections, rather than the volumes collected in tonnes. This had a material
impact, given that very different volumes are associated with different WEEE
streams. On this basis, we proposed that the same mechanism should be adopted
for the subsequent compliance periods.

The variable administrative costs per tonne is calculated for each stream as
follows, based on data submitted by PCSs:

(1)  PCS data on variable administrative costs, number of collections by WEEE
stream and collection volumes by WEEE stream (in tonnes) is aggregated;

(2) anaverage cost per collection is calculated by dividing the aggregate
variable administrative cost by the aggregate number of collections;

(3) the aggregate number of collections by WEEE stream is calculated;

(4) the average cost per collection is multiplied by the aggregate number of
collections for each WEEE stream, to calculate an aggregate variable
administrative cost per WEEE stream; and

(5) the aggregate variable administrative cost per WEEE stream is divided by
the aggregate collection tonnage to calculate a variable administrative cost
per stream, in £/tonne, for inclusion in the Fee.
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To ensure that the Fee is cost-reflective, the calculation allows for the following
factors:

] some PCSs undertake collections of other non-WEEE waste, such as
batteries, etc. These collections are included in the variable administrative
cost per collection calculation because it is not possible to isolate the
associated costs, to ensure that the cost per collection is not overstated,;
and

. some PCSs collect WEEE from two (or more) streams in the same collection.
Given that costs are substantially driven by the number of collections, these
are recorded as a single collection (and the corresponding fraction included
in total collections for relevant WEEE streams), so that costs are not
understated. Pragmatic assumptions are made where a PCS has more
complex logistics chains, such as ‘milk round’ collections.

The variable administrative cost per tonne was incorporated into the calculation
by FTI in the 2017 compliance period methodology as follows (this example is for
the Normal Escalator):

th—Cy 2
fn:(tn—cn)xlknx<1+(t—) +un>+vnl

Where v,, is the variable administrative cost per tonne, for that WEEE stream.*?
WEEE source adjustment premium

In 2017, it was noted that some LAs had difficulty obtaining collections and were
forced to rely on Regulation 34, even though WEEE collections were below
targets. Only a minority of PCSs bid for collection contracts with LAs; there were
32 PCSs accredited in the UK for household WEEE, however only 12 were listed as
collecting from LAs in November 2016. Since then, the JTA advises that the
number contracting has fallen further to 10. This suggests that PCSs are still not
incentivised to collect from some higher cost LA-DCFs.

The 2016 and 2017 compliance year Fees included a flat-rate overhead cost of £3.50 per
tonne for all WEEE streams. For completeness, un was the Non-PBS Participant Uplift,
which is no longer required.

Source : Defra, WEEE: list of LA-DCFs
(https://www.gov.uk/government/publications/weee-list-of-local-authority-designated-
collection-facilities/weee-list-of-local-authority-designated-collection-facilities)
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This can be because PCSs may collect or make arrangements for WEEE from
sources other than LA-DCFs and we understand from the JTA that the cost of
collecting/obtaining WEEE from different sources can vary substantially. 2017
WEEE collection data shows that for three of the six WEEE streams, more than
40% of the WEEE collected came from non-LA-DCF sources (which was also true
for 2019).% For the other three streams it was more than 20%. This suggests that
the impact of other sources of WEEE is material and may affect the incentives for
market participants.

In addition, a change to the guidance on the classification of WEEE in 2015 meant
that there was additional WEEE in some streams which qualified as household
despite being collected from businesses.'® Businesses generating such dual use
WEEE often pay for its collection. As a result, the price for evidence arising from
such arrangements may be artificially low because it need not cover the
underlying cost of collection and treatment.

PCSs have an economic incentive to meet their collection target by collecting or
making arrangements to obtain WEEE with the lowest cost, irrespective of the
source. WEEE from sources other than LA-DCFs is typically lower cost. Hence, an
adjustment was proposed to reflect the source of WEEE for each PCS, as some
PCSs might obtain WEEE primarily from sources which are lower cost.

We considered that the Fee should also reflect the sources of the WEEE used by a
PCS to fulfil its collection target. One way to achieve this was to set the Fee
according to the national proportion of WEEE collected from LA-DCFs, such that
PCSs which obtained a greater proportion of WEEE from lower cost (i.e. non LA-
DCF) sources paid a higher Fee.

Data from PCSs acting as advisers to the JTA on the direct costs of collections
showed that:

] there is considerable variation in the costs of collection from different
sources;
] the costs of collections from LA-DCFs are higher than other sources for all

WEEE streams; and

Environment Agency, “WEEE collected in the UK”. Source:
https://www.gov.uk/government/statistical-data-sets/waste-electrical-and-electronic-
equipment-weee-in-the-uk.

On 23 February 2015, BIS issued Guidance entitled “Business to consumer (B2C) and
business to business (B2B) EEE and WEEE: how to correctly identify”. Available at:
https://www.gov.uk/guidance/business-to-consumer-b2c-and-business-to-business-b2b-
eee-and-weee-how-to-correctly-identify
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] the average cost of collections from LA-DCFs is over double the cost of
collecting from other sources for most streams for which data are available.

The adjustment we proposed was not symmetrical. That is, PCSs which collected
less than the average share of their WEEE from LA-DCFs paid a higher Fee but, for
those that collected more than the average share did not receive a downward
adjustment.

This factor increased the Fee for PCSs which undertook a lower proportion of
collections from LA-DCFs, compared to the national average for the relevant
WEEE stream.

The WEEE source adjustment premium (p,,) is calculated as follows:®

L,+s
Pn = d * (a - = n)
tn
Where:
d is the percentage amount by which the cost per tonne of LA-DCF collections

exceeds the cost per tonne of other WEEE sources, expressed as a ratio.

a is the average share of collections from LA-DCFs, as a proportion of all
household collections in that WEEE stream, expressed as a ratio.

L, is the actual volume of collections from LA-DCFs, made by the PCS itself, in
tonnes.

S, isthat PCS’s shortfall, in tonnes.
t, is the PCS’s target for the WEEE stream, in tonnes.

This adjustment fulfilled the criteria discussed in Section 2. First, it reduced the
cost advantage of obtaining WEEE from other sources and therefore incentivised
PCSs to collect from LA-DCFs. This supported Defra’s objective of incentivising
collections from LA-DCFs as far as possible and hence increased the effectiveness
of the Fee.

Second, this calculation took into account the amount of a PCS’s shortfall, which is
appropriate given that the Fee paid on the shortfall reflects the cost of collection
from LA-DCFs. This ensures that the Fee remains cost reflective and is not unduly
punitive.

We propose that the precise mathematical formula would be:

pnzd*max(a—l"ﬂ,o).

Cn

Proposed methodology for the 2021 WEEE compliance fee | 39



30 September 2021
Confidential

A2.72  The WEEE source adjustment premium was incorporated into the calculation by
FTlin the 2017 compliance period methodology as follows (this example is for the
Normal Escalator):
t, —cp\?
n n
fn= (tn_cn) X an<1+(t—> +un+pn>+vn]
n
A2.73

Where pp is the WEEE source adjustment premium for that WEEE stream.’

17 The 2016 and 2017 compliance year Fees included a flat-rate overhead cost of £3.50 per

tonne for all WEEE streams. For completeness, un was the Non-PBS Participant Uplift,
which is no longer required.
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Appendix 3
Revised fee calculation examples

Below, we calculate the Fee that would be payable for an example WEEE stream
in the scenarios set out, under this proposal. The calculations show the impact of
each element of the proposed fee methodology.

The calculations are based on the following assumptions:

(1) PCS’s own collection target: 5,000 tonnes

(2)  Aggregate share of WEEE collected from LA-DCFs by all PCSs: 70%
(3) PCS’s total evidence collected: 3,000 tonnes

(4) PCS’s own collections from LA-DCFs: 2,500 tonnes

(5) Weighted average cost per tonne of LA-DCF collections for all PCSs
submitting data: £50

(6) Weighted average cost per tonne of all other collections for all PCSs
submitting data: £30

(7)  Overhead cost per tonne: £3.50
(8) National target: 20,000 tonnes
National shortfall (Normal escalator)

Assuming UK collections were 18,000 tonnes, and the PCS has collected sufficient
WEEE from LA-DCFs to not be subject to a WEEE Source Adjustment Premium (see
A3.5 below), the Fee per tonne payable by this PCS in this stream under the
Normal escalator would be £61.50 per tonne:

5,000 — 3,000\ 2
£50x (1 + (W) + 0]+ £3.50 = £61. 50/t0nne

National surplus (Surplus escalator)

Assuming UK collections are 22,000 tonnes, so above the national target, the Fee
per tonne payable by this PCS in this stream under the Surplus escalator would be
£74.50 per tonne:
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22,000 (5,000 — 3,000

£S0 X (20,000 22X (75000

2
) + 0) + £3.50 = £74.50/tonne

WEEE source adjustment premium

The WEEE Source Adjustment Premium for this example PCS using the parameters
above would be zero. This is because the total of the PCS’s LA-DCF collections and
the tonnes for which it pays a fee exceed the national average share of PCS
collections from LA-DCFs:

(2,500 + 2,000)

= = 0, 0
5.000 0.90 =90% > 70%

Whereas, if the PCS’s own LA-DCF collections were only 1,000 tonnes (and its total
collections remained 3,000 tonnes), the WEEE Source Adjustment Premium would
apply. In this case, an additional uplift to the Fee per tonne would apply,
calculated as follows:

<50 1))( 0,70 . (1,000 +2,000) 007 = 7%
30 ' 5,000 TR

Revised Normal escalator calculation including a WEEE source adjustment
premium

The Fee payable by this PCS in this stream under the Normal escalator, using the
revised assumptions in A3.6, would be £65.00 per tonne:

5,000 — 3,000\°

£50 x 1+ (—) + 0.07 | + £3.50 = £65.00/tonne
5,000

The size of the PCS’s obligation does not impact the Fee; rather it is the PCS’s

shortfall that is important. A PCS with a shortfall of 40%, no matter the size of that

PCS’s obligation, would always pay the same fee.

Revised Surplus escalator calculation including a WEEE source adjustment
premium

The Fee payable by this PCS in this stream under the Surplus escalator, using the
revised assumptions in A3.6, would be £78.00 per tonne:

£50 x 22,000 4 5,000 — 3,000
20,000 ( 5,000

2
) + 0.07> + £3.50 = £78.00/tonne
Again, the size of the PCS’s obligation does not impact the Fee; rather it is the

PCS’s shortfall that is important. A PCS with a shortfall of 40%, no matter the size
of that PCS’s obligation, would always pay the same fee.
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