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Important notice 

Deloitte LLP (“Deloitte”) is acting for Worcestershire County Council (“WCC”) and the County of Herefordshire Council  (“CoHC”) (together “the 

Councils” or the “Clients”) on the terms set out in the engagement letter dated 13 November 2014 (the “Engagement Letter”) in connection with the 

financial advisory services in relation to the Senior Term Loan Facility Agreement (“STLFA” or “Agreement”) with Mercia Waste Management Limited 

(“MWM” or “Mercia”) (in total, the “Project”) and no one else and will not be responsible to anyone other than the Clients for providing advice in relation 

to the Project. 

This document, which has been prepared by Deloitte, comprises the written materials/slides for the purpose of providing a presentation to the Clients 

envisaged in the Engagement Letter.  

The information contained in this document has been compiled by Deloitte and includes material obtained from information provided by the Councils 

and by Mercia but has not been verified.  This document also contains confidential material proprietary to Deloitte.  In particular, it should be noted that 

the financial information contained in this document is preliminary and not audited. 

This document and its contents are confidential and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person in 

whole or in part without the prior written consent of Deloitte. 
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Actual Construction Period Cash Flow Test 

Background 

Mercia has a Waste Management Services Contract (“WMSC”) with 

the Councils. Mercia secured planning consent  for a new facility and 

re-negotiated the WMSC for the design, construction and operation of 

a Waste to Energy (“WtE”) plant over the remainder of the WMSC, 

due to expire in 2023.  Financial close was reached in May 2014. 

In order to ensure the funding solution demonstrated VfM, the 

Councils used their prudential borrowing powers to debt fund Mercia’s 

WtE Plant.   

Based on a capital structure of 85% debt and 15% equity, the Councils 

issued a senior loan facility. 

Within the Senior Term Loan Facility Agreement (“STLFA”), the 

Councils included an Actual Construction Period Cash Flow Test 

(“ACPCFT”).  This test is carried out on a quarterly basis following 

financial close (the first quarter ending 30 September 2014) and is 

used to determine whether: 

“Actual Operating Cash generated during that period plus the brought 

forward cash balance attributable to operations is equal to, or 

exceeds… the amount of Operating Cash projected to be generated 

during that period plus the brought forward cash balance attributable 

to operations as shown in the Base Case Financial Model.” 

Should a shortfall occur, Mercia will be required to remedy this 

shortfall by means of an equity injection equal to the amount of the 

shortfall in accordance with the contractual documentation. 

3 

Scope of review 

Deloitte has reviewed the calculation provided by Mercia for the ACPCFT. In 

doing so Deloitte has: 

• Agreed the terms of the calculation to the STLFA;  

• Agreed the “model” Operating Cash generated during the period to the 

Base Case Financial Model; 

• Agreed the actual Operating Cash generated during the period to 

management information; 

• Re-performed the calculation of the ACPCFT; 

• Compared the senior term loan facility draw downs against those forecast 

in the Base Case Financial Model. 

We have not been provided with any technical reports to review for the 

period to 31 March 2015. 

Summary of results 

The result of the ACPCFT performed by Mercia for the period under review is 

an Excess Cash Flow amount as at 31 March 2015 is £1,299k. 

This shows that in the period from 1 May 2014 to 31 March 2015, the 

operations have produced £1,299k more than was forecast for this period in 

the Base Case Financial Model. 

Based on the above, the ACPCFT for the period under review would be 

satisfied. In completing our work set out above, we have not identified any 

inconsistencies between Mercia’s calculation and the underlying information. 



Calculation 
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Source: Mercia; Financial Model; Senior Term Loan Facility Agreement. 1 Includes the January 2015 Unitary Payment. 

Actual Construction Period Cash Flow Test 

Metric (£000) May – Sep 14 Oct – Dec 14 Jan - Mar 15 

Base case financial model     
b/f cash attributable to Ops 

 

4,254 4,793 7,051 

Gross revenue 18,603 10,448 10,847 

Operating costs -14,893 -8,111 -8,320 

Changes in working capital -1,212 320 -18 

Cell preparation assets -612 0 0 

Corporation tax -1,346 -400 -437 

Total change 539 2,258 2,072 

Actuals       
b/f cash attributable to Ops 

 

4,637 6,480 11,674 

Gross revenue 19,688 13,341 10,578 

Operating costs -15,557 -8,588 -8,509 

Changes in working capital -1,392 1,363 -3,018 

Cell preparation assets -333 -286 0 

Corporation tax -563 -636 -302 

Total change 1,843 5,194 -1,252 

Difference              1,304             2,936  -3,324  

Excess cash flow a/c b/f 383             1,687             4,624  

Excess cash flow a/c c/f              1,687             4,624 1            1,299  



 

• The net result still leaves an excess cash flow balance of £1,299k as at 

31 March 2015. In line with the stipulations of the STFLA, this is the 

balance in the Excess Cash Flow Account. 

• There are small differences (c£6.5k) between Deloitte’s and Mercia’s 

variance against model numbers on gross revenue and operating costs. 

 

 

 

The differences are reflective of a differing treatment of interest received 

– the Deloitte calculation includes the number in gross revenue whereas 

Mercia’s calculation nets it against operating costs. 

The differences are equal and opposite (allowing for rounding) and do 

not affect the overall cash flow position. 

• In discussions between Deloitte, the Councils and Mercia on the May 

2014 to September 2014 ACPCFT, Deloitte suggested that Mercia 

perform a reconciliation of the carried forward cash attributable to 

operations to the actual total cash balance in bank. Mercia now 

performs this as part of their test. 

 

Commentary 

• The calculation is the result of a methodology agreed between parties 

(the Councils and Mercia) which accords with the STLFA signed on 21 

May 2014. 

• Mercia explained that the gross cash received by Mercia from the 

Councils for the period to 31 December 2014 was more than expected 

due to the early payment (by a couple of days) of the Unitary Charge 

(£3.4m, in late December 2014).  

• Mercia contended that “this is not “extra” cash, but normal operating 

cash received a few days early.  The Council payments usually arrive 

in the first few days of the month, but in December the payment arrived 

on 31 December. If the definitions are to be followed strictly, we would 

be denied access to this cash until such time as the next Cash Flow 

Test is due”. 

• The calculation shown on page 4 follows the Senior Term Facility Loan 

Agreement and as a result of this, does not discount this additional 

payment and the test showed a large positive difference in the 

December 2014 test.  

• Since the subsequent payments were received as normal, the test 

shows a large negative difference for the period to 31 March 2015 (of 

£3.3m). 

 

Commentary 
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Variance against model (£k) Deloitte1 Mercia2 Difference 

Gross revenue -269 -276 -7 

Operating costs -189 -182 7 

Notes: {1} Difference between the actuals and model numbers for the quarter to 31 March 2015 (see slide 4); {2} From Mercia’s  cash flow notice (see slide  7). 



Senior Term Facility Loan draw downs 

6 

Source: Mercia; Financial Model 

Actuals vs Forecast in the Financial Model 

The table below shows the actual Senior Term Facility Loan draw downs against those forecast in the financial model. 

 

 

 

 

 

 

 

 

 

Facility A is the amortising loan. Capital repayment begins in the quarter ended 30 June 2017 following the end of the construction period. 

Facility B is the bullet loan which is forecast to be repaid in the quarter ended 31 December 2023. 

From discussion with Mercia management, the lack of draw down in October 2014 to December 2014 period reflects both a delay in the WtE build 

(meaning less cash was required for the WtE build) and the lower than expected capital expenditure in non-WtE build (meaning that more cash can 

be used on the WtE build). 

 

 

Model May - Sep 14 Oct - Dec 14 Jan - Mar 15 

Model       

Facility A              5,241             2,341             1,725  

Facility B            18,898             8,426             6,190  

Total            24,139           10,767             7,916  

        

Actual       

Facility A              4,576                  -   1,713 

Facility B            16,532                  -   6,187 

Total            21,108                  -   7,900 

      

Difference -3,031  -10,767  -16 



Appendix 1 
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Source: Mercia; Mercia also provided the workings behind this calculation so that the calculation could be reconciled to the company’s trial balance and so it could be presented in a 

manner mapping to the description in the Senior Term Loan Facilities Agreement (see page 4). 

Mercia’s calculation (£000) Mercia’s cash flow notice 



Appendix 2 
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Source: Senior Term Loan Facility Agreement 

Extracts from Senior Term Loan Facility Agreement 



Appendix 2 (continued) 
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Source: Senior Term Loan Facility Agreement 

Extracts from Senior Term Loan Facility Agreement 
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