East London Waste Authority
NOTICE OF MEETING
Monday, 25 November 2013

–

Civic Centre, Dagenham - 09.30 am

Members
Councillor M McCarthy (Chairman), Councillor A Choudhury, Councillor H Collins,
Councillor I Corbett, Councillor R Crawford, Councillor S Kelly, Councillor K Prince
(Vice Chairman), and Councillor B Tebbutt,
Declaration of Members Interest
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prejudicial interest they may have in any matter which is to be considered at this
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Mark Ash
Acting Managing Director
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Tel: 020 8724 5614
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AGENDA
1.

Apologies for absence

Items for decision
2.

Minutes – To confirm as correct the minutes of the meeting held on 9 September
2013 (pages 1-4)

3.

Financial Projection and Budget Strategy 2014/15 to 2016/17 (pages 5-14)

4.

Programme of Meetings 2014/15 (pages 15-18)

Items for information
5.

Annual Audit Letter 2012/13 (page 19-28)

6.

Budgetary Control to 31 October 2013 (pages 29-32)

7.

Treasury Management Mid Year Strategy Review 2013/14 (pages 33-36)

8.

Review of Corporate Risk Register (pages 37-46)

9.

Contract Monitoring to 30 September 2013 (pages 47-50)

10. Dates of next meetings:
10/02/14

Levy (required by 15/02/14);

23/06/14

Annual General Meeting
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11. Any other public items which the Chair decides are urgent.
12. To consider whether it would be appropriate to pass a resolution pursuant to
Section 100A (4) of the Local Government Act 1972.
Confidential Business
The public and press have a legal right to attend ELWA meetings except where
business is confidential or certain other sensitive information is to be discussed. The
items below relate to the business affairs of third parties and are, therefore, exempt
under paragraph 3 of Part I of Schedule 12A of the Local Government Act 1972 (as
amended).
Confidential items for decision
13. Contract Renegotiation and Options for Savings (pages 51-74)
This report has been restricted to Members and specific officers only.
Confidential items for information
14. ELWA Limited 29/10/13 Board Agenda (pages 75-112)
This report has been restricted to Members and specific officers only.
15. Any other confidential or exempt items which the Chairman decides are urgent
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AUTHORITY MINUTES: MONDAY 09 SEPTEMBER 2013 (9.36AM – 10.25AM)
Present:
Councillor M McCarthy (Chairman), Councillor I Corbett, Councillor S Kelly, and Councillor K
Prince (Vice Chairman), Councillor B Tebbutt.
18.

Welcome & Apologies for Absence

The Chairman welcomed Members, officers and Ciaran McLaughlin and Andrew Firth, External
Auditors, PricewaterhouseCoopers to the meeting (external auditors attended for Item 3 only.)
The Chairman advised that portfolio holder changes at London Borough of Barking &
Dagenham had brought about a new Member being appointed to the Authority. Councillor H
(Bert) Collins replaces Councillor E Obasohan.
An apology for absence was received from Councillors R Crawford, A Choudhury and H Collins.
19.

Declaration of Members’ Interests

The ELWA Limited ‘A’ director declared an interest in Agenda Item 12.
continue discussions in his presence.
20.

Members agreed to

Minutes of previous meeting (20/06/13)

Members confirmed as correct the minutes of the Authority meeting held 20 June 2013.
21.

Statement of Accounts & Auditor’s Report 2012/13

Members received the Finance Director’s report and, with the Chairman’s approval, Statement
of Accounts & Auditor’s Report. The Finance Director confirmed that the Accounts reflected the
information provided to them throughout the year and that their agreement was required
before the end of the month. The Auditors had confirmed that there were no exceptions or
major issues although there were one or two items still to be clarified.
In commentary, the Auditors confirmed that they had completed the majority of their audit
work and expected to issue an unqualified audit opinion on 23 September 2013. Outstanding
matters related to component accounting on enhancement expenditure, confirmation from the
London Pension Fund Authority that census data sent to the actuaries is in line with audited
payroll data and a valuation of the whole fund at 31 March. Auditors advised that there were
two judgements, the application of component accounting and depreciation charge and
valuation of property, plant and equipment and impairment review. Other areas requiring
increased scrutiny and focus were pensions liability (nothing to raise at this stage), employee
benefits (not of concern at this stage) and independence (no material issues affecting the
Authority). Both the Auditors and Finance Director provided clarification on the discrepancies
in accounting for depreciation charge.
The Finance Director confirmed that he would keep Members informed of developments with a
view to finalising the accounts on the due date.
Members noted the report and agreed that the finance director should have delegated
authority to sign off the Accounts having satisfied himself that there were no outstanding
issues.
The Chairman thanked the External Auditors for attending the meeting and for providing
Members with their detailed summary.
22.

Contract Monitoring to 30 June 2013

Members received the Contract Manager’s report for the first quarter of 2013 containing details
of contract performance, Reuse & Recycling Centre controls and minor site works. Overall
contract performance remained on track, with slightly disappointing recycling figures (26.8%)
being mitigated by increased diversion (74.9%).
Overall tonnages remained within budget. Changes being introduced at the Reuse & Recycling
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Centres were expected to maintain the gains made on last year’s controls. Gerpins Lane is the
pilot site and new monitoring and controls procedures would be rolled out to Frizlands Lane
next. Minor works related to concrete floor repairs at various sites and drainage repairs at the
Ilford site.
Members noted the report.
23.

Budgetary Control to 31 July 2013

The Finance Director presented his regular revenue estimates and prudential indicators report.
He advised that there was a net under spend for the period of £247,000 and the final projected
outturn at year end was expected to be £41,000 under budget. Contract and non contract
costs were projected to be below budget at year end, the projected favorable variations being
partly offset by a shortfall of income particularly commercial waste income.
Close monthly monitoring will continue and the ability to remain within budget is dependent on
tonnage trends, achievement of diversion targets and income collection.
Members noted the report.
24.

Treasury Management Outturn 2012/13

The Finance Director presented his regular statutory report containing details of the current
portfolio position, borrowing requirements/capital programme and prudential indicators. He
confirmed that the Authority had managed its treasury management arrangements in
accordance with the strategy and kept within its prudential indicators and all investment was
carried out in accordance with the approved creditworthiness criteria
Members noted the report.
25.

Dates of next meetings

Members noted the future meeting dates for 2013 as being 25 November (Approval of the
Annual Budget & Service Delivery Plan) and 10 February 2014. Members were reminded that
the meeting on 10 February 2014 (Approval of the Levy) needed to be quorate.
26.

Private Business

Members resolved to exclude the public and press from the remainder of the meeting by
reason of the nature of the business to be discussed which included information exempt from
publication by virtue of paragraph 3 or by virtue of paragraphs 1, 3, 4 and 8 respectively of
part 1 of Schedule 12A of the Local Government Act 1972 (as amended).
27.

Staff Restructure

Members received the confidential report prepared and commented upon by both the Acting
Managing Director and Section 151 Officer which detailed the review carried out on the officer
structure, proposals for change at the Authority and savings in staff costs of £115,000.
Members agreed the recommendations as set out in paragraphs 2.1 (a-d), 2.2, 2.3 and 2.4
of the report. The Chairman thanked officers for their work in this regard.
28.

Contract Renegotiation and Options for Savings

The Acting Managing Director presented his confidential report and Appendix drawing
members’ attention to the paragraphs relating to mutually beneficial savings, indicative
timescales and proposed application to the Department for Communities and Local
Government (DCLG) for funding support.
The potential savings and the outline for funding support as set out in the report and
Appendix A were discussed in depth.
Members also discussed the possible use of Aveley closed landfill site to divert ‘fines’ away
from landfill. The Chairman agreed to speak to the joint Chief Executive of Barking &
Dagenham and Thurrock councils in this respect. Havering Council would also be approached.
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Members agreed submission of the outline bid to the DCLG and noted the report. Officers
were asked to produce a study of the closed landfill option for members’ consideration at a
future meeting.
29.

ELWA Limited 18/07/13 Board Agenda

Members noted and briefly discussed the content of the Agenda pack.
30.

Other Confidential Business

None.
Minutes agreed as a true record.
Chair: ………………………………..
Date: ………………………………..
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AUTHORITY REPORT: FINANCIAL PROJECTION
2014/15 TO 2016/17

AND

BUDGET

STRATEGY

1.

Confidential Report

1.1

No

2.

Recommendation:

2.1

Members are asked to agree the Financial Projection and Budget Strategy for the years
2014/15 to 2016/17.

3.

Purpose

3.1

In accordance with good practice and in order to comply with Financial Standing Orders,
this report presents the Authority’s Financial Projection and Budget Strategy for the
three years from 2014/15 to 2016/17 with particular focus on the 2014/15 financial
year.

4.

Executive Summary

4.1

For a number of years Members have been advised that ELWA faced significant cost
pressures which would have resulted in unpalatable Levy increases had they not been
mitigated by the use of our reserves and one off items. This level of reserve use is
unsustainable in the medium to long term. In addition, unless there are major
structural changes to the Integrated Waste Management Strategy (IWMS) contract
and/or a large reduction in waste tonnages, we would continue to face levy increases
that are difficult to accept in the current economic climate. As reported to the recent
Authority meetings Members and officers are undertaking a robust and thorough
exercise looking at savings options/revenue generation including to what extent the
IWMS contract can be improved.

4.2

Although the Authority has made some progress in limiting increases in overall waste
disposal costs and seeking increased diversion from landfill, there remains a continuing
impact from previous increases in landfill tax, contactor inflation and the need to reduce
dependence on using reserves.

4.3

The IWMS contract continues to be the dominant element of the budget (95%). This in
turn is driven by tonnage levels and the in-built contractual costs. The tonnage
assumed in the 2013/14 Budget was 428,000 but officers now expect only 422,000
tonnes in this year. Based on ELWA technical officer advice the 2014/15 budget
assumes 426,000 tonnages with 0.5% growth in 2014/15 and 2015/16. It is therefore
vital that ELWA continues to negotiate with the contractor to substantially reduce costs
so as to mitigate levy increases. The Acting Managing Director is reporting separately
on this.

4.4

The main factors and outcomes within this three year financial plan are as follows:
a) As required in the IWMS, contract cost inflation has been built into the projections.
This is 80% of the Retail Price Index (RPIX) at the previous October each year.
This is 2.13% for 2014/15, and projected to be 2% for 2015/16 and 2% for
2016/17.
b) Tonnages are assumed to increase to 426,000 tonnes in 2014/15 with a 0.5%
annual growth in 2015/16 and 2016/17.
c) A Landfill tax rate of £80 per tonne has been assumed in 2014/15. This is the last
year for which Landfill tax increases have been announced by the Government.
ELWA technical officers have therefore assumed £80 per tonne and thereafter the
projections for 2015/16 and 2016/17 include no further Landfill tax increase. ELWA
technical officers advise that there are no known Government plans to increase this
in the near future.
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d) Projected levy increases are being dampened down through the use of general
reserves. Without this significant use of reserves, the projected levy increase for
2014/15 would be approximately 11%.
4.5

The Local Government Act 2003 lays down that the ‘Chief Finance Officer’ of the
Authority has the responsibility to report on the adequacy of the proposed financial
reserves. There needs to be a balance between trying to mitigate levy increases and
maintaining an adequate level of reserves. ELWA is a single function body and this gives
it less flexibility to find savings elsewhere as ELWA faces various risks from tonnage
levels, new legislation and operational risks. The use of reserves is allowing the
Authority time to deliver on a savings programme. This time must be used pro-actively.
The budget strategy represents the minimum level of reserves that currently I deem to
be adequate given the risks and uncertainties faced by ELWA.

4.6

Given the above, Officers have sought to smooth sharp increases in the next three
years and allow time for ELWA’s efficiency savings to be generated. Also the projected
underspend in 2013/14 has been used to partially help offset levy increases. Therefore,
the level of levy increases within this plan are currently projected to be 2.1%, 5.3% and
5.0% in each of the three years 2014/15, 2015/16 and 2016/17 respectively. This
compares when the levy was set in February with previous projections of 3.8% for
2014/15 and 11.3% for 2015/16.

4.7

It is important to note that this represents the average increase. The levy for each
constituent council will be based on updated tonnage figures and the number of Band D
properties, which will be provided in time for the Levy report in February 2014.

4.8

It needs to be stressed once again these projected levy increases need to be considered
in the context of the overall financing of the public sector in which Councils are facing
significant reductions in Government funding. Projected future levy increases can only
be mitigated if ELWA’s savings programme delivers significant on-going results.

5.

Background

General Budget Strategy
5.1

Members will be aware of the extremely difficult financial climate facing all constituent
councils. The Budget Strategy aims to explore all avenues of cost minimisation in order
to mitigate increases in the levy.

5.2

As part of this strategy, the Authority will seek new funding and new ways of working
as well as pushing forward the ‘savings agenda’ as reported to the last Authority
meeting. Through the latter it will also continue to look at new ways to improve its
waste minimisation and diversion performance and review efficiencies and cost savings
within the IWMS contract.

5.3

In terms of the levy, the Authority will seek to set a balanced and prudent budget, and
to keep any increase in the levy to the lowest possible level. The Authority will also
seek to manage the risks it faces through the maintenance of adequate and prudent
level of reserves.

5.4

In September 2010, Members considered a report on the methodologies for calculating
the levy. It was agreed at that time the current methodology was the preferred option.
Members agreed in December 2012 to continue with the current methodology.

6.

Revenue Budget Assumptions

Contractor Costs
6.1

The ELWA revenue budget has 3 general components: contractor costs, non-contractor
costs and income.
The cost of waste disposal under the contract with Shanks East London accounts for
approximately 95% of ELWA’s total gross expenditure. For 2013/14 overall tonnage is
projected to be 422,000 tonnes. Based on this, previous year trends and expected
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growth in households a total ELWA tonnage figure of 426,000 tonnes has been assumed
for 2014/15. The Levy report to be presented in February 2014 will reflect the updated
Technical Officers’ reports from the constituent councils.
The projected breakdown by borough, based on 2012/13 actuals is as follows:
Barking and Dagenham

2014/15 budgeted tonnes
93

Havering

111

Newham

113

Redbridge

109

Total

426

6.2

There will be a Landfill Tax rise of £8 for the next financial year. At this stage based on
ELWA technical officer advice no further increases in 2015/16 and 2016/17 have been
included.

6.3

Members will recall that they agreed a report in September 2011 on the increased
levels of diversion of solid recovered fuel from landfill with the waste being diverted to
Europe. This proposal meant an improved diversion rate and for the 2012/13 Budget
and Levy setting report an overall diversion rate of 75% was assumed. Based on the
experience of 2012/13 this was not sustainable and for the 2013/14 Budget a rate of
70% was assumed. Recent improvements in the diversion rate have led technical
officers to state that an appropriate rate for 2014/15 is 75% and for 2015/16 and
2016/17 a diversion rate of 75% has also been assumed.

6.4

In 2016/17 as part of the terms of the contract diversion supplements payable to the
contractor may reduce. ELWA technical officers advise that the annual saving could be
in the region of £400,000 and this will be explored via the efficiency savings
arrangements.

Non-Contractor Costs
6.5

Over the three year period, it is assumed that there will be a 1% increase in employee
budgets. Other non contractor budgets have been kept at 2013/14 levels with any
inflationary pressures thus being contained. Members also agreed a report at the last
Authority meeting on staff restructuring where a full year saving of £115,000 was
agreed and this has been built into the 3 year projections.

6.6

The revenue maintenance costs of landfill sites are met from the non contractor costs
budget. Should these be sold then there will be a revenue saving in this budget.

Income
6.7

ELWA receives income from the Boroughs in respect of Commercial Waste tonnage. It is
proposed that given the impact of the increase in landfill taxes/RPIX to retain the
budgets at the 2013/14 level uprated for inflation in each of the three years. This also
assumes the existing commercial waste arrangements continue for the next three
years.

6.8

There is also some other income, for example, investment income and trade waste
royalty income. Investment income will reduce in the three year period reflecting the
reduction in ELWA’s overall balances. For 2014/15, based on previous experience
royalty income is projected to be £500,000 with inflation uplifts in 2015/16 and
2016/17.

7.

Contract Renegotiations

7.1

At your last meeting Members received a report on the options for reducing costs. It
was agreed to include any such savings which could be reasonably implemented as part
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of the Budget projections/Levy report. Based on advice from the Acting Managing
Director, efficiency savings of approximately £2.0 million may be achievable in a full
year and this has been assumed in the projections for 2015/16 and 2016/17. A part
year saving of £500,000 has been assumed in 2014/15. The Acting Managing Director
is separately reporting in more detail on this matter.
7.2
8.

Whilst the £2m will no doubt prove challenging it is not by itself sufficient to offset
ongoing increases in the levy. Thus more such savings need to be found.
Reserves Strategy

8.1

As part of the Levy Setting report in February 2013, it was agreed that the minimum
level of general reserves needed to cover risks facing the Authority was £3.5 million.
Also that the PFI reserve would be discontinued from the end of 2014/15.

8.2

As part of this three year financial strategy, at the end of 2016/17 there will be general
reserves of (£4 million). This is broadly a continuation of the position I reported as part
of the levy setting in February 2013 and recognises the need to build up the reserves in
the medium term. Further details and the basis for the proposed level of reserves are
provided in paragraph 8 for the removal of the PFI reserve and paragraph 9 for the
General Reserve.

9.

PFI Reserves - Assumptions

9.1

The PFI reserve existed to smooth the IWMS contract step price increases in the early
years of the contract. It was good financial practice and agreed ELWA policy that a
suitable level of PFI Contract Reserve be set aside in the years prior to such changes to
avoid large step increases in the levy in future years

9.2

As advised in the Levy setting report in February 2013 there will be no further step
increases in the cost of the contract, moreover as part of the contract ELWA will pay
less in diversion supplements from 2015/16 onwards. It should also be noted that the
change in the basis of the PFI grant (to an annuity basis) gives the Authority increased
funding in the short and medium term. For the period 2011/12 to 2016/17 the
Authority will have received on the annuity basis £3m more in cash terms compared to
what would have been received under the declining balance basis.

9.3

Against the background of the two factors above it is proposed to continue the policy as
agreed by Members in February 2013 of having no PFI reserve.

10.

Revenue Reserves - Assumptions

10.1

The Authority has accepted in earlier years that a minimum level of normal operational
revenue balances should be set aside and the suggested approach is a risk-based one.
Reserves may also be needed to help implement new developments. The Local
Government Act 2003 indeed requires Authority Chief Finance Officers to maintain an
adequate level of reserves.

10.2

The risks are detailed in paragraph 13 but in summary these relate to tonnages being
higher and diversion lower than projected, a shortfall of commercial waste and royalty
income, and most importantly the risk of delays on the assumed efficiency savings.

10.3

As agreed as part of the 2013/14 Levy setting process the general reserve would be at
a minimum of £3.5m at the end of 2014/15 and 2015/16. It is now proposed that
general reserves are increased by £0.5m to £4.0m by the end of 2016/17. This is to
reflect the more volatile environment for the Authority and the risks inherent in the
generation of efficiency savings.

11.

Closure of Landfill Sites

11.1

The responsibility for, and maintenance of, four closed landfill sites continues to carry a
significant financial risk for ELWA including the cost of potential damage to third parties.
Currently maintenance operations are at relatively low cost but the nature of the sites
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creates some financial uncertainty for the future. Members were advised of the
updated position at the Authority meeting in February 2013.
11.2

12.
12.1

13.

Members will be aware that there is a £400,000 capital reserve earmarked for future
costs at the Aveley site. Should the site be sold then there will no longer be a need for
this capital reserve. It is proposed that this reserve is written back to revenue if the
site is disposed of.
Other Assumptions
Members will recall that in 2012/13 there was a net revenue underspend of just under
£1.5million. Members also noted that the cost of external advisers for the IWMS
contract (estimated cost £300,000) would be met from this underspend. After taking
account of the levy setting in 2013/14 there is £0.92 million of the underspend in
reserves and it is proposed this is used to mitigate the 2014/15 levy increase. Based
on current projections for the 2013/14 financial year as detailed elsewhere in the
agenda, it is appropriate to assume that £900,000 of the projected underspend is
utilised to mitigate the 2015/16 levy increase.
Determination of the Levy and Levy apportionment

13.1

The calculation of the levy is determined by the costs and income detailed in paragraph
6, the use of reserves as described in paragraphs 7 to 9 and other factors such as
additional income from revenue underspends and sales.

13.2

Based on the analysis in paragraphs 6 to 11 a levy increase of 2.1% in 2014/15 is
projected.

13.3

Key projections such as tonnages will need to be reviewed by ELWA officers to ensure
they are accurate before the 2014/15 levy report is presented.

13.4

The reconciliation of the updated projected levy increase in 2014/15 with that projected
in the February 2013 levy report is detailed below.
Original projection

Updated projection

2014/15 (£m)

2014/15 (£m)

47.2

47.2

IWMS net cost changes

0.6

0.7

Landfill taxes

1.0

1.0

Reduction in the use of reserves

0.2

0.2

2013/14 levy

Use of 2011/12 underspend
Non contract costs
Projected 2014/15 levy

(0.9)
-

(0.1)

49.0

48.1
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The table below summarises the draft financial plan for the next three years,
highlighting the expenditure budget requirements, the proposed levy increases and
draw down of reserves.
2014/15
£’000

2015/16
£’000

2016/17
£’000

Revenue Budget

56,958

57,589

58,726

Annual PFI Grant

(3,991)

(3,991)

(3,991)

Efficiency savings

(500)

(2,000)

(2,000)

52,467

51,598

52,735

Summary Budget

Sub Total
Financed By
Transfer from PFI Reserve

1,944

Transfer from/(to) General Reserve

1,470

2012/13 underspend
underspend

and

2013/14

Levy
Levy Increase over previous year

(500)

925

900

48,128

50,698

53,235

2.1%

5.3%

5.0%

0

0

0

3,500

3,500

4,000

Year End Reserves
PFI Reserve
General Reserve
13.6

ELWA Members will understand the impact of its levy on the boroughs’ budgets and it is
important to keep any annual increases to a minimum subject to the continual need for
financial prudence and operational viability. These two pressures must be balanced and
Members must also take a three-year view on the budget strategy. It is likely that
ELWA will continue to face uncertainty in the future and financial pressures cannot be
ruled out for the remainder of the current year and for the 2014/15 to 2016/17 period
that follows.

13.7

The table below shows the impact of the proposed average levy increases by borough,
based on the 2012/13 household tonnages and 2013/14 Band D figures. They also take
account of the impact of the Olympics tonnage as agreed by the Authority already (see
paragraph 13.9 below).
Provisional Figures – Subject to Update
2013/14
Actual
£’000

2014/15

2015/16

2016/17

£’000

£’000

£’000

9,010

9,450

9,955

10,453

Havering

11,653

12,038

12,682

13,316

Newham

13,673

13,351

14,063

14,768

Redbridge

12,819

13,289

13,998

14,698

Total

47,155

48,128

50,698

53,235

Boroughs - Levy
Barking & Dagenham
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13.8

As the split between boroughs will change when further information on the 2014/15
Band D figures becomes available, work on the revised split for the levy report will be
delivered in conjunction with the Finance and Environment Directors of constituent
councils.

13.9

Members are advised that the impact of the Olympics will need to be taken into
account. Although the apportionment of the household element of the Levy among the
constituent councils in 2014/15 will be based on the actuals from 2012/13, Members
agreed in November 2011 that the element of the Olympics tonnage relating to
Newham would be separately billed and thus not be included in the Levy calculation.
This was 6,600 tonnes and the impact of this will be a further factor in determining the
split between boroughs. Newham has paid for this tonnage.

13.10 This Financial Projection and Budget Strategy highlight various complex issues facing
ELWA, which necessitates a prudent approach to its Projection and Strategy. Waste
management generally continues to be subject to many changes, a number of which
are beyond ELWA’s control. The Projection and Strategy has been prepared in
conjunction with, and are supported by all of the ELWA Directors.
13.11 When considering these Financial Projections and Budget Strategy, Members will need
to have regard to the Authority’s longer-term position and the level of its reserves over
the next few years.
13.12 The levy forecasts for 2015/16 and 2016/17 clearly can only be taken as an attempt to
provide the most helpful indication presently possible for planning purposes, together
with an explanation of some of the relevant factors concerned. However, a change in
any of a number of uncertain factors, for example waste growth, inflation assumptions
and any new legislation could significantly impact on the overall projections.
13.13 In summary the proposal is to finance the overall increased net costs by levy increases
of 2.1%, 5.3% and 5% in the years 2014/15 to 2016/17.
14.

Risks

14.1

The setting of the levy and the determination of the level of reserves needs to take
account of the risks facing the Authority. These are detailed below.
• Waste volumes could increase at a different rate than as assumed in these figures.
The extra cost is £0.4m per 1% increase in waste.
• Impact of the population increase and projections for the future.
• Retail Price Inflation at greater than RPIX (at 80%) in 2014/15 will increase these
costs. The extra costs are £0.4m per 1%.
• Landfill Tax will increase these costs in 2014/15. Every £1 per tonne on landfill tax
increases costs by approximately £0.2m per annum. The position after 2014/15 is
unclear and at the time of writing this report there are no known plans by central
government to replace the landfill tax regime or to continue annual increases.
• New Regulations over waste, for example, the definitions of household waste, could
increase waste and therefore increase costs.
• Problems around contract delivery and / or the need to change the contract.
• Risks of not achieving diversion rates. A 5% reduction in the diversion performance
leads to an extra cost of approximately £0.4m at current rates.
• An issue of concern for the future will be the pace of development of the Thames
Gateway and the Olympic Village with its impact on population/tonnages. Population
increases in all four boroughs are predicted over the next few years.
• The willingness of constituent councils to fund the ongoing increases in the ELWA
levy, particularly if these Councils continue to face budget reductions.
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• The risk that the generation of efficiency savings takes longer than projected or
delivers less.
A thorough review of the likelihood of risk will be built into the calculations of an
adequate reserve level and this will be presented in detail in the levy report to be
considered by Members in February 2014.
15.

Next Steps

15.1

Early January 2014 – Tonnage figures updated based on information from ELWA and
borough officers as well as each Council’s updated Band D figures.

15.2

Early February 2014 – Members consider the 2014/15 Revenue Budget and set the
levy.

15.3

The table at 12.7 shows the impact of the increases by borough based on the 2013/14
apportionment rate. The split between boroughs will change when further tonnage and
population information becomes available.

16.

Conclusion

16.1

Waste Disposal has been subject to much legislation and regulation over many years
and there is potential for further legislation on this area. Coupling this agenda with the
dramatic cuts in council funding means the focus on sizeable cost reductions will be an
ongoing and potentially volatile theme.

16.2

ELWA, by letting an IWMS contract and gaining PFI support has put itself in a better
position than others who have no PFI funding. However the need to re-negotiate the
contract is clear. This report sets out the projected financial pressures on ELWA,
proposes a Strategy for the use of reserves and suggests that the overall levy increase
will be between 2.1% next year and 5.3% and 5% in the two successive years.

16.3

The increase in 2014/15 is dampened due to the use of reserves as set out in this
report. Reserves in the three year plan remain at a level to deal with potential risks.
The reductions in 2014/15 allow the levy to be increased by a significantly smaller
amount than if such reserves were not utilised. In the longer term to achieve significant
reductions changes to the IWMS contract would need to be implemented and Members
are aware that ELWA officers are looking into a number of options around the working
of the contract. Opportunities for savings and income generation have been included in
the 3 year projections. The Finance Director will continue consulting with Borough
Directors during the next couple of months regarding the details of this Financial
Projection and Budget Strategy. Detailed calculations of actual levy increases will be
considered at the February meeting of the Authority prior to the start of the 2014/15
financial year.

16.4

However, it is the view of the Finance Director that the projected future increases in the
levy will be extremely challenging for the four constituent councils in the existing
financial climate. Therefore it is vital that ELWA’s saving plans deliver significant and
on-going savings. The current projections are already very dependent on sizeable sums
being delivered. However, more efficiency savings will be needed if levy increases are
to be kept to an affordable levy or halted.

16.5

The Budget Strategy recommended in this report will need to be kept under review in
the light of any new circumstances.

17.

Relevant officer:

Geoff Pearce, Finance Director / e-mail finance@eastlondonwaste.gov.uk 020 8708 3588
18.

Appendices attached:

None
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Background Papers:

27 September 2010 – Alternative Methodology for Calculating the ELWA Levy - Report and
Minute 2010/29
26 September 2011 – Utilisation of SRF Markets to increase contract diversion performance –
Confidential report and Minute No. 2011/26
03 December 2012 – Financial Projection and Budget Strategy 2013/14 to 2015/16 Report &
Minute 2012/36
04 February 2013 – Revenue and Capital Estimates and Levy 2013/14. Report and Minute no
2013/48
20.

Legal Considerations:

None
21.

Financial Considerations:

As detailed in the Report.
22.

Performance Management Considerations:

As detailed in the Report.
23.

Risk Management Considerations:

As detailed in the Report
24.

Follow-up Reports:

Levy setting report February 2014
25.

Websites and e-mail links for further information:

None
26.

Glossary:

ABSDP = Annual Budget and Service Delivery Plan
ELWA = East London Waste Authority
IWMS = Integrated Waste Management Strategy
PFI = Private Finance Initiative
RPIX=Retail price index excluding mortgages
27.

Confidentiality:

No
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PROGRAMME OF MEETINGS 2014-2015

1.

Confidential Report

1.1

No

2.

Recommendation:

2.1

Members are asked to:
a) agree the Authority meeting dates for the year 2014/15; and
b) note the change of dates for two meetings that have previously been agreed.

3.

Purpose

3.1

To consider and agree the schedule of meetings for the Authority meetings for the period
to June 2015.

4.

Background

4.1

This programme is based around specific dates by which ELWA is either legally or
contractually required to approve key matters, as referred to below. The schedule of
meetings has been revised to take account of:

5.

6.

a)

finance and accounting deadlines;

b)

the timing of member appointments to ELWA by the constituent councils;

c)

purdah pre election period and elections date:

d)

organisational and operational peaks and troughs; and

e)

a better spread of meetings across the year.

Current agreed dates of future Authority meetings
10/02/2014

Approval of annual Levy (required by 15/02/13)

23/06/2014

Annual General Meeting

Proposed dates of Authority meetings
15/09/2014

Annual Governance Report & Statement of Accounts (required by
30/09/2014)

24/11/2014

Approval of IWMS Contract Annual Budget & Service Delivery Plan
(required by 30/11/14)

09/02/2015

Approval of annual Levy (required by 15/02/15)

22/06/2015

Annual General Meeting

6.1

At the Authority meeting on 3 December 2012, Members requested that the informal
workshop did not take place in April 2014 because of the impending elections in May
2014. The informal workshop date has not, as yet, been fixed but is likely to take place
in October 2014 between 6th and 17 October.

6.2

At the meeting of the Authority in September 2012, mention was made of the need for
Members to receive more timely information, rather than waiting until the next Authority
meeting. In response to this, and to reflect the proposed changes to the contract
monitoring regime, Members now receive an expanded monthly bulletin. This includes
information about the actual and projected performance, relevant news and other
matters relating to ELWA.

6.3

As happens now, the chairman, vice-chairman and ELWA Ltd ‘A’ director will be invited to
attend a monthly briefing based on the information provided in the bulletin.
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7.

Authority meetings venue

7.1

Authority meetings will continue to be hosted by constituent councils and start, where
possible, at 9.30 am on the above dates.

8.

Management Board meetings

8.1

It is usual practice for ELWA Management Board meetings to be held a fortnight prior to
the Authority dates. Therefore, the following dates reflect the proposals above for the
Authority meetings.

9.

Current agreed dates of Management Board meetings
27/01/2014

(Levy)

31/03/2014
09/06/2014
10.

(AGM)

Proposed dates of future Management Board meetings
01/09/2014

(Annual Governance & Statement of Accounts)

10/11/2014

(ABSDP)

26/01/2015

(Levy)

26/03/2015
08/06/2015
11.

(AGM)

Management Board Meetings venue

11.1 It is proposed to continue to hold all Management Board meetings at the offices of the
Authority.
12.

Conclusion

12.1 The revised schedule of meetings fulfils our obligations and better meets the needs of the
Authority.

13.

Relevant officer:

Shirley-Ann Gray / e-mail Shirley.gray@eastlondonwaste.gov.uk / 020 8724 5803
14.

Appendices attached:

14.1 None
15.

Background Papers:

15.1 03/12/12 – Programme of Meetings Report- & Minute No. 30/2012
16.

Legal Considerations:

16.1 The Legal Adviser has been consulted in the preparation of this report and confirms there
are no legal implications to highlight.
17.

Financial Considerations:

17.1 The report highlights dates for Authority meetings where key documents such as ELWA’s
Levy and the Statement of Accounts need to be agreed by the Authority. It is important
to ensure that Authority meetings are held on or around these proposed dates so that
the Authority meets key financial statutory deadlines.
18.

Performance Management Considerations:

18.1 None
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Risk Management Considerations:

19.1 Not Applicable
20.

Follow-up Reports:

20.1 None
21.

Websites and e-mail links for further information:

21.1 None
22.

Glossary:

Constituent Councils = the London Boroughs of Barking & Dagenham, Havering, Newham and
Redbridge
ELWA = East London Waste Authority
23.

Approved by management board

23.1 11 November 2013
24.

Confidentiality:

24.1 None
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AUTHORITY REPORT: ELWA ANNUAL AUDIT LETTER 2012/13
1.

Confidential Report

1.1

No

2.

Recommendation:

2.1

Members are requested to note the Annual Audit Letter.

3.

Purpose

3.1

The External Auditor’s letter, attached at Appendix A, is presented to Members for
information. The purpose of the letter is to provide a high level summary of the results
of the 2012/13 external audit work undertaken at ELWA.

4.

Current Position

4.1

The Code of Audit Practice requires the External Auditors to produce a separate Audit
Letter.

4.2

As Members will recall from the September 2013 Authority meeting, the External Auditor
issued their ISA 260 report, which noted that ELWA had been issued with an unqualified
set of financial statements and value for money conclusion.

4.3

The difference between the ISA260 report and the Annual Audit Letter report is that the
latter can contain financial recommendations for improvement. There are no major issues
with good financial controls and value for money at ELWA. The Audit letter contains a
recommendation in respect of the componentisation of assets. Officers will put in place
arrangements in preparation for the revaluation of the MRF asset in 2014 taking account
of the need then to componentise all of ELWA’s assets, for the 2014/15 Statement of
Accounts.

5.

Relevant officer:

Geoff Pearce, Finance Director / email: finance@eastlondonwaste.gov.uk / Tel: 020 8708 3588
6.

Appendices attached:

Appendix A: External Auditor’s Annual Audit Letter
Background Papers:
None
7.

Legal Considerations:

None
8.

Financial Considerations:

The Annual Audit Letter confirms the efficiency and effectiveness of the Authority’s financial
arrangements.
9.

Performance Management Considerations:

As detailed in the Report
10.

Risk Management Considerations:

None
11.

Follow-up Reports:

No
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Websites and e-mail links for further information:

None
13.

Glossary:

ISA 260 = International Standards on Auditing
MRF = Materials Recycling Facility
14.

Approved by Management Board

11 November 2013
15.

Confidentiality:

Not applicable
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Contents
Code of Audit Practice and
Statement of Responsibilities
of Auditors and of Audited
Bodies
In April 2010 the Audit Commission
issued a revised version of the
‘Statement of responsibilities of
auditors and of audited bodies’. It is
available from the Chief Executive
of each audited body. The purpose
of the statement is to assist auditors
and audited bodies by explaining
where the responsibilities of
auditors begin and end and what is
to be expected of the audited body in
certain areas. Our reports and
management letters are prepared in
the context of this Statement.
Reports and letters prepared by
appointed auditors and addressed
to members or officers are prepared
for the sole use of the audited body
and no responsibility is taken by
auditors to any Member or officer
in their individual capacity or to
any third party.

Introduction

1

Audit Findings

3

Summary of Recommendations

4

Final Fees

5
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An audit is not designed to
identify all matters that may be
relevant to those charged with
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audit does not ordinarily identify
all such matters.
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Introduction
The purpose of this letter
This letter summarises the results of our 2012/13 audit work
for members of the East London Waste Authority (‘the
Authority’).
We have already reported the detailed findings from our
audit work to the Authority in the following reports:





East London Waste Authority 2012/13 Audit Plan;
Audit opinion for the 2012/13 financial statements,
incorporating opinion on the proper arrangements to
secure economy, efficiency and effectiveness in its use of
resources; and
Report to those charged with Governance (ISA (UK&I)
260).

The matters reported here are the most significant for the
Authority.

Scope of Work
The Authority is responsible for preparing and publishing its
Statement of Accounts, accompanied by the Annual
Governance Statement. It is also responsible for putting in
place proper arrangements to secure economy, efficiency and
effectiveness in its use of resources.
Our 2012/13 audit work has been undertaken in accordance
with the Audit Plan that we issued in June 2013 and is
conducted in accordance with the Audit Commission’s Code
of Audit Practice, International Standards on Auditing (UK
and Ireland) and other guidance issued by the Audit
Commission.
We met our responsibilities as follows:
Audit Responsibility

Results

Perform an audit
of the
accounts[and
pension fund
accounting
statements] in
accordance with
the Auditing
Practice Board’s
International
Standards on
Auditing (ISAs
(UK&I)).

We reported our findings to those charged with
governance on 9 September 2013 in our 2012/13
Report to those charged with governance (ISA
(UK&I) 260). On 27 September 2013 we issued
an unqualified audit opinion.
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Audit Responsibility

Results

Audit Responsibility

Results

Report to the
National Audit
Office on the
accuracy of the
consolidation
pack the
Authority
is required to
prepare for the
Whole of
Government
Accounts.

We submitted the short form assurance
statement to the National Audit Office on 27
September 2013. There were no issues to report.

Consider
whether, in the
public interest,
we
should make a
report on any
matter coming to
our notice in the
course of the
audit.

There were no issues to report in this regard.

There were no issues to report in this regard.

Form a
conclusion on the
arrangements the
Authority has
made for securing
economy,
efficiency and
effectiveness in its
use of resources.

On 27 September 2013 we issued an unqualified
value for money conclusion.

Determine
whether any
other action
should be
taken in relation
to our
responsibilities
under the
Audit
Commission Act.

Consider the
completeness of
disclosures in the
Authority’s
annual
governance
statement,
identify any
inconsistencies
with the other
information of
which we are
aware from our
work and
consider whether
it complies with
CIPFA / SOLACE
guidance.

There were no issues to report in this regard.

Issue a certificate
that we have
completed the
audit in
accordance with
the requirements
of the
Audit
Commission Act
1998 and the
Code of
Practice issued by
the Audit
Commission.

We issued our completion certificate on 27
September 2013.
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Audit Findings
Accounts
We audited the Authority’s accounts in line with approved
Auditing Standards and issued an unqualified audit opinion
on 27 September 2013.
We identified the following key issues:


Component accounting and depreciation charge; and



Valuation of property, plant and equipment and
impairment review.

In addition we highlighted three further areas of increased
scrutiny and focus within the sector:


Pensions liability;



IAS19 Employee benefits revised; and



Related parties.

Use of Resources
Our value for money code responsibility requires us to carry
out sufficient and relevant work in order to conclude on
whether the Authority has put in place proper arrangements
to secure economy, efficiency and effectiveness in the use of
resources.
Audit Commission guidance specifies the criteria for our
value for money conclusion as:






reviewing the annual governance statement (AGS);
reviewing the results of the work of other relevant
regulatory bodies or inspectorates, to consider
whether there is any impact on the auditor’s
responsibilities at the audited body; and
other local risk-based work as appropriate, or any
work mandated by the Commission.

We determined a local programme of audit work based on
our audit risk assessment, informed by these criteria and our
statutory responsibilities.
We issued an unqualified value for money conclusion.

Annual Governance Statement
Local authorities are required to produce an Annual
Governance Statement (AGS) that is consistent with
guidance issued by CIPFA/SOLACE. The AGS accompanies
the Statement of Accounts.
We reviewed the AGS to consider whether it complied with
the CIPFA/SOLACE guidance and whether it might be
misleading or inconsistent with other information known to
us from our audit work. We found no areas of concern to
report in this context.

Whole of Government Accounts
We undertook our work on the Whole of Government
Accounts consolidation pack as prescribed by the Audit
Commission. The short form assurance statement was issued
on 27 September 2013. We found no areas of concern to
report in this context.
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Summary of Recommendations
We have set out below the one matter identified during our
audit this year we consider to be most significant for the
Authority. In addition, we separately reported on a minor
control weakness identified during the audit to the Director
of Finance and his team, in relation to the operation of the
petty cash system.
Recommendation

Management Response

Target
Implementation
Date

Component Accounting

Agreed

March 2014

Under the Code of accounting practice, for capital
enhancement expenditure incurred since 1 April 2010,
the Authority is required to apply component
accounting.
In applying component accounting, the Authority
would need to evaluate the useful life that would be
derived from the enhancements. Where the useful life
differed significantly for different types of
enhancement expenditure (for example roofing and
windows), separate assets would need to be
recognised and depreciated over their respective lives.
In 2011/12 and 2012/13, the Authority has capitalised
enhancement expenditure under the PFI agreement,
known as ‘lifecycle costs’, but not treated them as
separate components on the basis that the treatment
does not result in materially different accounting.
This will need to be kept under review as the
requirement to component account for all of ELWA’s
assets will apply from the next revaluation of the
MRF, planned for 2014.

PwC  4

East London Waste Authority

Page 26 of 112

Agenda Item 5 - Appendix A

[Summarise content of page
here]

Final Fees
Final Fees for 2012/13
We reported our fee proposals in our audit plan.
Our actual fees were in line with our proposals at £18,270.
Our fees charged were therefore:

Audit work performed
under the Code of Audit
Practice

2012/13
outturn

2012/13
fee
proposal

2011/12
final
outturn

18,270

18.270

30,450

Nil

Nil

Nil

18,270

18,270

30,450

- Statement of Accounts
- Conclusion on the ability
of the organisation to
secure proper
arrangements for the
economy, efficiency and
effectiveness in its use of
resources
- Whole of Government
Accounts
Non Audit Work
TOTAL
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In the event that, pursuant to a request which East London WasteAuthority has received under the Freedom of Information Act 2000, it is required to disclose any information contained in this
report, it will notify PwC promptly and consult with PwC prior to disclosing such report. East London Waste Authority agrees to pay due regard to any representations which PwC may make in
connection with such disclosure and East London Waste Authority shall apply any relevant exemptions which may exist under the Act to such report. If, following consultation with PwC, East
London Waste Authority discloses this report or any part thereof, it shall ensure that any disclaimer which PwC has included or may subsequently wish to include in the information is reproduced
in full in any copies disclosed.
This document has been prepared only for East London Waste Authority and solely for the purpose and on the terms agreed through our contract with the Audit Commission. We accept no
liability (including for negligence) to anyone else in connection with this document, and it may not be provided to anyone else.
© 2013 PricewaterhouseCoopers LLP. All rights reserved. In this document, "PwC" refers to the UK member firm, and may sometimes refer to the PwC network. Each member firm is a separate
legal entity. Please see www.pwc.com/structure for further details.
130610-142627-JA-UK
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BUDGETARY CONTROL TO 31 OCTOBER 2013

1.

Confidential Report

1.1

No

2.

Recommendation:

2.1

To note this report.

3.

Purpose

3.1

This budgetary control report compares ELWA’s actual expenditure for the period ended
31st October 2013 with the original revenue budget approved in February 2013. It is
based on information supplied by Shanks East London, ELWA technical officers and the
four Constituent Councils.

3.2

Budgetary control reports are presented for monitoring and control purposes.

4.

Background

Revenue Estimates
4.1

Based on the profiled budget of £33,642,000 and the actual net expenditure on services
of £33,097,000 the position is a net underspend of £545,000 to date. (see Appendix A).

4.2

Overall the outturn is projected to be a favourable variance of £924,000 compared with
budget at year end.

4.3

The principal activity driver on ELWA’s budget is the level of waste tonnage delivered
from the Constituent Councils. The general trend in the early months of 2013/14 was
that waste tonnage levels were below that expected when the budget was set. This has
resulted in the underspend to date of £544,000 in the payments to Shanks, however
there is anticipated to be some volume increase in the later months of the year compared
to the first few months. The Operational Management Team and ELWA technical officers
advise that there are a number of factors which can be expected to lead to some
increased levels of waste during the remainder of the year, for example growth in green
waste volumes in the Autumn.

4.4

A diversion rate of 70% has been assumed in the 2013/14 budget. The diversion rate for
the earlier months of 2013/14 reached approximately 75%, also contributing to the
current underspend, however the September projection had dropped to 72% and it is
anticipated that October will be the same if not lower. Members are advised that a one
percentage increase in the diversion rate means an approximate £80,000 benefit to the
budget reflecting the movement in the landfill tax liability. The end of year forecast
assumes a 73% diversion rate and 422,000 tonnes. This budget however remains
susceptible to fluctuation and needs to continue to be closely monitored throughout the
rest of the financial year.

4.5

Employee costs show a current underspend of £81,000 reflecting savings in respect of
the Managing Director post. The end of year underspend projection of £111,000 reflects
the deletion of the Head of Operations post. It also assumes that the Managing Director
post will be filled later in the year and consequently factors in recruitment costs. As
agreed by Members, fees for contract renegotiation will be funded from the 2012/13
underspend and the Acting Managing Director estimates that this could amount to
£300,000.

4.6

Premises related expenditure is projected to increase to £25,000 over budget by year
end. This is the result of an increase in environmental insurance.

4.7

Based on ELWA technical officer advice commercial waste income will be on target at
year end. The improvement from the figure reported as at the end of July is mainly due

Page 29 of 112

Page 1 of 3
Agenda Item 06 (Budget Control Oct 2013)

East London Waste Authority
25 November 2013

Agenda Item 6

to the London Borough of Barking & Dagenham’s Housing Maintenance being brought
back ‘in house’. Other income in total is projected to be on target.
4.8

The pressure on the levy and the reserves over the next few years has been previously
reported to Members. Given this it is important that robust monitoring of the financial
position throughout the year remains in place and it is essential that remedial action can
be swiftly taken on areas of over spend or insufficient income collection.

Prudential indicators
4.9

The Authority sets Prudential Indicators covering borrowing, lending and capital
expenditure limits. These are monitored by the Finance Director on a monthly basis and
the Authority remains within the limits set by the Prudential Indicators.

5.

Conclusion

5.1

The net underspend for the period to date is £545,000. After allowing for contract
renegotiation costs, year end net expenditure is projected to be £924,000 less than
budget. It is proposed this is utilised as part of the Levy setting process. Income in total
at this stage is projected to be in line with budget at year end.

5.2

The position will continue to be closely monitored on a monthly basis throughout the rest
of the financial year. The ability to remain within budget will depend to a great extent on
tonnage trends, achievement of diversion targets and income collection.

6.

Relevant officer:

Geoff Pearce, Finance Director / e-mail: finance@eastlondonwaste.gov.uk / 020 8708 3588
7.

Appendices attached:

7.1

Appendix A: Budget Monitoring Statement to 31st October 2013

8.

Background papers:

8.1

4 February 2013 - Revenue & Capital Estimates and Levy 2012/13 Report & Minute
No.48/2012

9.

Legal considerations:

9.1

None

10.

Financial considerations:

10.1 As outlined in the report.
11.

Performance management considerations:

11.1 The financial position and projections should reflect service performance trends.
12.

Risk management considerations:

12.1 The projected position depends on the performance of the contractor and the success in
achieving budgeted diversion levels.
13.

Follow-up reports:

13.1 Budgetary Control Report, next meeting
14.

Websites and e-mail links for further information:

14.1 None
15.

Glossary:

ELWA = East London Waste Authority
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Approved by management board

16.1 11 November 2013
17.

Confidentiality:

17.1 Not Applicable.
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BUDGET MONITORING STATEMENT TO 31 OCTOBER 2013
Original
Budget
2013/14

Profiled
Budget to
31.10.13

Total
Actual to
31.10.13

Variance
to
31.10.13

Projected
Outturn to
31.10.13

Outturn
Variance

EXPENDITURE

£'000

£'000

£'000

£'000

£'000

£'000

Employee and
Support Services

481

275

194

(81)

370

(111)

Premises Related
Expenditure

170

117

125

8

195

25

Transport Related
Expenditure

5

3

2

(1)

5

0

56,242

34,059

33,515

(544)

55,402

(840)

466

268

235

(33)

466

0

Recycling Initiatives

210

123

122

(1)

210

0

Tonne Mileage

500

250

240

(10)

500

0

Rent payable property leases

317

185

187

2

319

2

Capital Financing
Costs

210

84

84

0

210

0

TOTAL GROSS
EXPENDITURE

58,601

35,364

34,704

(660)

57,677

(924)

(2,731)

(1365)

(1,275)

90

(2,731)

0

(661)

(385)

(360)

25

(661)

0

(3,392)

( 1,750)

(1,635)

115

(3,392)

0

150

28

28

0

150

0

55,359

33,642

33,097

(545)

54,435

(924)

(554)

(554)

(554)

0

(554)

0

Supplies and
Services
Payments to
Shanks.East London
Other (inc. cost of
Support Costs)
Third Party
Payments

INCOME
Commercial Waste
Charges
Other Income

TOTAL INCOME
Contingency
Allocated
NET EXPENDITURE
ON SERVICES
12/13 underspend

(3,991)

(1,996)

(1,996)

0

(3,991)

0

Transfer to PFI
Contract Reserve

3,991

1,996

1,996

0

3,991

0

Levy Receivable

PFI Grant Receivable

(47,155)

(23,578)

(23,578)

0

(47,155)

0

Transfer from PFI
Contract Reserve

(5,000)

(5,000)

(5,000)

0

(5,000)

0

Contribution from
reserves

(2,650)

(2,650)

(2,650)

0

(2,650)

0

0

1,860

1,315

(545)

(924)

(924)

NET
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AUTHORITY REPORT: TREASURY MANAGEMENT
REVIEW 2013/14

MID

YEAR

STRATEGY

1.

Confidential Report

1.1

No

2.

Recommendation:

2.1

Members are asked to note the report.

3.

Introduction

3.1

The Treasury Management Strategy including borrowing and investment strategies is
approved by Members on an annual basis. The current Strategy was agreed in February
2013 and this report details the progress against the strategy in the first six months of
this financial year.

3.2

Under ELWA’s Constitution, the Finance Director is responsible for all the Authority’s
banking, borrowing and investment activities. The Treasury Management function is
carried out by the London Borough of Redbridge on behalf of ELWA.

3.3

The Authority’s activities are regulated by statutory requirements, ELWA’s Constitution,
and a professional code of practice, the CIPFA Code of Practice on Treasury Management.
The Authority has adopted this Code as part of its Financial standing orders.

3.4

The Code recommends that Authorities produce a mid year report detailing Treasury
Management operational activity for the first half of the year which would include
Treasury Management indicators, and variations from agreed policies.

3.5

This report provides Members with a summary review of activity in the first half of
2013/14 and covers all borrowing and investment activities undertaken during this
period.

4.

Current Portfolio Position

External Borrowing

Public Works Loans Board

30.09.13
£000’s

Average
Rate

31.03.13
£000’s

Average
Rate

1,488

9.9%

1,488

9.9%

4.1

These loans were taken out many years ago when interest rates were much higher than
they are today. Early repayment/rescheduling has been considered but would incur a
large premium.

4.2

One of the loans, consisting of £238,278 principal and £1,704 interest is due to mature
and will be repaid on 3rd March 2014. This repayment will reduce the outstanding balance
to £1,250,000.

Investments
4.3

The Authority is required to produce an Annual Investment Strategy that sets out the
Authority’s policies in managing its investments. This was approved by Members as part
of the Treasury Management Strategy at the Authority meeting in February 2013.

4.4

The main objective of the Investment Strategy is to ensure the security of the
investments the Authority makes and also to maintain the liquidity of its investments in
order to meet known liabilities. To meet this requirement the Authority has approved
creditworthiness criteria which must be strictly adhered to when making investment
decisions.
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4.5

Despite the more positive outlooks in key global markets, there are still large potential
market risks, therefore the Authority has continued with its cautious approach to
investments, prioritising security of the Authority’s money over yield.

4.6

The Authority is seeking to adopt more flexible practices as the world economy continues
to move forward still focusing on high quality institutions. As the Authority by commercial
standards has modest funds to lend out (£14m to £20m on average), gross returns will
be limited.

4.7

The Authority maintains liquidity through the use of overnight deposits with high credit
quality Money Market Funds. In order to maintain flexibility in an environment where
investment opportunities are limited, the lending list is reviewed regularly. As at the 30
September 2013, the Bank of England base rate is 0.5% and this is reflected in very low
overnight and short-term interest rates.

4.8

The 2009/10 Financial Statements were adjusted to account for the impairment of the £1
million investment to Heritable Bank. As at 30th September 2013, the Authority has so
far received a total of £991,638 of the recoverable amount bringing the total repayment
to 94% of the total claim.

4.9

The summary position for the Authority in terms of investments at 30th September 2013
is as follows:
Type of
Investment

30.09.13
£000’s

31.03.13
£000’s

Long Term

0

0

Short Term

12,700

15,789

4,793

4,575

17,493

20,364

Deposit Account
Total

4.10 As part of this mid–year report, the Investment Strategy needs to be reviewed to assess
its continued appropriateness. The on-going potential volatility in global markets has
meant a cautious operational lending strategy is still being implemented albeit with some
increased flexibility. This ensures that risks to ELWA’s investments are minimised and no
losses have been incurred. It is appropriate to continue to follow the Strategy for the
remainder of the financial year but the market position will be regularly reviewed.
5.

Borrowing Requirements/Capital Programme first half of 2013/14

5.1

In February 2013 the Authority was advised that the estimated total borrowing at 31st
March 2013 was £1,488,000 consisting of Public Work Loans Board (PWLB) loans on a
fixed rate basis and that the financing of future capital expenditure would be via the
temporary use of cash balances or to raise loans via the PWLB and capital markets. The
Authority was also advised that ELWA might in certain circumstances need to make
arrangements to finance capital expenditure in 2013/14 as a result of the ongoing review
of landfill sites. Therefore taking account of borrowing at 31st March 2013 and on
grounds of prudence it was recommended that an additional borrowing requirement of
£400,000 was set for 2013/14 to be used if needed.

5.2

No capital expenditure has been necessary during 2013/14 to date.

6.

Prudential Indicators

6.1

The Authority is regarded by regulation to give due regard to the requirements of the
CIPFA Prudential Code for Capital Finance in Local Authorities, and set Prudential
Indicators for Treasury Management prior to the start of the financial year. Prudential
Indicators cover borrowing, lending and capital expenditure levels and these are
monitored on a monthly basis by the Finance Director.

6.2

In the Finance Director’s report of 4th February 2013, Prudential Indicators for 2013/14
were agreed by the Authority. These are presented at Appendix A to the report.
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7.

Conclusion

7.1

The global financial markets are improving but remain uncertain. In order to ensure the
security of its investments and maintain liquidity for the Authority, ELWA continues with
its strategy of keeping within its prudential indicators, being cautious on operational
lending and carrying out investment in accordance with the approved creditworthiness
criteria. This policy has ensured that risks to ELWA’s investments are minimised and no
losses have been incurred this year.

7.2

Therefore, it is appropriate to continue to follow the Strategy for the remainder of the
financial year.

8.

Relevant officer:

Geoff Pearce Director / e-mail: finance@eastlondonwaste.gov.uk / 020 8708 3588
9.

Appendices attached:

Appendix A – Prudential Performance Indicators – 2013/14 half yearly position.
10.

Background Papers:

04 February 2013 – Treasury Management Strategy 2013/14 and Prudential Indicators Report
and Minute 2013/47
11.

Legal Considerations:

The legal and constitutional requirements in relation to the Authority’s Treasury Management
Strategy are set out in the body of this report and as this is an information report the Legal
Advisor has no further legal comment to add.
12.

Financial Considerations:

As outlined in this report.
13.

Performance Management Considerations:

Treasury management operational activity is monitored and reported to Members half yearly.
14.

Risk Management Considerations:

Main objective of the investment strategy is the security of investments.
15.

Previous Reports:

4 February 2013 – Treasury Management Strategy 2013/14.
9 September 2013 – Statement of Accounts 2012/13.
16.

Follow-up Reports:

February 2014 – Treasury Management Strategy 2014/15.
17.

Websites and e-mail links for further information:

None
18.

Glossary:

CIPFA = Chartered Institute of Public Finance and Accountancy
ELWA = East London Waste Authority
LAAP = Local Authority Accounting Panel
PWLB = Public Work Loans Board
19.

Approved by Management Board:

11 November 2013
20.

Confidentiality:

Not applicable
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Treasury Management Prudential Indicators – 2013/14 Half Yearly Position

Authorised Limit for External Debt
Borrowing
Other Long Term Liabilities
TOTAL

Operational Boundary for External Debt
Borrowing
Other Long Term Liabilities
TOTAL

Limit
2013/14
£’000
17,000

Actual
2013/14
£’000
1,488

96,000

92,423

113,000

93,911

Limit
2013/14
£’000
15,000

Actual
2013/14
£’000
1,488

96,000

92,423

111,000

93,911

Adopt the CIPFA Code of Treasury Management
ELWA has adopted the CIPFA code of Practice in Treasury Management in the Public
Services as part of its Financial Standing Orders.

Upper Limits on Interest Rate Exposure (based on net
principal outstanding)
Fixed Rate
Variable Rate

Limit
2013/14
£m
7.7

Actual
2013/14
£m
1.5

(28.0)

(17.5)

Projected borrowing at fixed rates maturing in each period as percentage of total
projected borrowing at fixed rates
2013/14
Upper Limit
35%

2013/14
Lower Limit
0%

2013/14
Actual
17%

12 months and within 24 months

45%

0%

0%

24 months and within 5 years

60%

0%

0%

5 years and within 10 years

80%

0%

30%

10 and within 20 years

100%

0%

53%

20 years and within 35 years

100%

0%

0%

35 years to 50 years

100%

0%

0%

Limit
2013/14
£m
2.0

Actual
2013/14
£m
0.0

Under 12 months

Upper Limit for Total Principal sums invested for more
than 364 days
Total
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REVIEW OF THE ELWA CORPORATE RISK REGISTER

1.

Confidential Report

1.1

No

2.

Recommendation:

2.1

Members are asked to note the revised corporate risk register.

3.

Purpose

3.1

To report on the review of the corporate risk register and highlight the current risk profile
of the authority.

4.

Background

4.1

Risk management is central to good governance and the effective strategic management
of ELWA. It is a structured, consistent and continuous process for identifying, assessing,
deciding on responses to and reporting on opportunities and threats that affect the
achievement of our objectives.

4.2

A key element of the authority’s approach to risk management is the corporate risk
register. The register includes the following:
a) The authority’s objectives and targets.
b) The risk assessment criteria.
c) Details of the strategic and operational risks faced by the authority.
d) A summary of the results of the risk assessment.

4.3

The managing director is responsible for ensuring the corporate risk register is up-todate to help inform strategic and operational decisions. To this end, the register was
reviewed by ELWA officers and was updated.

5.

Current Position

5.1

The complete corporate risk register can be found at Appendix A.

Corporate risk register format
5.2

The format of the corporate risk register is designed to show assessed risks and the
impact of existing controls and other mitigation factors. The register shows a clear
progression:
a) Identification of risks.
b) Scored assessment of the likelihood and impact of the risks materialising.
c) Details of the existing controls and mitigation factors to reduce the likelihood and
impact of the risks.
d) A revised scored assessment of the risks in light of the existing controls and mitigation
factors.
e) Further actions required to mitigate the residual risks.

Risk matrix - assessment criteria and scoring
5.3

The risk assessment criteria combine to create a matrix for scoring the likelihood and
impact of the risks materialising. The likelihood aspect is considered in terms of the
percentage chance of a risk materialising. The impact aspect is considered in terms of
the financial costs, service disruption levels and reputational consequences in the event a
risk materialises.

5.4

Each aspect is scored from 1 to 4, giving a range of risk assessment scores of 1 to 16.
The risk assessment results in risks categorised as low (1-3), medium (4-6) or high (816).

Risk categories
5.5

Risk can be categorized in many different ways and the authority identifies two types of
risk:
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a) Strategic risks - risks affecting the medium to long term aims and objectives of the
authority (including political, financial, technological, legislative, performance,
partnership and environmental factors).
b) Operational risks- risks encountered in the course of the day to day running of
services (including professional, legal, financial and contractual matters).
5.6

It should be noted that these categories are not mutually exclusive. The purpose of
categorising risk is to ensure that risk is considered across a broad range of issues.

Strategic risks
5.7

Officers identified and assessed twelve strategic risks and the existing controls and
mitigation factors and categorised them as below:
a) Low Risk = 6 items. No changes have been made from the assessment process
compared to last year.
b) Medium Risk = 6 items (Last year 5 were identified). Risk S2 ‘Breakdown of
relationship with contractor’ has been upgraded to a higher likelihood to reflect the
ongoing commercial discussions between the two parties but remains a medium risk.
Risk number S11 ‘Viability of AML has been downgraded to a medium risk from a high
risk due to the reduced likelihood of a risk occurring within the next 12 months.
c) High Risk = None as S11 has been downgraded as mentioned above.

5.8

Actions to mitigate the medium risks have been identified and are included on the
register.

Operational risks
5.9

Officers identified and assessed sixteen operational risks and the existing controls and
mitigation factors and concluded:
a) Low Risk = 11 items. Previous year 11 items were deemed to be low risk also and
there were no movements between categories.
b) Medium Risk = 5 items. This remains unchanged from previous year also.
c) High Risk = None as per previous year.

5.10 The fact that there were no movements in the risks associated with the operations is not
unexpected given the stable nature of the operating facilities covered by the IWMS
contract and the relatively static environment of the closed landfill sites.
6.

Conclusion

6.1

The review of the corporate risk register has highlighted the key risks faced by the
Authority and the actions required to further limit the likelihood and impact of those
risks. Whilst the formal review of the register is undertaken annually, it is amended as
and when changes in the Authority’s risk profile are identified.

6.2

As there are no high risks identified the currently assessed medium risks will be the
prime focus of officers in relation to this register and the further actions will be
implemented to ensure risks are mitigated.

7.

Relevant officer:

Mark Ash, Acting Managing Director / mark.ash@eastlondonwaste.gov.uk / 020 8724 5614 /
07872 003874
8.

Appendices attached:

8.1

Appendix A: Corporate Risk Register

9.

Background Papers:

9.1

None

10.

Legal Considerations:

10.1 The Legal Adviser has been consulted in the preparation of this report and confirms there
are no legal implications to highlight.
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Financial Considerations:

11.1 The report summarises the outcomes of the annual review of the Authority’s risk register.
Some of the risks identified in the corporate risk register have a significant financial
impact upon the Authority such as the affordability of the IWMS contract and the failure
to deliver improved levels of contractual performance.
11.2 Therefore, the regular review of the Authority risk register, as well as the actions that
have been put in place to mitigate against these risks, are an important control
mechanism in reducing the Authority’s exposure to financial risk and loss
11.3 Elsewhere on your agenda, the Authority’s 3 year budget strategy report outlines the
sufficient level of reserves that should be held. This exercise has been undertaken via an
analysis of the risk factors facing the Authority.
12.

Performance Management Considerations:

12.1 The corporate risk register is one of the tools used to identify performance management
issues.
13.

Risk Management Considerations:

13.1 The corporate risk register is a key element of the authority’s risk management strategy.
14.

Follow-up Reports:

14.1 No.
15.

Websites and e-mail links for further information:

15.1 None.
16.

Glossary:

16.1 IWMS Integrated Waste Management Services
17.

Confidentiality:

17.1 No
18.

Approved by management board:

18.1 11 November 2013
19.

Confidentiality:

19.1 Not Applicable
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Our vision is:
“To provide an effective and efficient waste management service that is environmentally acceptable and delivers
Our objectives are to:
Provide reliable and achievable services in terms of managing and disposing of the waste
Provide services that are environmentally and economically sustainable in terms of:
- Encouraging waste minimisation initiatives
- Seeking to maximise waste recycling and composting opportunities potentially supported by energy recovery
- Meeting national recycling and recovery targets whilst recognising regional waste strategies
- Complying with legislation on waste management
-Contributing to local economic development
Help promote the most cost effective delivery of services
Ensure that the services shall be sufficiently diverse and flexible and not dependent upon a single method of
Reduce biodegradable waste landfilled in order to meet the requirements of the Waste and Emissions Trading
Our joint targets are to:
Stabilise or reduce the level of waste landfilled to below 515 kg per year per head of population
Achieve, and where possible exceed, statutory recycling and composting standards:
- Recycle or compost 27% of our municipal waste from April 2012 and 30% from April 2015
- Divert from landfill 45% of waste from April 2012 and 67% from April 2015
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Unlikely (0% - 5%)

Possible (6% - 35%)

1

2

3

4

Minimal

Moderate

Critical

Calamitous

<£50k
Minor disruption

£50k - £2m
Service disruption

£2m - £5m
Significant disruption

>£5m
Total service loss

Provide services that
are environmentally and
economically
sustainable in terms of:

Isolated complaints

Adverse local media
coverage

Adverse national media
coverage

Ministerial
intervention

Impact Assessment

1

2

3

4

Impact of Risk
Materialising
Cost
Service
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Likelihood

Net Strategic Risks
Likely

4

Probable

3

S2, S8, S11

Possible

2

S7, S12

Unlikely

1

S3, S6, S10

S4, S5, S9

S1

1

2

3

4

Minimal

Moderate

Critical

Calamitous

Pr
ovi
de
se

Impact

Likelihood

Net Operational Risks
Likely

4

Probable

3

Possible

2

Unlikely

1

O5, O8 O11, O3, O6, O7,
O12, O16
O10, O14

O1, O13

O2, O4, O9,
O15

1

2

3

4

Minimal

Moderate

Critical

Calamitous

Impact
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Gross Risk
Assessment

Description of Risk & Sub-risks

S1 Corporate divisions and disagreements
Delayed decision making
Uncertainty over way forward
Failure to agree levy
Long term future of partnership in doubt
S2 Breakdown of relationship with contractor
Non co-operation by Contractor
Problems not resolved
Performance suffers
Eventual failure of PFI contract
S3 Major Service failure by ELWA Ltd
Re-tender costs for ELWA
Adverse media attention
Massive threat to services
S4 Termination of IWMS contract
Re-tender costs for ELWA Ltd
Adverse media attention
Disruption of services
S5 Failure to effectively manage waste in accordance with regulations
Site closures
Waste not dealt with
Fines
Adverse media attention
S6 Pollution event on a closed landfill site
Clear-up costs
Scrutiny of techniques used
Adverse media attention
Local resident concerns
H&S Event
Financial penalties by EA
Prosecution
On-site remediation
S7 New statutory requirements
New investment required.
Change in contract negotiated.
S8 Contract no longer affordable
Unavoidable contract cost increases (Inflation, landfill, landfill tax)
Increased household waste tonnages

L

I

Total

2

4

8

3

1

1

2

3

2

4

3

9

2

4

6

2

3

6

2

2

4

4

3

12

Contractor underperformance
S9 Insufficient financial reserves to meet unforeseen circumstances
Progress is limited by lack of resources
Subsequent levy increases are unpredictable

S10 Loss of key staff / lack of succession planning
Authority fails to meet statutory requirements
Lack of knowledge and experience in monitoring the PFI contract
Loss of strategic direction
S11 Viability of Aveley Methane Ltd
AML ceases trading - loss of income or removal of losses liability
Landfill gas requires managing
Additional management responsibilities
S12 Failure to deliver improved levels of contractual performance
Failure to meet landfill diversion targets
Poor perception of Authority
Increased landfill costs

2

1

4

2

3

2

2

2

6

2

8

4

Net Risk
Assessment

Controls and Mitigation
Constitution
Joint Waste Management Strategy
Open dialogue at all levels within Boroughs
IWMS Service Delivery Plans
Financial strategy & budget planning
Contractual provisions & penalties/incentives
Dispute Resolution Procedures in Contract
IWMS Service Delivery Plans

L

I

Total

1

4

4

3

Representation on ELWA Ltd board.
Contract monitoring
Intervention by the funders
Service Delivery Plans include contingency arrangements
Performance reward and penalty regime
Parent company guarantee
Provisions in IWMS Contract
Monitor press reports
Review financial results and accounts
ELWA Ltd contingency plans
Parent company guarantees
ELWA files of licences and operation manuals
Contractual requirements
Contract Monitoring arrangements, including sub-contractors
Maintain high level of national involvement and expertise
Performance reward and penalty regime
Contractor contingency plans
Change of law provisions in IWMS Contract
Site engineering pre 1990
Risk assessments in 2005
Inspection by on-site staff
Insurance cover
Bi Annual testing since 2005

1

1

1

2

2

3

3

6

Further Actions to Reduce Risk
Waste minimisation strategy
Greater Transparency
Increased stakeholder engagement
Constant stakeholder communication
Maintain professional approach to commercial negotiations
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2

2

2

4
Engage with contractor to identify savings
Waste minimisation strategy

1

1

4

2

3

2

2

2

Y

Managing Director

Y

Managing Director

Y

Managing Director

N

Managing Director

N

Managing Director

N

Management Board

N

Finance Director

Y

Managing Director

N

Managing Director

N

Managing Director

3

2

2

Managing Director

3

1

3

Y

2

Sale of closed landfill sites

Maintain high level of national involvement and expertise
Contingency plans
Change of law provisions in IWMS Contract
Medium Term financial strategy.
Annual levy calculation
Cost reduction strategies
IWMS Service Delivery Plans
PFI credits
Maintain reserves at adequate level.
Medium Term financial strategy.
Risk Management strategy.
Treasury management regime
Annual levy calculation
Maintain reserves at adequate level.
Keep insurances under review.
Awareness of potential new regulations.
Approved staffing establishment
Succession planning
Shared knowledge within team
Performance management/appraisal regime
AML Board meetings.
Review financial results and accounts.
Contingency plans
Use of advisors
Medium and long term strategy planning with contractor.
IWMS Service Delivery Plans
Side agreement to contract for increased diversion of coarse SRF to EfW markets

Business
Actions
Continuity
Risk Owner
addressed by
Risk
Y/N
Date
N
Managing Director &
Management Board

6

3

2

8

4

Documented processes and procedures
Flat organisation structure
Greater cross working within organisation
Business Continuity Plan
Sale of Aveley closed landfill site
Identifiaction of alternative uses of landfill site to mitigate any increased costs
Negotiate around the impact of commercial waste on ELWA's performance
Engage with contractor to identify performance improvement measures

01/04/2014
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Description of Risk & Sub-risks

O1 Loss of accommodation and documents contained within
Unable to access important documents
Loss of critical data
Monitoring and reporting are weakened
O2 Closure of public waste disposal site
Unable to receive waste from public
Potential for fly tipping near the site
Adverse local media attention
Poor perception of the Authority
O3 Trespass on closed landfill site leading to death / serious injury
HSE / Police investigation
Adverse national media attention
ELWA security provisions called into question
O4 Closure of a key waste facility
Service to Boroughs disrupted
Significant costs if a long period.
O5 Major Health & Safety event at a waste site or at office
HSE / Police investigation
ELWA Ltd safety provisions called into question
Disruption to admin
O6 Major failure of contractor's technology e.g. shakers / pushers / Screens / Conveyors
Performance is poor
Viability of contract is in doubt
O7 Service failure due to extreme weather conditions e.g. heavy snow, flood
Failure to transfer waste to landfill sites
Backlog of waste
High cost of clearance
O8 Discovery of hazardous substances
Suspension of activities
Cost of removal and treatment of substances
O9 Failure to meet stakeholder expectations
Criticism of ELWA and ELWA Ltd
Reputations damaged
Customer complaints
O10 Increased risk of enforcement notice due to failure to comply with regulations
Contractor's costs increase
Indicator of that viability of contract is in doubt
O11 Lone working (both office and site)
Personal attack on a member of staff
Personal injury/incapacity not discovered
O12 Operational incidents on landfill site e.g. leachate overflow
High cost of remediation and correction
Adverse media attention
O13 Fraudulent activity (both in terms of the contract and internal)
Termination of contract if contractor
Criticism by Government / District Audit
Service performance jeopardised
O14 Poor performance of collecting authorities
Failure to meet Borough recycling targets.
Failure to meet ELWA Pooled/Contractual Targets
Failure to meet waste minimisation strategy targets
O15 Insufficient waste produced to meet contract minimums
Cost per tonne increases - inefficiencies arise
O16 Waste increases above budgetary assumptions
Costs increase pro rata to waste increase

Gross Risk
Assessment
L

I

Total

1

2

2

2

2

4

2

3

6

2

3

6

2

2

4

2

3

6

2

2

4

2

1

2

2

2

4

3

2

6

2

1

2

2

2

2

2

4

4

2

2

4

1

2

2

2

2

4

Controls and Mitigation
Landlord responsibilities for accommodation.
Daily IT backup by LBBD
Key contractual documents held elsewhere (Wragge & Redbridge).
IT link up for home-working or hot desking within LBBD.
Insurance
Contractual performance requirements.
Penalty regime on contractor.
Alternative sites if one closes

Net Risk
Assessment
L

I

Total

1

1

1

Further Actions to Reduce Risk
Business Continuity Plan

Business
Continuity
Risk
Y/N

Contractor contingency plans.
Penalty regime on contractor.
ELWA Ltd Insurances
Contractual requirements.
Contract Monitoring
Landlord requirements.
Penalty regime on contractor.
Contractor Health and Safety procedures monitored.
Contractor's risk management regime
Penalty regime on contractor.
ELWA Ltd insurance cover.
Contractual service requirements.
Contractor contingency plans.
Borough diversions
Contractual service requirements.
Specific contractor arrangements for hazardous waste.
Contingency plans.
Maintain dialogue with stakeholders.
Consultation on strategies.
Proactive public relations.
Further review strategies and service delivery plans.
Contractor's risk management regime
Contract and contract monitoring
Penalty regime on contractor.
Risk assessments.
Security arrangements at Harvey House.
Working practices and communication equipment on sites.
Site engineering pre 1990.
Risk assessments in 2005
Bi-annual testing of gas equipment.
Inspection by on-site staff.
Insurance re: sudden events
Authority's' anti fraud and corruption strategy.
Contractual provisions on corrupt gifts and fraud.
Insurance.
Internal and external audit.
Requirements upon collection authorities in IWMS Contract.
Annual Service Delivery Planning by partners.
Monthly provision of information by contractor.
Meetings of Board and Directors of Environment.
Public & stakeholder pressure on collection authorities to improve
Specific arrangements IWMS Contract re minimum tonnages.
Service Delivery Planning with Boroughs and Contractor.
Service Delivery Plans
Budgetary Control, including availability of reserves
Waste minimisation
National Legislation on producer responsibility
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AUTHORITY REPORT:

Agenda Item 9

CONTRACT MONITORING TO 30 SEPTEMBER 2013

1.

Confidential Report

1.1

No

2.

Recommendation:

2.1

Members are asked to note this report.

3.

Purpose

3.1

To provide an update on the monitoring, outcomes and actions taken with regards to the
management of the IWMS contract for the period to 30 September 2013.

4.

Summary of First Half of Contract Year Performance

4.1

The total year to date tonnage is slightly down compared to the same period last year
and this was anticipated within the budget as last year included the Olympic tonnage.

4.2

Tonnage of contract waste year to date is lower than budget, currently 226,880 tonnes
has been delivered against a budget of 229,600 tonnes.

4.3

There are however some individual waste streams that have increased above last years
levels. For example Reuse & Recycling Centres’ (RRCs) waste is slightly up against last
year as is household waste collected from the kerbside.

4.4

Fortunately ELWA officers carried out detailed forecasting and predicted this increase in
waste and as a result the tonnage that has arisen is still within the budget expectations.
The financial benefit of this is detailed in the Finance Directors report elsewhere on the
agenda. A summary of waste arisings and variances can be seen below.

4.5
Key Waste Types Year to date [Tonnes]

12-13

13-14

Change

Delivered Dry Recyclate

32,250

27,960

-13%

Delivered Green material

15,450

14,200

-8%

134,440

137,770

2%

Trade (Estimated) Collected with Domestic

6,500

6,440

-1%

Trade/ Municipal Weighed Separately

4,100

3,730

-9%

RRC Green Material

6,160

5,740

-7%

RRC Recyclate (Exc Green Material)

8,500

10,050

18%

RRC Residual

21,250

20,990

-1%

RRC Total

35,910

36,780

2%

228,650

226,880

-1%

Delivered Household [excluding above &
Estimated Trade]

TOTAL
4.6

Members have consistently given officers direction that increased diversion from landfill
is a priority in order to avoid the increased landfill tax liability. Officers have taken this
direction and officers have engaged proactively with the contractor to drive this
performance up.

4.7

This initiative was also facilitated by pressure applied on the contractor at ELWA Ltd
meetings and through dialogue regarding the Annual Budget and Service Delivery Plan
(ABSDP) as detailed elsewhere on the agenda. Through the same forums it has been
highlighted to ELWA Ltd that the baler poses a significant bottleneck and risk to the
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processing of fuel. As a result the contractor is in the process of installing a second
baling operation at its facilities.
4.8

As a result of this increased focus the year to date diversion performance is 75.1%; this
is a considerable improvement against the same period last year of 67.5%, and slightly
above the anticipated figure in the ABSDP of 74.6%.

4.9

Traditionally levels of diversion reduce slightly in the months of January and February as
a result of cement kilns closing for annual maintenance with the impact of lower
tonnages of Solid Recovered Fuel (SRF) being despatched. The A Director highlighted
this at ELWA Ltd and insisted that plans should be made now to replace this tonnage with
alternative off takers.

4.10 Contract recycling is at 25.9%, nearly 2% lower than anticipated in the ABSDP. This is
thought to be primarily due to reduced tonnages across the spectrum of collected
recycling. The collected orange bags for example being 6% down on last year figures
with output of the Survival Bag MRF (SBMRF) down by 15%. The table at 4.5 above
shows a reduction in green waste collected and a reduction of green waste brought into
the RRCs by the public.
4.11 It is thought that the lower output from the SBMRF is due in part to increased
contamination of input material and as a result, ELWA in conjunction with officers from
the constituent councils, are currently conducting a review of tonnages and
contamination levels to ascertain if there is an underlying problem or if it is a result of
changes to constituent council’s collection methods.
4.12 It should be noted however that the contaminated outputs are not going to landfill but
are being diverted to the BioMRF which as a process is diverting 82% of inputs from
landfill.
4.13 The table below provides a summary of the year to date recycling performance for each
of the constituent councils and a comparison for the same period last year. The reduced
NI192 figures reflect the issues set out above.
Constituent Council
LBBD
LBH
LBN
LBR

2012/13
29.8%
35.4%
20.3%
33.1%

2013/14
27.7%
34.9%
17.5%
31.3%

5.

Forecast of Year End Performance

5.1

As the main organic season is now over, it is likely that a reduction in the current
recycling performance will occur, as in previous years. The forecast for year end
performance is 24%, against the ABSDP expectations of 26.4%.

5.2

The ABSDP diversion from landfill performance is 73.5%, based on the first half of this
year our forecast is a year end performance of 72%.

5.3

It should be noted that for financial budgets, a lower percentage of diversion was used
than detailed in the ABSDP. The financial effects of these figures are detailed in the
Finance Director’s report elsewhere on the agenda.

5.4

Given the data we now have for the first six months it is possible to provide a forecast of
the likely outcomes of contract performance. Contract waste tonnage is a significant
driver on the Authority’s costs and tonnages are under the original budget forecast.

5.5

The current forecast for year end tonnages is 422k tonnes against a budget of c.428k
tonnes.

5.6

Overall waste tonnages at the RRCs are up slightly on last year but measures put in place
to increase recycling and diversion from the site are delivering improved performance.
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5.7

Further details and analysis of contract performance and tonnages can be seen on the
ELWA Ltd papers elsewhere on the agenda.

6.

Contract Monitoring

6.1

Although the input tonnages are relatively small tonnage increases, further analysis and
monitoring will need to be put into place to ensure that controls remain robust and are
enforced. Some uncertainty over the revised monitoring requirements has led to a delay
in staff engagement within the constituent councils and has resulted in reduced
monitoring activities in some cases as per table below:

Monitoring activity
reported

LBBD

LBH

LBN

LBR

50%

100%

14%

97%

6.2

However no significant concerns have been raised by ELWA or borough monitoring
officers during site inspections.

6.3

As previously reported to Members, a revised constituent council officer devised RRC
monitoring regime was due to begin in October. Significant progress has been made,
with the new regime now trialled and proven at all sites, and is ramping up to full
implementation.

6.4

At the time of writing this report, the ELEA Operational Management Team (OMT) remain
fully committed to implementing the revised monitoring regime to control waste
tonnages at the RRC sites which have increased year to date against 2012/13. ELWA will
continue to assist constituent council officers in implementing this system. It should be
noted that the contractor is also fully supportive of this initiative.

6.5

A revised monitoring protocol has been devised to include a greater emphasis on
enforcement against those bringing in commercial waste under the guise of household
waste at considerable expense to the Authority. Enforcement will be carried out by
constituent council officers.

6.6

This initiative is in response to Members requirement for tighter controls at RRC sites.
The installation of Automatic Number Plate Readers (ANPR) at each of the sites is still
under consideration and further reports will update Members on this issue.

7.

Relevant officer:

Dave Hawes, Contract Manager/e-mail: dave.hawes@eastlondonwaste.gov.uk / 020 8724 5045
8.

Appendices attached:

8.1

None

9.

Background Papers:

9.1

None

10.

Legal Considerations:

11.

The Legal Adviser has been consulted in the preparation of this report and confirms there
are no legal implications to highlight.

12.

Financial Considerations:

12.1 Tonnage levels and landfill tax liabilities continue to be the main drivers of cost within the
IWMS contract. Reduced tonnages therefore and increase diversion have led to a
financial saving for the Authority in this period. For every 1% above expected
performance, there is a cost saving of £80,000. This is included within the Budgetary
Control report presented elsewhere on the agenda.
13.

Performance management considerations:

13.1 The report contains the latest contract performance information.
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Risk management considerations:

14.1 None
15.

Equalities considerations:

15.1 None
16.

Follow-up reports:

16.1 None
17.

Websites and e-mail links for further information:

17.1 None
18.

Glossary

ANPR = Automatic Number Plate Readers
ABSDP = Annual Budget & Service Delivery Plan
BioMRF = Biological Materials Recycling Facility
Constituent Councils = London Boroughs of Barking & Dagenham, Havering, Newham &
Redbridge
ELWA = East London Waste Authority
IWMS = Integrated Waste Management Strategy
LBBD = London Borough of Barking & Dagenham
LBH = London Borough of Havering
LBN = London Borough of Newham
LBR = London Borough of Redbridge
NI192 = National Indicator (Household Waste Recycled or Composted)
OMT = Operational Management Team
RRCs = Reuse & Recycling Centre(s)
SB = Survival Bag
19.

Approved by Management Board

19.1 11 November 2013
20.

Confidentiality:

20.1 Not applicable
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